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PREFACE

One of the major problems facing the United States
Government at the present time is that of the coordination
and consolidation of the verious types of transportation fac-
ilities throughout the country. The largest single factor
of transportztion is that of the railroads. That railroads
and the Government are mutually interdependent goes without
saying. In order to have a healthy nation, 1t is necessary
that theé nation have healthy arteéeriés of commerce and comm-
unication.

This work is not intended to forward esny type of sol-
ution to the problem, but to emphasize the need for coordin-
ation and cooperction on the part of 2ll types of carriers
and that cooperation and coordination can best be carried
out under a system of private ownership supervised by stiict
government control.

It is the intentlion of the author to chart the course
of the governmental relations to railroads in recent times.
Railroads were selected to show the causal relzstionship
between the government and transportation because 1t 1s felt
that railroads are still the largest factor in tranpportation,
and will continue to be indefinitely. As such, the rail-

carriers typify the transportatlion system.



In the growth of governmental regulation of the rail-
roaeds may be traced the development of a closer relation-
ship between railroesds and covernment from the slipshod
control of a few decades ago to the more organized program
of today. From the trend, it is apparent thst this relation-
ship will become more refined as time draws on.

The author should like to express his appreciation to
Professor John T. Culliton under whose gblde supervision the
author carried on his research; to Miss Sylvia Sichel, Mr.
Armstrong of the Canadian National Railroad and Mr. Rollit

of the Canadian Pacific Kaillway; and to Mr. Richard Travis.

J. A. L‘

Montresl, 1939.



CHAPTER I.
EARLY GOVERNMENT REGULATION

One impressive fact looms large in the history of all
people. Practically all of the time of the primitive per-
son 1s taken up with the production of the barest necessit-
ies of 1life. The human race begins to make progress only
when there 1s a material surplus available., Man gives no
thought to anything like cultural or intellectual matters
when his struggle for existence is so keen that the very
basic necessities of 1life alone are avallable. If the
sesthetic and mental interests of 1ife are to be stimulated,
i1t is necessary that there be some surplus of goods.

Transportation aids this prerequisite of civilization
in two ways: first, by maeking goods available over a wilider
geographical area; and second, by lncreasing the output of
goods.l Thus, there 1s a very high correlation between the
stage of development of a race and the degree of development
of that particular people's mode and ease of transportation.

Not only do the development of the aesthetlie and mental
interests of 1life depend upon transportation, but the very
state end solidarity of a nation itself may be measured in
terms of this self same transport. The modes of transport
have changed, are changing, =snd will continue to change. The
greatest factor of transportation up to, and including the
present time, and for some time in the future, 1s the rail-

roads. The dependable elimination of time and distance, the
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quick interchange of thought and informstion and the
national unity resultant, makes the railroads the most
vital and constantly impelling mechanical and economical
force in a nation.®

No better illustration of the solidarity of a nation
and its utter dependance upon the railroad may be given than
the comparison of China, with a 400,000,000 population and
7,000 miles of inefficlent and poorly operated railroad;
Russia, with a 140,000,000 population and 43,000 miles of
falrly equipped and run railroad; and the United States, with
130,000,000 people and 261,000 miles of railroad (first main
track) with excellent equipment and service.®

In 1867, H, V. Poor ended the first Poor's Manual with

the statement;4
The resume which we have given of the progress,
condition and results of the railroads of the
United States reflects, on the whole, great
credlt upon their management, and gives, at the
same time, a reasonable expectation of still
better results. More progress has been made,
within a period of over little more than thirty
years, in the sclence of locomotion, than had
previously been made within the history of soc-
iety. No physical achievment of the race will,
in the magnitude and value of its results, bear
a moment's comparison with the rallway. The
progress of the past 1s a sure guarantee of the
future.

As the history of the development of a country is so
closely bound with the development of the rallroads, it is
only natural that problems 1n menagement and operation are
bound to arise. Although the raillroads were "built with

private gain, to serve the public at the public's urgent



request,"Oit is necessary to realize that the rallroads
have passed from the realm of complete private control and
ownership. It 1s necessary that one realize the railroads
are, today, of and for the people. When any private enter-
prise assumes these characteristics, 1t is necessary, and
only to be expected, that the people, in the form of their
government attempt to regulate this enterprise to better
Serve ;» their ends. The industry has then left the field of
pure private enterprise and has entered that nebulous region,
bordering on the public enterprise, known as a publie utility.
When enterprise was small, and investments of capltal
were such that a monopoly was of little help to any going con-
cern, competition was such that it regulated the cost to the
consumer so that he was not obliged to pay much more for a
given item than the cost of production. People remalned
interested in business because the profit was just enough to
afford passable livelihood. Under such conditions, the
English Economist, Adam Smith, published that great book, The
Wealth of Nations, in which he attacked a governmental policy
of the regulation of business, and argued that a better quality
of merchandise might be had at a lower prlice 1f business men were
left alone to be regulated by competition smongst themselves.®
His thought wes immedlately taken up, snd within fifty yesrs,
he came to be rather generally accepted in English speaking
countries.
However, during the time that men were coming to belleve

the adege that "competition was the life of trade," the nature

of business was undergoing some very drastic changes. These
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changes came about as a result of the number of revolutionary
inventions. As & result of these inventions, manufacturing
ceagsed to be a handicraft process and became a machine process.
As 1t was seen that capitsl wss of vast importance in business,
huge investments of capital began to grow up. This capital
altered the method of production. Production now became a
roundaebout process, complicated Instead of simple. The product-
ivity of labor was heightened and goods now cesme to be made in
enticlpation of a market rather than on order. Great special-
lzation resulted, and this in turn gave rise to what is known as
a world market.

As the amounts in capital necessary for the carrying on
of a business began to rise, it became apparent to many that it
was lmpracticable to attempt a competing orgesnization. Such
enterprises, requiring large caplital, came to be recognized sas
monopolistic in character. Where competition could not be
carried on profltably, and where one organizatlion served the
needs of the consumer, it was learned that competition was fool-
hardy. Competition ceased, and with 1ts decline came the grow-
ing belief that competition could no longer be held as a vealid
regulatory factor.

Eventually 1t wes realized that rallroads are monopolistie
. in character.7 A railroad investment is very large. It cost
many thousands of dollars for plant and equipment, and many more
thousands for the purchase and construction of a permasnent way.
If one rallroad will amply serve a given district, it is folly
to attempt a competing line. Duplication of iIndustry seems to

have come mainly during the early part of the 19th century.
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Rallroads were in their beginning during the period of severe
industrial competition. Many lines were constructed with the
idea of competition in the minds of the bullders. This made
for a vast emount of duplication of service. ILuckily, business
was on a severe uptrend, and vast amounts of tonnsge and many
people avalled themselves of the rallroad service. However,
there has been a slackening in the degree of industrial activ-
ity. Although more traffic may now pass over the reil lines,
it 1s done much more cheaply snd efficiently. The competing
lines are still there, and railroads are beginning to feel the
pinch of too much competition. Because the rallroads were
designed as a competing business, the railroad systems that
have evolved now find that they compete severely with other
means of transportation, and with themselves, as well. Thus,

a system of government regulation has been caused to grow up
for the protection of the rallrosds, as well as the public. As
an example, rates are regulated to protect the public from
exhorbitantly high rates, and to protect the railroads from
ruln through excessive competition. More and more, rates have
come to be correlated with service offered and with the elimin-
ation of competition, under close publie scrutiny.

The creation of better and more workable relations with tre
public is one of the greatest problems faclng the railroead
managers today.

Railroad problems are not new questions. The railroad
difficulty with the public and the public's difficulty with the
railroads dstes back at least sixty-five yesrs. As has been

pointed out, the nation's greatest industrial progress took



place about the middle of the last century. Desiring an
outlet for the increased products which they were able to
produce as a result of the machine technology, and spurred

on by the demands of settlers in new sections of the country,'
railroad bullding grew tremendous. From 1867 to 1873, 32,000
miles of rallroads were built. This exceeded the total mile-
age in the United States in 1859.8 During this expansion, the
laissez faire policy, as far as government regulation of busi-
ness 1s concerned, was still generally believed. The absence
of govermmental restraint on the railroads in this expansion
period made it extremely difficult for them to abide by regul-
atlon 1n a later period.

It is probably for this very reason that the inecreasing
force of govermmental control of the rallroads has made the
shortcomings of present day msnagement so very appsarent.
Neither the government nor the railroads could be considered
wholly honest during this expansion era. We have but to
reczll the Credit Mobilier incident on the part of the govern-
ment. A further example of govermmental corruption may be
seen in which the par values of gratuities in promotion of
legislation in 1858 are given:g

$175,000 to members of the Senate
355,000 to members of the Assembly
16,000 to the Clerks
50,000 to the Governor
247,000 to others.
Such books as A. B. Hicks EARLY HISTORY OF ERIE well exemplify

the wrongdoings of the rsilroads and thelr managers.

The government began to be virtuous, snd 1n doing so,



some rather oppressive measures were forced upon the rail-
roads. Today, the railroads are, perhaps, the most closely
regulated of our transportation mediums. This coupled with
the hindsight of many railroad managers, pining for the "good
0ld days", and their obstinacy toward any type of government
regulation has caused an unhealthy state of friction between
government and the rallroads.

The history of rallroad regulation in the United States
dates back to a period just prior to the panic of 1873. As
settlers moved into the West, the need for some easy means of
transportation and communication began to become very apparent.
Thus, the West sold its birthright, as 1t were, for more and
more rallroasds. When the cost began to become apparent and
the 1lls of absentee ownership began to be felt, occasioned by
the demands for profit on the part of the Eastern Owners, the
West realized that it had received fine railroads, but only at
a tremendous cost. The men 1in charge of the railroads knew
that they held their positions to make money for the Eastern
Promoter and consequently, they did everything they possibly
could to carry out that detail. The rallroads of the West had
been built too rapidly and the country could not support them;
those immediately in charge of the rallroad were under a heavy
and unceasing pressure to make money, and they earned wherever
and however they could, - where it was 1in thelr power to earn
it by exaction, they exacted; where 1t was necessary to earn 1%
by competition, they competed. There resulted a condition whid
might be described as intolerable.l0 At one point, there might



be several competing roads, and business would be fought
over and frelght and travel carried for almost nothing, while
at other points, only a few miles distant, trafflc would be
made to pay all that i1t possibly could without driving it
back on to the road. In many instances, goods carried for

twenty miles might be charged more than goods going a distance

of forty miles. We may believe Mpr, Adams when he says:ll

0f course, even under the most favorable con-
ditions such a state of affairs could not be
perpetuated. In this case, however, it was
aggravated by a system of gross jobbery which,
before the storm burst, seemed to have fairly
honeycombed the whole West. It began high up
in the wretched machinery of the constructlon
company, with all its thimble rig contrivances
for transferring assets from the treasury of a
corporation to the pockets of the ring. Thence
it spread downward through the whole system of
supplies and contract and rolling stock compan-
les, until 1t might not unfairly be said that
everything had its price. The whole story 1s
told in these two words, Absentee Ownership; -
while the western patron was plundered, the
eastern proprietor was robbed. Under these
clrcumstances the continuance of the system was
made even shorter than it could have been by
the other cause of grievance which has been re-
ferred to, - Bad Menners . . . . Taken as a
class, the manners of the employees of the
Western Rallrcads are probably the worst and
most offensive to be found in the ecivilized
world. It is difficult to reallze why the
official should regard the traveller or the
person having dealings with the rallroad as his
natural enemy, but it is apparent that he does.

Public resentment against the railroads grew to gigan-
tic bounds. It 1s only natural that this pubiic resentment took
the aspect of legislation. The explosion finally took place,
and culminated in what came to be known as the Granger Laws. The

enactment of laws was demanded which would regulate the profits,



the methods of operation, and the politicsl relations of

the railroads. The corporations were made to realize that

the created was not greater than the creator, and that the

raillrocads were not the masters of the people, but rather

thelr servants. In this we find the complete abandonment

of the whole theory of natural law under which the railroad

systems had been created and had grown up. Governmental

regulation of the railroads, then, dates from the Granger

Laws, in spite of earlier commissions such as the commissions

appointed by the states of Massachusetts and Ohio in 1867 and

1869. The prevention of accldents, the gathering of statisties,

and the observance by rallroads of the restrictions imposed by

thelr charters were the chief objectives of these early com-

missions.12
The Granger Laws were a series of drastic state laws

passed by different state legislatures to regulate the rail-

roads. While the most strict of them were held unconstltut-

ional or repealed, the courts dld hold that the states had the

right to regulate the rates that the carriers might charge, and

to control the carriers in other particulars of state supervis-

ion as well.15

There were many examples of unfalr diserimin-
ation. The rallroads were afforded a vast amount of unwanted
publicity by the machinations of a few unscrupulous financlers.
Spurred on by a continuation of the bad manners of the railroad
people, there once again arose a demand by the public for
further supervision of the railroads. State regulation of the

railroads continued at a renewed pace, notwithstanding the

announcement of the right of judiclal review by the Supreme
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Court. The Court stated:l4

The questlon of the reasonableness of the
rate of charge for transportation by a
railroad company involving as it does an
element of reasonableness both as regard
the company and the public, 1s eminently
a question for judicial investigation
requlring due process of law for its
determination. If the company 1s deprived
of the right of charging reasonsble rates
for the use of 'its property, and such
deprivation takes place in the absence of
Judicial machinery, it is deprived of the
lawful use of its property, and thus, in
substance and effect, of the property
itself, without due process of law and in
violation of the constitution of the
United States.
Since the larger proportion of freight moved in interstate
travel, it was found that there was no way to regulate it
except by Federal legislation. This fact became apparent
in 1886 as a result handed down by the Supreme Court, in
which 1t stated that state commissions had no authority to

regulate the rates of freight moving in interstate traffic.1®

Despite the large degree of publlc unrest and resentment,
the rallroads still persisted, heedlessly, in their practices
of excessive competition snd preferential rates. Agreements
would be reached, but in the mad seramble for business just as
raplidly be lost in renewed rate cutting. 1In order to circum-
vent this continued competition, the raillroads engaged in the
pooling of their traffic and plant and equipment. Pooling was
naturally unpopular with the public and with shippers since
it meant stabllized, higher, and sometimes unreasonably
higher rates than were charged under the sbnormal conditions
of excessive competition.16 The publlic had had enough. There

was an inevitable reaction, culminating in the Act to Regulate



Interstate Commerce, passed by Congress in 1887, creating
the Interstate Commerce Commission.

While the primary function of the Act seemed to lie in
an attempt to prohibit rebating and other forms of unfair
competltion and forbade rates to exceed reasonable maxima,
singularly or through the use of pooling, it 1is nevertheless
true that the Act also was designed to encourage maximum com-
petition emongst the rallroads, this in the face of the recog-
nized quasi-monopolistic charsacteristies of the railroads.
The Commission was to prescribe and put into effect maximum
reasonable rates, but the Supreme Court thought otherwise.l7

As 8 result of the Supreme Court declslons, the Commiss-
ion had little authority. Its powers were extremely uncertailn,
and it was seven years before it was able to establish its
authority for the compelling of testimony from witnesses.
Furthermore, having decided upon a case and having handed down
a decision, it was not able to enforce its orders. In order
to secure the obedience of a road, the Commission found it
necessary to ask for the issmence of a court order. Since the
court refused to accept the evlidence of the Commission, the
roads rather slighted the Commission by reserving their
testimony for use in the Courts, if appeal might be found nec-
essary. Then, in 1897, the Court held that the Commission did
not have the right to meke an order specifying maximum rates
which a road might cherge in the future.'® Thus, the Commission
assumed the characteristics of an absolutely useless body.
Notwithstanding the practicel nullification of the Interstate

Commerce Act, it was indeed & strong marker on the road to
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rallroad leglslation and draws 1ts importance from that factor
alone.

Following the declsion of 1897, it at once became appar-
ent that some revisions mpst be made in the Interstate Code if
Congress was to keep control of the railrosds. Furthermore,
the antl-poollng provisions of the Act and the Sherman Anti-
trust Act, had had the effect of bringing sbout the combin-
ation of several companies under the ownership or direction of
one company.lg

Generz1l public and Congr&ssional uneasiness continued,
following the Court decisions. Furthermore, the public
attention was being drawn to other phases of the railroad quest-
ion such as the combinations and inter-locking directorates of
the rallroad companies. This probably arose as a result of
the application of the Sherman Act, passed in 1890, to the rail-
roads. Originally assumed to have no connection with the
raillways, this law was soon construed to prohibit all agreements
and combinations between competing carriers.go Application of
this Act to the railroads was speeded by an investigation which
bared the fact that E, H. Harriman controlled the Alton, the
Union Pacifie, the Southern Pacific, and the Kansas City
Southern. Wherever freight was to be moved from the West Coast,
the Harriman lines were to be reckoned with.21 Practically all
the lines east of the Mississippl had directorates which could
be numbered among a list of twenty-nine persons. E. H. Harriman
had boldly proclaimed that if it were not for the Sherman Act,

he would glso acquire the Sante Fe, the Northern Pacific and

the Great Northern.2o



Safety of the rallroads began to draw the attention of
the public eye. As early as 1893, Congress began to regul-
ate the physlcal aspects of the railroads by passing the Safety
Appliance Acts requiring the use of power brakes and automatic
eouplers.25 In 1898, the Erdman Law was passed. The alm of
that law was to prevent the blacklisting of employees, to
outlaw the requirement of railroads upon their employees that
the aforesaid employees release the road from any liability
for injuries received during the course of employment, and,
in general, to protect labor organizations.%4 In several of
the lower courts these provisions had been declared unconstitut-
ional as a denial of due process of law, as well as not regul-
atory of interstate commerce, and, therefore, not within the
commerce power of G,.-:mgz"e:axs.z5 However, when the question came
up before the United States Supreme Court, the act was adjudged
to be constitutional.®® Eventuslly, that act was strengthened
and broadened and finally replaced by the Newlands Act, passed

in 1913.27

Rates still continued to be the important question. In
1899, freight rates were advanced, giving rise to increased
legislation. The railway officials argued that combinations
were less likely to indulge in discrimination then were weaker
competing lines. They also contended that increased freight
rates were necessary to furnish a basis of credit, which was
necessary to Ilmprove and extend the railway net to where it
would adequately serve the transportation needs of the country.28

Public dissatisfaction continued to grow as a result of

the rate rise and the rapid consolidation of many lines.
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Thus, at public, as well as at prominent railroad men's
behest, who realized the loss to railroads as a result of
rate cutting and rebating, Congress was prevalled upon to
further strengthen the Act to Regulate Commerce. In 1903,
the Expedition Act ealled upon Circuit Courts of the United
States to give precedence to and to expedite in every way,
suits in equity arising under the Interstate Commerce and
Anti-Trust Acts.29 The Elkins Act was alsc passed in 1903,
This went another step toward the strengthening of the Inter-
state Commerce Act by providing that the penalties provided
for, therein, should apply to rallway companies themselves,
and not merely to thelr offlcers, and that published rates
were to be considered the standard of lawfulness, and that
departures from that rate would be considered misdemeanors.®0
A further change in the law concerned modes of proof of
violations of the Act. As construed by the courts, the
original Act required the Commlssion to show that not only
secret and preferentlial rates had been given by a carrier, but
that other shippers of like and contemporaneous shipments had
paid rates higher than the secret and preferential ones. It
had been necessary to prove discriminatlon as a fact between
shippers who, by reason of receiving the same services, were
entitled to the same rates. The practical result of this had
been to render prosecutions extremely difficult because the
necessary evidence was rarely obtainsble.®l The shippers re-
celving rebates, as well as the carriers granting them, were

made liable to the penalties of the law. The courts were
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given jurisdiction for the issuance of injunctive writs
against the violatlion of the law.

The constitutionallty of the Elkins Act, as applied to
its imposition of 1liabllity upon the carrier for acts of
its officers or employees in violatlon of the Interstate
Commerce Act, was upheld by the Supreme Court in New York
Central & Hudson River Rallroad v. United Stetes.5?

In 1906, Congress passed the Hepburn Act. This Act glves
the Commission, after a full hearing upon a complaint or after
an investigation conducted by the Commission upon its own
initiaetive, the right to determine and prescribe just and reason-
able rates and charges. Having found these rates, they then
become the maximum rates chargeable.53

The Act extended the jurisdiction of the Govermnment to
inelude pipe lines, express compasnies and sleeping car compan-
ies. Switches, spurs and terminals were also placed under
Federal jurisdiction.34

This Act further provided that detalled annual reports
were to be rendered to the Commission by the carriers not
later than three months after the close of the year to which
they aepplied. It also provided for a uniform system of account-
ing and forbade the Carrlers to keep any accounts or records
not authorized by the Commission.3®

In 1907, a law was passed limiting the hours of service
of 211 persons engaged in the operation of interstate trains.%S

Excessive hours had resulted in a grest number of serious

aceldents and loss of life. Runs of thirty-six, fifty, seventy,
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and at times even one hundred hours have been recorded.
The first decade of the twentieth century saw the enactment
of many laws regulating the length of working day for the
railroad man.%®

In 1908, a law prescribing the type of ashpans to be
used on railway locomotives was passed. In 1909, the trans-
portation of explosives was dealt with.37

In 1906, Congress passed a law which considerably modi-
fied the fellow-servant doctrine of common law. By the
terms of the Employer's Liability Act of 1906 every common
carrier engaged in interstate commerce was made liable for
the death or injury of its employees. The provisions of the
act were made appliceble to the company irrespective of
whether the person killed or Injured was at that time engaged
in interstate commerce, the criterion being that the company
itself was engaged in interstate commerce. When the case
came up before the Supreme Court, the Court invalidated the
Act on the grounds that its terms were not limited to injury
incurred by persons while engaged in interstate commerce.38

In order to meet the constitutional objections raised by
the Court, Congress in 1908 enacted a measure simllar to the
earlier law except that its actlon was confined to injury or
death incurred by persons while engaged in interstate commerce.
This was upheld in the case of Mondou v. New York, New Haven
& Hartford Railway.39

In 1910, the Employer's Liability Aet was further enlarged

to include all safety applisnces used on cars and 1ocomot1ves.4o
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With the passage of the Mann-Elkins Act, in 1910, the
powers of the Commission were advanced again. This Act
gave the Commission the power to suspend a proposed change in
rates and made the charging of more for a short haul than for
a2 long haul lllegal unless permission to do so was granted to
the carrier by the Commission.4l The Commission was empowered
to hold a hearing on 1ts own authority and it was given the
power to classify freight. The shippers were gilven relief too,
in that they were permitted to specify by which of two or more
routes their freight was to be carried to its destination.
Furthermore, common carriers and their agents were forbidden to
disclose any information regarding the route, the destination,
or the consignee of any shipment when such information might
be used to the detriment of the shipper.

In 1912, the Panama Canal Act was passed. By mea=ns of
this Act the Commission was given general guthority over the
relations between rail and water carriers.42

Congress passed the Valuatlon Act in 1913. This Act
provided that the Cormission was to begin a valuation of all
the rallways of the United States. Its maln purpose was to
establish a basis for the regulation of rates, and the issuance
of stocks and bonds. Thereupon, the Commission set up a bureau
of valuation. This was a monumental task, and for many years,
the Bureau of Valuation was larger than any of the other bureaus

of the Commission.4d

Labor .controversies continued to assume the larger portion

of the railroad stage and as concerted action became a regular
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and permanent method of negotiation, it was realized that
a board of three men, with the asuthority vested in one man,
was too small a body to intrust to such serious matters.
Thus was the Erdman Act replaced by the Newlands Act in 1913.
This Act provided for a governmental body of three members,
and in the case of arbitration, the board might consist of
six members. The Newlands Act also provided that the position
of the Commissioner of Mediation be one of permanency, thereby
making it more probable that the work of the mediator would be
more expert and consequently more acceptable to both sides.44
The publle was still afrald of combinations of raillroads
that tended to ralse rates. Thus, in 1914 three enactments
were passed by Congress which touched the railroads in this
connection, although they were not passed specifically for
control of common carriers. These three Acts were known var-
iously as the Clayton, the Sherman and the Interlocking Dir-
ectorates Act4® As a result of the Northern Securities Case
of 1904 and of subsequent determinations, the Supreme Court,
in interpreting and applying the Anti Trust Acts, had rendered
illegal one form of rallroad cooperation after another, as
the carriers had attempted through holding compéanles, mergers,
and leases to circumvent the law. Finally, the railroad provis-
ions of the Clayton and Sherman Acts of 1914 gave concrete
legislative saenction to the results of judicial interpretation.
Railroads were prohiblted various forms of interlocking

directorates and from purchasing, except for investment, the
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whole or any portion of the stock of a competing railroad.
It was specifically provided that such acquisition must not
take place where competition might be lessened as a result of
the movement. TUnder no circumstances was there to be permitted
a movement toward the restraint of trade or the creation of a
monopoly.46
Notwithstanding the great strides made by the Interstate
Commerce Commission, both upon its own volition and that of
Congress through the granting of new and greater powers, the
Supreme Court still continued to attempt to hamper the Commiss-

ion wherever possible.47

Many times it was necessary to pass
new congressional legislation in order to counteract the
effects of judicial review. On the other hand, there have
been many decisions handed down by the Court which have greatly
enlarged the powers of the Commission. Typlecsl of such a case
is that of the Shreveport Cases.?® This decision validated

an order of the Cormmission which caused the railroad carriers
concerned to change state-made intrastate rates to remove an
unreasonable discrimination agasinst interstate rates that had
been found reasonable by the Commission. Of an even greater
importance than the Shreveport Case was the decision of the
Supreme Court with regard to the Wisconsin and New York Rate
Cases. This enlarged the regulatory powers of the Commission
by requiring all states fixing intrastate rates to avold sett-
ing such rates below levels that have been found to be reason-

able for interstate commerce by the Commission. The states

may not unduly burden interstate commerce, and the Interstate



Commerce Commission is the judge as to what may constitute
such undue burden.49

The Boiler Inspection Act of 1911 was supplemented by an
additional act passed in 1915.%0 This Act of 1915 enlarged
the inspectlon service and set certain standards as the pro-
visions of the previous Act had been found to be inadequate to
cope with the number of locomotives to be inspeected. With the
Inspection Act were further provisions regerding the type and
usage of sutomatic couplers. Federal inactment has gone a
long way toward the standardization of types of safety appli-
ances in use. Whille the Federal laws do not demand that a
certain type of appliance be used, they do demand that these
eppliances be falrly interchangeable.

Late in the year of 1915, the Brotherhoods, in view of
rising commodity costs, and in view of changing conceptions of
the position of the working man, decided that the time was ripe
for an eight hour day. Ezrly in 1916, representatives of the
four raillroad brotherhoods met and drew up plans for a national
eight hour day and time-and-a-half for overtime. This plan was
immediately presented to all railroads of the United States.
The carriers were extremely reluctant to grent these new demands,
but suggested submitting the matter to arbitration. However,
the Brotherhoods refused the suggested plan because of alleged

51
unfalrness in previous wage settlements. 3k

Although
various types of compromises snd arblitrations were suggested,
all were rejected by either party. President Wilson then

attempted to settle the strike by personal contact. This



falled too, so that he was prompted to suggest that the
demands of the men be temporarily granted and their influ-
ence upon labor costs be definitely ascertained. When the
carriers refused this proposal, the Brotherhoods countered by
calling a national strike for Labor Day, 1916. In order to
avold thils disastrous strike, because it threatened to be one
of the most serious in all of the United States! industrial
history, and because of the delicate nature of internationsal
negotliations resulting from the War, President Wilson sought
relief through legislative channels., Thus, the Adamson Bill
was introduced and passed almost immediately. Although the
strike was averted, the Brotherhoods threatened to call another
strike, because the rallroads refused to obey the law until
1ts constitutionality was proven by the Supreme Court. How-
ever, as Americen participation in the World War was very
imminent, President Wilson induced the Brotherhoods and the
carriers to submit the matter to a committee of the Council
of National Defense. As a result of the decision handed down
by this committee, the roads agreed to abide by the enactment.
However, on the very day that this decision was handed down by
the Council of National Defense, the Supreme Court upheld the

52
constitutionality of the Adamson Act. (3

The eight
hour day became the standard for train operatives, with time-
and-a-half for overtime.

Nineteen days after the Adamson Act was declared constit-
utional, the United States entered the World War, and at the

end of 1916 the United States Govermment took over the operation
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of the rallroads. With the coming of this Federal operation

of the carriers, the entire complexlon of the situation changed.
The relationship of the Govermnment to railroasds changed from
one of regulation to one of operation. Although the carriers
were returned to private operation in 1920, the relationship

of the roads to the Government has never been quite the same

as that which existed prior to the War. After the War, Govern-

mental control was stronger and less haphazard.
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CHAPTER II
THE WAR PERIOD

The reasons for Government control of the railroads
during the War may be traced far beyond the World War itself.
The entrance of the United States into the war and the subsequent
Governmental operation of the railroads was merely a surface
eruption. The real cesuse for the necessity of Government oper-
atlon may be traced back to 1906, when the Hepburn Act gave the
Interstate Commerce Commission control over maximum rates.
Although subsequent years saw drastic rises in the prices of every
commodity, and rises in operating expenses for the railroads, the
C.ommission held rallroad rates so low that the carriers were
unable to meet current operating expenses. As a result of thils,
the railroads were unable to command enough credit to pay for
necessary and desirable betterments.t

Up to 1906, the railroads had been able to furnish the
country with sufficient transportation to meet all current
needs. Frequently, the railroads had enough good sense or fore-
sight to build ahead of the traffic. However, during the
decade immediately preceeding the World War, the Interstate
Commerce Commission, with its great power over rates, had been
driven by a powerful and misinformed public oplnion to adopt a
policy which had all but crippled railroad credit. Careful
investors, such as insurance companles and savings banks, re-

fused to invest in rallroad securities.2
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In the decade between 1906 and 1916, the railroads
found it extremely hard to finance current operations, let
alone expansions necessltated by growth of the country. The
year of 1915 marked the peak of raillroad receiverships, with
42,000 miles, or about one sixth of the entire railroad mile-

age of the country, in the hands of the courts,®
Among the bankrupt companies might be found the follow-

ing important roads:4
Atlanta, Birmingham & Atlantic--------=----e-- 645 mlles
Chicago & Eastern Illinois---------=cce--u- 1282 "
Cincinnati, Hamilton & Dayton------------=- 1015 "
Chicago, Rock Island & Pacific--~--=--=-ua- 7847 "
Colorado Midland------==-c-cccccmmcccmeee- 338 "
International & Great Northern=------------- 1106 "
Missouri, Kansas & Texag-------=-=--c--co-- 2865 "
Missouri Pacifie----=---=co-ccccmcccneea 7285 M
Pere Marquette-------coocmmcccc o 2322 "
St. Louis & San Francisco-----------=----== 4747 "
Toledo, St. Louls & Western---~--=--w=-w--=- 450 "
Wabash==~------ccercce s e r e c r e e 2514 "
Western Pacific----=----=mcmocemcecmcaacnen 946 "
Wheeling & Lake Epie=-----------co--o--oo-- 459 "

Beslides these 14 lmportaent railroads, 68 smaller lines
were then in the hands of the receivers. The combined capital
of these 82 roads amounted to $2,264,002,178.°

Little new rallroad bullding was carried on, causing the
mileage of new lines bullt in 1915 to drop below any figure
between that year and the Civil War., Between 1906 and 1915,
the miles of new track built dropped from 5,623_m11es to 933
miles. PFurthermore, the slowing up of railroad development was
reflected in the statistics relating to orders for new equipment.
Orders for locomotives and cars dropped to an unprecedented low,

and drastic curtailment and retrenchment in serviece was everywhere
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in evidence.6

Lack of revenue also had its repercussions in the fields
of labor. Because the railroad wages remained low as a result
of low railroad revenue, the managers of the various lines were
unable to inecrease wages comparable to inereases in other indus-
tries. This situation gave rise to increased discontent amongst
railroad employees and a general weaskening of mo'rale.7

This was also a period of railroad baiting. Politicians
climbed to new and greater heights through thelr abuse of
rallway companies. Many types of false storles regarding the
carriers gained wide circulation and publie acceptance. It did
not seem to matter that the reports of the Interstate Commerce
Commission contradicted these claims. Few people bothered to
read the Interstate Commerce Commission reports which refuted
the claims that the railways were concealing large esasrnings,
preferring to believe the words of the deﬁ?gogues.s The result
was that the United States entered the WOQ}a War with impalred
rallway credlt, a system that had not been permitted to develop: .
so it could adequately carry a peak load and with discontented
employers and employees, end impatient shippers.9

The gravity of the juncture was fully recognized by the
railroad executives, and when the United States entered the War,
they acted quickly in an effort to cope with the situation.
Previously, when Great Britain had entered the War, the British
Government took over the carriers and operated them through a

board consisting of railroad managers. When the United States



became assoclated with the Allies, a move similar to that
taken by the British was advocated by the managers. However,
they did not walt, and took the ihitiative themselves.lo

Within five days after the declaration of war, the rail-
ways organized the Railroads War Bosrd. This Board was able
to carry out many improvements in service. By means of an
agreement with the Federal Government affected through the
Councll of National Defense, the railroads were sble to carry
out certaln projects which would have been prohibited by the
anti-pooling and anti-trust laws under ordinary circumstances.ll

Finally, in 1917 the Commission followed the lead of the
Railroads War Board, and asked Congress to permit unification
of the carrlers, lawfully, by the suspension of the operation
of the anti-trust laws. This was to apply except in respect
to actual consolidations =snd mergers, snd to the anti-pooling
provisions of the Commerce Act for the duration of the War.

The uncertainties of the situation were finally dissolved
by the President when he took possession of the rallrosads of
the country as a war messure. This action was taken under the
authority granted to the President by the Army Appropriations
Act of 1916.12 This Act was probebly intended to provide for
an emergency which might arise in connection with Mexico in 1916.
At the time of its passage, there was no immedlate danger of the
United States engaging in the World War.

In his proclamgtions snd addresses to Congress, the
President stressed the need for Govermment operation of the

reilroads because of their financial difficulties. Not only
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were the railroads unable to cope with the inereased traffic,
because of thelr inabllity to get added capital equipment, but
the workers themselves were also a problem. Rallroad wages
continued low, and resulted in much talk of strikes, and gen-
eral labor unrest. Thus, in order to remedy the situation, he
recommended that the rellroads should be provided with financlal
assistance from the Government treasury in the form of loans or
advances for capital purposes. TUnder the legislation which
followed, the carriers were guaranteed a return for each year
of Federal control. This return was to be equal to the average
of the three years immediately prior to June 30, 1917. 13

The Government had every advantage under the Federal Con-
trol Acts. The railwsys were not permitted to enter into any
controversy with the Director General, as far as terms were
concerned. An excellent example of this may be found in Section
three of the contract which specifically provided that no
carrier "might make claims for loss or dsmage to their business
or traffic by reason of the diversion thereof which has been or
mey be csused by said taking or by said possession, use, control
and operation."l4

The Director General adopted a number of measures designed
to increase the efficiency of the carriers and to serve the
purposes of the war. Much was said concerning the great econom-
ies to be effected by this plan of Governmental operation. The
Director Genersl and the President are quoted meny times on

this subject.15 Among the most important inovatlons may be
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numbered: a short routing of traffiec; unificstion of fecili-
ties; reduction in passenger facilities saving ten percent in
passenger train miles; increase in démurrage rates to encourage
prompt unloading of cars; store-door delivery in order to
release equipment with a minimum of delay; sailing day plan or
the fixing of dates at which package would be received at the
stations for shipment; solid trainloads of commodities from
point of origin to point of destination, when practicsble;
permits for shipment of freight under which war supplies had
priority right; bituminous coal plan, under which cross ship-
ments of bituminous coal were prevented; standardization of
equipment; consolidated ticket offices; a universal mileage
book; discontlnuance of off-line traffic offices; changes in
accounting; and a plan for the development of inland weterways,
as a supplement to rallroad transportation.l6

Each of these measures was presented to the country as
a method of affecting large savings. The mein purpose to be
served though, was the movement of troops and supplies with
the least possible delay. That these measures furthered that
end may be seen in that the railways were made to serve the
Army and Navy as truly as though they had been owned by the
War Department and had been constructed for military purposes.
The needs of the country were such that the transportation
machine became & highly efficient instrument for the process
of waging war. Federal operation contributed to that end, and

efficiently.17 Federal control was made even more successful
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by the loyal cooperation of the men, of the management, and
of the shippers of war supplies. Inconvenlence to the publiec,
and to shippers not engaged in the msnufacture of war supplies
was manifold. The Director Genersl, his assistants, the rank
and file of railroad officials, and employees are to bé compli-
mented for thelr honesty, efficiency end integrity in the
cerrying forward of the country's war program.18

However, aside from military operations, this period of
government management proved an interesting view of governmental
relations to the rallroads, insofar as operation was concerned.
While the USRA proved 1ts worth in the field of wartime direct-
ion, its advantages during peacetime are somewhat open to
question.

While the War lasted, passenger service was drastically
curtailed. This inconvenience was sccepted good naturedly,
by the travelling public until the signing of the Armistice.
Shippers, too, who were not engaged in the manufacture of war
goods, and who thus had no claim to prilor shipment privileges,
accepted the situation. Those men found 1t extremely difficult
to get freight through to 1ts destination. Before the end of
Government operation, many shipvers were sending plilots with
thelr shipments. These persons used bribery and any other mesans
at their disposal to get cars through to thelr destination and
to the terminals. The salling-day plan was salso opem to much
criticism on the part of the public. It had a tendency to work
toward the advantage of certain distributing centres.l® Tne
abolition of the off-line freight agency was 2lso heralded by
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the Government as an excellent example of the elimination of
useless and expensive service. But the shippers soon realized
that these offices had been more than merely business gather-
ing organizations. They had relied on these offices to trace
shipménts and to 1lssue reports on the probable arrival of cars.
The Government was finally obliged to recognize the objections
raised against the abolition of these offices, so that in the
end the Government ylelded to the extent of creating central
freight information bureaus. But the incentive to serve and to
get results was lacking in these bureaus and the shippers were
not satisfied with these substitutes for a needed service to
which they had become accusi:omed.zO

It was clearly apparent that the freight and passenger
rate existing before the era of Government control would not
be sufficient to enable the Government to earn the guaranteed
rental. The power to regulate rates was finally granted under
sections 8 and 10., of the Federal Control Act.21 On May 25,
1918, freight rates were increased about 25% and passenger
fares were increased to three cents per mile.z“-3

Labor problems under Federal control were also acute.
There were the problems of meking up for deferred lncreases
before the War as well as bringing wages paid to raillway
workers in line with the wages paid to workers 1in other indust-
ries. These wartime industries were recognized as somewhat of
g part time nature, and that they would have %o close down with
the coming of Peace. This being true, they were obliged to

obtain contracts from the Government thst would enable them to
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buy off labor from established peace time industries. The
unusually high wages paid to workers in the war time indust-
ries had the effect of completely upsetting the wage scales
throughout the country. Furthermore, the war period was one
of rising prices and of inflation. Coupled with this was the
draining of vast amounts of man power from industry to action
abroad, causing a great shortage of labor. Finally a Reilroad
Wage Commlission was set up to investigate the pay rate situa-
tion in the reilway 1ndustry.23

Having provided for an unbilased 1lnvestigation, & Divis-
ion of Labor was set up, culminating in a report hsnded down
late in April of 1918. During May of the sesme year, the re-
port was accepted almost in toto by the Director General and
was made the basis for higher wages and the establishment of
the elght hour day.24

This order granted the basic eight-hour day for all rail-
road employees, and granted increases effective as of January
1, 1918. The increases ranged from 43% for those who had been
recelving $45.00 per month down to enough to bring those receiv-
ing $240. - $249. up to $250. per month. Many supplemental
orders followed clarifying the original order and placing rules
more to the liking of employee representatives. Though a large
part of the increases and changes were in effect only a portion
of the year, the wage bills of the railroads were $874,331,209.
or 50% greater in 1918 than they had been in 1917.2°

In 1919, the Director General sought to postpone the
adjustment of further wage increases. Whille he succeeded in

the maln, he made certain changes in wages and in rules which

added to the sum total of wages paid. The wage controversy
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continued to rage, and was subsequently passed onto the
Rallroad Labor Bosrd. That august body immediately disposed
of the matter by lssuing an order which added $600,000,000,
more to the annual wage bill.

During the period of Federal operstion of railroads,
there were vast incresses in the number of railroad workers.
When the railroads were taken over by the Government in 1917,
they had about 1,750,000 employees. There were 2,000,000
employees when the rosds were returned to private opersation
in 1920. The great increase in railroad labor may be attrib-
uted, to a large degree, to the adoption of the eight-hour day.
Under private operation in 1917, however, the number of hours
worked by employees amounted %o 5,438,000,000; under Government
operation in 1918, the number of hours worked was 5,701,000,000.
In 1926, when the largest freight business in history was
handled, the total number of hours worked was 4,671,000,000,

with 1,733,004 men working.2®
Considering the quantity and quality of service rendered

to the public, and the amount of transportation produced in
proportion to the number of man hours, and the number of tons
of fuel and materlal used, there was a great decline of effic-
iency under Government operation. By the same standard, there
has been a great increase in efficiency since the rectification
of the chaotlc conditions of 1920. The increase in efficiency
sinece 1920 1s not necessarily entirely applicable to private

management. Since 1920, great increases in efficiency of roll-
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ing stock, locomotives and genersl equipment have enabled the
railroads to get more tonnage over the rails with a minimum
of man power.

Ton miles and men hours are not good criterions for the
comparison of efficiency. At the end of 1917, under private
operation, with the amount of tonnage moving higher than it
had ever been before, serious congestion and inability te
operate efficiently resulted. The Railroad Administration met
the test. The ton-miles of 1918 exceeded those of 1917 and all
previous years. For smoothness of operation and for efficiency,
the particulsr type of commodity essential for war purposes
was more satisfactorily transported by the Government than 1t
would have been during the previous years of private operation.27

Railway earnings showed a sharp increase during the period
of Government operation. Passenger traffic increased to a
slight degree, in spite of the pleas of the Covernment agelinst
unnecessary train riding, and curtailment of facilities. In
the case of freight, very little more was moved in 1918 than
was moved in 1917, while 1919 showed a decrease in the number
of revenue tons from 2,305,000,000 in 1918 to 2,045,000,000 1in
1919. Still the income received on an sverage for each ton of
freight was $1.24 in 1917, with increase to $1.45 in 1918 and
to $1.73 in 1919. The railroads lacked by about $250, 000,000
the average annual income between 1916 and 1918. They also
showed about $272,000,000 less than the operating income of the
first class roads in 1917.28

This can be explained by the fact that wage increases
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granted in May, 1918 went into effect as of January, 1918.
The 25% freight incresse was only in effect from Msy, 1918,
end was not retroactive., 1In 1919, there was an increase in
the number of passengers snd a slight increase over 1918 in
the length of journey. Revenue freight fell from 405,000,000
tons in 1918 to 364,000,000 tons in 1919, but this decrease
in tonnage was accompanied by an increase in receipts per
ton-mile from $.0085 to $.0097, which meant a greater income
for the carriage of less total tonnege. The defielt for the
entire period of Government operation was $1,123,500,000.
About $250,000,000 of this sum accrued during 1918. If January
and February of 1920 1s included, the deficit for the year of
1919 1s $750,000,000.2°

Federal control of the railroads may be arbitrarily
divided into two parts, the war period of eleven months, ending
with the Armistice, and the period from the end of 1918 to March
l, 1920, when the roads were returned to private ownership.
There was a universsl feeling that the undertaking was essential
and good, in spite of mistakes that may have been made in oper-
ating policles. Problems that may have loomed up, particularly
the labor problem and the problem of finance, were handled in
such a manner as to accelerate the efficient working of the rail-
roads as part of the war machine, rather than stalling it. The
finencial deficit of the first year of operation mey be attrib-

uted to the fact that wace increases were in effect from January

1918, while rate increases took place from June, 1918, and
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that this debt 1s a justifisble charge against the war account.

The second period i1s harder to estimate. There was much
difference of opinilon, between the Railroad Administration
and the rallroads as to when the roads should be returned to
private ownership. It soon became clear that the public was
not favorably disposed towards Government ownership and that
Congress was expected to return the roads at the earliest
possible moment. In hls message to Congress in May, 1919,
President Wilson indicated that the roads would be‘handed over
to their owners at the end of the celendar year. Thus, the
Railroad Administration was expected to maintain the operation
of the roads pending the day of official dissolution. No long
time plans could be initlated. It was a day to day adminis-
tration settling only such problems as were necessary to keep
the plant in operation. The situation was further aggravated
by the fallure of Congress to pass the necessary appropriations
and by the steel and coal strikes in the fall of 1919. The
situation was troublesome to the railroads, the public, and
the Railroad Administration. Everyone was waliting for the
infinite word of wisdom from Congress.

The pros and cons of public versus private operation can-
not readily be discussed, because private operation would have
been an impossibility. It would have been lmpossible for the
railroads to consolidate and cooperate under existing law, and
it is even more doubtful whether they would have even given tle
chance. It would seem that the whole question of costliness

rests upon the attitude taken toward the Administration's labor
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policy. MNany types of cooperation, resulting in decreased
operating expense, have been carried over into the subsequent
private operation. As far as finsnces are concerned, the
Governmental aid was indispenssble and may have saved the
roads from bankruptey. The Government provided the funds
necessary to bridge the gap between higher costs and revenues
and added capital expense. With the growing popular feeling
against rising prices and the consequent inability to raise
rates, in the face of rising prices of materials and supplies,
and high wage demands, few roads would have been able to es-
cape bankruptcy. Only the most substantisl carriers, with
large accumulated surpluses, and with outside income not sub-
Ject to federal confiscation, would have been able to weather
the storm.

The Government was fully responsible for the labor policy.
It established the eight-hour day with time-and-a-half for
overtime, it drew up national asgreements, snd accelerated the
development of unionism. It may also be said to have broken
down local discipline and to have given the individual employee
a national outlook and a feeling of nationsl brotherhood. Com-
bined with the indisposition to increase rates parallel to the
increased wages, the deficit financiering of the Administration
may be easily seen,

Notwithstanding all of the indictments agsinst the Rail-
road Administration, one could not have expected the private

owners to have turned in a very much better record than that of
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the Administration. The railroads, too, would have been com-
pelled to grant ever-inecressing wages, snd to meet the added
expense would have been continuously before the Interstate
Commerce Commission begging for higher rates, to meet labors
demands, and the cost of cepital in the open market. The
effect upon prices with its tendency to multiply the increase
in the price charged would have been disastrous. Furthermore,
increased rates do not elways bring immediately increased
revenue, and in some cases, bring no increased revenue at all.
Federal railroad control, then accomplished the purposes
for which it was set up. In the face of unprecedented difficul-
tles, essential traffic, whether purely military or industrial,
was moved successfully and expeditiously with an intelligent
and careful regard for national ends. The restrictions which
were placed upon less urgent movements were no greater than the
occaslion demanded, and the cost, in spite of the alleged extra-
vagence of wage incresses and the magnitude of the defieit, was
reasonable in the face of the accomplishment. Many improve-
ments of rallroad property were formulated and carried out.
There was no flagrant neglect of railroad plent and equipment.
For the first time the railroad employee was given due consider-
ation whieh resulted in grezster justice to these persons and a
greater stability of the trsnsportation service. Aside from
the accomplishment of war purpose, the advantages and disadvan-

tages of federal control were Indirect and incidental.
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CHAPTER III

THE TRANSPORTATION ACT OF 1920.

On December 24th, 1919, the President issued his pro-
clamation announecing the return of the roads to their owners
on March 1, 1920.1 The rallroad problem once again became
acute. It was up to Congress to devise leglslation under
which the roads should operate once that the Government hed
withdrawn its support. It would have been impossible for the
railroads to continue operatlon if some remedy was not found,
as the railroad income had fallen exceedingly low. Some pro-
vision had to be made by which earnings should cover expenses
if financial disaster were to be averted. The confidence of
the investing public had to be restored to the rallroads too,
as much new capltal was required by the roads. On the operat-
ing side, there was much to be done to transform a nationally
confeived organization into efficient individual operating c
units. Labor organization and morale had to be reconstructed.
Equipment scattered to the far ends of the country had to be
returned to its rightful owners. If the statements of the
officlals are to be accepted, there was a vast amount of main-
tenance work to be done, both on roads and on equipment, before
facilities could be restored to pre-war standards. These diffi-
cultlies gave rise to the transition period, which resulted in
a "guarantee period".2 Many innovations were put through that
would never have been tolerated in a perlod other than in one

of mental upheaval such as that which follows a war. There was



a definite popular reaction against continued government oper-
atlon, culminating in much spproval of more effective and ex-
tensive govermment regulation by public and corporations alike.5
As a result of this, an elaborate amendment was passed strength-
ening the powers of the Interstate Commerce Act.

This legislation was the result of extended and profound
investigation by those leaders in Congress who were directly
connected with rallroad affairs. A committee had been set up
in 1915 by President Wilson, consisting of members of both the
House of Representatives and Sendte . 4 After the War the Pres-
ident stated that it would be disastrous to the country and to
the railroads if the o0ld conditions remained unmodified. The
Interstate Commerce Commission also made public a report in
which it stated that greater cooperstion was necessary between
the cerriers and Government.9

Various governmental and private agencies attempted to
formulate a working plan for the relation between government
end the carriers, but they all were essentlally the same. They
believed that;

1. Private ownership with government control was best.

2. Carriers should be consolidated into fewer and stronger
companies.

3., Consolidation should be carried on under governmental
supervision.

4. Returns to railroads should be guaranteed.

5. Rates, labor and finance should be subject to govern=
mental supervision.
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One plan differed from all of the others. This was known as
the "Plumb Plan". It was based on sovernment ownership prop-
aganda, and made very little impression on Congress, although
it was heartily endorsed by the trade unions. It provided
that the railroads were to be bought by the government and
then leased to a quasi-governmental, capitaless cor-po'.r'ead:ion.'7

On October 23rd, 1919, the Cummins Bill was reported to
the Senate, where 1t passed on December 20. The Eseh Bill
was reported to the Representatives on November 10, and passed
on November 17. There was such a wide divergence between the
two bllls thet it was apparent that some form of compromise
measure was necessary. The result of thls compromise is known
as the Esch-Cummins Act, or Trensportation Act of 1920. It
was under this Act that the carriers once again began to oper-
ate under private management.8

The Esch-Cummins Act sdded to the powers of the Interstate
Commerce Commission and effected the return of the carriers to
private ownership after a little more than two years of Federal
operation. The importance of the Transportation Act of 1920
lies in the fact that it was planned, and that the provisions
contained therein came as a result of deliberate consideration.
This Act marked a new era of government relationship to the
railroads. Hitherto, governmental enactments were apt to grow

as a result of some type of pressure, elther by the railroads

or by the public. From this time, regulation was less haphsazard,
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and more planned and rational.

Extensive provisions defining and fixing the relations
of the employer and the employee were to be found in the
machinery of the Transportation Act. Two new methods were
created for the handling of labor disputes, one being the
various adjustment boards and the other belng the Railroad
Labor Board.9

The adjustment boards were to be established by agree-
ment between the carriers and thelr employees through employee
organizations. The number of adjustment boards was to depend
upon the popularity of the plan, it being felt thet more adjust-
ment boards would be set up as the plan gained headway. Such
questions as the size and term of service and the territorial
jurisdiction were to be left to the discretion of the inter-
ested parties. Each board was to sit upon cases involving
grievances, rules and working conditlons, providing these
questions could not be settled through concerted action by
the employees and the railroads beforehand. No penalty was
to be invoked for violstion of board decisions. 10

In name and in function, these adjustment boards were
like those in operation during the World War. However, there
was the difference that the war boards were the result of a
decree, whereas these boards depended for thelr existence

upon the willingness of the parties concerned. The war-time

bosrds were national in scope, whereas the jurisdiction of
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these boards depended upon the terms by which they were

created.11

A Labor Board was also provided for in the Transportation
Act. This Board of considerable dignity and permanence was
to consist of nine men in all, three from each of the fields
of labor, rallroads and public. All persons for this Board
were to be appointed by the President out of specified lists
submitted by the carriers and by labor, respectively, to rep-
resent their fields. The salary was to be $10,000 per annum
and they were to have a term of office of five years. The
jurisdiction of this Board was to include questions of wages,
grievances, rules and working conditions which the individual
adjustment boards could not settle either because of lack of
a majority declsion or because they had not been organized.
The Board had its basis in the war-time and pre-war tribunals
for arbiltration and investigation. However, it differed from
these earlier boards because it was permanent and because 1t
was able to take jurisdiction and to render a declision without
the necessity of prior application on the part of either party
of the dispute. The first of these characteristics caused the
Board to become expert, end the second caused it to be active.12

The basic assumption of the law of 1920 with respect to
earnings was that Government initlative and a public statement

of policy as to rates were necessary 1ln order to enable the

carriers to obtain funds for the proper maintenance and
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development of their service. However, investment at reason-
able rates of lnterest was not forthcoming, partly because of
the uncertainty of railroad securities and partly because of
the competition of tax-free securities. Vast sums of money
were necessary to carry on the railrocad activity in the United
States for the purchase of new equipment and to cope with the
rising competition of the highway transport and the private
automobile. It was not deemed wise to put the Govermment in
the position of lending money to the rsilroads, whereupon a
system of guarantees was worked out and included in the Trans-
portation Act. These guarantees amounted to subsidies on the
part of the Government .12

The suarantee that Congress saw fit to extend to the rail-
roads was not one of interest, but one of fixed rate. The
Interstate Commerce Commission was given extensive powers to
regulate the railroad rates, so that the railroads might enjoy
a failr return on the value of their property used in the serv-
ices of transportation. It was the intention of the law that
the Commission should continue finding the valuation of the
rellroads, as it had been empowered to do under the Valuation
Act of 1913, so that it would be possible to set rates in
relation to the valuations so found.14

A rather obnoxious provision, for the division of earnings
over 6%, was also contained in this Act. Earnings above 6%

were to be divided between the Government snd the raillroads,

The amount of money was to be determined by means of the



valuation which the Commission was supposed to find. The
Act stipulated that half of the excess earning of the carrier
might be used for any lawful purpose after a reserve of 5% of
the value of the property had been accumuleted. The other
half of the excess esrning was to be placed in a revolving
fund, to be set up by the Commission, from which the carriers
might borrow for the purchase of supplies and equipment.l5
The purpose of the excess earnings provision was to equalize
the position of the wesk and the strong roads who, becmuse
of their position are unable to make the same money at equal
rates as t he stronger competitor in a better locality. The
constitutionality of the provision was upheld by the Supreme
Court in the Dayton-Goose Creek Railway Company case.l® mne
administration of this provision proved a complete failure.
The jurisdiction of the Interstate Commerce Commission
over railroad rates was also changed and strengthened through
this law. The power to fix a minimum rate was extended; the
total period during which a rate might be suspended, pending
investigation, was reduced from ten to five months; the length
of force of a particular rate was left to the dlscretion of
the Commission; and the long and short haul clause was con-

siderably mod:lfied.l'7

The powers of the Interstate Commerce Commission were
grestly extended over the railroads as far as construction
and abandonment are concerned. The new law required the pre-

liminary approval and the issuance by the Commission of a
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certificate of public convenience and necessity before any
line or part of a line could be built or abandoned. Although
it was limited only to carriers engaged in interstate commerce,
inasmuch as most railroads are engaged in interstate commerce
the jurisdiction of the Commission extends over practically
all the lines of the United States.18 In some cases, the power
of the Commission extends to intrastate csrriers as well.lg

The powers of the Interstate Commerce Commission were
also greatly extended in the fields of operation. The Commiss-
ion had the right to regulate prectices concerned with receiv-
ing, handling snd storing of property, and of certain safety
devices. With the passage of the Transportation Act, the
Commission was given jurisdiction over freight locomotives,
as well as cars and special equlpment. The jurisdiction of
the Commlission was made to cover car servlce; the movement
of cars where needed without respect to ownershlp; the com-
pelling of the use of jolnt terminels; snd the direction of
routing. If the Commission found that any company was not
able to meet the needs of the public, it was enabled to order
any railroad to provide safe and adequate facilities for car
service and even to extend lines. The Safety Appliance Acts
now were widened so that the Commission might compel the use
of automatic train signaling apparatus, in addition to the
enforcement of the older laws.<0

For the first time, the Transportation Act gave the

Commission the right to regulate and control the issuance of



railroad securities. It became unlawful for the carriers
to lssue any type of security or to assume any responsibil-
1ty until authority from the Interstate Commerce Commission
had been granted. Certain directions were issued to the
Commission for the administration of its new power, and in
this Jjurisdiction the Commission was declared to be exclus-
ive and plenary.21

The purpose of this clause was to prevent the glaring
malpractices in the ilssurance and sale of railroad securities
such as had become evident to the public through the investi-
gations carried on by the Commission concerning the New Haven,
the Pere Marquette, the Rock Island and the St. Louis and San
Franclisco Raillroads. Many states already had passed laws con-
cerning the issuance of rallroad securities. The substitutim
of the Federal law for that of the state was a help to the
carriers in that they were relieved from the necessity of com-
plying with various and conflicting state statutes. Further-
more, the public interest served in that central regulation
was much easlier to enforce than state regulation, and more
likely to express a uniform and consecutive policy.22

The Transportation Act of 1920 gave the Commission access
to all documents, accounts and papers kept by the carriers
subject to the jurisdiction of the Act. The Commission was
also empowered to prescribe the classes of property for which
depreciation charges could be set aside, and the percentage
of depreclation to be charged in each class.

The Commission was also called upon, through the Act, to
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prepare a plan by which the railroads of the country might
be consolldated under a limited number of systems. Very little
was done, as far as this provision was concerned. After pro-
longed deliberation and meny hearings, the Commission came
to the conclusion that the plan was imprasctical and asked Con-
gress to relleve them of the responsibility of attempting to
formulate such a plan.25 Little further was done along that
line, until the office of Federal Coordinator of Transport-
ation was set up, to be discussed in a later chapter. Under
other provisions of the Act, the Commission was empowered to
move toward eventual consolidation by its power of approving
applications for the grouping of certain railroads through
stock ownership or lease so as to bring them under one manage-
ment .24 Although there was much discussion concerning these
amendments and the exact status of the Commission in relation
to these matters, gradual and permissive consolidations have
gone forward with orders from the Commission approving such
grouping as being in the public interest. The anti-pooling
section of the Act of 1887 was modified in 1920, as well.
This was done to permit the railroads to pool thelr freight
or thelr earnings, after having obtained the permission of the
Commission.2®

The foregoing summary of the Transportation Act 1s
intended merely to outline its principal features. Subsequent
legislation, in recent times, depends wholeheartedly upon this,

the first of really organized ralilroad legislation. The action
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of the Interstate Commerce Commission, the Railroad Labor
Board and subsequent legislation fall within the scope of
the following chapters. Suffice it to say that practically
all of the relations of the Government and the rallroads in
recent times will find thelr source springing from the Trans-
portation Act of 1920. The Transportation Act of 1920 was
very much similar to the "Magna Charta" of an earlier period.
Although both documents contributed very little that was new
to the body of law, they served their purpose in codifying

and bringing the law up to date.
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CHAPTER IV
FINANCIAL RELATIONS

As the subsequent chapters of this thesis will indiceate,
the Federal Government has not yet been able to coordinsate
all the factors which r egulate the railroad transportation
of the country. The task which 1s continually facing the
Government 1s one of efficlent and constructive legislation
for the regulstion of the carriers. This requires an under-
standing of the problems to be solved and the adoption of
legislative and administrative policies which will best solve
the issues at hand.

The raillroads are more fully regulated both by the indiv-
iduel states and by the Federal Government than any other
form of transportation. The railroads are, and will continue
to be, the chief carriers of freight. Their continued oper-
ation is essential to the well-being of the country lnsofar
as agriculture, industry, and commerce are concerned in peace
and in war. As rallroad trensportation 1s mostly interstate,
it is only right that regulation be placed in the hands of the
Federal Government, where standards and policies may be fixed
on a national scale.

The second part of thls thesis will be ziven over to the
major problems and policies which face the continued operation
of the rallroads under the present governmental tle-up. Refer-
ences to state control, since 1t is rather limited in scope,

will be made only when it is deemed absolutely necessary.
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In 1920, when the Transportation Act was passed, an attempt
was made to strike at the very root of the carrier problem. It
was thought that the very best way to do this would be to give
the command over to some all-powerful government agency. There-
fore, the Interstate Commerce Commission has become one of the
strongest branches of govermment. It not only controls the liv-
ing actions of the carriers, but it also dictates their life and
death. In a sense, the Interstate Commerce Commission 1s a type
of all-seeing providence controlling, in this sense, not the
affairs of man, but rather those of the railroad. This Commiss-
ion 1s empowered to say whet new line 1s to be built or what
existing line is to be added to. Then, having obtained that
permission, the carrier must also allow the Commission to decide
how this new arm is to be financed. The entire railway net of
the country is thus closely controlled by the Government through

its agent, the omnipotent Interstate Commerce Commission.t

The requirements of the public and the railroads allke are
guarded by the Commission. This is best evldenced by the Comm-
ission's requiring the obtaining of a certificate of public con-
venlence and necessity before any new line 1s constructed, a power
grented by the Transportation Act of 1920. Before the enactment
of this clause giving the Commission the power to decide when,
where, and how a new line was to be constructed, é carrler serving
a territory profitably and adequately could be harmed beyond
measure by the construction of a competing line, bullt not because

of public need, but as a speculative enterprise. The builders
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of the new road hoped that the traffic of the future would
warrant the existence of two roads in some cases. However,
the majority of construction was carried on in the hope that
the existing line would feel obliged to buy the ﬁew road in
order to safeguard its own traffic. Such tactics were usually
carried on at a tremendous profit to the promoters. No bettetr
example than the West Shore Railroad presents itself for
analysis. There was no justificetion for the building of that
poor line. However, 1t was known to the piratical promoters
that the New York Central would feel obliged to buy this para-
lleling road, and buy 1t they did, at a tremendous profit to
the promoters, Had it been necessary to obtain a certificate
of public convenlence and necessity, the railroad would not
have been built at that time,Z
The wisdom of requiring such a certificate cannot be
denled. A case 1in point is the denying of a certificate to
the backers of a new line, in 1925, to be known as the New
York, Pittsburg and Chicago R. R. This was to be a new low-
grade line scross the State of Pennsylvania to be bullt at
an estimated cost of 205 millions of dollars. While this 1line
had unquestionable merits, as it would have shortened the
distance between the Delaware River and Pittsburg by 74 milles
and would have crossed the mountalns at a much lower grade
than any of the existing trunk lines, it was felt by the Comm-
i1ssion that there was not enough traffic to warrant an addit-

ional line and that the return on investment would be too low
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to warrant the expenditure.3 Subsequent developments in
business and in industry have proven the worth of the Comm-
ission's fefusal to allow the work to proceed.

This application 1s interesting because it was before
the Commission for an exceptionally long time. In 1925, an
examiner, after hearing the testimony, refused to grant his
approval and recommended that the certificate be denied be-
cause an adequate survey to determine possible traffic had
not been made and that the estimates of operating economy
were defective. The case came up before the Commission agsain
in 1929.4 However, a decision was not handed down until late
in 1932. General decline in business and in the rsilroad in-
dustry occasioned this, and indicated "the impropriety of the
construction of any new railrosd mileage in the east in the
near future". Notwithstanding "the obvious superiority of
the line proposed and the value as an additon to the nation's
transportation system, providing that addltional traffic could
be found to justify the construction without corresponding
injury to existing routes", the Commission was forced to con-
clude "that neither present nor future publie convenience and
necessity has been shown, nor can be shown, to require con-

struction of the proposed 1ine".®

Although the case just referred to was one in which the
Commission refused to allow the construction of a new line
because of the fear of too much competition, there 1s also a

case on record tried at just about the same time thet permitted
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the construction of a line to increase competition. This

new construction was a road of 204 miles across the north-
eastern part of California from Klamath Palls, Oregon, to
Keddie, California.6 This construction was undertaken jointly
by the Western Paciflc and the Great Northern Raillways. It
connected these two lines and enabled the Great Northern to
reach San Francisco Bay and other Californian trade centers
via the Western Pacifiec. The Western Pacific was able to com-
pete in the traffic moving east and west from Utgh and Colorado
to the Pacific Northwest. Prior to the construction of this
line, the Southern Pacific was the only line connecting
California with Oregon and the roads north of Portland. The
Southern Pacific also had a distinect advantage over the more
northerly trans-continental lines in handling traffic between
California, the Dgkotas, Montana, and Minnesota, through which
the northern lines passed to Oregon and California. With the
construction of the Keddie-Klamath Falls branch, the Great
Northern now was gble to utilize the Western Pacific and con-
nect its territory with the coast by a line which 1is competit-
ive and much more direct than the Southern Pacifle and 1ts
connections. Although the Southern Paciflec vligourously opposed
the construction of this connection, the certificate was
granted becuase the Commission felt that the line was necessary
to the territory through which it passes and because 1t provides
competition for the moving of traffic to and from Utah, Callif-
ornia, Montana, the Pacifie Northwest, the Dakotas, and

Minnesota. It would be well to recall, at this point, that
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the Commission still thinks in terms of the competition
theory. Although the line was justified from the point of
necessity to that particular territory, the Commission was
also prompted to grant the éertificate on the basis of the
necessity for intersystem railroad competition.

These cases have been brought in and explained at some
length to exemplify the type of authority the Commission is
exercising in its right to grant or refuse the building of
new lines. The rallroad industry and Government regulation
have come a long way since the days of the building of the
West Shore. It is clear that some such Government regulation
is necessary for the orderly operation of our railroad mach-
ine. However, it seems foolish to attempt to justify its
approvals or denlals partially on the basis of competition.,
Rallrocad regulation has gone far enough to prevent any of the
inherent evils of transportation monopolies in given areas.

As the majority of applications for certificates were for
the construction of short lines and extensions since 1929,
very little new construction has been carrled out because busi-
ness conditions have not warranted the new undertakings. As
the Annual Reports of the Interstate Commerce Commission give,
year by year, the number of applications filed and the number
of certificates granted, it is easy to follow the trend of
railroad building. During the year of 1936 six certificates
authorizing 107 miles of line were granted. In the 16 effect-

ive years of the Transportation Act, from 1920 to 1936, the
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Commission approved a total of 9,956 miles of new line of
which only 6,809 miles had been built. During 1937, 8 cert-
ificates were issued authorizing the construction of 38 miles
of new line, and in 1938 eleven were granted for the construct-
ion of 36 mlles of line. Information is not available concern-
ing the amount of mileage actually constructed,-however.‘7

The Commission was also granted the equally important
task of approving of the abandonment of railread lines. This
clause was included in the Transportation Aet in order that
no section of the publie should be deprived of transportation
services upon which they depended for their well-being. When
a railroad company builds a raillroad or branch line, communi-
ties and factories of various sorts spring up along the right
of way. The company then has an obligation to serve the com-
panies and communities dependent upon it, and it is required
to continue operation until it can no longer remain in service
or until it can be proved that other means of transportation
are to be provided. In many cases the line in question is a
small branch of a large system and its continued operation can
be maintained without placing an undue strain upon the parent
roasd. Permission to abandon is given with little question
when industrial changes and development of non-rail transport-
ation make the continued operation of formerly long and profit-
able lines burdensome .8

A case in point is that of the Chicago and Eastern Illinois

Railroad. This line was permitted to abandon the Chicago and
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I1linois Coal Rallway Company in 1922. This 162 mile branch
was originally constructed to bring bituminous coal to the
Chicago market. At the beginning of the road's history, the
transport of this coal made up 70% of the traffic traveling
over this road. In time, the coal mines began to dwindle and
the road soon found itself in a position of not being able
to earn enough revenue to maintain its line in a fit condit-
ion for operation. Since the parent company was not prosper-
ous, it was most impractical to sallow the continued operation
of an unprofitable line which threatened the financial break-
down of an entire system. Therefore, the right of abandonment
was granted.g A still longer line was abandoned in 1923 when
the Commission permitted the Chicago, Peoria, & St. Louls
Railroad to cease operation. This line ran between Pekin and
Grafton, Illinois, a distance of 234 miles. The road sebrved
an agricultural and mineral section of the country, but it
was serlously hampered in its operation by the existence of
other and stronger roads serving the same territory. However,
when a concrete highway was completed in 1922, whieh paralleled
the railroad for nearly its entire distance, the rallroad's
abandonment was permitted when it was discovered that the accum-
ulating defiecits made it unprofitable as well as unsafe. 10
Since the country depends to a very great extent upon
railroads for transportation, it is essentlial that the abandon-

ment of major roads be prevented wherever possible. Such was

the condition which followed the financial crash of 1929. Many



62

of the more important roads have since found it extremely
difficult to continue operations, but they have not been
permitted to abandon because they are of essential necessity
to the country. Up until the end of 1936 the Commission had
received 1,267 applications for abandonment of 22,434 miles of
railroad. Of these, 1,070 certificates were granted permitt-
Ing the cessation of 16,594 miles of road.ll In the six years
between 1930 and 1936 the Commission 1lssued 878 certificates
authorizing the abandonment of 9,950 miles of line. 1In the
period 1936-38, orders have been issued permitting the abandon-
ment of 3,531 miles. No informatlion is avallable as to the

12 The Commission

actual number of miles abandoned, however.
stated in its 1934 report that "the reason most often advanced
for abandonment was insufficient traffic, resulting from vari-
ous causes, including fallure of expected traffic to develop,
exhaustion of sources of traffic in the cases of forests and
mines, and losses of traffic to competing lines of rallway or
other means of transportation."15 The long and severe business
depression beginning in 1930 and the rapid increase of traffile
of unregulated motor carriers struggling to maintain themselves
through competition among themselves and against the rallroads
would have accounted for much larger mileage abandonments, 1f
the carriers could have withdrawn service from unprofitable
lines at will. Even with public control of abandonment, the
mileage abandoned since 1920 has been double that of the mile-
age constructed since that date. This has accounted for a

decrease of the nation's rail lines by about 10,000 miles.l4



While the present abandonment of the rail-lines may be temp-
orary, pending an upswing in business conditions, any future
rallroad construction will take place at a much slower pace
than in thé past. The perlod of wild railway building is
past., All future rail-lines will be thoroughly evaluated
before actual construction is begun. The rail-lines of the
future will have to stand the test of competition with rail-
roads as well as with that of the non-raill carriers.

The issuance of stocks and bonds by the carriers is now
closely controlled by the Interstate Commerce Commission.

By the Transportation Act of 1920, after they have obtained
the permission of the Commission, railroads may issue stocks
and bonds either to secure funds for new addlitions, to refund
existing obligations, or to reorganize their financlal set-up.
The Commission also dictates the type and amount of the secur-
ities and the price at which they are to be offered. tThe
Government regulation of the financial structure was designed
to be as stringent as its regulation of the construction and
abandonment of rail-lines.

But this was not always the case, as the rallroads origin-
ally recelved thelr charters from the states, the element of
control rested with these bodies. However, as the railroads
began to grow in number, it soon became apparent that a meas-
ure of control was necessary. Thereupon, the separate states
began the passage of laws regulating the financial status of

the railroads, but none of the laws were uniform smong the
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states.16 Under state jurisdiction it is impossible to get
a uniform passage of laws and their interpretation. The Inter-
state Commerce Commission realized the limlting features of
such a system and recommended Federal regulation of railroad
securities as early as 1907. When the message came up before
Preslident Taft, he had it included in the Mann-Elkins Act of
1910. However, tnis clause only provided that an investigation
be made on the subject and the findings turned over to the
President. The Federal Securities Commission, resulting from
this clause, handed down a report in which they did not favor
Government regulation of securities, but they d4l1d recommend
that the carriers be required to give the Government full in-
formation regarding the issuance of securitles. The Security
Commission felt that the publicity attendant upon such a pro-
cedure would afford a full measure of protection to the publie
and investors. A4Although the report was conslidered, Congress
refused to accept the recommendations. Little would have re-
sulted even if the idea had been utilized. Very little con-
trol can be exerted upon a corporation if the facts of the
case only come to be known after the act has been committed.l”
It was becoming more evident that some form of Federal
control wes imperative. The financial wrongdoings of the
New Haven, Pere Marquette, the Alton, and other roads made the
question even more important.l8 The culmination of this press-
ure came with the passage of the Transportation Act of 1920.

Here, the Interstate Commerce Commission was vested with the
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broad powers of regulating the financial structure of the
carriers as provided in the Act. The power was given to the
Cormmission for the purpose of protecting the general public
by preventing unwarranted additions to railway capitalization,
to prevent unfalr practices agalnst the investor, and to
protect the rallroads from the paying of more than they should
for the capital needed to meet their requirements.lg As
things have transpired, the provisions of Section 20a of the
Interstate Commerce Act have proved to be sound in principle
and wisely and efficiently administered.

Railroad securities are issued for the purpose of secur-
ing new funds for new construction, to refund maturing obli-
gations, to return funds to the road's treasury for investmert
in road or equipment made from income, and to obtain funds for
the maintenance of service during a period of slack traffic
or of exceptionsl expansion.zo Carriers élso issue bonds as
security for short term loans, as provided by paragraph 9 of
section 20a, as securlity for loans made by the United States
to obtain funds to meet sinking fund requirements, to exchange
for bonds of subsidlary companies, to carry out a plan of fin-
ancial readjustment, to meet current indebtedness, or to have
bonds in the treasury that the carrler may issue from time
to time in accordance with the Commissions orders. The secur-
ities that a railroad company may need to lssue to purchase
the property of another railroad company in bringing about a

consolidation that has been approved by the Commlssion are
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also required to meet with the approval of the Commission.21
In the Emergency Trensportation Act of 1933, it 1s provided
that a non-railway organization may only acquire control of
railway companies by stock ownership with the consent of the
Commission. When the holding company does receive the per-
mission from the Commlission, it may issue securities only
against the rallroad by complying with the regulations of the
Commission as prescribed by S8ection 20a of the Interstate
Commerce Act.22

Under Sectlon 20a of the Interstate Commerce Act, the
Commission is bound to administer and determine the general
requirements to be met by the carriers in issuing securities,
and to regulate the action taken in the case of esch particular
issue. The Commission also regulates the carriers' financial
practice. It is very hard to draw a line between regulation
and management. The Commission should be cormended for the
manner in which 1t has been able to carry out 1ts duties and
yet not step beyond the bounds of jurisdiction given to 1t by
the Interstate Commerce Act.<9

The Commission has to consider whether a new issue of
securities will be of benefit to the public served and whether
the project for which the securities are to be ilssued can be
carried out without injury to investors and to other carriers.
If the purpose of the securlties is approved, the Commission

will then conslder whether the securities the carrier proposes

to issue are of the proper amount and kind and whether they
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are of such a nature that the Commission can approve of their
price and manner of sale.24 Were the Commission to decide all
of these questions by applying certain inflexible norms, it
could not help but remove the management of finances from the
hands of the rallroad compasnies. However, by considering each
case 1n the light of the particular facts at hand, by confer-
ences with the company offiecials, and by holding a hearing when
one 1s requested by parties who will be affected by the decis-
lon, the Commission has been able to play a helpful snd advis-
ory role, and thus to regulate rather than manage the affairs
of the carriers.

At the beginning of the regulation of securities in 1920,
the Commission gave unusual attention to the objections railsed
by those who were opposed to the issue or to the manner in
which the issue was to be used. If no objection was raised,
or if the objections were not convincing, the Commission gave
its approval without requiring the road to prove the public
necessity of the proposed expenditure o6r to show that the
particular kind of securlty to be issued was the type that
should be 1ssued.®® This policy was soon changed by requiring
the carrier to prove that the expenditure was to fulfil publie
convenience and necessity, and a further step was teken in
control when the Commission decided to regulate the type, sell-
ing price, and manner of sale of new issues of securities. The
carrier will usually arrange for the sale of the securities

with a banking house pending the time when the new issue 1is
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approved by the Commission. The Commission will then be in-
formed of these arrangements and approval will take place,
otherwise the carrier will have to continue negotiations with
the bankers until terms favorable to the Commission are reached.26
A further step in control has been taken by the Commission in
recent years. The Commission now reviews the amount of money
to be paid to the bankers for the distribution and sale of the
securities, In the case of equlpment trust certificates, the
Commission requires bids from several possible purchasers.27
The Bureau of Finance, a branch of the Commission subject
to the supervisory control of a division of the Commission, has
been empowered with the right to issue certificates of publie
convenience and necessity to regulate the issuance of secur-
ities =snd the assumption of financial responslbility by the
carriers. The administrative policy practiced by this Bureau
was outlined in an order issued by the Interstate Commerce
Commission on February 19, 1927. This order embodies a complete

set of requirements to be met, and the information to be supplied

by carriers seeking approvzsl for new security issues.28

According to the statute, the Commission 1s empowered to
approve of a security issue or financial assumptlon by a carrier
only if the carriler's action is "compatible with the public
interest".29 Although the ststute does not define closely what
action is made necessary by this requirement, the statute does
indicate in a general way what is meant by compatibility with
the public interest. It states that the Commlssion shall issue

an approval only if the proposed security issue or financial
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assumption 1s for some lawful purpose, necessary for proper
continuance of service by the carrier for the public good.
However, the proposed security or financial assumption must
in no way hamper the performance of that good. The Commiss-
ion has held that property acquired by the carrier, through
the issuance of new securities, shall be property used for
the betterment of transportation.>0 Although the Bureau
generally demands that the prospective earnings be somewhat
in excess of operating expense, there are cases on record where
approval was granted although the proposed purchase gave no
prospect of being profitable. In these cases, however, it
was felt that the property would benefit the carrier's system
and services as a whole, and therefore would be beneficial to
the public.ot
Unless new securities issued by the carriers are for the
reduction of capital debt, there will be an increase in the
carrier's capitalization. The Commission is bound to decide
whether the carrier should be permitted to add to its capital
debt for the purposes set forth in the application. This
decision necessitates the consideration of several factors, such
as the necessity for the proposed issue, the carrler's present
cepitalization and assets, the purpose and the use to be made
of the funds accruing from the new lssue, and whether the
carrier proposes to issue a stock dividend or add to the cash
balance in the treasnry.SZ

Where a reorganization is planned, the Commission 1s in an
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excellent position t0 render much service to the carrier,
their investors, and the public served. Before the passage
of the Bankruptcy Act of 1933 the roads were reorganized in
the interests of the creditors through the process of receiv-
ership, an unsound and expensive procedure. Now, by reason
of Section 77 of the Act of March 3rd, 1933, as amended by
the Acts of August 27, 1935 and of June 26, 1936, the Commiss-
ion shares the responsibility of reorganizing insolvent
carriers with the courts.55 Insolvent carriers are placed
in charge of trustees selected by the court and approved by
the Commission. After a plan of reorganization has been worked
out it is submitted to public hearing, thence to the Commiss-
ion for 1ts approval. The Commission passes it on to the
court end then to the creditors snd stockholders. When all
the requirements of the statute have been complied with, the
Commission is empowered to grant authority for the issue of
any security, assumption of obligations, transfer of property,
and affect consolidation or mergers of property to whatever
extent it deems necessary for the préper carrying out of the
proceedings. In order to make Section 77 of the Bankruptey
Act of 1933 more helpful to the railroads, certain changes were
made through the recommendation of the Commission, by an Act
approved August 27th 1955.54

It is necessary for the Commission to seriously consider
the types and kinds of securities the rallroad company proposes

to issue and the price and method of selling the securities
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when they are 1lssued. Were the Commission not to consider
these questions, it should be much less helpful than it is.
It could not protect the public and the sotekholders against
improper financial practices, nor could 1t regulate with an
eye toward the development of a sound general financial pol-
icy for the carriers. While it 1s necessary that all of
these things be considered very carefully, it is slso necess-
ary that the directors and officials of the carriers not be
relieved of the responsibility and duty of determining the
financial policy of thelr compenies. It is the job of the
Commission to cooperate with the financial officlals of the
carriers, to stop unsound policy and to further and approve
of policies that will work toward the benefit of the raillroad
companies and the public good.

The Bureau of Finance has succeeded in carrying out
these ends. Under ordinary circumstances, the carrier will
arrange with a banking house for the price at which the secur-
ities will be sold to the bank or syndicate, and the price at
which they then will be offered to the public. An informal
conference will follow, at which the Buresu of Finance will
either approve of the steps or make such suggestions as they
deem necessary and advisable., If the suggestions are accept-
able to the banking house and to the carrier, the carrier
will then file 1ts application for approval with the Commiss-

ion. The Commission then sends a copy of the application to
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the governor and public service commission of each inter-
ested state, glving them the opportunlity to object if they
are so minded. After an investigation of the circumstances
is held, the application is elther grented or rejected by the
Commission. About talrty days intervene between the filing
of the application and the handing down of the decision.35
During 1937 168 applications were recelved, of which 164 were
granted and 5 dismissed. The 164 applications authorized the
1ssuance of new securities and the assumption of debt to the
extent of $417,883,882.77 and 809,450 shares of common stock
without par value.36 In 1938 105 out of 109 applications for
the issuance of new security were granted. The actual issue
was $64,795,067.90,57

When the Reconstruction Finance Corporation came into
being in February of 1932, the Commission was given the power
of apoproval or disapproval of loans solicited by the carriers
from that Corporation.58 From February, 1932 until October,
1036 164 carrigrs applied for loans from the Corporation, of
which 71 applications were approved by the Commission. To the
end of 1936, the Corporation had loaned the rallroads $516,206,239
of which $171,048,791 had been repaid by the borrowers to the
Corporation. Only four additional applications were made

9

during 1937, all of which were accepted.5 These loans totalled

$20,098,805. During 1938 applications filed by 12 carriers
have been approved, authorizing the borrowing of an aggregate

of $46,103,500, from the Reconstructlon Finance Corporation.
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The Nationsl Industrial Recovery Act of 1933 authorized the
Public Works Administration to make loans to the railroads
for equipment and maintenance work. Somewhat more than 200
million dollars was advanced on short term loans. On April
8, 1955}the Emergency Relief Appropriation Act was passed which
made the funds of the Public Works Administration availsble to
the carriers until June, 1937. Little additional use was
made of this fund, however, as only one application by the
Norfolk Western Rallroad in the amount of $84,375 was approved
between 1936 and 1937.40

The Reconstruction Finance Act was extended for two addit-
ional years in January, 1936. At that time, several amendmeris
were made to the Act whieh gave the Corporation wider scope
in i1ts dealings with the rallroads. A maxlmum of 350 million
dollars was placed upon further loans and purchases by the
Government in addition to advances previously made. The Act
was extended for two years more in 193'7.41 When the statute
was amended in 1935, several of the suggestions made by the
Commission in its report of 1933 were utilized. The Commission
had suggested that sinking funds be set up out of net income of
the carriers for the purpose of retiring part of the funded
debt before maturity. The Commission further suggested that
if the funds were not voluntarily established, the Commlisslon
could compel their establishment through the power entrusted
to 1t by Section 20a of the Interstate Commerce Act, as a con-

dition for the issuance of further bond securities.42
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The Commission's knowledge regarding the condition and
needs of the carriers and its experience in regulating secur-
ity issues have enabled it to be of great service to the Gov-
ernment in avolding mistakes in the granting of temporary aid
to the carriers to enable them to meet their financial respon-
sibilities, to better carry out opérations for the public good
and to assist in giving work to many persons who would other-
wise be unemployed.

The Commission also exercises jurisdiction over railroad
consolidations. 1In this connection, the Commission's authority
over the carrier's securities assumes an added importance.
Under the Transportation &ct of 1920 the Commission was given
the right to exercise control over the issue of securitiles in
connection with consolidation. It was able to control the
acquiring of one railroad by another or the combining of two
or more rallroad companies under a new railway company, but
it was not able to control the securities issued by a non-rallway
company issued to acqulre financial control over rallroad com-
panies.45 The condition remained static until 1933 when the
Emergency Transportation Act was passed. In this Act, the Comm-
ission was sble to control the securities of non-railway com-
panies which might attempt to gain control of carriers. Once
the non-carrier corporation had gained control of two or more
railroad companies through stock ownership, it at once became
subject to Section 20 of the Transportation Act .44

The Commission was greatly strengthened through the
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Emergency Act of 1933. It was able to gain greater authority
over the finanelal operations by which railroad grouping and
the concentration of railroad control are being accomplished.
The rallroads and railroad officials were making large use of
non-rail holding companies not subject to Commission asuthority
to affect new rallroad consolidations or to bring a number of
railroads under a single financial orgaenization that might be
controlled by a few persons. Such was the case of the Vaness
Corporation and the Alleghenny Corporation, cort rolled by the
Van Swerrigan brothers. These companies cmntrolled a vast
amount of railroad property. The holding companies were being
used to prevent the consolidation of railroads under the
Commission plan, and to ensable the companies to carry on finan-
clal activities that would not be approved nor could be regulated
by the Commission. The amendments to Sectlon 5 of the Inter-
state Commerce Act by the Emergency Railroad Transportation
Act of 1933 have strengthened the suthority of the Commilssion
over rallrosd consolidations and have, by bringing holding
companies that may have acquired railroad property under its
jurisdiction, given the Commission much more power to regulate
railroad finances generally. Now, it is necessary for all
consolidations either of two or more railroad companies, or of
control of railrosd companies by a non-carrier, to be approved
upon applicstion to the Commission.

Notwithstanding the fact that the Commisslon has asked

that it be remedied both in its report of 1937 ond 1938, as
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yet, no action has been taken on the matter by Congress. The
Commission still has no jurisdiction over the financial work-
ings of non-reilroad subsidiaries of railroad compenies. The
present pending investigation of the New York, New Haven &
Hartford Railroad has brought this point to the fore. In this
case, the Commission has discovered that of the total losses
reported, "by far the greater part had their inception in ex-
penditures for purposes other than in construction, maintenance
or physical operation of the New Haven Railroad". The fact that
97% of the investments were for non-reilroad projects "is of
little solace to the present security holders...." "The drain
on the New Haven because of these investments has been a con-
tinued one."46
It is clear that the control of the Commission has worked
toward the betterment of railroasd finances as a whole. The
majority of financial 1l1ls suffered by the reilroads today
comé as a result of their activities prior to the restraining
hand of the Commission, through the Transportation Act of 1920.
Typical of the esrlier manner of the ra2llroad operstors is the
statement found in the case of the ®t. Louls-San Francisco
Railway and Chicago, Rock Island & Pacific Raillway. "This pro-
ceeding shows the easy manner in which the directors of this
railroad bore their responsibilities as such. Questions of
large financial importance to the properties and to the stock-
holders to whom they stood in fiduciary relation were decided

by a few of the members in casual conversation. Large sums

were expended or obligated on projects, which, as a board,
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they hsd not considered and which, on the transactions being
reported to them later, they readily ratified".%7 inile it

is quite impossible to do anything about the financial activ-
itles of the rallroads prior to 1913, it is imperative that
the Commission be granted all necessary power over the carriers
to see that no further financial wrongs are committed. It is
not necessary that the Commission place a heavy regulatory
hand upon the carriers, but it is necessary that they contlnue
to act as a restraining influence in order to prevent the

"evil which results, first to the investing publiec, and,
finally, to the general public", and which "cannot be corrected

after the evil has taken place" .48
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CHAPTER V

RAILROAD CONSOLIDATION

The United States 1s covered with efficient and adequate
systems of transportation by rail bullt at the hands of priv-
ate capital. These lines were started and were developed,
for the most part, as independent and competitive organizations.
During the past century, hundreds of railroad companies came
Into being and built railroads, some long, some short. In
the normal course of events the larger systems became even
larger by the action of bringing their weaker and less strong
brothers into combinations, although the total number of rail
lines still remained large. Early in the 20th century the
railroads of the United States were owned by nearly 2,500 com-
penles, of which fully 1,000 were operating com.panies.1 In
recent years this number has been steadlily dwindling. In 1933,
1,262 steam rallway companies reported to the Interstate
Commerce Commission, of which 155 were Class I lines, or lines
grossing $1,000,000 or more snnually. Of the remainder there
were 227 Class II lines with average annual gross revenues of
between $100,000 and $1,000,000, and 291 Class III with revenues
of under $100,OOO.2

In recent years, the number of reil lines has steadily
dwindled. This has been caused not only by consolidation and
amalgamation, but also because numerous short and brench, lines

have been sbandoned due to changing industrial location and

the development of strong highway competition. At the end of
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1938, the President's Report stated that there were only 775
steam rallway compenies reporting to the Interstate Commerce
Commlssion. Of this number, 136 were Class I lines, 193 were
Class II, 239 were Class III and 207 were switching and terminal
companies.s

Statements of total numbers of rallroad companies may be
misleading insofar as many of them have very close intercorpar-
ate relations with other systems. Especially is this true of
the 136 Class I which are grouped together in a relatively
small number of well known large railroad systems such as the
Pennsylvania, the New York Central, the Great Northern, the
Southern Pacific, the Sante Fe, the Northern Pacific, and a few
other equally large lines. Rail line consolidation went on
apace throughout the decade prior to the depression.4 With
a returning prosperity and with the Government regulation of
non-rail carriers, rail consolidation will be renewed.

During the el ghteenth century, every effort was made to
further Inter-railway competition, and law was invoked in
order to prevent the companies entering into rate agreements,
or the pooling of earnings or traffic resulting therefrom.
The Government was still operating under the lalssez-falre
theory, and 1t felt that free competition was much to be de-
sired snd that monopoly must be prevented. Eventually, the

discerimination and rate wars resulting from this unregulated

rivalry were recognized in the light of their harmfulness, and

attempts then began to be made by the state and Federal
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Government in an effort to prevent this unfair practice.
However, the Government continued to assure the continuance
of competition and to prevent its limitation by joint action
of the carriers. The carriers were prohibited from engaging
in service and rate making practice certain to result from
the enforced competition of isolated railroad companies. They
were to adopt and maintain rates and services thst were reason-
able and were not discriminatory.5

The nature of inter-railway competition end the inevitable
end wherein 1t leads to destruetlve rate wars and discrimin-
ations injurious to the public were long misunderstood by the
Government. This was so much so, that the policy of enforcing
competition, instead of attempting to further the cooperative
action of competing lines under Government regulation, was
continued right up to the World War and Government control.®
Only then was the advantage of railroad consolidation and co-
operation realized. This discovery led to the Iinclusion of a
new policy in the Transportation Act of 1920 which permitted
the pooling of rallroad traffic and eernings, and which pro-
vided for the consolidation of railroads into a limited number
of equally strong nature. Pooling operations and consolidation
were made subject to the Interstate Commerce Commission. This
body was enabled to prescribe the rules of procedure and also
see to their enforcement.7

The present policy is almost the direct antithesis of the

Congressional legislation of 1887, which set up the Interstate



Commerce Commission. Here, the law was set up in order to
prevent the railroads from consolidating with each other.
The railroads were more far-sighted and practical than was
the Government of that time, for they had been entering into
pooling arrangements and had been setting up rate and traffic
associations since 1870. They did this in an attempt to do
away with the unbridled inter-rsilway competition which is
always inherent in free competition. However, this cooperation
was ended by the anti-pooling provisions of the Act of 188'7.8
Except for the period of Government operation from Dec-
ember, 1917 to March, 1920, Congress adhered strictly to the
policy of seeking to enforce reilroad competition by statute,
preventing railroads from concerted action in making competit-
ive rates and combinations for consolidated or affiliated
systems.9 During the period of Government operation it was
brought home to Congress that railroad cooperation, and even
consolidation, might be advantageous 1in spite of 1ts effect
upon inter-rallway competition. Attempts to consolidate and
unify the raillroads were further forwarded by the condition
of some of the lines which were weak financially, but strong
in the dependence of the public upon them for adequate and
efficient rallroad transportation. Congress was thus spurred
to put all rallroads upon a stable basis. It was in the
attempted fulfilment of this hope that weaker lines were con-
solidated with the stronger ones, and plans for consolidatlng

all the railroads into a limited number of systems were
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incorporated in the Transportation Act of 1920.10

During the period of Govermment control there was attempt
at consolidation of proprietary interest. However, for purp-
oses of expedlency the operation of the railroads was carried
on iIn seven regions. The seven regions were the Eastern,
Allegheny, Pocahontas, Southern, Northwestern, Central Western,
and Southwestern. Each region had a director who reported to
the Director-General of the Railroads and his staff of divis-
ional directors in Washington. The reilroads 1n each of the
divislons were operated by their officers subjeect to the control
of the regional directors snd their staffs who carried out the
policy determined by the Director-General and the heads of
the several divisions with offices in Washington. Within each
region and in relation to each other there was 2 large measure
of cooperation in services and the use of facilities. Coal
and other traffic was zoned in each of the regions in order
to eliminate unnecessary haulage. Each railroad was used for
that service for which it was best fitted to perform according
to loeation and equipment. Joint use of terminal faclilities
was extensively performed, and joint ticket offices in large
cities took the place of ticket offices operated by separate
lines.11

Due to the complete control of the Government over the
railroeds,it was ° possible for it to accomplish as much as
if it had been the owner  of the properties used. Zoning of

traffic and administrative management were carried out by
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means of a country-wide unification of railways that was sub-
divided for operatlion irito seven groups, each group composSing
the railroads in a territory having a falrly distinct economle
and industrial traffic. Although the Government operated the
railroads as & means of expediting the prosecution of the War,
its policy, and the experience gained in the carrying out of
its poliey, was an instructive experiment in railroad consolid-
ation. This experiment brought about the substitution of a
statute permitting aend encouraging railroad consolidation in
place of the prohibitory statutes that had previously been in

f‘orce.l2

The new legal policy was voiced in Section 5 of the Inter-
state Commerce #ct. This new section, which had merely pro-
hibited resilroed pooling prior to its amendment by the Trans-
portation Act of 1920, was now changed so as to permit pooling
agreements to be entered when permitted bv the Interstate
Commerce Commission. It was also extended as to railroad con-
solidations and mergers and the manner in which they too could
be carried forth under Interstate Commerce Commission control
and approval. These provisions now permitted a railroad com-
pany to gain control over another railroad, with the approval
of the Commission, by lease or purchase of stock. However,
the statute would not allow the consolidation resulting from
this move to go so far as to effect the consolidation of these
carriers into a single system for ownership and operation.l3

The Commission was further instructed to plan a system

whereby the rallroads of the country could be consolidated
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nto a limlted number of strong systems. However, it was
urther provided that competition should be preserved sas
ully as possible and, wherever practicable, the existing
outes and channels of trade were to be preserved. So far
8 these requirements permitted, the consolldations resulting
'ere to be such that the costs of transportation as between
ompeting systems should be the same; and such that the systems
1y have uniform rates and earn the same rate of return upon
heir respective properties. This last provision was more
n the nature of a legislative hope than an actuality. The
ommigsion was further instructed to hold public hearings
regarding its plans of consolidation. TUpon recelving full
;estimony from all interested parties, the Commission was to
Jdopt a plan of consolidation in which it would be possible
,0 make changes that might later prove to the public interest.,l4
Having adopted a2 plan of consolidation, two or more rall-
'oads would then be permitted to consolidate under Commlssion
uriddiction providing for compliance with the following pro-
1sions; The consolidation must be in line with the Commlisslon's
1an and must have the Commission's approval. The capltal of
he consolidated properties must not exceed the value of the
.onsolidated properties as determined by the Commisslon. When
he earriers apply to the Commissilon for approval to consolid-
Lte, the governor of the state in which the carriers operate

hall be notified by the Commission, end public hearings are

to be held, following which the Commission was authorized to
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lssue a statement approving or disapproving of the proposed
consolidation. Should the consolidation be approved by the
Commission, the consolidation was to be effected, the laws
of the state or the decision of any state body to the contrary
notwithstanding.15 When the carriers effect a consolidation,
they are to be freed from the provisions of the anti-trust
laws that might be violated as a result.Ll®

The Commlission set about preparing a plan for the proposed
consolidation at once. To better carry out this plan, it
employed Professor Ripley to make an investigation and a plan
for the Commission to consider. After a year's study, Professor
Ripley offered a plan in 1921. This plan would divide the
rallroads into 22 groups, 19 of which were to be built around
railroad systems, snd three regional groups, the New England,
the Michigan Peninsula and the Florida East Coast Groups. The
Commission modified Professor Ripley's plan by minimizing the
breaking up of existing lines and systems and by alloting the
rallroads in northern New England to the New York Central Rail-
road and by assigning the New York, New Haven and Hartford to
the Baltimore and Ohio. The Commission's plan was offered in
1921, whereupon extensive hearings were carried on which lasted
over a period of two years. After the hearings were over in
1923, it was expected that a definite plan would be offered

by the Commission in 1924.17

As originally planned, the theory behind the consolidation
principles of the Transportation Act of 1920 were such that

it was believed that the companies affected would proceed in
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the process of consolidation under the outlines laid down

by the Commission. It was believed by Congress that the
rallroads desired consolidation, snd that they would carry

on this practice by themselves once the way had been cleared.18
The Transportation Act of 1920 did not accomplish what was
expected of it. The rivalry between the strong raillroads was
so great that instead of cooperating in the carrying out of
the plans, they attempted to checkmate each other wherever
possible in order to prevent their apparent competitors from
becoming too powerful. Furthermore, the smaller companies
further disrupted the plan by setting extremely high valuations
upon their property, to be paid by the compeny with which they
were to merge. The stronger ralilroads were interested in
combining with other strong railroads and were not at all
interested in teking over the so-called "weak-sister" lines,
which the Government desired to have continue in operation
through the benefit of the strong roads for the public interest.
The strong rsilroads did not care to take over lines that

would not add materially to their net worth and which would

not contribute to the net earnings.

Realizing thet the proposed consolldation could not be
accomplished beceuse of the dlsposition of the carriers, the
Commission did not propose a plan of consolidation in 1924 or
1925. Instead, it addressed a letter to the Chairman of the

Senate Committee on Interstate and Foreign Commerce in which

the majority of the Commission expressed doubts as to the
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wisdom of ‘the law requiring the Commission to adopt a plan

to which all future consolidations must conform. The Commiss-
lon further requested that it be relieved of conforming with
Section 5 of the Interstate Commerce Act which required that
it adopt a complete plan of consolid=tion, the while making

it unlawful for eny consolidation of railroads to take place
without the approval of the Interstate Commerce Commission.<0
The proposed smendment would have given the Commission con-
trol over consolidatlons and would have given the Commission
the right to make changes and additions to consolidations in
order to include weak lines, where necessary in the public
interest. Although hearings were held in the Senate and in the
House of Representatives regarding the Commissions suggested
amendment, no action was taken, despite the fact that the
Commission repeated its proposasls in the 1926, 1927 snd 1928
Annual Reports.

Since Section 5 of the Interstate Commerce Act was never
smended, the Commission felt obliged to carry out the mandate
of the statute in 1929. Under this plan, the rallroads were
to be consolidated into 19 systems. The 19 systems provided
for in the Commission's new plan included the Boston and Maine
for northern New England, the New Haven for southern New England,
five systems for the eastern trunk line division which were to
include the New York Central, the Pennsylvania, the Baltimore
and Ohlo, the Chesapeake snd Ohlo-Nickel Plate, and the Wgbash

Seaboard Air Line. The south was to have two systems consist-
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Ing of the Southern and the Atlantic Coast Line. The balance
of the country was to be covered by the Illinois Central,
the Union Pacific, the Chicego and Northwestern, the Gresat
Northern Pacific, the Burlington, the Chicago, Milwaukee and
St. Paul, the Sante Fe, the Southern Pscifie, the Rock Island-
Frisco and the Missouril Pacific. The lines owned by the Can-
adian National and the Cenadian Pacific were to be left intact.
Should any further changes be found that would be in the publie
interest, the Commission reserved the right to carry them out.%1
The plan met with much opposition since nelither the carr-
iers, nor the citlies and centers of population were in agree-
ment as to the exact grouping of any of the rsilroads. Espec-
1ally dissatisfied were the great esstern trunk line railroads.
The Pennsylvania was particularly dissatisfied because the
Commission's plan would have defeated certsin strategic moves
it had made in securing a controlling interest in certain key
lines desired by other cerriers. The establishment of a fifth
trunk line in the Wsbash-Seabomrd Air Line combination and
the railroads alloted to it under the plan were violently
objected to by the carriers concerned. The New York Central
was dlssatisfied because neither the Lehigh Valley nor the
Delaware, Leckawanna and Western had been slloted to 1t, whereas
it had been given the Virginian Rallwsy, which 1t did not
particularly desire. Furthermore, the Pennsylvania was to
become dissaciated from the profitable Norfolk and Western

which along with the Wabash and other roads was to form an
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additional comp:etitor in the Pennsylvenia's territory. The
Western Maryland was to be taken from the Baltimore and Ohio
and the Wheeling and Lake Erie was to be cut from the Chesa-
peake and Ohio-Nickel Plate combination. 22

The tempest stirred up by the Commission's propossal
finally resulted in a conference of the carriers in order to
work out some plan mutually satisfactory‘in trunk-line territory.
The railroads worked out a plan whereby there would be four
instead of five lines in trunk-line territory and a plan that
would allot the railroads to systems in such manner as to cause
the least objection possible on the part of the interested
parties. Although it was not easy for the negotiators to come
to an acceptable agreement as their interests conflicted in
many instances, they were finally sble to work out a plan satis-
factory to the trunk-line railroads.®d By this plan, the ob-
jectionable fifth trunk-line in the form of the Wabash-Seaboard
Air Line was eliminsted and plans were worked out that would
enable the four trunk-lines to control rallrosds that it already
controlled or that it considered it ought to control in the
future. The New York Central gained the much coveted Lackawarne;;
the Pennsylvania was left in control of the Wabash and the
Norfolk and Western; the Baltimore and Ohio retained the Western
Maryland and was given the Lehigh and Hudson River for New
England and the Ann Arbor which would carry its lines up through
Michigen; the Chesapeake and Ohio-Nickel Plate combination was

assigned the Lehigh Valley, instead of the Lackawaing and also
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the Wheeling and Lake Erie.®* Tnis plan was submitted to the
Commission. After some hearings and a few slight changes,

the Commission approved the plan in July, 1932,25
A further change in the 1929 plan of consolidation was in

the permitting of the Southern Pacifiec to acquire control of
the St. Louis and Southwestern. This rallroasd had originally
been assigned to the proposed Illinois Central group.26 In
February, 1930, the Commission took action upon a petition
filed by the Great Northern and the Northern Pacific esking
permission for the leasing of these two lines to a new oper-
ating company to be known as the Great Northern Pacific. Since
the Burlington would have been affected by the proposed lease
insofar as it 1is jointly owned by stock ownership on the part
of the Great Northern and the Northern Pacific, the Commission
stipulated that the Burlington was to be released from this
new compeny and from control by the two railroads within a
reasonable length of time, the shorter the better.27 Since
neither the Great Northern nor the Northern Pacific found the
Commission's plan acceptable, no further action was taken.
Following the plan of 1929, no further mergers took place
under the laws of the Transportstion Aet of 1920. The Comm-
ission was not eager for the job assigned it by the Act of
1920, insofar as consolidation plsns were concerned, and held
from proposals along these lines for many years, hoping that

Congress would relieve it from this duty. Strangely enough,

although very desirous of merging before the War, when it was
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unlawful, the carriers became apathetic when it was made

lawful for them to merge. After the carriers did work out a
plan for consolidation, it became impossible for them to carry
it out, as a result of their financisl condition following the
crash of 1929 and because of the severe compelition afforded by
the non-regulated motor carriers.?® Ppublic opinion also changed
to a certain degree. When the carriers' plan was aporoved in
1932, no further cooperative action was taken by them. In 1930,
a resolution which had already passed the House was presented
to the Senate. Had thls resolution been adopted, it would have
suspended the Commission's power to approve of consolidations
for a period and would have provided more stringent require-
ments for the carriers and for the Commission as regards the
formation and approval of all mergers.<? Just what was behind
this move is not known. However, it 1s conceivable that 1t was
furthered by the lebor interests who were afraid that mergers
and consolidations migcht come about more rapidly as a result

of the depression, thus precipitating more rallroad men from
their jobs.

Although a general merging of the rallroads has not taken
place, &s planned in the Transportation Act of 19220, many roads
have passed under the control esnd ownership of other lines by
means of lease or purchase, with the approval of the Interstate

50 Up to the end of 1936, the Commission

Commerce Commission.
had received 467 applications from the carriers for permission

to gain control of one line by another through purchase of
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stock, lease or the operation of one carrier's property by
another. Of these applications, 448 had been approved,
affecting a total of 81,000 miles of 1line. During 1937, 36
applications were granted affecting 2,446 miles of line, and
in 1938, 21 applications affecting 4,343 miles of line were
granted.51 The largest acquisition in 1938 was the New York,
Chicago.and St. Louls and the Erlie Railroad Companies, con-
sisting of 2,775 miles of line, acquired through stock pur-
chases by the Chesapeake and Ohio Railroad Company.32

Section 5 of the Interstate Commerce Act was amended by
the Emergency Railroad Transportation Act of 1933. The new
amendments gave the Commission control over the acquisition
and consolidetion of railroads by non-railroad companies, as
well as changling the procedure to be followed by the Commiss-
ion and by the carriers in carrying out consolidation by means
of lease, or purchase of one railroad by another, 95

It is clear that Congress had four aims in mind when it
enacted the Emergency Rallroad Transportation Act of 1933.
The first of these aims was to asslist the carriers in effect-
ing certain economies in operation and management by providirg
the machinery through the temporary office of Federal Coor-
dinator of Transport. The other three purposes of the Act
were to provide for Government regulation of railroad holding
companies through smendment to Section 5 of the Interstate
Commerce Act, to adopt a new schedule for railroad rate meking

by amending Section 15a and repealing the recapture clause
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of the Interstate Commerce Act and to simplify the process
of valuation of railroads, by the Interstate Commerce Commiss-
ion.%4

Section 5 of the Interstate Commerce Act, in the form
provided by the Act of 1933, contains paragraphs providing for
the prohibition of railway pooling except when authorized by
the Interstate Commerce Commission, and the following para-
graphs provide for the Commission to prepare and publish a
plan of consolidation of the rallroads of the Unitel States into
a 1limited number of systems, the plan to be subject to such %
modifications as are in the public interest. The Section
further goes on to provide that two or more companies may
combine, in any manner, or may combine for operation under a
third non-railwsy company, providing they have the approval of
the Commission.3®

Paragraph 4, Sub-Division b, of Section 5 sets forth the
procedure to be utilized by the Commission in deciding upon
an application for approval of a proposed consolidation. It
further provides that the Commission may grant the application,
but subject to such terms and conditions as shall be just and
reasonable and in the publie interest.%® The consolidations
must conform with the Commission's préposed plan as establlished
by paragraph 3 of Section 5 of the Act. This clause of the
Act places a limitation upon railroad consolidation and mergers

by the voluntary action of carriers in proposing an individual

consolidation to be approved upon its own merits and not



96

primerily with regard to its relations to a general plan
of railroad grouping that has been prepared by the Commiss-
ion.37 The effect of this clause upon future railroad con-
solidation will depend upon the Commission's willingness to
modify the detaill of its general plan of railroad grouping,
as modification 1s needed, when the approvel of the consolid-
ation of a group of railroads needs thet modification. The
Commlission has already approved of some consolidations that
were not within the scheme of its plan as laid down in 1929.°8
Paragrebdh 5 of the Act of 1933 provides that non-railway «
carriers become subject to the jurisdiction of the Interstate
Commerce Commission when they secure control of two or more
operating rallroad companies. This control of the Commission
extends through the keeping of accounts, the making of reports,
the issuance of securitles, and the assumption of liabilities
on the part of the new company. If a company attempts to gain
control of railroad companies by means of common dilrectorates,
officers or stockholders, the holdings of investment compan-
ies or trusts, or of voting trusts, this paragraph mskes such
action unlawful.S®
Paragraph 6 also states that control or management should
be "econstrued to mean the power to exercise control or manage-
ment”. The succeeding paragraphs carefully describe what shall
be consldered the power to exercise control or management.
The Commission is further suthorized to act upon its own 1init-
iative or upon complaint to investigeste and determine whether

any person is violeting the provisions of paragraph 6.40
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In paragraph 11, we find provisions that help the
Commission to deal effectively with the holding company situ-
atlon that had developed prior to the enactment of the law,
by authorizing the Commission upon complaint or upon its own
initiative to investigate whether holdings upon the part of
any person or company has the effect of subjecting such carrier
to the control of another carrier, group of carriers, or per-
sons. If the Commission investigetes and finds that there is
a control being exerted, without its authority, and that this
control is inhibiting the free operation of the controlled
carrier, the Commission is authorized to take whatever steps
are necessary to break the control.4l

The Act of 1933 also provides that sny carrier or corpor-
ation affected by the orders of the Commission in accordance
with provisions of this statute shall be relieved of responsibll-
ity to anti-trust laws and other restraints plaeed either by
the Federsl or state governments. This is a continuestion of
8 provision contsined in Section 5 of the Transportation Act
of 1920, =znd it is a necessary part of a law substituting gov-
ernment regulation for statutory prohbition of & raillroad con-
solidation.42

The Emergency Trensportation Act of 1933 does away with
the distinction which formerly existed concerning stock owner-
ship by one compeny of another and a merger of two llnes into

a third company, as far as consolidation 1s concerned. The
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Act of 1933 provides that the Commission is to apply the

same test, in both instances, for determining whether approval
or disapproval 1s to be voiced as far ss the proposed consol-
idation is concerned.45 This has been a wise provision, and

1t has gone a long way toward the simplification of adminis-
tration as well as to contribute to the adequacy and efficiency
of CGovernment adminlstration and regulation of generzl railroad
consolidation.

However, the major contribution to Section 5 of the Inter-
state Commerce Act, by the Act of 1933, has been in the realms
of subjecting railroad holding companies to the jurisdiction
of the Interstate Commerce Commission.44 That there was need
of such legislation c¢sn be found in the fact that private
individuals as well as railroad companies were making use of
this device to gain control of railroads. The purpose of the
railroad companies in using this device was found in the fact
that they were attempting to build up 2 stronger or more integ-
rated system in order to place themselves in a better and more
strategic position, as far as rival companies were concerned.49
The use of this device, upon the part of individuals was to be
sble to gain control of railroad companies by means of a small
investment at the top. The securities of railroad companies
were regulated, while those of the holding company remained
regulation free. Thus, 1t was possible for rallroads to gain
control of other rasilroads by mesns of a controlling stock

interest through a holding company, W thout having to gsain
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Government approval of the financial operations connected
therewith. Speculative interests found that the railroads
as well as industrial enterprises offered gre=t opportunity
for cresting combinations, profitable to the promoters, with
funds secured from the sale of stoecks =nd bonds to the publiec,
such transactions being carried on without any hindrance from
the Government as far as these financial operstions were con-
cerned.46
The shortcomings of Section 5 of the Act of 1920 in accom-
plishing the general aims of railroad eonsolidstion, and the
inadequacy of Government regulation of the means and agencies
by which individual consolidestions were being formulated con-
trary to the spirlit and aim of the Act of 1920 had become in-
creasingly manifest long before the enactment of the Emergency
Trensportation Act of 1933. As early as 1928, in one of 1its
Annusl Reports, the Commission recommended that several changes
be made in Section 5. Among others, they proposed that it be
made "unlawful for any consolidstion or acquisition of the con-
trol of one carrier by another in any menner whatsoever to take
place, except with our specific approval and suthorization" .47
During 1929 holding compsanies became increasingly active in
securing control of rallroad companies, and the Commission was
sufficiently ‘impressed. with the growing importance of the
question to urge Congress to act upon the situation. In its
Annual Report for 1929, the Commission called attention to the

fact snd reiterated 1ts stand of the previous year as far as
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holding companies were concerned. Specific reference was
made to such companies as the Allegheny Corporation, con-
trolled by the Van Swerrigens, and the Pennroad Corporation,
controlled by the Pennsylvania Rallroad, to bring several
rallroads under the control of the same interests. The
Commission also called attention to various devices utilized
by the holding companies to allow a large measure of control
to be exerted by a relatively small investment through the
use of limitation of voting power by certain classes of stock,
the pyramiding of one holding company upon the other, end the
like. The Commission again celled upon Congress to investig-
ate the situation and enact appropriate 1egislation.48

The House of Representatives started to take action upon
the Commission's recommendations. It authorized the Committee
on Interstate and Foreign Commerce to investigeste the rall-
road holding company situation snd to make a report with re-
commendations.for legislation. The Committee employed, as
special counsel, Mr. Walter Splawn, who in turn was alded by
a staff of lawyers, accountants and a statistician. The Comm-
ittee obtained detailed information about stock ownership in
rairoads by railroad compasnies, holding companies, investment
trusts, individuals and associations. The culmination of
this body's research was in the publication of a three volume
report.49 In the report to the Committee Mr. Splawn recomm-

ended that the Interstate Commerce Commission be given the

authority to approve or disapprove the acquisition of the
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control of a railrosd which would result in bringing that
road in affiliation with, under the control of, or under the
menagement of another rallroad, whether that acquisition be
by holding company or otherwise. He also recommended that
the Committee consider whether or not legislation is necessary
to deal wilth eny past acquisitions of railway property.so
These provisions were later embodied in the amendments to
Section 5 of the Interstate Commerce Act, as they were set
forth in the Emergency Trensportstion Act of 193351

The Interstate Commerce Commission concurred in its be-
liefs, with those of Mr. Splawn 1n 1ts Annual Report for 1931,9%
In 1932, the Commission submitted the draft of a bill to Con-
gress calling for Commission supervision over every "legitimate
end desireble method of combining railroad properties". By
the end of that year, when the Annual Report of the Commiss-
ion was published for 1932, the Commission had placed speclal
emphasis upon the regulation of holding companies because of
the importance of protecting investors. When the Commission
first recommended regulation of railroad consolidstion and hold-
ing companies, the main purpose was to prevent evasion or
defeat of the consolidation plans as set forth in the Act of
1920, which was designed to subject the unification of the rail-
roads to the orderly process of a publicly planned'scheme of
rallroad consolidation under public regulation. The Commiss-
ion went on to state that recent events had brought the need

of regulation of railroad holding companies, not wholly in the



1na

interests of consolidation, but more for the protection of

the investor.55

In furtherlng the ends of railroad consolidation, Con-
gress has been looking toward the public welfare. It is
felt that the substitution of a constant Government regulat-
ion of the carriers would result in more economy than the
costly end inefficient inter-carrier competition of the past.
It is clear that the public does not want to see the end of
rallroad competition, because 1t believes that competition of
railroads with each other and with other forms of transport-
atlon 1s desirable. However, it 1s also felt that the com-
petition which is allowed to continue should be kept within
bounds by the Government and should be of the type thst will
not weaken the competitors, but will rather give them the
inventive to strengthen their facilities and services.54

Congress has also carried on its policy of rsilroad con-
solidation in order to strengthen the rsilroads as to coordin-
ation and services, to cut down empty car mileage, to cut
unnecessary duplication of facilities and services, and to
lessen circultous routing of traffic, in an attempt to gilve
the public a better type of rail service and to effect econom-
ies in the rail industry in order to enable them to give better
service. Both by the Transportation Act of 1920 and the
Bmergency Railrosd Transportation Act of 1933, the Commission

has been commissioned to approve of consolidations when they

are in the public interest. It is hardly conceivable that
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this would be possible of attainment if the Commission did
not also attempt to increase economy and efficiency of the
railroad carriers as a means to that end.2®

When the Transportation Act of 1920 was passed, Congress
attempted to end the era of enforced railroad competition
and bring the weak roads into consolidation with the larger
roads in order to enable 8ll parts of the country to have
financially strong and efficient rallroad service. It was
in this manner that Congress hoped to solve the pressing
problem of the "weak sister" rsilroads. However, the plan
never worked out to full satisfaction. The planned strong
consolidations have never combined, and when roads did com-
bine, the tendency was to combine the strong roads and leave
the weak roads of the territory out of the consolidation. 1In
order to counteract this tendency, the Interstate Commerce
Commission has stipulated that certain short roads be in-
cluded in the proposed consolidation, before official sanction
would be granted. When the four trunk-line system was pro-
posed in 1932, the Commission took care that the proposed con-
solidations included secondary as well as first class roads.56
It is to the interests of the country that as many needed rail-
roads be kept in operation as is possible. In an attempt to
combine the weak with the strong, this end will be nearer attaln-
ment. The railroads are a necessary part of the transportation
system of the country, as no other mesns of trensportation has

yet been found which can cope with it for cheapness and
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efficiency of transportation on land.

There are many plans for the consolidation of the rail-
roads in the United States, all of which depend on the Govern-
ment's future attitude toward ownership and control. It rests
with whether the Government is content to allow consolidations
to take place under private means, with supervision from the
Government, or whether future consolidation will be compulsory
along the lines of a prearranged scheme laid down by the Govern-
ment. A further question arises in the method of effecting
the proposed consolidation. It must be decided whether the
roads are to be combined with a few large systems, such as the
New York Central, the Pennsylvania, the Northern Pacific, or
the like, or whether the country is to be subdivided into a
number of sections, and all the roads in that section are to
be assigned to one company. Of course, the other alternate
would be one of complete government ownership and operation of
the railroads, such as is practiced in many foreign countries.

Much attention has been directed toward the plan which has
been in force in England since 1921. There, the rallroads
were consolidated into four regional, overlapping systems.
However, before attempting to compasre the United States and
England, it is well to realize that the area of England, Scot-
land and Wales is 88,745 square miles as opposed to 3,026,789
square miles in continental United States. Furthermore,

there are sbout 12 miles of railroad mainline in the United
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States to every mile in the United Kingdom.57 Under the
British constitutional system, it was possible for Parlia-
ment to accomplish this consolidation without the fundamental
difficulties whiceh would lie in the path of a similar move
in the United States. Even so, many obstacles arose in the
system requiring much time to overcome. The task would be
far harder here than in England. ,After "amalgamation" in
England, much competition still remained between the various
systems, and to eliminate this, coordination was brought into
play. %With the consent of the Govermment, pooling operations
were entered into in all aress of competition. This has
been particularly true of the London area, where Parliament
has lately consolidated and coordinated all manner of passenger
transport under one operating.body.58

The extreme possibility for the United States would be
one of consolidating all the railroads of the country under
one single system. This would render the question of coordin-
ation unnecessary. Another suggestion was that of the plan
which would have placed all the roads of the United States in
the hands of two nation-wide competing systems. The Prince
Plan would have consolidated the roads into seven systems, two
in the East, two in the South snd three in the West. As in
Great Britain, such a plan could be accompanied by coordination,
in the form of pooling, with respect to competitive traffic.
During his term of office, My, BEastman, as Federal Coordinator

of Transport, proposed many plans in great detail, which laid
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great stress upon coordination, leaving consolidation to the
voluntary action of the rallroads, subject to Interstate
Commerce Commission supervision or compelling them in indiv-
idueal cases, as occasion might arise,59
All of these systems have their obvious merits, and
disadvantages. Unquestionably, a system whereby all the rail-
roads of the country would be consolidated under one head
would eliminate the duplication and waste now characteristic
of our rallroads. However, it would mean that this system
would have to be accompanied by compulsory legislation. It
would be well nigh impossible to draft this legislation so
that i1t would stand the test of court, ond it would be still
more difficult to carry i1t into effect. Once set up, such a
monster might easily get beyond all control. Furthermore,
it would take superhuman effort to be able to administer any
such gigantic corporation efficiently. It would require many
new and untried methods of orgsnizetion to run this type of
corporation. It must also be considered that the attention
which good executives of compact railroad organizations give
to their employees, patrons, and the detalls of management,
may be worth as much, from the point of view of economy, as
the savings made possible through great consolidations. Fur-
thermore, savings on a large scale, over a large consolidation,
imply heavy traffic over the best routes. Were this to happen,

meny communities now on main asrteries of commerce would find
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themselves located on secondary routes.

A similar objection might be raised against the Prince
Plan which looks to the grouping of all the railroads into
seven main systems. Many communitles would be deprived of
railroad competition, while other would have more than enough.
Thus, the present uneven distribution of competition would be
emplified, with the danger that population snd industry would
flow toward the more favoured spots.

Coordination, in preference to consolidation, would have
& smeller tendency to concentrate management and disturd
general competitive conditions. There are more chances that
coordination plans could be worked out without resorting to
compulsory legislation. Also, neither the Government nor the
carriers would be confronted with embarrassing financial
questions which are bound to arise in connection with any
program of compulsory legislation.

It is clear thet a plan of either consolidstion or coordin-
ation is bound to be subject to criticism from meny sides. The
railroad people who favor any such move are only those persons
who are officials in corporations thet believe that they would
survive the process without loss of position or prestige. The
efforts of the railroad employees are all directed agsinst any
such move because they fear the loss of employment which would
result from any move toward a lessening of duplication.

Public opinion, as expressed by Congress, seems to be suspicious

of moves in restraint of free competition. And, many towns



1n8

and cities fear consolidstion or coordination becsuse they
are afraid that they might suffer as centers of railroad
activity, should some such move tzke place.

The question arising, then, is simply what will the
future course of Government be as far es rsilroad consolid-
ation: and competition are concerned. On September 20, 1938,
the President was moved to sppoint a committee to report =nd
submit recommendations upon the genersl transportstion situa-
tion. After studying the question throoughly, the Committee
handed down a group of recommendations on December 23, 1958.60
As there was a previous report handed down by a similar
committee in March, 1938, to which the Interstate Commerce
Commission in its report for 1938 stated, "The recommendations
of the President's committee in respect to this matter in its
report of last March are along generally sound lines", and
since the latest Committee handed down much the same decisions,
it 1s reasonable to suspect that the Commission would be con-
strained to back thelr findings also.51

With respect to coordination, the President's committee
found that there are many examples of that being carried on
by the railroads at the present time. They clted as an exsmple
of this, the universal practice of the jolnt use of equipment.
They are of the opinion that the railway management of the
future will continue to carry forward practices of coordination

that are desirable and feasible from a practical point of view.
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Coordination and pooling constitute a field purely in the
realm of rallway manasgement, and as such, should not be made
a Governmental matter.

The Committee felt that consolidation has contributed
much towerd economy and added improvement in service rendered.
It felt that competition between railroads is becoming of
less importance to the public, as other mezns of transportation
grow., Thus, proper consolidations would be of great publie
benefit with the elimination of circuitous routing, thus in-
creasing carrier eernings, without increasing rates to the
publie.

The Committee did not belleve that the country was re=dy
for ény system of compulsory consolidation, preferring to
allow individual railroad initiative to carry on for a while
longer, the while relieving the railroads from some limitations
and restrictions. The Committee would set up a Transportation
Board which would aporove all railroad consolidations. How-
ever, once approved, the consolldastion would be free of all
prohibitions and restrictions of State or Federal Laws, as is
now provided by the Interstate Commerce Act with respect to
approvals granted br the Interstate Commerce Commission.

The recommendations handed down with respect to railroad
consolidation and coordination, by the President's committee,
might be summed up in that there should be legislation repeal-
ing those portions of the Interstate Commerce Act which make
the Commission responsible for a plan of rsilrosd consolidstion,

and substitution should be made by which all initiative in such
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matters be taken by the carriers themselves, under the proviso
that they obtaln the approval of a Transportation Board before
the consolidation becomes lawfully effective. The approval

is to carry with it the ability to require that the public
interest be at all times considered, insofar as transportation
is concerned; the authority to require consolidations to
provide for weak rallroads, by inclusion of said weak railroads
in the consolidation plans; that the total fixed charges will
not be raised by the consolidations; that the interests of the
employees will not be adversely affected; and when the approval
is granted, it is to carry with it relief from restraints and

prohibitions of State and Federal Law.62
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CHAPTER VI

FREIGHT AND PASSENGER TRAFFIC RATES

No part of railroad management demands more attention
than the development and maintenance of railroad freight and
passenger traffic, for more than a billion tons of freight
and five million passengers are carried each year by the
railroads.l The efforts of each line are toward the divert-
ing of trafflc from other lines and methods of transportation
to the home road in an attempt to retain and maintain existing
traffic. In addition to this, attention is also devoted to
developing new traffic and to rendering information that is
of value to shippers, consigneés, and travellers in choosing
routes, in locating plants, and in efficient performance of
production and marketing functions.

The manipulation of rates and charges is no longer per-
missible. Prior to the enactment of the Interstate Commerce
Act in 1887 special rastes and rebates were general. These
devices were used to divert traffic from one line to the other,
to build up new industries, snd to help one shipper in prefer-
ence to snother in return for promised business.2 Even after
the Interstate Commerce Act became law these practices were
engaged in to a limited.extent. The clauses prohibiting
rebating and discrimination tended to change the forms of the
rebates and special rates from the obvious to the concealed.
After the passage of the Elkins Act in 1903, traffic solicit-

ation changed in character. That law, together with the
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Hepburn Act of 1906 and later amendments to the Interstate
Commerce Act, has eliminated the rebate and the special rate
from traffic solicitation and rate-making.3

In general, the policy followed by the Federal Government
for the correction of abuses proved to be a rather negative
one. In 1910, this policy became less negatevistic and more
positive when Congress gave the Interstate Commerce Commission
the power to act upon its own motion in prescribing rates.?
This policy was culminated by the passage of the Transport-
ation Act of 1920. The Transportation Act made it the duty
of the Commission to establish and adjust rates geccording to
the transportation needs of the country and the necessity of
enlarging the facilities in order to provide the people of the
country with adequate and efficient transportation.5

The relation of the Government to railroad rates has been
becoming stronger during the last two decades. This has been
mainly because it was, and still 1s, the duty of the Government
to see that railroad rates are fair to the persons, places
and commodities served. However, in recent years Government
relation has taken on another and two-fold purpose: to further
and develop adequate, progressive, efficient, economical rail-
road transportation, and to bring about a relationship between
railroads and other carriers that will further a national trans-
portation system comprised of all classes of carriers, each
one performing the service that it can most economically and

efficiently render.® The latter goal has not yet been attained.
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However, it represents the ultimate in a constructive policy
of Government regulstion of transportation.

Great progress has been made in the fields of rate fix-
ing since the passage of the Interstate Commerce Act in 1887.
Notwithstanding the progress made, several problems still
confronted the Government when the raliroads were taken over
for operation by the public during the War. Before the War,
rather than constructive, the power of the Commission was
merely empirical and corrective of carrier rate practices.
Congress still clung to the idea of enforced railroad compet-
ition as opposed to the present stand of coordination and

competition subject to Commission regulation.v

A further step
was made when the Shreveport Rate Case was handed down, This
case, in 1914, firmly set the bounds separating state from
Federal control of rates.8 The railroads still were free from
Government control of their financial operatl ons, despite

the apparent inadequacy of state regulation concerning these
detalls., A national transportation system was still in the
realm of fancy. That idea was not brought home to the public
until the Government found it necessary to unify the railroads
under one control for military purposes. It was that action
which prepared the way for the inclusion of several new prin-
ciples and practices of Government regulation of railroad rates

and services in the Transportation Act of 1920. In that manner

the Government withdrew from the operation of the railroads and
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set the conditions which were to be obeyed by their future
operators.

One of the fundamental provisions of the Act of 1920
was that clause which gave the Interstate Commerce Commission
the power to fix absolute or minimum rates, as well as the
maximum rates that railroads might charge. In practice, the
Commission was given the power to set all interstate rail
traffic rates. While the railroads actually work out and file
proposed tariffs, the Commission has power to say whether or
not these railroad rates are to be permitted.9

The Commission also received increased power to regulate
intrastate rates, as a result of the Act of 1920.10 mollow-
ing the rule of law laid down by the Shreveport Rate Cases,
the Act of 1920 gave the Commission the right to impose its
own rates upon intrastate rates ordinarily outside its juris-
diction, when the intrastate rates were found to conflict to
the detriment of the interstate rates.ll The Commission was
further upheld in its decisions by the Wisconsin and New York
Rate Gases decided in 1922.12 The Court found that the power
of the states over rates should be limited to the fixing of
charges within the general level of interstate rates set by
the Interstate Commerce Commission.

One feature of the Act of 1920 which proved to be ineffect-
ive was the "recspture clause". A fair return of 53% was fixed
by the statute. This amount was to be retained by the rallroad

and used as the carrier saw fit. All over this amount was to
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be returned to the Government. The Government, in turn, was
to utilize the sum accruing from this recapture to aid the so-
called "wesk-sister" roads.l®

According to the original theory of the Transportation
Act, it was felt that rates might be determined as a result of
the value of the property utilized in performing the services.
The fact that railroad rates must vary in sympathy with econ-
omic conditions was overlooked by the backers of the fair
return theory. The Interstate Commerce Commission continued
to fix and adjust rates, after the passage of the Act of 1920,
much as it had before. In general, the Commission made adjust-
ments that would be fair to the carriers and to the public at
the time the decisions were handed down.

The recapture clause was ineffective, as was the rule of
rate making. In no year, not even that of the prosperous 1930,
was the average net income of the railroads as much as 53% of
the velue of the property used in performing the services. The
recapture clause proved to be a greater burden than good. Some
railroads having earnings in excess of 6% during prosperous
years might have little or no income during the poorer years.
Some financially strong railroads did not have net earnings in
excess of 6% at any time, and thus were not to contribute.
Very little money was actually recaptured by the Government.
When the fund was acquired, little use was made of it as the
Government was required to charge a rate of 6% on loans from

this fund. The carriers could borrow money privately at lower
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rates of interest.l4 Although the clause was questioned in
the Courts, the Government was upheld by the decision handed
down in the Dayton-Goose Creek Railway Gase.15 The recapture
clause was finally repealed by the Emergency Transportation
Act of 1933.

A serious limitation was placed upon the discretion of
the railroadé in the fixing of compeiitive rates with the
coastwise carriers, by an amendment to the Interstate Comm-
erce Act of 1887 in the 4Act of 1920, This amendment limited
the authority of the Commission to relieve the rsilroads from
the limitations of the short-and-long-haul clause of the
Interstate Commerce Act. The amendment provided that railroads
were not to be permitted to make a greater charge than the
service warranted. It furthermore stated that if a circuit-
ous route 1s to be allowed to charge as low a rate as that
charged by a more direct route, and if the circultous route is
to be allowed to charge higher rates to lntermediate points,
"the authority is not to include intermedlate points as to
which the haul of the petitioning line or route 1s not longer
then that of the direct route between the competing points".
This clause enabled the Commission to carry out its policy of
not allowing carriers to discriminate unduly against inter-
mediate points in order to meet the competition of carriers by
water to more distant points. As a result, large amounts of

traffic have been diverted to intercoastal carriers. This

traffic might have been retained by the railroads, had they
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been allowed more freedom in the determination of their rates..1®

Several bills are now pending before Congress calling
for a limitation of the long-and-short-haul clause. It would
be wise to give the Commission more power in determining what
rates the rallroads might charge in order to meet the competit-
ion of the water carriers. However, the only real solution
would be to give the Commission the power to regulate the rates
of the carriers by water, as well as those of rail, and thus
to establish and maintain a falr rate for both rail and water.

In 1933, in order to help the rallroads, the Emergency
Transportation Act was passed setting up the office of Coordin-
ator of Transportation for one year. This office, subsequently
extended to a third year, was set up to help the rallroads
reduce duplication and other practices that might impair rail-
road earnings. While the Coordinator did bring to light much
information, the practical value of the office was slight, as
far as economies were concerned, because of the ham-stringing
effect of the labor provisions of the bill.l”

The investigations of this office resulted in the passage
of the Motor Carriers Act of 1935. In general, the Coordinator
recommended the simplifying of freight classification and of
the system of rates, in order to bring the cost of railroad
transportation more into harmony with motor carriers.l® The
investigations of the Coordinator will have a profound effect
upon the future legislation of Congress.

The two important phases of the Emergency Transportation

Act of 1933, namely; the one providing for regulation of



rallroad holding companies, and the one simplifying the method
for flxing the valuation of railroads, have only a slight long
run effect upon raillroad rates. The most important part of
the Act of 1933, as far as rates are concerned, may be found
in the repeal of the recapture clause and the adoption of a
brief, effective and flexible rule of rate making giving the
Commission discretion in the fixing and adjusting of railroad
charges .19

When a regulatory statute has been administered over a
period of time, such as the Interstate Commerce Act of 1887 anhd
its numerous supplements, a definite code of regulation is de-
veloped that gives the statute greater breadth and significance
and mekes its application more effective. The Commission has
been growing in slze and effectiveness., It has reached its
present status through legislation and public necessity. Con-
gress has seen fit to give the Commission greater powers. In
1935, Congress gave the Commission the right to regulste motor
carriers.<0 By legislation pending before Congress at the
present time, the power of the Commlsslion would be increased
even past its present position.

The making of freight rates depends upon the grouping of
5,000 kinds and 15,000 ratings of frelght shipped over the
railroads. Rates are for classes of traffic and not for indiv-
idual commodities. After freight has been classified, schedules
of class rates are constructed for each of the traffic centers
of the United »tates. It is necessary to make special rates
for certain types of freight, such as car-load shipments of

ore, coal and grain. Those types of freight demand rates even



lower than that of the lowest commodity rate.?l

There are three major classification areas in the United
States, each in charge of a committee appointed by the carriers
in that particular lccale. These three classifications origin-
ated in the eighteen-eightles, and have been developing since.
The difference in each portion of the United States, insofar
as the natural resources and industries are concerned, is
taken into account in the designing of the classificstions, in
order to give thet section as much economic advantage as poss-
ible. Large quantities of freight move from one section of
the country to snother, snd in so doing pass from one juris-
diction to another with =z consequent varying of classification
and rates. It then became apparent that some method would have
to be devised thet would unify the three classificetions and
meet the dissimilar economic and industPial conditions snd re-
quirements of different sections of the country by giving the
same class of traffic different rates in the several sections
of the country insofar as that was made necessary by the very-
ing conditions prevailing in the eastern, southern, and western
parts of the United States. Attempts were made to cause the
railroads to formulate a policy of consolidated freight classi-
fication. However, all efforts proved to be of no avail as
the obstacles found to the plan were too great. A consolid-
ation of the three freight classifications meant changing
the rating of many commoditlies and articles and a consequent

readjustment of freight charges, 2 task made especlally difficult
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by the competition of the carriers with each other and by
the rivalry of the producing sand manufacturing centers in
different parts of the country.22
A vigourous attempt was made to arrive at a solution in
1918 and 1919. As the railrosds were being operated by the
Government, it wes thought that some plan might be inaugur-
ated during this period that would not have been possible to
have carried out by common action of the carriers. Consequently,
the United States Rallroad Administration worked out a plan
and submitted it to the Interstate Commerce Commission for
its approval. The Commission found it necessary to withhold
its approval, after hearing the opponents of the plan, as the
new classification would have ralsed the rates in the majority
of new classifications.zs
The efforts of the Rallroad Administration were partly
successful. The rules and regulations concerning the three
types of classification were unified, snd the three classifi-
cations were published In a single book. The unification of
the rules and regulzstions and the publication of the three
classifications in the "Consolidated Freight Classification”
book have been of great benefit to shippers and carriers. As
a result of the movement started by the Reilroad Administration,
a greater degree of uniformity in classification has been

steadily evolved. A Freight Classification Committee has been

active since 1918, and each year has published a list wherein
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may be found less differences between the various classific-

ations.24

The action taken by the three classification committees
and the Consolidated Freight Classification Committee is
subject to the muthority of the Interstate Commerce Commission
which has jurisdiction over freight classification and rates.<S

The number of classes into which freight is grouped is
different for each classification. The Official Classificstion
has six classes, but there 1s an intermediate grouping in two
places, making eight actual groups. The Southern Classifiec-
ation has twelve groups, and the Western hes ten. All three
classifications provide for rates thst are higher than first
class rates, such higher rates being multiples of first class.

In working out classifications since 1920, as authorized
by the Act of 1920, the Interstate Commerce Commission has
extended the scope and increased the rate groupings of each
of the classifications without making formal changes in the
major freight classifications. The effect of the action of
the Commission was to apply class rates to a large number of
items thet had formerly rested in the ex-class, or commodity
rate., It is very desireble that the largest number of commod-
ities be brought under classification, and that the number
of ex-class items be brought to a minimum. The Commission
has done a valuable service in widening the 8scope of frelght

classifications and of rates based the:r*eon.z6



The Commission hes devoted considersble time to the im-
proving of freight classification and class rate structures
of which the main features were determined by the industrial
and trensportation conditions found upon thorough investigation
to be controlling in the several parts of the country. However,
while the Commission has been doing this work, transportation
conditions have been rapidly changing due to the motor truck
carrying freight upon high grade public highways. It seems
probsasble that in the face of this competition, existing rail-
road rate structure and freight classification will have to
be changed, if not reconstructed. .hile the railroads were the
sole land carriers of freight, except for very short hauls,
the ra2ilroad freight classification and rate structure were
adpated to the needs and demands of the shipver and the carrier.
With the land transportation service divided between the rall-
roads and the motor carrier, it 1s obvious that changes will
have to be msde in the services rendered by the rasilroads, and
in the charges and structure of the rate systems.

Two factors are tsken into consideration when classifying
freight, the value of the service to the shipper and the cost
of rendering the service to the rsilroad. This has resulted
In widely differing classificaﬁ.ons for commodities of which
the wéight, bulk and cost of transportation may bé nearly the
same, but one may heve a high value and thus fall within the
rate payable by goods in a high class, while the other commod-

1ty mey be of low value per bulk and welght and thus bear a



rating applicable to low-grade freight. The motor carriers
have classified some freight, but they mainly charge accordirg
to the cost of rendering the service.27

Some states have worked out a method of freight classifi-
cation for motor carrier, but this is relatively ineffective
as states have control over intrastate transport only. Some
states have prescribed a special motor freight classificetion
different from the rail freight classification. The practice
of other states has been to integrate rail and motor freight
classification. As the job of freight classification continues,
more weight will be placed upon the cost of rendering the
service, and less upon the value of the item transported.
Eventually, a single freight classification will be worked out
by the carriers, the states and the Federal authorities. ihen
this is done, the two modes of transport will compete with
each other on a more equitable basis. It 1s possible that
this plan will be some years of attainment.

Governmental regulation of freight rates must take 1nto
account the factors controlling or affecting such changes when
they are not regulated or determined by the Govermment. The
Government may not ignore the operation of economic forces in
controlling prices, whether they be the transportation services
or the manufactured products of the country. This is true of
public as well as private operation of the rallroads. Even
when the rallroads are operated by the Government, the economic

forces must be recognized if the goal of social welfareis to be



attained.

Railroad rates are determined by three factors, whether
fixed by the carriers or by the Government. These three
factors are the cost to the carriers for performing the
service, the value of the service to the shippers, snd the
high or low value, per unit of weight and bulk, of the comm-
odi;y transported.28

In the HEmergency Rallroad Transportation Act of 1933, a
simplified rule of rate making directs the Interstate Commerce
Commission to glve due consideration to the effects of rates
upon the movement of traffic. This is really a mandate to
consider the value of commodities seeking transportation and
the value of the service to shippers. The same rule requires
that the Commission consider the need of revenues sufficlent
to enable the carriers to provide such service, that is, to
fix rates that will in the aggregate yleld revenues that are
enough more than the cost of the service to enable the carriers
to serve the public adequately and efficiently.29

In general and over a period of time, the minimum level
of raillroad rates must be sufficient to cover the cost of
service as a whole. Some rates are temporarily fixed below
that level. During a business depression, general economic
depression may force railroad traffic, rates and revenue below

the cost of service level, making necessary a schedule of rates

far above the cost of service level during prosperity years.



-
A}
@

The value of service fixes the upper level that may be charged
for each possible shipment. Under normal business conditions,
rallroad rates will be fixed by the carriers in their competit-
ion with each other and with other forms of transport, and
will be established by public authority, somewhere between the
minimum of the cost of service and the maximum of the value of
the service, the whole subject to the higher authority of the
economic conditions and forces.

In the Act of 1920, the Interstate Commerce Commission
was directed to adjust and fix rates so as to enable the
carriers to earn a fair income upon the value of the property
used in performing the service.20 This could not easlly be
carried out as the Commission was forced to 2llow the roads to
charge such rates as were reasonable under the changing economic
conditions, and such rates as were feasible under the decreas-
ing traffic intensified by inter-railway competition and other
forms of carrier competition by road and water.

Cost of service as a basis for railroad rates has received
much attention in discussion. If the rates of carriers by
rail, highway and water were regulested in a llke manner and
with equal effectiveness, the influence of inter-carrier com-
petition upon rates could be minimized, although nothing short
of complete Government ownership of all forms of transport
would entirely eliminate the competition of rival carriers as
a factor regulating service charges. However, the exclusion

or minimizing of competition as a factor affecting railroad
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rates would remove one of the obstacles to making the cost
of service the basis of charges.

In 1933, through Section 13 of the Emergency Transport-
ation Act, the Coordinstor of Transport was directed to invest-
igate snd recommend upon cost finding in rail transportation.

A Cost Finding Section was organized by the Coordinator and
put in charge of a cost accountant. The Section worked out a
detailed plan and method by which expense was apportioned to
service., Little use has been made of the information accruing
from this investigation. However, the Coordinator intimated
that the railroads could simplify their rate structure and
meet the competition of the motor carriers if more emphasis
were placed upon the cost of service. Mr. J. R. Turney, head
of the Section of Transportation Service of the Coordinator's
staff, stated in the Freight Traffic Report submitted to the
Coordinator in 1935, that freight rates should be based solely
upon cost of service.51

There are other complicating factors which minimize the
possibility of using cost as the only determinant of the rate
structure. However, the future of the rate structure will
depend upon the cost of service idea to a considerable extent
in order to bring about an equitable adjustment of ralilroad
charges to those of carriers upon the highways whose freight
classification and rates will be determined mainly by the cost
of service rendered.

The Commission's control over rallroad rates and charges



130

was made larger, more definite and its responsibility for
devising a system of constructive freight rates that would
meet the needs of the COuntry was Increased. As business
conditlons were favorable after thw World War, it was poss-
ible for the Commission to continue in its efforts of revis-
ing and standardizing rsilroad rate structures, an activity
which it had carried on prior to the War. Investigations
were carried on in each section of the country and appropriate
rate structures were established in each locale. This activity
continued until 1931, when the last structure was placed in
effect 1n the Pacific north and sou.thwest.32

The first problem confronting the Commission after the
passage of the Transportation Act in 1920 was to raise the
ggheral rates and revenues of the cerriers. This they did by
raising all interstate and intrastate freight and passenger
rates. The passenger rates were raised equally throughout
the country, but the freight rates were ralsed by somewhat
different percentages in each of the four rate making districts
into which the éountry had been divided by the Commission.
The right of the Commission to take precedence over the rates
set up by the states was contested by the states, but the Comm-
ission was upheld in both the New York and Wisconsin cases
tried in 1922.°3

The problems arising from the administration of the rate
provisions of the Act of 1920 soon made apparent to the Comm-

ission, carriers and shippers that some form of rate revision
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was necessary to remove the unjust discriminations that existed
in many parts of the country, and against maeny types of comm-
odities. In 1922, the Commission began an investigation of
interstate class rates throughout the country. Pfolonged hear-
ings finally resulted in two decisions being handed down by
the Commission which established new classifications and rates
within the Southern Classification and between the South and
the Offlicial Classificatlion of the north; the interterritorial
rates included partly water rates as well as sall land routes.o?
The Commission was still engaged in this investigation
when the Hoch-Smith Resolution was passed through Congress in
1025. This new legislation called for a thorough investigation
of the rates of all carriers subject to the jurisdiction of
the Interstate Commerce Commission. By March, 1935, the Rate
Structure Investigation was begun which lasted for several
years and which covered class rates and numbrous commodity
rates. 'The Commission was attempting to placé all rates upon
a just snd equitable footing.55
In 1926, in its Annual Report, the Commission stated that
it wished to saccomplish, by the investigation, a path toward
a simpler and more consistent rate structure then the one in
effect. It also hoped to reduce the number of rate cases-coming
before it. In order to reduce these, it hoped to remove the
cause, namely the discriminstions of the old rates against
certain localities and commodities. It hoped to carry out the

Hoch-Smith Resolution with a view toward establishing proper



relations in rate levels between the various articles of

commerce .98

The goal set for 1tself became even more difficult of
attainment when the Commission found 1t necesssry to revise
rate structures in order to cope with the changing railroad
status resulting from the business depression of 1929 and the
increase of competition from the motor carriers of which the
rates were only based on cost of service and subject to a
very ineffectusl regulation upon the part of the vsrious states.
The Commission tried not to be diverted from its five-fold
platform of adjusting rallroad rates and commodity classes to
simpler forms, of minimizing unjust discriminstion, of placing
competing carriers upon a just and equitable basis with the
rallroads and of facilitating Government regulation of rates,
in what it considered to be a temporary business depression.57

The Commission had found that it was impossible to
attempt to remodel all rate structures and commodity classes
by one swoop, as was contemplated by the Hoch-Smith Resolution.
In its report for 1933 the Commission stated that the changes,
as contemplated by the Hoch-Smith Resolution, could only be
brought about through the usual medium of the heering of com-
plaints, or by investications upon the Commission's own initia-
tive, rather than by a general natlon-wide Investigation which
would cause undue and ponderous maladjustments.38 In 1934,

the Commission and the Coordinator asked for the repeal of the
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Hoch-Smith Resolution.®® The fact that Congress did not repeal
this resolution was of little importance, as the Commission
was soon able to finish all the investigations required of it
by that decree.

In carrying out a policy of standardizing freight rctes
the tendency of the regulatory bodies seems to be toward using
distance of haul as a basis for fixing class and commodity
rates. They would have a tapering scale diminishing as the
length of haul decreases. The distant rate scele is not
favored by all carriers and shippers, some preferring the old
method of allowing the competlition to determine the rate. This
is true because intercarrier competition will give certain less
favored lines more traffic and will give some producers and
consumers more favorable rates than they would enjoy if stand-
ard distant scales were employed. 1t is further stated that
distance rate scales would zone trsffic, cutting shipment of
produce to far markets and thet it would react toward the
detriment of railroads having a less direct line.to a point
than their competitors. As distznce rate scales favor the
cost of service concept, they are not favored by persons who
belleve that the rates should depend upon the value of service.

The weight of opinion seems to be swinging toward the
theory of allowing the cost of service to determine the rate,
and that distance will become of increasing Importance. The

Coordinator stated in a report issued 1n 1934, thst the system



of rates that had developed, based upon cost of service as

well as value of service, must now be changed as the rail-

roads no longer have the prscticsl monopoly that they had at

the time of the development of this type of rate determination.4o
The competition that the railroads must meet is thet of the

motor trucks, whose tolls are based only upon consideration

of cost of service. A shift of railroad rates more definitely

to a cost basls will give rallroads a better footing, as dist-
ance will assume a more controlling influence upon rate struct-
ure.

Another point thet has arisen in connection with the rste
regulation, on the part of the Government, 1s one concerning
whether the rate structure should be separate aznd distinet for
each of the several rate districts into which the United States
1s divided, or whether the seme rate schedule should apply
throughout the country. Mr. J. R. Turney, in hils Freight
Traffic Report stated that the dlfferent rate districts orig-
inally came as a result of the limlits of the carriers operat-
ing in certain localities. As the scope of the carriers in-
creased, these varying rate districts became more and more
artificial as many carriers operate in two rate districts, end
some in as many as four. Although the rate structures still
reflect some of the local econditions in a few of the districts,
the need for economic parity among territories, for the removal

of merket competition, for the removal of discrimination



against certain towns and cities and for simplicity points
toward a uniform price schedule applying throughout the
country.41

In the regulstion of the railroad frelght rates, on the
part of the United States Government, there are certain fact-
ors which are inherent in the very nature of rate regulation,
and there are certain other problems that have arisen as a
result of changes in the economic condition of the country,
and of the nature of raillroad competition with other railroads
and with motor carriers. The general problem confronting the
country is one of plecing charges on the right basis and of
standeardizing rate and class structures for the individual
territories, or for the country as a whole, as further legis-
lation may dictate. 1In addition to the major general problems,
there are certain other problems of lesser importance, but of
no less significance to the question as a whole.

As the cities along the eastern seaboard came to be conn-
ected with the Middle West, and with the sectlon east of Buffalo,
carrier competition became keen, and was heightened even more
by trade rivalry among the cities. Thils rivalry became so
destructive that many of the carriers found it necessary to
enter agreements limiting and setting maximums and minimums
for freight rates. By 1877, two features of the Eastern Trunk
Line rates had come into being, the "percentage" rate system
and the "eastern seaboard differentials”. The rate between

NBw York and Chicago was made the base rate, with the intervening
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territory divided into irregularly concentric zones, the rates
from points in each zone from and to New York being a percent-
age of the New York to Chicago rate. Rates between New York
and Pittsburgh were 60% of the New York to Chicago rate, and
each zone west of Pittsburgh had a consecutively higher rate
than that. Indianapolis had rates of 93%, and Peoria had rates
of 110% of the New-York-Chicago base rate. Other sesboard
cities had rate differentials above or below New York City.
On import and export traffic to Boston, from the Middle West,
the rate was on a par with New York while for domestic traffiec,
Boston had rates above New York. Philadelphia had a rate some-
what lower than New York; Baltimore had a differential under
New York, but higher than Philadelphia; while Norfolk was on
a par with Baltimore.4?
These rate agreements were the manner in which it was
sought to keep competition within tolerable limits. However,
cities gener2lly bucked the differential set for them, because
of a desire for lower differentials, and the consequent in-
crease in business that would accompany such a move. In general,
the Interstate Commerce Commission upheld the seaboard differ-
entials until 1931, when the revised trunk-line rates were put
into effect. Through this revision rates to and from seaboard
citles were fixed by rate scales that were applied to all
points, with such modifications as were deemed necessery to

meet local problems. The situation is the same, with the old
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differential system still very much in force. The Commissz-
lon has made little progress in settling problems connected
wlth the adjustment of rates between the rival North Atlantic
industiial and commercial centers and the interior of the
United States.®®

The Interstate Commerce Commission has also been faced
with the problem of adjusting railroad rates on imports and
exports through the various rival seaboard ports along the
Atlantic, the Gulf and the Pacific Coast. Naturally, the
ports along the Gulf thought the traffic headed for the Miss-
1ssippi Valley should be routed through the Gulf. This brought
the railroads connecting to the Gulf and the Gulf ports into
direct competition with the east-west lines running to the
Atlantic ports. As commerce with the Orient increased, the
Pacific ports grew in importance. The railroads connecting
the Middle iiest wlth the Pacific ports made such rates as would
place the Pacific ports on a parity with the Atlantic ports, in
competing for trade with the Orient.

In order to encourage the movement of import and export
products through the Gulf ports the rail llnes serving these
ports lowered the rates on those products, the while maintain-
ing the rates at standard level on products of domestic origin.
The adjustment of rates to Gulf ports, for the export trade,
was allowed by the Director-General of the railroads in 1919.
The same process was later approved by the Interstate Commerce

Commission when the railroads were returned to private
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operetion.44

The rates and adjustments attendant upon such a policy
became increasingly unsatisfactory to a2ll parties concerned.
As these rates violated the long-and-short-haul clause of the
Interstate Commerce Act, the Interstate Commerce Commission
eventually felt constrained to take some action on the matter.
As a result, the Commission suspended the preferential rate
and carried on an investigcation as to the merits of relieving
the carriers from the restrictions of the long-and-short-haul
clause. In 1930, the Commission handed down a decision that
was generally favorable to the southern lines, but it still
did not permit the use of the rates until it had carried the
investigation further.?® In 1932, the Commission established
a new class rate which affected the relation of the eastern
trunk line rates and the import-export rates of the southern
lines. In 1935, a new decision was handed down which rein-
stated the suspended rates of 1930. These rates were favor-
able to the southern lines. The eastern trunk lines are
bitterly opposed to these rates, and the battle will continue
to rage until s me positive solution is found.46

One of the largest problems confronting the Interstate
Commerce Commission, at the present time, is the administra-
tion of the fourth section of the Interstate Commerce Act,
commonly referred to as the "long-and-short-haul clause”.

That section was placed in the law in order to do away with

a higher rate for a shorter than a longer haul over the same
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track and in the same direction. The long-and-short-haul
clause forbids charging a higher rate for a shorter inter-
mediate haul than for a long haul under the same or similar
circumstances. It was left to the carrier to decide whether
the circumstances were identical or similar, and whether the
rates applying to the two hauls would cause them to fall
under the jurisdiction of the fourth section. The original
action of the carrier then would fall under the rate making
jurisdiction of the Commission.%7

The Commission ruled, soon after the passage of the sect-
ion, that competition between a rail and a water-carrier would
create a set of dlssimilar circumstances, but that competit-
lon between two rallroads would not present dissimilar circum-
stances, thus exempting competition between rail and water
from the fourth section. In 1897, the United States Supreme
Court overruled the Commission in the Troy Case, and handed
down a decision which stated that dissimilar conditions might
exlist In the competition between two railroads.4® The section
was virtually invalidated until the passage of the Mann-Elkins
Act, in 1910, which eliminated the words "under sﬁbstantially
similar circumstences and conditions", and prohibited the
carriers the charging of higher rates for shorter hauls than
for longer hauls over the same track and in the same direction,
unless first relieved from the restriction of the fourth sect-
ion by the Commission.49

The fourth section has continued to grow as a controversial

issue since it was strengthened by certain passages in the



Transportation Act of 1920 and becsuse of increased inter-
coastal water competition. The passaces in the Transportation
Act state that "if a circuitous route is, because of such
circulty, granted authority to meet the competition of a
more direct line or route to or from competitive points and
to maintain higher charges to or from intermediate points on
its line, the authority shall not include intermediate points
as to which the haul of the petitioning line is not longer
than that of the direct line or route between the competitive
points".%® The amendment further states that the Commission
is not to allow charges which are not compensatory for the
services performed.

Because the Commission, snd not the carriers, decide what
rates are reasonable and compensatory, much coast to coast
freight has slipped from the grasp of the transcontinental
rail lines, 2nd is now traveling by intercoastal waterway.

The carriers claim thet it would be to their advantage to
attempt to retain long haul traffic at rates thet no more than
clear expense, 2nd allow the intermediate traffie to besr the
cost of fixed charges end overhead. The carriers also claim
that removal of the long-and-short-haul restrictions would not
inevitably result in higher intermediate charges, but would go
toward the lowering of intermediate rates. This would come as
a result of the larger volume of traffic hauled, becsuse of

their lower long haul rates.5l
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The Commission has remained adamant to such pleas on the part
of the carriers. However, where there is good reason, the
Commission has allowed a large amount of latitude in the
carrying out of the section, and in some cases has completely
waived the statute.

The carriers are opposed to the section, and would very
much like to see it repealed. This is especially true of the
carriers running in competition to waster cerriers. It is the
contention of the railroad carriers that ample protection is
afforded to the public through the exercise of the first three
sections of the Interstate Commerce Act, as far as discrimin-
ation is concerned. Although the opinion of the shippers is
divided, the majority of them favor continuation of the fourth
section.52 In the 1934 report, the Coordinator suggested that
the secﬁion not be repealed, but that the amendments added
after 1920 be repealed, and the statute be allowed to assume
its pre-war form.%® In 1935, and again in 1937, a bill was
introduced, known as the Pettengill Bill, which csalled for
the repeal of the long-and-short-haul clause, It passed the
House, but died in the Senate. This Bill would have substituted
for the long-and-short-haul clause a method by which the
carriers might file lower rates with the Interstate Commerce
Commission for longer hauls than for short hauls, in the same
direction. This rate would be subject to approval or suspens-

ion by the Commission. Should the reasonableness of the rate



142

be questioned, the burden of proof that the rate did not viol-
ate sections 1, 2 or 3 of the Interstate Commerce Act would
rest with the carriers. In reporting the Bill, the Committee
of the House stated that under the present system, the casrriers
were handicapped in competition with other means of transport-
ation. It further stated that all rates would be subject to
the regulation of the Commission so that no violation of the
Interstate Commerce 4ct could take plece.o4

It is right that long-and-short hauls should be determined
by the Commission in much the same manner as a8ll other railroad
rates. The problem has arisen only because of the competition
that the railroads are forced to meet in the shape of non-
regulated rates of other means of transportation. with this
in mind, any change in the fourth section of the Interstate
Commerce Act is not a solution, but merely & palliative. The
solution will only come when all forms of transportation are
regulated in like messure by one unified administrative body.

On January 13, 1939, a bill, to be known as the Transport-
ation Act of 1939, was introduced into the House and was re-
ferred to the Committee on Interstate and Foreign Commerce.
This bill was designed to give the Interstate Commerce Commiss-
ion a more efficient exercise of the rate making power and to
extend the jurisdiction of the commission in relation ® tae
fixing of minimum rates and the rates of inland water transport-

ation. At this writing, no further disposition of the bill
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has been made, since it still has not reported out of Comm-
1ttee.55

The President'’'s Report, published during December, 1938,
also called for a repeal of the long-and-short haul clause
‘and a revision of the rate making rule of the Interstate
Commerce Act.’ It felt that the rallroads are laboring under
a great burden, and that one of the ways thatithis may be
rectified would be to remove some of the inhibitory rules of
rates and rate making. It further states that the Commission
should only control rates so far as to protect the public
welfare, allowing the determination of the rate schedule to
remain in control of the railroads.56

Although the frelght traffic of the rallroad has long
been the mainstay of its revenue, the carriage of passengers
has also contributed a fair share toward the whole. In 1910,
freight traffic contributed about seven-tenths of the total
railroad revenue, passenger about two-tenths, and othef revenue,
including express, contributed a little less than~one-tenth.
By 1920, the total amount of freight revenue of the railroads
hed risen to 73.22% of the whole, while passenger traffic
remained at slightly more than 20%. In 1930, freight had
risen to 79%, and passenger traffic had fallen_tO»ls%. In 1936,
freight was 81.7% and passenger revenue at 10%." A somewhat
similar declining passenger traffic in relation to an increas-

ing frelght traffic has continued throughout 1938. However,
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the ratlos have become somewhat upset, due to a business
recession during 1938 which caused freight traffic to tumble
somewhat faster than passenger traffic.57

Passenger traffic began to decline, on the railroads,
even before the start of the business depression of 1929.
Although the truck has made serious inroads upon freight traffie,
it cannot compare with the inroads made upon railroad passenger
transport by the automobile. During the period between 1929
and 1934, railroad income from freight dropped by 55%, while
railroad passencer income dropped to the order of 68%. By
1937, freight revenue was back to nearly 75% of the 1929 level,
whereas passenger revenue was still 50% of that year. The
contrast between 1926 and 1937 was even more striking, with
the revenue of 1926 standing at over 1 billion in passenger
revenue, in comparision with an income of less than 450 million
in 1937.58

Because of active inter-carrier competition, and because
of state regulation, passenger fare levels were at a rather
low point for several years prior to the world War. Very little
change had taken place in the level of fares. In 1856, the
Hudson River failroad was charging at the rate of two cents
per mile.59 By 1916, the average railroad rate had only gone
up by four-hundredths of a cent. At that time there were
thirteen states which had passed laws settimg maximum pessenger

rates. In many parts of the country, particulerly throughout



the midwest, as a result of enactments by Wwisconsin, and
nelghboring states, two cents per mile was coming to be
accepted as the standard rate for travel in coaches. The
general level for interstate travel, and for intrastate
travel, except in states that had fixed lower rates,was three
cents per mile for the one-way rate. The receipt for passenger
mile was reduced to about two cents per mile as a result of
reduced rates offered to holders of commutation tickets,
round trips and excursions.so

When the Director General of the Rsilroads took charge in
1918, he immediately issued an order which raised the passenger
fare to three eents per mile, except in those places operating
under a higher rate. Commuting tickets were raised about 10%
and = surcharge of one half cent per mile was levied on all
Pullman passengers. The increase to riders of the day coach
was estimated to be in the neighborhood of 20%.61

In 1920, when the railroads were once agaln returned to
private operation, the Commission was instructed to allow
the carriers to levy rates that would allow them a falr return
on that part of their investment in property devoted to the
service of transportation. During the middle of 1920 and
after extensive hearings, the Commission issued an order pro-
viding for a rise in passenger and freight fares. The freight
rate was raised according to the divisional or territorial
grouping policy, but the rise in the passenger rate was general

throughout the country. The general passenger rate was raised
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by 20% and a 50% surcharge was levied on 21l special equip-

ment, such as sleepers, parlor cars, etc.62

Thus, the general passenger rate was raised from three
to three and six-tenths cents per mile. When the Director
Genersl had ordered the fare increase, as a result of Government
control, the rate was general throughout the country. However,
with the end of that control, the old intrastate rates once
more went back into force, causing a large difference to aprear
between intrastate and interstate rates. Consequently, when
the interstate fare was ralsed, meny rallroads at once petitioned
the individual state govermments for authority to raise the
intrastate rate to that of the interstate rate. The vast
majority of states so petitioned granted the roise.85

It is provided in Section 4 of the Transportation Act of
1920 that if the Commission finds thet rates or fares fixed
by intrastate authorities are unfair or unjust, or in restraint
of interstate or foreign commerce, the Commission 1s to pre-
secribe the rates or fares to be charged thereafter, the law of
any state to the contrary notwithstanding. When some states
refused to comply with the request that the intrastate rates
be raised in order to comply with the interstate rates, many
carriers appealed to the Commission to remove the unlawful dis-
crimination caused by the refusal of certain states to change
their rulings regarding intrastate rates and fares. The Commiss-

ion carried on further proceedings to investigate these claims
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and 1t was so ordered.64

The states felt that this was rather a high handed pre-
sumptlion of their authority, on the part of the Commission,
and therefore instituted court proceedings in sn attempt to
compel the Federal Government to rescind its order. The
carriers retaliated by attempting to have injunctions issued
in order to restrain the states from interfering with the
carrying out of the Commission's orders. The question was
finally settled in favor of the rFederal Government in both
the Wisconsin and New York rste cases. The Railroad Commiss-
ion of wisconsin assumed as its basis of argument that the
statute of the state fixing the railroad fare at two cents
per mile must control the sction of the State Commission and
compel it to enforce the law. The order of the Interstate
Commerce Commission required that the carriers raise their
fares and charges of intrastate transport to the level of the
interstate rate. The carriers countered the efforts of the
Wisconsin Commission by appealing for a restraining order
against the state body. The injunction was issued by the
Distriet Court of the United States for the Eastern District
of Wisconsin. The declsion of the District Court was upheld
in a decree issued by the United States Supreme Court on

February 27, 1933.°°

The New York rate case decision was also handed down on
the same day. Here also, the Commission required that the

carriers raise their intrastate rates and charges to conformity
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with the intrastate rates. The Public Service Commission

of New York State granted the increase in intrastate freight
rates, but refused to allov the increase in milk and passenger
rates. The Public Service Commission claimed that the Inter-
state Commerce Commission's power to raise intrastate rates

to conformity with interstate rates in order to eliminate dis-
criminations did not authorize them to issue a state-wide
order changing all intrastate rates and charges. The State

of New York further contended that the New York Central Rail-
road Company would be violating the law by raising its pass-
enger charges, es its original charter stated that it was not
to charge more then two cents per mile for the carriage of
passengers between New York and Albany and Albany and Buffalo.
The order of the interstate Commerce Commission would cause

a violation of contract on the part of the rcilroad company.
Furthermore, the order of the Commission would be depriving the
people of the State of New York of their property without due
process of law. The Court cited that portion of a previous
decision which stated that eny private contract, or public act-
ion on the part of the individual states must yileld to the
authority of the Interstete Commerce Commission, 1f it ob-
structed interstate or foreign cormerce, to the contrary not-
withstanding.66 The ruling of the Supreme Court in the

Wisconsin Case was sald to hold in the New York case, and the

appeal was deniled.
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As a result of these decisions, the Interstate Commerce
Commission was definitely cllowed the power of setting changes
in Intrastate rates and cherges necessary to prevent unreason-
able discrimination against interstate rates. The Interstate
Commerce Commission has tried not to be high-handed in its
setting of rates and schedules affecting intrastate orders.

It is for this reason that it holds extensive hearings before
making changes of rates and charges. ©»tates snd individuals
may also petition the Commission for relief if it is felt

that the intrastate effects of interstate orders are diliatory.
The Interstate Commerce Yommission depends to a considerable
extent upon the various state commissions for aid in carrying
out Section 13 of the Interstate Commerce Act and verious other
Federal railroad provisions.6'7

The rapid swing of passenger travel from the railroads to
other means of transport was only partially due to the high
passenger rates maintained for over ten years. Travel by bus
increased to a certain extent, but the major part of travel
in the United States started to go to the private automedblle.
It wes not until travel by rail had shrunk to about a third of
its former size that the Interstate Commerce Commission resal-
ized that some action would have to be taken.68

In 1932, the Interstate Cormerce Commission forwarded a

questionnaire to the presidents of all of the ClassI railroads

of the United States asking them whether they thought thet
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volume of passenger traffic could be increased by means of
fare reductions, 2ond asking for suggestions for relieving
freight carriers from the burden of unprofitable passenger

service.69

In 1933, the Commission stated thast the vast
majority of raillrosd presidents who had replied to the
questionnalre favored reductions in the basic passenger fare.
They were not quite so unanimous as to the amount of reduct-
ion that should be effected. The persons opposed to fare
reductions were practically all in cherge of roads operating
in the Official, or Eastern, territory.70

The Commission did not ot once act upon its questionn-
aire of 1932. However, the Southern Railroad soon established
greatly reduced feres. That carrler was soon followed in
that policy by two other Southern rosds. On December 1, 1933,
811 Southern carriers established fares of 1.5 cents per mile
in coaches, snd three cents per mile in parlor and sleeping
cars. They also offered round trip fares of 2.5 cents and 2
cents, with time limits of six months and 15 days, respectively.
The carriers in the western territory established rates of 3
cents in parlor snd sleeping cers, and 2 cents in day coachses.
For round trips specisl rates ranging down to 1.8 cents per
mile, depending upon the time 1limit involved, were offered.
No change was made by the roads in the Esst. It was generally
believed in the East that more revenue was to be lost in that

manner than was to be gained throush any policy of rate cutting.”1
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In June, 1934, an investigation was held by the Inter-
state Commerce Commission on the subject of passenger fares
and surcharges. It was the intention of the Commission to
determine whether rallroad fares throughout the country were
reasonable and whether Pullman surcharges should be made bj
railroads.72 Public opinion and the action of the Southern
and vwestern lines spurred the investigstion of rates and
charges by the Commission.

It was the intention of the Interstate Commerce Commission
to declde three issues. They wished to determine whether they
ought to fix minimum or maximum charges, whether passengers
in sleeping cars should pay higher or lower rates, snd whether
a maximum and minimum rate should be set for the entire country,
or -whether variations should be set for each major portion of
the country. Representatives of all large railroad systems
of the country testified before extensive hearings held by the
Commission. In addition to those persons, there were also
representatives of the United Commercial Travelers, the Nationzl
Industrial Traffic League, the National Association of Motor
Bus Operators, the National Bus Traffic Assoclistion and the
International Association of Convention Bureaus. Following
the decision of th examiner in 1935, the Commission handed down

- 73
its decision and order on february 28th, 1936.

The examiner's report contained detailed information regard-

Ing each of the three territorial groups of railroads, and
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for some of the individual carriers. Information wss had
regarding the decline from 1920 through 1934 in the several
categories of railroad traffic, snd the revenues therefrom.
Data was also available concerning the deficits incurred as
a result of passenger service. The report is one of the

most complete of its type on rec;ord.'74

Since the investigation was started one month after the
Southern and vWestern rallroads had begun their volicy of rate
rediction, the examiner lgygd especial emphasis upon their
experiences as to the result of reduced passencer rate upon
the volume of traffic and upon the volume of rewvenue resulting.
The examiner found that the Southern =snd Western reoads had
benefited in point of revenue and number of passengers after
a not unreasonable rate reduction.’®

The lerge roads in the east such as the New York, New
Haven and Hartford, the New York Central snd the Pennsylvanis
testified against any reduction and the abolition of the Pull-
man surcharge. The Baltimore and Ohlo and the Norfolk and
Western, alone of the Eastern roads, were in favor of a rate
reduction, the Baltimore snd Ohio because 1t desired it, and
the Norfolk and #“estern because it hed already reduced its
fares. The Eastern carriers clesimed that a reduction from
3.6 cents to 2.5 cents per mile would reduce FPevenue by
more than 30%. The exsminer stated that the Eastern roads were
securing an uverace fare of about 2.5 cents, because of the

apolication of a large number of special and exceptional
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fares. A basic fare of 2.5 cents would yield the same amount,
according to colculations. The examiner pointed out that a
fare of 2 cents in coaches and 3 cents in pullmans would pro-
duce a rallroad revenue of slightly less than .5 cents per
mile. ©ince a reduction of fare had resulted in increased
travel throughout the South and the West, the examiner felt
that reduced fare in the East would result in more favorable

conditions.’®

The examiner's findings were as follows;

l. The railroads must take extraordinary measures to
regain their lost passenger traffic.

2. The passencer trafiic of the future looks promising,
but the rates must commensurate with the convenience
and comfort of hichway travel and witn changed econom-
ic conditions.

3. The Southern and wWestern lines hsve proven thest the
remedy is a reduction of fares.

4., The increzsed revenue in the South and West was not
due to increased business activity only, and that
increases in traffic might continue to be expected
in the face of reduced feres.

5. The conditions in the East did not warrant a continu-
ation of higher fares in that section of the country
as opposed to other sections, and theat there should
be a standard passmenger rate throushout the country.

6. Pullman surcharge caused more injury than benefit.

7. Extra fare trains were permissible, providing adequate
passenger service was provided between the same points
by regular fare trains.

The examiner recommended that the Pullman surcharge be

eliminated and that a basic fare of two cents per mile be estab-

lished for coach travel, and three cents per mile be established



as the fare for travel in Pullman cars. The railroads were
to be permitted to charge less if they cared to, and they
were also permitted to charge extra fares on certain trains.
The examiner also reached the conclusion that there was no
violation of the rallroad laws, except in the case of the
long-and-shért-haul clause, as far as the reduced rates of

the Western snd Southern lines were concerned. Furthermore,
he urged that no restraint be plsced upon railroads exer-
cising their right, under Section 22, to 1ssue mileage, excue-

sion or commutation tickéts.78

Following the publishing of the examiner's report, the
Interstate Comnerce Commission held a lengthy investigation.
All persons in any manner connected with the proposed rate
changes were gilven full opportunity to testify either for or
against the contemplated changes. All the Eastern roads,
aside from the Baltimore and Ohio and the Norfolk and Western
testified against the 2 and 3 cent rate =2nd asked that a
proposed rate of 2.5 cents for coaches and 3 cent rate for
Pullman, with the elimination of the Pullman surcharge, be
tried., On February 28, 1936, the Commission, by a vote of
the majority, honded down an order which was to go into effect
the following June 1. This order took full cognizance of the
examiner's report, =and established the 2 and 3 cent rate as
the basic passenger fare throughout the country. The order

advenced, as its justification, the same arguments in favor
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of the rate cut as had been included in the examiner's report
of an earlier date.79
In addition to establishing the 2 and 3 cent rate, and
the elimination of the Pullman surcharge, the Commission per-
mitted the continued issuance of mileage, excursion and commut-
ation rates. The Commission also set a minimum charge of
10 cents and allowed the railroads to raise their fares so that
the final figure of the fare would end in O or 5.80
The decision of the Commission was not unanimous. One
commissioner did not vote, while four wrote a dissenting opin-
ion. It was the opinion of the minority that the fare, as set
by the Commission, was below the cost of the service and that
the law did not require that service be made to continue at a
loss. ©Some of the dissenters, on the other hand, felt that the
rate of 2 and 3 cents was still too high, and that if the
rallroads wlshed to recover passenger revenue from the private
automobile some still lower rate must be found. The minority

also objected to the Commission's assumption of managerial ami

discretional duties.8l
During the latter part of 1938, after this order had gone

into effect, passenger revenue increased by 15% over 1935.

Just what portion of the increase came as a result of the

lower passenger rate, and what portion came as a result of in-
creased business activity 1s impossible to say. However, dur-
ing a similar period, freight increased over 1935 by a fraction

over 18%. It was thought that the favorable increases would



186

continue.82

Passencer miles reported to the Interstate Commerce
Commission by the Class I roads of the country showed an in-
crease of 15.9% over a corresponding period in 1936. With
the industrial recession of 1937 and 1938, passenger traffic
once again began to fall off.83 The decline in passenger
traffic was further spurred on by a granting of increases in
the passenger rates.

The railroads in the East asrgued for an increase on the
basis that the increased travel at a lower rate caused them
to operate at even more of a loss than if they were to oper-
ate a smaller volume of traffic at a higher cherge.84

Thus, in November, 1937, an investigation was started
as a result of a petition askling for leave to raise freight
rates by 15% and to raise passenger fares in coaches from
2 to 2.5 cents per mile. On March 8, 1938, the Commission
handed down its decision.85

The Commission refused to permit an increase of 15% in
freight rates, feeling that such a rise was unwarranted.
However, they did permit the rallroad to raise their freight
rates 10%4. The rates going into effect at that time have re-
mained in force since, with but minor revieions to individual
commodities.86

With respect to the proposed rates of the Eastern cerriers,
concerning passenger fare increases, the Commission found the

increased fares not justified. However, in vlew of the
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contlnued decline in reil travel, and the falling of passenger
revenue, an increase to 2.5 cents per mile was permitted for
an experimental period of 18 months .87

The Pullman Company also requested a fare increase of
10% during the latter part of 1937. Thereupon, an investi-
gation was held, 2nd the Commission decided that because of
the low rate of return on investment and value, the applicant
was permitted to ralse the rates for Pullman accomodation.88

Consequently, permission was granted for the Pullman
Company to raise its rates by 5%. It was felt that 10% would
have granted a larger amount of revenue than was necessary to
meet the purposes of the increase. This decislon came as a
result of an appeal for a higher rate on the basls of a higher
operating cost in relation to the operating income .89

IE 1s dqifficult to estimate what the future rate policy
of the Interstate Comrerce Commission will be. The recent
rate changes have 1llustrated the positive nature of the Comm-
ission's actions. There are two things that willl materially
aid the Commission in carrying out 1its ends.

One of these factors is the placing of the highway trans-
port of the country under the jurlsdiction of the Interstate
Commerce Commission. As a result of tnae Motor Carrier's Act
of 1935, the Commission will be able to eliminate injustices

and discriminations between rail and highway carriers working

equally to the harm of both types of carrier. Effective
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Governmental regulation of railroad carriers is impossible

1f the Commission does not have control over highway transport.
If it has the necessary control, it may carry out policiles
dedicated to the public interest as well as to the carrier's
interests.

The other factor that will materially aid the Commission
1s the policy of coordination of transportaion facilities of
the country. This policy of coordination, furthered by the
enactment of the Motor Carrier's Act of 1935, will enable the
development of unified systems of transportetion with a maxi-
mum of efficiency and economy.

The President's Report of 1938 recommended that the Comm-
ission's rate making power be made even more comprehensive,.

The report would spread the Commission's power over rates set
by all forms of interstate transportstion.go

The present jurisdiction of the Interstate Commerce Comm-
ission 1s rather limited, except for railroads and, to a certain
extent, motor carriers. Eventuelly, =11 forms of interstate
commerce will be carried on under the jurisdiction of a greatly
enlarged interstate commerce comm:ssion having complete ascend-
ency. In the meantime, the rsilroads of the country will have
to depend upon the offices of the Association of American
Railroads snd the Interstate Commerce Commission in an attempt
to create a nation wide passenger service and in the coordin-

ation of all types of service under the most edvantageous con-

ditions.



159

FOOTNOTES

1. Association of imerican Railroads, Statistics of
Railways of Class I, United States, sheet 4 and 12.

2. S. T. Daggers, Principles of Inland Transportation,
po 520"521 [

3. S. 0. Dunn, The Regulation of Railroads, p. 21, 67.

4, C, B. Aitchison, Interstate Commerce Acts, vol. I,
p. 80-810

5. Ibid., vol., I, p. 85-86.

6. C. S. Duncan, A National Transportation Policy, p. 10-15,

7. Ibid., P. 268-269.

8. Hbuston, Bast & Viest Texas Ralilway Company v. United
States, 234 U, S. 342.

9. Aitchison, op. cit., vol. I, p. 85-886,.
10, Ibid., vol. I, p. 86-87.

11. Shreveport Rate Case, Houston, East & Yest Texas Railway Co,
v. United States, 234 U. S. 342.

12, Railroad Commission of :‘isconsin v. C. B. & Q. Railroad Co,,
257 U. S. 561; State of ifew York v. United States
257 U. 8. 591.

13, Aitchison, op. cit., vol., III, p. 2103-2105,

14, Association of :smerican Raillroads, Statistics, sheet 1.

15, Dayton, Goose Creek Railway Co. v. United States, 263 U. S.
456,

16, Aitchison, op. cit., vol II, p. 126l.
17. Post, p. 212-217.

18, Federal Coordinator of Transport, Regulation of
Transportation Agencies, p. 13-24.

19, Aitchison, op, cit., vol. IV, p. 4508-4510.
20. Motor Carriers sict, 255 Public Law, 74th Congress,

21, Daggert, op. c¢it., p. 223-262.

22, G.G. Huebner & E. R. Johnson, The Railroad Ireight Service,
p. 527-531.




23.
24,
25,
26.
27.
28,
29.

30.
31.

36.
37,
38.
39.
401

41,
42,
43.
44,
45,
46.
47,

160

L. F. Loree, Railroad Freight Transportation, p. 522-524,

Huebner & Johnson, op. cit., p. 173-174,
Ibido, p. 527-551-
Ibid., p. 308-327.

-—

Aitchison, op. cit., vol. I, p. 697; vol. IV, p. 4828,
Tbid., vol. I, p. 695-698.

Federal Coordinator of Transport, Report of the Federal
Coordinator of “ransport, 1935, p. 59-60.

Aitchison, op. cit., vol. I, p. 696.

Federal Coordinator of Transport, Freight Trafrfic Report,
p. 5‘-28.

Interstate Commerce Commission, 52nd .innual Report, p. 5-6.

257 U. S. 561; 257 U. S. 591.
100 I. C. C. 513; 100 I. C. C. 300.

Interstate Commerce Commission, 39th Annual Report, p. 39.

Interstate Commerce Commission, 40th .nnual Report, p. 41-42.

Interstate Commeree Commission, 44th -.nnual Revort, p. 36-38,

Interstate Commerce Commission, 47th sinnual Report, p. 42-43,.

Interstate Commerce Commission, 48th innual Report, p. 98.

Federal Coordinator of Transport, Renort of the rederal
Coordinator of Transport, 1934, p. 6-7.

Federal Coordinator of Transport, Freight Traffic, p. 68-69.

Daggert, 9po Cito’ po 226—2280
Wall Street Journal, February 25, 1938, p. 3.

Daggert, op. cit., p. 209, 217-218, 224-229,
205 I. C. C. Sll.
205 I. C. C. 555.

Sharfman, The imerican Railroad rroblem, p. 264-265.



161

48, Interstate Commerce Commission v. ..labama Midland Railway
000’168 Uo S. 144:.

49, Mann-Elkins -ct, c. 309, 36 Stat. 76.
50. Aitchison, op. c¢it., vol IV, p. 2899.

5l. Association of American Railroads, A Tale of Two Cities,
no pagination.

52, Association of “merican Railroads, The Long and Short of I%,
Po 2-5.

53, Federal Coordinator, Report, 1934, p. 56-63.

54. Association of .merican Railroads, The Long and Short, p. 7-8.

95. Transportation ..ct of 1939, L. R. 2531, 76th Congress.

56. Report of The Committee Appointed September 20, 1938 by
the President of the United States, Recommendations Upon
the General ‘1ransportation Situation, p. 16.

57. Ibid., p. 57-59.

58, issociation of .merican Railroads, Statistics, sheet 5,

59. Hudson River Rrailroad, p. 16.

60. Dunn, op. cit., p. 217-219,

6l. Sharfman, op. cit., ». 115-117.
62. ;gigL, D. 434-437,

63. Ibid., p. 438.

64. Ibid., p. 437-438.

65, Wisconsin -assenger Fares, 59 1. C. C. 391l; Railroad Comm,
of Wisconsin v, Chicago, B. &. 0. Ry. Co., 257 U. S. 363,

66. In re Rates, Fares and Charges of New York Central R. Co.,
59 I, C. C. 290; State of Wew York v. United States, 257
U. S. 591. ‘

67, Aitchison, op. c¢it., vol, III, p. 2071,

68. Wall Street Journal, February 25, 1938, p. 3.

69, Interstate Commerce Commission, 46th snnual Report, p. 5.

70, Interstate Commerce Commission, 47th .nnual Report, p. 7.




le2

71. Interstate Commerce Commission, 48th innual Report, p. 40-41.

72. 205 1, C. C. 511,

73. Interstate Commerce Commission, 49th .nnual Report, p. 37-383%
50th Annual Report, p. 10-11. '

74. I. C. C. ex parte 115,
75. Ibid.,
76, Ibid,,
77. _:Ep.i.q_'.’
78. Ibid,.

79. Association of American Railroads, A Review of Railway
Operations in 1937, p. 8-12.

80. Interstate Commerce Commission, 50th Annual Report, p. 42-45,

81. Ibid., p. 45.

82. American Association of Railroads, Statistics, sheet 12.

83. Interstate Commerce Commission, 52nd Annual Report, p. 137-140,

84, Association of imericen Railroads, A Review, D, 11-12,
85. 226 I. C. C. 41.

86. Fifteen per cent case, ex parte 123,

87. 227 i. C. C. 17; 227 I. C. C. 685,

88, 227 i, C. C. 644,

89, Ibid,.

90. Report of the Presidents Committee, General Recommendations,
P. 14:"15. -



163

CHAPTER VII
THE RELATION OF GOVERNMENT TO RAILROAD SERVICE

In many countries throughout the world, the railroad
companies are granted charters by the government, =snd are thus
vested with the right to provide the facilities for and per-
form the services of transportation. This is the case in
such countries as Great Britain, Canada, and the United States
of America. The case of the United States differs to a certain
extent from other countries, however. In the United States
most of the rallroad companies have been granted charters for
service by the individual states. As practically all railroads
are interstate carriers, or carry freight that has crossed
state boundaries, they thereupon f211 under the jurisdiction
of the lederal Government and 1its right to regulate interstate
commerce and 1ts agencies.1

Since the railroads were created to serve the public and
to render a service of public nature, it is only right that
the Governmment should concern ltself with the service rendered,
es well as the rates, fl nanclal affairs, lesbor policy, and the
intercorporate relations of the various carriers. In order
that these tasks may be carried out to the fullest extent, it
is only natural that the Government engage in two policies,
one of construction, and one of prevention. In the fields of
railroad service, this twofold policy takes the form of various

measures to further the ends of safety, as far as the prevent-

ive phase is concerned, while the constructive angle attempts
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to increase economy and efficiency of service.

For more than forty years, the Federal Government has,
with increasing success, carried on a campaign of legislation
and efficient administration that has done much to minimize
the risks of railroad traffic and travel. Of the several
means of transport, the Government has been a2ble to help meke
the railroads the safest means of transportation. Having accom-
plished this, the Government has gone shead with its campaign
by attempting to aid the railrocads in further reducing the
expenses and increasing the efficiency of their service. The
exigent circumstances surrounding the recent plight.ofﬁthe
railroads, coming as a result of a sudden decrease in traffie
and a vast expansion of motor traffic, has urged the CGovern-
ment on In its attempt to make regulation of rsilroad service
helpful and constructive to the carriers. The Emergency Trans-
portation Act of 1933 is an excellent example of just this
type of activity.

It 1s to the interests of the carriers that attempts be
made to enlarge the scope of thelr activities by adding to
traffic and reducing the cost of service, in_order that net
earnings and profits may rise. Many of the measures by which
economy and efficiency of service may be Increased can be
taken only through the cooperation and common action of many
carriers. It 1s not easy for the carriers to unlte, particularly

in the light of having passed through an era 1n which each has
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buillt up its services and facilities in the face of strong
intercorporate competition, snd therefore feels that individual
action 1s to the best advantages of its creditors and stock-
holders. However, ss the business depression of 1932 wore
on, it beceame more apparent to even the most obtuse railroad
executive that some means of collective action must be taken.
As a preliminsry step toward this end, in 1934 the railroad
executives caused the combination of the American Railway
Association and the Assoclation ofRallway Executives, the two
former cooperative bodles, into one larger and stronger body
now known as the Association of American Railroads with larger
authority to deal with matters of ecommon interest than either
of 1ts predecessors possessed.2

Although the carriers have contlinuously attempted to
reduce cost and increase the efficiency of thelr service by
improving the power and flexibllity of their motive power, the
increase in efficlency during the past two decades is little
short of miraculous. The bulldeéers and users of locomotives
have cooperated to develop new types of power, steam, electric
and diesel, and to increase the efficiency both in the gener-
ation and in the use of this new power. Aside from the enforec-
ing of safety regulations, the Government hes no probelm in
connection with the further development of the power efficiency
of rallroad trensportation. Until recent times, much less

consideration had been given to freight and passenger equipment
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than had been devoted to inereasing power.5

In an attempt to win back some of the traffic losses
caused by adverse business conditions and inereasing compet-
1tion from automobiles and trucks, the rallroads have been
forced to adapt their passenger and freight equipment to the
several kinds of transportation service to be rendered. In
so doing, they have carried on a search for lighter =nd
stronger materials for the construction of freight and pass-
enger cars and to go even further in their attempts to adapt
their equipment &£o the services to be rendered.?

The new day in railroad rolling-stock began even before
cooperative steps were teken by combining the two large rail-
road executive organizations. The American Rallway Association
carried on a continuous search for new and improved railroad
methods much before it was combined into the Assoclation of
American Rellroads. In 1933, it culminated its search with
the publication of a volume entitled, THE AMERICAN RAILROAD
IN LABORATORY. This book contained description of research
being carried on in 70 subjects pertaining to locomotives, 38
subjects having to do with passenger equipment and 65 subjects
dealing with the freight car. In addition, 100 other subjects
dealt with various phases of the rallroad operating problem,
inecluding telegraph and telephonse, engineering, tools and sig-
nals. As a result of these and other research activities
improvements in railroad rolling-stock and other phases of

railroad operation are being made continuously and ever more
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frequently.5

Although there are still a great number of the older
type of locomotive and passenger service cars in service, the
railroads are slowly changing the outline of the entire plct-
ure. The alr conditioning of passenger cars is proceeding at
an ever accelerating rate. At the end of 1936, there were
8,000 air conditioned passenger coaches and Pullmen cars in
service and at the end of 1938 the number had been more than
dou.bled.6 Various types of alloys are now being used in the
construction of both freight and passenger cars to be used
in high speed operation. The use of these materlals has
lightened the wéight of such cars by more than 50%, although
the strength of the car has been increased.’ There are
several trains now that operate at a scheduled speed of over
100 miles per hour. By the end of 1938 the speed up in pass-
enger service reached an all time high. There were 66 runs
covering 5899 miles at a speed of over 70 miles per hour, and
2,008 runs covering 130,129 miles at speeds ranglng between
60 and 67 miles per hour.8 Less startling, but just as import-
ant in point of travel, are the improvements that have been
made in the construction of stronger wheels, better roadbeds,
the use of roller and ball bearings, changes in passenger car
design and in the heating and lighting of these cars.

All of these improvements are illustrative of the attempts

being made on the part of the carriers to render more efficient,

economical and attractive services. Through cooperation, made
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even easler through the combined force of the Associstion of
American Railroads, the carriers are able to quicken their
changes in service and equipment. Notwithstanding the fact
that the cost of locomotives, cars, miscellaneous equipment,
fuel and lumber and labor was generally the highest in history,
and the fact that the average tariff i1s almost the lowest

since the World War, the carriers are continually attempting

to improve their service by speeding up both freight and
passenger service and by buying new and expensive equipment

to make travel by rall more comfortable and desirable.9 Thus,
the Government need not concern itself with technical progress,
but 1t can be helpful to the public and to the carriers through
the administration of the safety appliance laws, through the
activities of the Bureau of Pervice of the Interstate Commerce
Commission, through the furtherance of intercorporate cooperat-
ion of the carriers and through the pointing out of changes

in operating methods mnd practices that will reduce cost and
improve service.

The Government enters the picture of regulation of service
of the railroads by adopting and enforcing the use of certain
types of safety appllances. While every company 1s interested
in adopting safety measures that will safeguard its employees
and ald in the carrying out of 1its service, 1little can be
accomplished if each railroad acts separately in the adoption
of safety appliances.lo Freight cars, and to a certain extent,

passenger cars are freely exchanged from one railroad to
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another. At the present time, however, a large joint actlon
i1s being carried on through the promptings of the Car Service
Division of the Association of American Railroads, in the
adoption of certain types of standard safety appliance.ll
The accident rate of the carriers has fallen to a point lower
than 1t was thought ever could be attalned, with 35 passenger
fatalities during the years 1935-37, and a very low mortality
rate amongst the em.ployees.l2
However, the railroads were not always prompt in their
willingness to accept safety measures. At first it was necess-
ary for the Government to adopt mandatory measures in order to
get the rallroads to safeguard the lives of their employees
and passengers. The first safety appliance law was passed in
the Act of March 2, 1893. Thils law provided that the railrocads
equip their cars with sutomatic couplers, and with continuous
train and locomotive brakes. This statute required all loco-
motives to be equipped with driving wheel brakes and engineer
valve by the beglnning of 1898. It also provided that, after
that date, no train would be permitted to run if 1t 4id not
have a continuous braking system that would enable the engineer

to bring the train under control without the use of the common
13

handbrake.
The statute also provided that the cars be equipped with
automatic train couplers that would become coupled by impact,

and could be disconnected without the necessity of a trainman

going between the cars to do so. It was also provided that
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by July 1, 1895, the carriers were required to have secure
grabirons bolted to the ends of each car, for the greater
safety of men in coupling and uncoupling. The Association of
American Railways was able to advise a standard drawbar height
for all cars, and having done that, the Interstate Commerce
Commission was to enforce that height.l4'

Following the enactment of these laws, there was a
business depression which seriously hampered the carrying out
of the statute, and the Commission was bound to extend the
time limits for the enumerated improvements in safety appli-
ances. By 1903, the safety appliance acts were extended to
cover the District of Columbia and the territories.l® The
Commission was also empowered to increase the percentage of
cars In any train required to have air brakes. In 1910, a
further safety measure was passed. This act provided that
secure sill steps, hand brakes, running boards, ladders and
secure grab irons at the top of such ladders be provided on
all freight cars. The Commission was also glven jurisdiction

over this enactment.16

Through these enactments 1t was possible for the Govern-
ment to bring about such changes in train operation and 1in
equipment as to increase the safety in the railroad transport-
ation service. In order that the Commission might be able to
exercise 1ts discretionary powers and enforce 1ts statutes

intelligently, the Commission was euthorized to employ
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inspectors under the Sundry Civil Appropriations Act in order
to enforce the Act of 1893.17

Following the enactment of the Act of 1893, the Government
became very consclous of the necessity for safety in the trans-
portation industry, and passed a series of laws, most of them
between 1900 and 1910, affecting all phases of safety in the
transportation system.

In 1905, in an attempt to encourage the saving of 1life
and the promotion of safety, Congress passed a law providing
that the President could have bronze medals struck off and
these medals to be given to person who had distinguished them-
selves in attempting to save 1life or avoid disaster on rail-
roads. Since the passage of the Act, and up until the end of
1938, 69 applicatlions had been filed, of which 45 have been
approved.

In 1907 the first of & series of Hours of Service Acts
was passed. These Acts provided that all persons engaged in
the movement of interstate trailns should not be in continuous
service more than 16 hours in a 24 hour period, and that those
persons who had been on duty for 16 hours should be off duty
for at least 10 hours. The law also provided that dispatchers
should not remain on duty for more than 9 hours at stations
operated day and night, and not more than 13 out of 24 at
stations and towers operated only during the day.l9

With the passage of the Ash-Pan Act of 1908, it became

unlawful for any railroad to use a locomotive whose ash pan



could not be emptied from the outside, and not require that
the employee crawl under the machine 1in order to do this
task.20

In 1910 Congress also required the carriers to make full
and complete reports of all accidents to the Commission, in
whatever form the Commission might specify.21

In the following year, the Boiler Inspection Act came
into being. This Act requlres the carriers to equip their
locomotives with safe bollers and with the necessary safety

devices.22

This Act was amended by later acts passed in
1915 and 1924 subjecting the entire locomotive and tender to
rigid governmental inspection.zs Because of this service,
the number of accldents caused by the fallure of some part of
the locomotive or of the boller has fallen from 856 accidents
in 1912 to 59 accidents in 1938, and the number of persons
killed as a result thereof, from 91 to 5. It is interesting
to note that all of the five boller explosions thst occurred
during 1938 were caused by overheating of the crown sheets
due to low water, a condition of man-failure rather than of
engine-failure.24 To better carry out this statute, the

Interstate Commerce Commission established the Bureau of Loco-

motive Inspection with a staff of men for the inspection of

the 1ocomotives.25

The transportation of explosives was altered in its status,
following the War, when Congress passed the Transportation of

Explosives Act in 1921, prohibiting the transportation of
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explosives upon a car engaged at the seme time in the carry-
ing of passengers.26 As there were certain provisos made con-
cerning the transportation of munitions, 1t was necessary for
the Commission to alter its regulations cencerning this type
of transport. In 1938 much work was being done in connection
wlth these provisions in finding better types of conteiners
for the transport of poisonous and explosive materials.’

The question of block signalling and automatic train con-
trol has also come under Congressional asttention. In 1906,
Congress authorized the Commission to report on the condition
and necessity for block signalling and automatic train control
in the United States. By the Act of 1913, snd subsequent acts,
the money was provided for the carrying out of this survey.28
The investigations and tests coming as a result of this activ-
ity found their way into the Transportation Act of 1920. By
this Act, the Commission was uathorized to order any inter-
state carrler or rallroad subject to the jurisdiction of the
Commission to install sutomatiec train stop devices, train con-
trol devices and any other safety appliances 1t deemed necess-
a1:~y.29 By June 1922, the Commission adopted specifications ad
ordered 49 roads to install train stop and train control devices
upon a full passenger locomotive division. This work was to be
complete by the beginning of 1925. In 1924 more roads were
ordered to install such devices, so that by the end of 1929,
the Commlission was able to state that safety devices applying
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to automatle train control and train stop had been approved
and tested by Commission engineers and were in full working
order on 77 carrlers. With the individual initiative of the
roads the Commlssion was able to report that 11,453 miles of
road, 20,239 miles of track =nd 8,904 locomotives had been
equipped with automatic train control or train stop appliances.
In 1929, the Commission stated that it would not order the
installation of any more such devices, and since 1928, and in
particular, the yeers of 1932, 1933 and 1934 numerous carriers
have been permitted to discontinue the installatlion, operation
and maintenance of traln control devices, until further orders.90
This has come as a result of the necessity of the roads to
economize in capital expense and in maintenance and operating
expenditure. On January 1, 1938 there was a total of 140,933
miles of track snd 108,007 miles of road equipped with block
signalling systems, of this 64,197 miles of raod.being auto-
matic block signal systems. There were also 10,400 miles of
road, 20,160 miles of track and 9,707 locomotives equipped with
automatic stop, train control and caeb signal devices.®l There
has been some decrease in the mileage of line so equlpped
since 1932. At the present time about half the mileage of the
United States is equipped with block signal systems.

The Bureau of Safety and the Bureau of Locomotive Inspect-
ion administrate and enforce the safety appliance laws. At
first, the work of supervising the safety control was concen-

trated under a Division of Safety. During the year 1914-1915
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the work of inspecting locomotives fell under this particular
administration. However, in 1917, the Commission changed its
general administrative organizations and created bureaus from
the former divislons. The Bureau of Safety was created and
the work of the Vivision of Locomotive Boiler Inspection was
transferred to the Bureau of Locomotive Inspection. This
change in jurisdiction came as a result of laws passed in
1915 which extended the work of locomotive inspection from
that of inspecting the boller to an inspection of the entire
machine. %9

The Bureau of Safety supervises the installation of all
types of signalling equipment, records accideht statistics,
snd also sees that the rallroads stick to the letter of the
law as far as hours of service are concerned. It has juris-
diction over the operastion of air brakes and the dnstallation
of new and aspproved types of braking systems. It sees to such
widely diverse things as the arrangement of postal service
gars snd the adoption of new low-slack draft gears. At the
present time, it is engaged in compelling the discontlnuance
of @he use of the arch-bar truck, to the fallure of which may
be traced at lesst one serious acclident during the past year.
In this work it is being helped to a considerable extent by
the Association of American Rallroads. Cars with this type of

truck have not been acceépted in interchange since Jenuary 1,

1939, by joint order of the Association of American Railroads
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and the Commission.35

In May, 1917, Congress enacted the Esch Car Service Act,
which was amended and made somewhat more comprehensive by the
Transportation Act of 1920. According to the Act, every cerrier
was to furnish safe and adequate car service and establish just
and reasonable rates, rules and regulations for the carrying
out of this car service. The rules and regulations were to
be filed with the Commission. It was to be the duty of the
Commission to fix the rates to be cherged one carrler by another
for the use of 1ts equipment. The Commission was also empowered,
in a state of emergency, to suspend the carriers' car service
rules and to take over the distribution of cars, the jolnt use
of terminals and to determine the routing and prilority of
movement of traffic.%4

Not having been previously in a position to dlctate rail-
way management or direction of movements, the Commission felt
constrained to establish a Car Service Bureau and the carriers
established a commission on car serwice through the American
Railway Association.

When first established, the Commission's Car Service
Bureau had little else to do but give directions to the carriers’
Car Service Bureau, which took charge of the distribution of
cars. In 1917 the railroads were taeken over for operation by
the Government. At the beginning of 1918 the Director-General
of the Railroads created the car service section of the

Division of Transportation of the Rallroad Administration. The
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carriers/commission and its staff were taken over by the
Government through the Car Service Division of the Transport-
ation Administration which controlled the distribution 2=nd
use of cars during the period of Government operation of rail-

roads.35

When the roads were returned to their owners, in 1920,
the distribution of cars once again came under the jurlsdiction
of the carriers Car Service Commission. This body was subject
to the jurisdiction of the Interstate Commerce Commission,
acting under the enlarged powers granted to it by the Transport-
ation Act. The Americen Railway Association organized a body
of rules to be observed regarding car service on the day that
the Transportation &ct became effective. The Car Service
Division of the Assoclation once again began to function.56
Shortly after the resumption of operations under this new set-
up, the carriers were faced with a situation with which they
were not zble to cope. In April of thst ‘year, the carriers
were faced with a large increase in traffic, as a result of
the War, as well as a strike of yardmen and switchmen, in many
cities. Thereupon the carriers petitioned the Govermment to
make use of the emergency powers granted to it by the Transport-
ation Act, snd take control of car service and distribution.
By the end of 1920, the cause of the petition had been largely
alleviated, snd the carriers once again took charge of car

service through the Car Service Division of the Association.%7
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In 1922, the Commission was once again obliged to
exercise 1ts emergency powers. On April 1 the coal miners went
on strike, followed by the railroad shopmenf who went on strike
in July. It became very difficult for the roads to secure tle
necessary fuel or to maintain their equipment to the proper
degree. In order to meet the situstion, the Commission was
obliged to lssue an order calling for the forwarding of freight
by the most available route, disregerding routing preferences
of shippers, and to give priority rights to food, other perish-
ables, fuel and other commodities necessary for public welfare.
Shortly thereafter, the strikers began to return to work.
Despite an exceptionelly heavy volume of traffic, the Commiss-
ion was gble to help the cearriers through the summer and fall
of that year. The business losses resulting from this traffiec
tie-up were large, but would have been much larger if the Comm-
ission had not the emergency power end the right to use it.
In the Annuzl Report for 1923, the Commission stated that
"this emergency was successfully met through the active cooper-
ation of the Federal, State and locgl fuel administrators and
rallway officials both direct and through the Car Service
Division of the American Rallway Association."38

Prior to 1925, as 1s stated in the Interstate Commerce
Commission Report of that year, the Bureau of Service had
been mainly concerned with car service. At the beginning of
April, 1925, the scope of this department was enlarged and
subdivided into three sections, those of car service, of

efficiency and economy of operation, and of transportation of
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explosives and other dangerous articles. The section of
efficiency and economy was established in order to help the
Commission determine the proper railroad rates so that they
might earn a fair return on their investment, as was pre-
scribed in the Transportation Act. Although the Commission
did not have the proper staff of technical experts to engage
in so gigantic a task, it was able to gain a large amount of
knowledge about the various types of railroad service and to
take administrative action where and when needed in order to
minimize congestlion, or to require carriers to cooperate in
greater measure with each other and with shippers 1n order to
bring about a better and more coordinated service.%?
During 1924-1925, 12 regional advisory boards were org-
anized by the Rallway Association's Car Service Commission.
These organizations enabled the Commission's section of economy
and efficiency to operate more efficiently and helpfully.
These advisory boards are composed of representatives of carr-
iers and shippers in each of the major sections of the country.
Each board has a conmittee for each of the lmportant types of
traffic. Every three months the boards meet and make careful
and accurate estimates of the volume of different categories
of traffic and the equipment needed by each category during

the coming three months.4o

In addition to carrying out its ordinary functions, the
Bureau of Service carried on an investigation over a period

of years, beginning in 1925, of the practlces of different
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carriers In the repairing of locomotives, cars and equipment
by shops other than their own. Carriers were required to
file copies of such contracts with the Bureau. By means of
this, the Bureau was able to show that charges in some cases
were excessive and that the repairs could be carried on more
cheaply in the carriers' own shops?1

In the annual reports of the Commission, it is shown that
the Bureau of Service has engaged in many activities and has
carried on investigations at the request of the Treasury,
Interior and Agricultural Departments, the Reconstruction
Finance Corporation, the Coordinator of Railroads and the
Assoclation of American Railroads. It has investigated matters
pertaining to labor relations, maintenance of way and equipment,
consolidation of shops, economy of operation, and certain otler
services which carriers perform.

During 1938, the Bureau exercised 1its emergency powers
in two instances for the moving of cars without regard to rout-
ing orders, but in the best interests of expedient transport-
ation. The Bureau has also cooperated with various weighing
bureaus in making test welghs of fruit and vegetables for the
purpose of establishing correct shipping weights. Car shortages
developing in certain sections of the country were promptly
handled by the Bureau's service agents and the affected
carriers.4<

During the height of the depression, in 1931, the Commiss-

fon engaged in an investigation of carrier practices which
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affected expenses. The Commission did not intend to mske an
exhaustive investigation of railroad management and operation
In the 1light of economy and efficiency, but it did investigate
certain practices engaged in by the carriers which came as a
result of competition. The Commission felt that it was some-
times difficult for carriers to discontinue a particular serv-
ice even 1f it 1s seriously affecting their income, but that

by a public disclosure of the facts discontinuance may be
affected if 1t 1s necessary. The investigation was arbitrarily
divided into flve parts dealing with railroad fuel, terminal
services of class 1 rallroads, construction and maintenance of
private spurs for shippers, traffic expenses, and private
freight cars. A sixth subject was added somewhat later, deal-
ing with warehousling and storage at the Port of New York. The
investigation was started by the circulation of questionnsaires,
followed by two years of hearings. As a result of this investi-
gation, numerous decisions and orders have been handed down by
the Commission dealing with specific practices. Although some
of these decislons have been disallowed by the courts, in the

main, the decisions of the Commission have held.43

Many of the items the Commission began to investigate in
1931 became subject to the investigation of the Federal Coordin-
ator of Transportation in 1933, when that office was created.
Thusly, when the Commission finished its investigations regard-
ing fuel, the report was referred to the Federal Coordinator

of Transportation, who in turn referred it to the three
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regional coordinating committees of the carriers, appointed
under the HEmergency Transportation Act of 1933. The inform-
ation accrulng from the other portions of the investigations
were also handed over to the Coordinator. The reports and
finding of the Commission have materially assisted the Coordin-
ator in making investigations and in preparing reports that
have materially affected the practices of the carriers.44

In these investigations, the Commission found that private
owner cars could be leased for less than the amount the shippers
using the cars received from the railroads in car mileage pay-
ments., Thus, it was possible to utilize a private owner car
at a lower rate than 1t was possible to use a car belonging to
the railroad. In 201 ICC 323 the Commission ruled that the
rates were to be, in no instance, lower than the published
rate, thus doing away with that type of discrimination.

Through these investigations, the Commission was also
able to help the Coordinator break down the long standing re-
ciprocal arrangements for the purchase of fuel. 1In order to
secure more traffic, many carriers had been obliged to engage
in reclprocal agreements with coal mines for the purchase of
fuel. This usually resulted in an increased cost to the carrier
for the particular commodity purchased. As a result of these
investigations, the carriers were able to tear themselves away
from these business practices in many instances.49
On June 16th, 1933, the Emergency Transportation Act was

enacted. This Act created the office of Coordinator of Transport
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and set up a staff of assistants and three regional committees
of the carriers to cooperate with him in carrying out the
statute. It was the intention of the law to decrease costs
and to encourage the carriers to avoid unnecessary service, to
control allowances and accessorial services and to prevent
other wastes and expenses. The law was also designed to pro-
mote the financlal reorganization of the carriers and to pro-
vide a means of study for improving conditions surrounding
transportation in all its forms. The Coordinator was to sub-
mit his plans and recommendsations to the Commission. The Comm-
ission, in turn, was to submit these recommendations to the
President, together with such comments as 1t deemed necessary.46
At the present time, the only phases of the Coordinstor's
Investigatlions that will be dealt with are those concerning
car service, namely the two divisions set up by the Coordinator
known as the Section of Trensportstion Service and the Section
of Car Pooling. The Section of Transportation Service engaged
in three comprehensive reports, each made with the assistance
of advisory committees composed of members of the carrlers and
other experts. The section of Car Pooling made and submitted
one report. The three reports submitted by the Section of
Transportation Service were submitted‘between March, 1934 and
Mey, 1935 and dealt with Merchandise Traffic and Services,
Passenger Traffic and Services and the third and most comprehen-
sive of all was entitled Carload Freight Traffic and Services.

These reports were sent by the Coordinator to the carriers!
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three regional committees with the request that the committees
consider the reports and recommendations as to changes and
improvements in railroad operation and give the Coordinator
their conclusions as to the proposed plans. The carriers
studied these plans very closely through the Regional Coordinat-
ing Comm’ttees and through the sappropriate divisions of the
Association of American Rallroads.47

If carried out, the recommendations made by the Coordinator
would requlre fundamental changes in car service, traffic man-
agement, equipment used and the services of railroads. Changes
were recommended in erery phase of car service from the manage-
ment of less-than-carload freight right up to the pooling of
freight equipment. It was the opinion of the Coordinator that
the ® ndition of the carriers was so stringent that the future
success of the rallroads depended on drastic revisions of the
service methods and practices, which have grown up as a result
of a long period of active and publicly enforced intercarrier
competition. The Coordinator felt that the carriers did not
need a frameéwork of intersystem competition, but that they must
needs adopt the most efficient and economical methods of
operation and service performance to meet the challenge of

highway vehicles snd carriers.48

In 1934, the Coordinator issued a statement that was rev-
olutionary in the extreme. This statement, as presented in the

Merchandise Traffic Report, March, 1934 was as follows;
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l. Consolidate rail L.C.L. express, and forwarder traffics
and pool all rail merchandise eervices into two competing
merchendise agencies, each operating throughout the United
States, of compsarsble finencisl and traffic strength, owned
by the railroad companies which respectively serve them,
operated by an independent mencgement in which the public
is represented, under contracts encouraging direct and
economical routing, but protecting the revenues of each
participating carrier.

2. Collect =nd &liver merchandise at the patron's door, and
transport it in shockproof contalners at overall speeds in
excess of 20 miles per hour.

3. Simplify classification, liberalize packing requirements,
and adapt the express system of charges to all merchandise
traffic by substituting for present scales a scale based
upon cost plus a falr profit.

4, Coordinate rail and highway transportation by conttract
joint rates, lease or ownership, so that merchandise will
be concentrated at and distributed from a limited number of
key concentration stations by highway and moved between swch
stations 1In car lots, by rail.49

Far reaching recommendstions of a comparable nature were made

in all of the three headings falling under this Section of

Transportation Service. The Passenger Traffic Report of 1935

mekes 19 recommendatl ons under the headings of modernize serv-

ice, eliminate waste, promote travel and coordinate transport-
ation.90

Under the heading of modernize service, the rsilroads were
advised to establish fast and frequent local service on a base
rate of 1lic per mile, in cooperstion with highway carriers.

It was also sugcested thet long distance travellers be accomo-

dated with limited service at 2¢ per mile; that a better type

of service be provided at 3¢ per mile, which would include a

berth, snd that & 5c¢c per mile fare be set for deluxe service,
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which would include a room and all incidentals. It was sugg-
ested that discounts be made for trsvelling perties, families
and various types of business travellers, such as salesmen, e’cc.v51
It was suggested that the railroads should eonsolidate
their competitive traffic departments into a single joint organ-
ization and eliminate complex and unnecessary tariffs, con-
solldate thelir express, baggage and merchandise traffics, take
over the reserved accommodstion service from the Pullman Company
end popularize sleeving and dining privileges as an integral
part of reserved end deluxe service. It was suggested that the
rallroads consolidate stations and terminals, and the duplicate
service for which they are used, and substitute highway trans-
portation for local and limited services and alr transportation
for the deluxe services, wherever traffic was not large eﬁough
to warrant the use of the larger type of rall equipment. This
would have all gone toward the eliminatlon of waste,o%
It was suggested that the railroads depend exclusively
upon the Association of American Railroads to promote travel
by market research and analysis, design end perscription of
service, schedules and routes, pricing, tariff making, and
publications =nd division and clearing of joint revenues, The
Association was =2lso to engage in the promotion of passenger
traffic by planning, conduct and supervision.55
Under the fourth division of the recommendations, entitled;

the coordination of transportation, the Association of American

Railroads was agaln designated to create a single national
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passenger service by means of unifying passenger terminals,
trains, equipment, schedules and general railway facilities.
The Association was to do this by contracts or joint rates

and arrangements. In this manner, it was hoped to unify rail,
air, water and highway transportation to the benefit of all.54

The American railroad depends upon carload freight for
the greater part of its existence. This is even more apparent
when we consider that the highway end air carriers have drawn
off large portions of the passenger and merchsndise traffic.
The conclusions and recommendations of the Freight Traffic
Report depend upon five outstanding points. It discusses
traffic, service, charges and operations, and interrallway
and intercarrier coordination.

In the main, the Freight Traffic Report concluded that
the future rallroad traffic had been reduced by the relocatim
and decentrelization of industry, and by changes in types of
power and fuel and an increase in private transpoftation.
Under ordinsry circumstences, this might not be so bad. How-
ever the situation had become complicated and unprofitable
to the railroads as a result of competitive rate making and
service, and the continued use of obsolete equipment, plant
and methods.59

The report continued by mseking the generalization that
modern business requires quickness iIn the movements of its

products. Modern business also demands frequent service, store
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door delivery and equipment adopted to business needs. The
report states that the freight traffic has lost ground because
of infrequent service and by long delays caused by frequent
yarding of trains and interchange of freight.56

The report recommended that railroad charges be modified
to conform with a certain number of groups and an attempt made
to gain the maximum volume of profitable traffic excluding the
conslderation of cost characteristics. It felt that the com-
plexities of the modern tariff should be simplified by the
unification of rate systems and publishing authorities, by
simplifying commodity classifications and by grouping the routes
of cerriers into a certain number of definite channels.®’

The report took the long treins of the present day under
close consideration, and concluded that the money saved along
the line by these extremely long freight trains was lost due to
the increased cost of yarding such tremendous trains. It felt
that road line expenses were made extremely high by the fre-
quent yarding of the train enroute and by the distribution of
freight from freight centers by means of trains. The report
also felt that the allowing of the shipper to choose the route
for his goods was extremely wasteful. Because of this free
routing privilege, assured by Federal statute, there is a
needless expense and waste caused by circuitous routing, prefer-
ential treatment of shippers, undue complexity in tariffs, un-
58

necessary interchange and terminal delay.

The Freight Traffic Report also recommended full cooper-

ation and coordination of transportation agencies and facllities.
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It felt that all forms of transportation should be integrated
by means of jolnt rates, interchangeable equipment, and common
facilitlies with a view toward using each type of equipment in
that fileld for which it was proven best. It also suggested
that joint use of carrier equipment, terminals and facilities
should be carried out wherever practicable under appropriate
and fair user arrangements.59

The Coordinator of Traffic realized that some of the
suggestions contalned in these reports would be considered
quite radical and revolutionary. However, he stated that
these should-not be regarded as recommendations, but rather
as suggestions. He stated that modern transportation and comm-
ercial needs demand a thorough re-examination of the operating
methods of the railroads, their service snd equipment and of
the rate structure. OSuch a conviction 1is held by most all
persons who are seeking to adapt the railroad freight service

to modern day business conditions and transportation require-

ments.so

In October, 1934, the Section of Car Pooling handed down
its report in which it presented what it considered to be un-
economical practices in the use of railroad equipment. It
recommended the adoption of a plan of car poolling in order to
reduce the amount of capital req ulred to provide rallroad
rolling stock and to lessen the cost of operation. Its con-

clusions are as follows;

1. That there is a substantial and increasing volume of
empty car mileage 1n excess of that whieh 1is necessary
in the equalization of unbalanced traffic and the
orderly and efficient relocation of freight cars.
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2. That the methods heretofor applied in the regulation
of freight car interchange are ineffectual in the
avoldance of these unnecessary and wasteful movements.

3. That the defects in methods are basic and cannot be
remedied without fundamental changes in the regulations.

4. That the coordinated operation of interchange freight
cars offers the best practicsl solution for the
correction of existing faults.

5. That the pooling of freight cars would immediately
affect one of the principal benefits claimed by those
who urge railroad consolidation without walting for
the final determination of the major features of such
consolidation.6l

The recommendations made in the car pooling report were

that all rallroad box cars and other equipment as needed should
be added to the general pool, with the ownership of such equip-
ment still remaining in the hands of the original owners. It
also suggested that the ultimate object of the pool should be
the ownership of the equipment by the pool, and that the pool
should be equipped to make all necessary repalrs to this equip-
ment and should be able to meet the needs of all the carriers.
The pool was to be controlled by the Association of American
Railroads and was to maintain the cars in sultable condition
for operation, distribute cars equally as needed to all the
carriers and operate replacement and retirement in such manner
as to always have an adequate supply of cars for all demands.
The pool was to collect a pro-rata rate from the carriers for
all car repairs, and the rental was to be based upon the

per-diem rate end the mileage basls in sufficlently large rates

to reimburse the original owner for the capital cost and
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service of the car. It was suggested that a central office
be set up to distribute cars throughout several districts,
and that the district managers allot cars to the railroads in
thelr districts and the rallroads were to have the power of
distributing cars among the divisions of their own lines, as
at presen'c.62

As can readily be seen, these were all far reaching re-
commendations. Had they all been adopted, the entire complexion
of the transportation system in the United States would have
been changed. When the Coordinator of Transportation submitted
these suggestions to the Regional Coordinating Committees of
the carriers, large differences of opinion developed immediately.
Furthermore, it was not even possible for the Association of
American Railroads to agree with the carriers' Coordinating
Committees. The raillroads did not accept the ideas presented
because they were objectionable to their conception of free
competition. Many of the carriers would have been willing to
accept the suggestions put forth to effect the economies that
would have resulted, but it is concelvable that they would have
viewed them as actions merely to tide the carriers over the
worst years of the depression. The carriers probably felt
that it would be advantapeous to them to continue to struggle
to smass more traffic by means of competitive practices, pend-
ing the time when the depression should cease, and they would

once again be on their feet. Nevertheless, whatever might be
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the explanation, the hoped for results of the Emergeney Trans-
portation Act did not transpire. When the Coordinator ceased
functioning, the suggestions and recommendations were shelved
as well.

Obviously, the intention of Congress was to compel the
railroads to accept such recommendations as had been made by
the Coordinator. The statute gave the Coordinating Committees
of the carriers the opvortunity to carry out the effects of
the Act, and if the Committees were unable to carry out the
purposes of the law, they were to recommend that the Coordinator
take such actlion as he deemed necessary in the public interest,
if the aporopriate committee of the carriers for that particular
subject had proved adamant. Twenty days after the issuance off
an order by the Coordinator, the order was to become effective.
Any interested party, either the carriers or others thst might
be indirectly affected, could appeal to the Interstate Commerce
Commission for a suspension, amendment or modification of the
Coordination orders.8®

No orders were 1issued by the Coordinator for the enforce-
ment of his recommendations. The provisions establishing the
Federal Coordinator of Transportation were the temporary part
of the Emergency Trensportation Act, and were in effect only
three years. Had the economic conditions been of an ordinary
nature, the majority of the powers given to the Coordinator
would heve fallen to the Interstate Commerce Commission. It

would have functioned, as it ordinarily does, with the carriers
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individually and with the Association of American Railroads,
as regards matters of research and economy affecting railroad
operation and management.

It was also suggested that other means of transportation
be regulated so as to do away with injuries that might occur
to transportation as a whole as a result of some type of inter-
carrier competition. In its report for 1937, the Interstate
Commerce Commission upheld the recommendation of the Federal
Coordinator of Transportation when he recommended that the
water carriers be regulated by the Interstate Commerce Commiss-
ion, in order to do away with duplicetion of staffs, and to
eliminate sources of unfalr competition between the water
carriers and other means of transportation.64

It is very doubtful whether the Coordinator or, for that
matter, the Interstate Commerce Commission would have had the
power and constitutional right to carry out any so far reach-
ing program as had been suggested. Such arrangements as the
car pooling would have had to be carried out by the cooperative
action of the carriers. The sszme thing holds true for the
placing of the freight traffic in the hands of one or two
nationwide freight agencies. It is very doubtful whether the
rallroads would have given up any advantages they might have
held as a result of years of savage competition, notwlthstand-
ing the existence of certain types of coopefative organizations

already in existence, such as the Railway Express Service.

Such cooperative and voluntary action 1s of doubtless advantage
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to the industry as a whole. It is to be hoped that the
carriers, under the press of close competition from,other
railroads,and other means of transportation will realize the
advantages of such cooperation snd work toward such an end
through the medlum of the Association of American Railroads.
While the immediate effect of the Federal Coordinator of
Transport's findings may not be found to have benefited the
rallroad industry to any considerable extent, becsuse or the
lack of enforcement, it may result in a greater amount of inter-
carrier cooperation than would otherwise be achieved 1n the

future.
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CHAPTER VIII
RAILROAD LABOR

The most interesting phase of the entire railroad situa-
tion is that of the carriers' relstions to the Govermment in
respect to labor. Railroad companies were brought into exist-
ence in order that they might carry out the services of trans-
portation for the public welfare. Their performsnce was made
possible only by the investment of monies and the employment
of labor. In both matters the raiiroad companies are closely
controlled by the Government. Fror a long time, the investment
angle of the carriers was much more closely controlled than
was 1ts policy toward labor. However, since 1920, under the
Interstate Commerce Commission, the position of railroad labor
has greatly improved and, of recent years, increased in scope
and definition.

The position of labor 1s of prime importsnce to the rail-
road compasnies and to the country as a whole because of the
huge number of persons engaged in this type of work. Notwith-
standing the other means of transportation which have grown
in recent yeers, the country still depends to a vital extent
upon the services of the railroad compenles and their employees.
In 1920, over two million persons were employed by the rail-
roads. Since that tire, there has been a drastic drop in the
number of persons employed by the railroads, because of the

rise of competitive types of trensportstion; because of labor
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saving methods and equipment; =nd because of a severe and lpng
depression. In 1936, there were 1,065,970 men and women em-
ployed by the railroads. These persons recelved total wages
amounting to $1,848,498,000. st 2n averace hourly rate of 69.1c
and a yearly average of about $1,734. In 1937, there were
1,114,663 persons employed by the Class I roads of the United
States, with a payroll of §1,085,446,718, and a partial estimate
for 1938 gives 940,000 persons employed at $1,737,000,000. The
lowest point of railroad labor was reached in 1933 when only
971,196 persons found employment witn the cerriers at a total
wage of ¥1,403,840,833. The number of employees rose to over
a million in 1934 and fell back to 994,000 in 1935. Since thet
time, it has stayed well over a million, end probebly will con-
tinue st that point for some time to come.l These figures
have been given to illustrate the large part the railroad workers
play in the total of Americen labor. They are one of the largest
and most important labor bloecs in the United Stetes.

The measure of importance of the rsilroad employee does
not lie with the numbers employed in this type of activity,
but rather with the extensive provisions made by the Government
for the respid and peaceful settlement of all labor disputes
arising in this connection. In 1894, there was a threatened
country-side strike averted only by the action of President
Cleveland. The psralysing effect of a railroad tie-up was
once again brought home to public conscience by the threatened

strike in 1916. This strike was averted only because of the



passage of the Adamson £c¢t, by Congress, at the urgert request
of President Wilson.® Today, conditions sre somewhat different;
the country no longer depends upon the rsilroads as the only
source of transportation. Nevertheless, even with the good
system of roads and highways, and with the wide use of asutomo-
blles and motor carriers, there would be much hardship were
there any tie-up in railroad transportation. If the rsilroads
should cease operation for any length of time, food and other
essentials would repidly become scaree in certain sections of
the country and there would be large industrial losses accomp-
anied by unemployment and consequent suffering among the labor-
ing classes.

The relation of the Government to railroad labor extends
throughout the fields of working conditions and wages. This
has been the ma n direct purpose of the Governmental relation
to the carriers. In the 1938 Interstate Commerce Commission
report the pay roll chargeable to operations was '72.89%.3 Thus,
in adopting a policy of governmmental regulation of railroad
labor, it 1is necessary to consider the relation of wages to
revenue and expenditures as well as to the attsinment of
abstract ideals of social standards and employment.

Although railroad unions had existed prior to the World
War, only a minority of the rsllroad employees were members of
these organizations. When the Government took over the operat-
ion of the railroads in 1917, all groups and classes of rail-

road workers were encouraged to orgenize.4 The Director-
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General of the Rallroads established a Division of Labor as
one of his offices, and appointed the Chief of the Brother-
hood of Locomotive Firemen and Enginemen as its head. At

the start of Government operation, there was = pending demand
for 1ncreessed wages on the part of two railroad unions. This
was readily understendable in the light of increased living
expenses and high wages paid hy the war-time industiries. The
Director-General appointed a Rallway Wage Commission. After
surveying the facts, this Commission recommended increases in
salary for all persons receiving less than $250. per month.
These recommendations were promptly carried out with some
larger increasses for the shopmen and common labor. He extended
the eight hour day to =11 railroad workers, instead of just
to trsin operstives as had been esteblished by the Adamson

sct in 1916.°
The Wage Commission 2lso suggested that a Board of Rall-

way Wages end ~orking Gonditions be appolinted to investigate
end report to the Director-General the conditions of wages

and wage policies., A Railroad Adjustment Boerd was also
established, by the Director-General, for each of the four
different groups of employees.6 These Boerds consisted of
equal representation from the rallroad employees and employers.
It was agreed that any disputes arising out of wage schedules
or working conditions that could not be adjusted by direct

mediation were to be submitted to these Bosrds. It 1s interest-



ing to note that the Bosrds were successful in practically
all the thousands of disputes that came up for hearing before
them. It is concelvable that the Boards were very successful
in their attempts at mediation during the first year of their
exlstence, because of the desire of all concerned to do nothing
that would, in any manner, hamper the prosecution of the war.
However, as Government operation wore on, and the war came to
a close, there was a growing spirit of discontent and a demamrd
for higher wages on the part of labor. This spirit was held
in check only by the assurance thaet the wages would be given
prompt attention, and carrier rates would be adjusted so that
they would be able to pay higher wages just as soon as the
railroads were returned to private management.7
Because of the policy carried on by the Railroad Adminis-
tration during the War, the membership in rallroad unions
greatly increased. Since the World War, about three-fourths
of all rallroad workers have become members of the unions.
Practically all of the men employed in the higher and more
technicsl positions of the railroads are union men. The member-
ship is low in the fields of shop and track laborers and cler-
ical staff, due to the seasonable nature of the work and the
comparitively low wages.8 Since 1932, the positions of the
railroad unions have been greatly strencthened and they have
gained greater influence in the shaping of wages and conditioms

of employment end of governmental legislation. An orgsnization
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has been formed in Jashington, D. C., known as the Association
of Railway Labor Executives. 7This orgenization consists of
the heads of several of the rallroad brotherhoods and unions
and speaks for gll the unions in negotiations with the carriers
regarding general wage scales. It e2lso concerns itself with
all congressional leglislation affecting railroad labor. ¥e
have but to look to the provisions of the bBmercency hsilroad
Transportation #ct of 1933, the failway Labor Act of 1934, and
the Railroad Ketirement Pensions Act of 1934 to see the effect-
iveness of this organization in promoting.favofable railroad
labor legislation.9

The Railway Labor Act of 1926 had much to do in the
strengthening of the national unions as representing all rail-
road labor. This Act provided that the funds of no carrier
could be used in the maintaining of, assisting, or contribut-
ing to any labor organization, labor representative or collect-
ive bargaining. It effectively legislated against the exist-
ence of the company union. It further stipulated that the
Adjustment Boaerd created by the Act was to consist of thirty-
six members, eighteen to be selected by thé carrlers and eight-
een to be selected by national labor organizatlons. However,
this does not prevent the employees of a railroad from having
an orgenization of thelr own, with committees composed of
representatives of employees and employers for the conduct of
negotiations regarding working conditlons and other matters

concerning which differences may arise. The represéntatives



for the employees on such a committee need not be employees
of that particular carrier, but where the company union has
been functloning to the satisfaction of all, the employees
will continue to select their own representatives, rather than
those persons provided by the national unions for negotiations
with their own employers. Although this Act was designed to
prevent the railroad companies from fostering and maintalning
company unions as opposed to national unions; Section 3 of this
statute provides that companies would not be prevented from
negotlating directly with their employees by means of mediation
boards, providing the persons are appointed to serve on such
boards in accordance with the provisions of the statubte. How-
ever, in the case that either party to the system becomes dis-
satisfied with the arrangements, it is possiblé for them ﬁo
apply for relief to the Adjustment Board.l0

It is also possible for a reilroad to establish a board
of adjustment by agreement between the reilroad company and
the appropriate official of a national union of which the em-
ployees are members. Ih May, 1935, there were eight such
boards on the Pennsylvania Railroad. These boards represented
100,000 men, about 85% of the total employees of the carrier.ll
One of the system boards was created by an agreement between
the road and the Chief of the Brotherhood of Railroad Signalmen
of America, and represented 3,000 Pennsylvanla Railroad signal-

men, maintainers and helpers. The elghth system board was



established by agreement between the Pennsylvania Railroad
and the representatives of the dining car stewards on the
line.
Wage standards are fixed on a country-wide basis by

agreement between the carriers and the national l2bor unions.
Changes in these agreements are made by negotiations between
the national labor organizations and the railroad companies
of the whole, or any part of the country, depending upon

the extent of issue. If these methods fail, the governmental
agencles of mediation and arbitration are called into pract-
ice. In addition to the more widely publicized country-wide
agreements, there are many agreements between a single rail-
road system and its own employees who are members of a local
union. A case in point is that of the aforementioned Penn-
sylvania Rallroad and its several types of employees. Having
once determined the wages and working conditions, whether

the agreements are on a country-wide basis or purely local

in scope, it is necessary thet they be applied. Their appli-
cation may give rise to many differences of opinion, grlevances,
and disputes. The National Adjustment Board now has juris-
diction over such matter. This Board, set up by the Act of
1934, is composed of an equal number of representatives of

employers and employees and is subdivided into four divisions

and into various regional boards.12

The decisions of this Board are binding upon both parties

of the dispute. However, should the decision contaln a money

award, it is only binding upon the carrier.1®
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It is apparent from what has gone before, and from the
present time, that the evident purpose of recent congressional
legislation has been to make the national unions the chief
and controlling mechanisms of railway labor in negotiations
with the carriers for the determination of wages and the
adjustment of disputes.

At the end of the Government operation of the rallroads, the
Transportation Act of 1920 was placed in force. This Act
created a Rallroad Labor Board for the adjustment of disputes
between rallroad workers and employers arising over wages and
working conditions.1? The first decision that thls Board was
obliged to make was one which had been plaguing the Railroad
Administration throughout the last months of its operation.

The Board gave its first consideration to wages and granted

the employees the 1ncrease in pay for which they had been
agitating for more than a year. In granting the pay increases

of 1920, and in reducing the wages to a certain extent in 192],
the Board had treated with all the railroads collectively,

and its decisions were felt by all rﬁailroad employees. The e
working rules established during thé:period of Government
operation remained unchanged until the Board decided that

they should be terminated by a decree handed down on July 1,

1921.1°

When the Board handed down this decislon, they called
upon the railroads and the employees to hold conferences and
to inform the Board whether new working agreements could be
reached., The Board would promulgate its own rules if no

others were satisfactory. In order to help the local confer-



ences,vthe Board formulated a 1list of 16 principles which
were, in effect, a code to which all agreements must conform.16
The Labor Board was relying upon a clause in the Transport-
ation Act of 1920 which stated that each carrier must attempt
to fix standards of working conditions for its employees by
direct conferences with those employees, The clause further
stated that if no reasonable agreement could be reached, the
case was then to be submitted to an adjustment board. These
boards were to result from the voluntary action of the carriers
and the organizations of the employees.17 They were to be either
regional or national in scope and were to consist of an equal
number of representatives of the carriers and the workers. The
purpose of the statute was to have disputes reach the Railroad
Labor Board only upon appeal from one of these regional or
national adjustment boards. The statute did not work out as
planned as the adjustment boards were not established. The
unions wished to contlinue the favorable working agreements ob-
tained during the period of‘Government operation, and the carr-
iers did not approve of adjusﬁment boards that were to consist
of representatives of just the carriers and labor. What the
rallroads desired was in the nature of boards of arbitration
rather than mediation, as they desired representation on a
tri-partite baslis, with the public taeking the third corner.
As a result of this deadlock, the Rallroad Labo: Board became
burdened with a mass of material which framers of the statute

expected would be settled by the interested parties through
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the medium of the édjustment boards,.18

On the other hand, the carriers were just as insistent
that the workine rules established during the governmental
operation period be discontinued. The relation of the carriers
and the several classes and organizations of train service
employees had been worked out before the War, and they were
not a matter of controversy. However, this was not true of
the relation of the carriérs to other crafts and classes of
employees, as the relation there hed only been established
through the efforts of the United States Railroad Administration
for the duration of the vwar. Iive of the apreements had been
formulated the latter part of 1919 and the early months -of
1920, and three of the five agreements had been made after the
President had issued his proclamation stating that the rail-
roads were to be returned to private operation. The carriers
maintained that working rules should not be national in scope,
but thet they ought to conform to local conditions. They
further felt tnat the rules set up by the United States Rail-
road Administration were unduly burdensome. These rules not
only fixed the length of the day, the time when the work was
to start and stop, and the payment for overtime; but some of
them eveh went so far as to provide for the payment of time
not worked, limitation of plecework, the restriction of apprent-

iceship and to so classify crafts that it became necessary for

several men to do different parts of a task that might be
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performed at less cost by one man .19

When the national agreements drew to a close, it became
the practice of many of the employees to negotiate directly
with the individual carriers. On some railroad systems the
non-service workers had their own compsny unions which rep-
resented them in negotiations with the carrier. For the most
part, the negotiations of working rules were carried on by
the national unions with the carriers, sometimes with the in-
dividual railroads and sometimes with territorial groups of
carriers. Following the reduction in wages of 1921 and 1922
and the refusal of the fallroad Labor Board to continue to en-
force the national agreements as to working rules, the unlons
attempted to avoid bringing their problems before the Board.<0
Since both the carriers and labor were dlssatisfied with the
Board, they decided to return to the type of mediatioﬁ carried
on before the vworld War. Thus, the carriers and the lsabor

leaders agreed upon and drafted a bill that was adopted by
Congress in 1926.21 This Act abolished the Railroad Labor

Board and created a Board of Mediation. The Railroad Labor
Act was amended and supplemented by the Railroad Labor Act of
1934, This Act was more or less a return to the type of legis-
lation effected by the passage of the Newlands #ct of 1913,22
The Act of 1926 provided that disputes should be settled
by conference of the interested parties. It further provided

thet boards of adjustment be established by voluntary actlon
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of eany carrier and its employees or any group of carriers

and their employees, and that these adjustment boards were to
be given jurisdiction over employment grievances and over the
meaning and applicatlon of existing agreements, but they were
not to have jurisdiection over rates of pay or working rules.
It created a bosrd of mediation of five men who were to be
chosen by the President. tThis board was to act on its own
Initiative in an attempt to settle, by means of mediation,
disputes arising from wages or working conditions and matters
that the adjustment boards were not aﬁle to settle. Should
mediation fail, the board was émpowered to attempt to per-
suade the disputénts to submit the question to a board of
arbitration. - The Act prescribed the manner in which such

a board was to be appointed, the procedure to be followed by
the board, and that the decision reached was to be filed wilith
a district court of the United States. These decisions were
to be binding upon the parties concerned, uhleSs the decilsion
should be suspended by the court upon purely legal grounds.
In case the Board of Mediation was unable to bring about a
settlement of the dispute by ﬁediation or by persuading the
parties to submit to arbitration, and if the case would seem
to threaten interstate commerce, the board was to notify the
President who was authorized to appoint an emergency board
which was to make an investigation and report to him in thirty

days, the disputants, meantime, being enjoined not to make any
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change in the status quo, except by mutual agreement, for
the thirty days during the action of the emergency board and
thirty days after the handing down of the decision. Although
the declsion reached by the emergency board was not enforce-
able by law, it was hoped that the prevention of a strike or
lockout for sixty days and the weight of public opinion accom-
panYiﬁg the findings of an impartial board would bring about
an accord between the disputants.23

While business was prosperous, as it was through most of
the decade ending with 1930, there was little labor unrest
since wages and working conditions continued to rise with busi-
ness actlvity. The railroad employees were contented as their
strong labor organizations were able to adjust wages and work-
ing conditions most satisfactorily by carrylng on negotiations

24 VWihen 1t beceame apparent 1in

with the individual carriers.
1929 that we were headed for a long and protracted business
depression, the railroad unions began to combine more clesely
than they had throughout the preceding decade. This took
place with increasing rapidity as business conditions grew
rapidly worse, and it became more apparent that the rallroads
would necessarily decrease the number of thelr employees and
that there would be great difficulty in attempting to maintain
the general wage scale. In 1931 and 1932, when the temporary
wage reduction of 10% was adopted, the railroad unions had

already begun to present a strongly united front. Here, as

they were in the restoratlion of the 1932 wage scale in 1933



212

and 1934, the employees and their 21 unilons were represented
by the Railway Labor Executives Association,®®

It is weli that we consider the position of the Emergency
Transportation “ct‘of 1933 and its effect upon labor at this
time. Most of the labor regulations of this bill are embodied
in Section 7. These provisions were not part of the original
document. Joseph B. Eastman, the man who became Federal Co-
ordinator of the Railroads, as a result of the Act of 1933,
states in the report made to Congress in January 1935; "as
first proposed, the Emergency Transportation Act, 1983, had
comparitively simple purpose. The thought was thet the rail-
roads were wasting money by undue competition and by the in-
ability to get together for a common good. They were enjolned
to cooperate in avoiding waste, and to further this end, a
coordinator was appolnted wlth power to require action when
necessary".26

In order to carry out the purposes of the bill; three
regional carrier committees were provided to help the Coordin-
ator. While the bill was still under consideration, the Raill-
way Labor Executives Association prevailed upon Congress to
include what later became Section 7 of the law.?? The first
paragraph of this section provided for a labor committee for
each regional group of carriers. The members of these

committees were to be chosen by the nationel railroad labor

unions. The Coordinator was also required to give notice and
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to confer with these committees before tsking any action
affecting the interests of the employees.28 As can be plainly
seen, this once again placed the national unions in a very
strategic position. They were 2ble to exercise as much con-
trol over the government policy concerning the railroad laborer
as they had immediately following the close of government oper-
ation of the rsilroads after the War.

However, the most significant section of the Emergency
Transportation £ct of 1933, as affecting labor, falls in the
second paragraph of Section 7, in which it is provided that

"The number of employees in the service of a carrier

shall not be reduced by reason of any action taken
pursuant to the authority of this title below the
number as shown by the payrolls of employees in serv-
ice during the month of May, 1933, after deducting
the number who have been removed from the payrolls
after the effective date of this Act by reason of
death, normal retirement, resignation, but not more
in any one year than 5% of said number in service
during May, 1933; nor shall any employee in such
service be deprived of employment such as he had dur-
ing said month of May or be in worse position with
respect to his compensation for such employment, by
reasonof any action tskeg pursuant to the authority-
conferred by this title!<®

The full import of this paragraph may be readily understood
when 1t is realized that any action taken on the part of the
carriers tb reduce their expenditures and effect certain econ-
omies in operation by the reduction of duplicated services
would necessitate the laying-off of a certaln number of employees.
The Coordinator stated in one of hils reports that the labor
provision of the Act of 1933 prevented much actual accomplish-

ment in the elimination of waste.3o
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Since the Emergency Act of 1933 was passed while the
problem of unemployment in the railroad and in other industries
was acute, it was only natupal that the labor 1eaders sought
to prevent more workers from being thrown from their jobs.

There were two considerations that had been overlooked. It

was the aim of the emergency law to assist railremds to re-

duce taelr expenses and enable them to gain more traffic, and
thus use more workers as their business and prosperity increased.
It is impossible to determine whether the Act would have worked
as its framers had hoped, namely: to reduce operating expense.
and to increase traffic. It is quite clear that the ultimate
interests of the employees were not furthered by the inclusion
of provisions in the Act that foredoomed to fallure its success-
ful operation. Although not then apprecisted, as time went on
the diliatory effects of these provisions became clearer to

the railroad union leaders, so that they asked Congress to
‘discontinue the labor provisions of tne Act after June, 1936,°1

This decision was reached after an agreement was struck
between the 4ssociation of Americen Rallroads and the Railway
Labor Executives Association in the Spring of 1936, providing
for compensation to railway employees displaced as a result
of railroad consolidations made in order to effect economies.
In the terms of this agreement, which is to be in forece until
1941, the interested employees are to be given 90 days notice

of the intended consolidation and the employees who are to be
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displaced are to be allowed a renumeration equal to 60% of
the wages they had been receiving. This allowance is to
continue for periods ranging from six months for persons
in service from one to less than two years and up to 60 months
for persons who have beeh employed for 15 years and more. If
he so desires, the displaced worker may take a lump sum re-
numeration ranging, according to length of éervice, from three
to 12 mbnths. Persons who sre required to change their resid-
ence, as a result of the consolidations, are compensated for
expenses incurred as a result of the chénge.sz
Three other paragraphs of Section 7 of‘the Act of 1933
gave the Coordingtor the right to establish regional boards of
adjustment and the authority to require the rasilroads to
compensate workers for losses acquired because of the trans-
ferance of work from one locallty to another.2® The first of
these provisions was nullified with the passage of the Railway
Lebor Act of 1934. The law also stipulated thst all carriers,
even though they be in the hands of the recelvers, trustees
or judges, as well as private ownership must complygwith the
provisions of the law as set up in the Railway Labor #ct of
1926 and with Section 77 of the Bankruptecy Act of 1033, 5%
In 1934, a supplementary law was passed to. the Rallway
Lebor Act of 1926. This new law has come to be known as the

Railway Labor Act of 1934. The purpose of the new law was to

avoid any interruption to commerce and to agencies engaged in
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this endeavour; to guarantee the right of ‘railroad workers
to engage in free associatidn and to Jjoin 1abor organizations;
to allow complete freedom to carriers and workers in the»
" matters of organization, in an effort to carry out the purposes
of the-Act; to arrange for the prompt and orderly settlement
of all disputes arising from rates of pay, working conditions
or rules, and disputes arising from interpretations and applic-
ations of these same factors.55

Although the Act of 1926 provided successfully for media-
tion and arbitration, it had neglected to provide for disputes
arising froﬁ difrerences in interpretation and application of
agreements concerning rates of pay, rules or working conditions.
This was as a result of the leaving of the establishment of
adjustment boards to voluntary action of carriers and employees.
The original Act had not created a national board with definite
authority to act upon end decide disputes arising from inter-
pretation of agreements as to working and wage rules. Thus,
there had not been sufficlent provisions for the settling of‘
the many disputes that inevitably arise in the relations between
employer and employee. The Act of 1934 attempted to fill this
gap by providing for the settlement of railroad labor disputes
by means of the National Railroad Adjustment Board.®®  This
board had divisions which were similar in many fespects to the
railroad adjustment bosrds set up by the United Staﬁes Railroad
Adm nistration during the period of government operation which

the railroad labor unions sought unsuecessfully to retain



after the Government returned the carriers to thelr former
owners for further operation. Just how sueccessful this
Board has been in the settlement of disputes will be seen in
later paragrephs of this chapter.

The National Railroad Adjustment Board, as has been
stated, is composed of 36 members, 18 of whom are chosen by
the carriers and 18 of whom are slected by the national rail-
road labor organizations. Section 2 of this Act sets up the
provisions that must be complied with in order that a labor
union may be Joined and recognized as one national in character.
This section also guarantees to the employees the right of
joining the union of their choice and the right of collective
bargaining. The law further prohiblts the carriers from inter-
fering or attempting to coerce the election of labor represent-
atives. This statute not only places the national labor
unions in a position of strategic importance, as far as bar-
gaining power and the choice of representatives for the National
Rallroad Adjustment Board are concerned, but 1t also attempts
to do away with the company unions as agencles of collective
bargaining. It does this by means of prohlbiting the carrilers
from usins their funds to maintain, assist or to contribute
to any labor organization, labor representative, or other
agency of collective bargaining. The Labor Act of 1934, as
the Act of 1926, makes it the duty of the carriers and their

employees to make and maintaln agreements as to rates of pay,
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rules and working conditions. They are further enjoined to
settle these disputes; wheﬁever possible, in conferences be-
tween the management and the worker. Such conferences are to
represent the carrier and the workers who will be~affected by
the outcome of the dispute.56 Although the representatives
to such conferences may be workers of the particular carrier
or carriers involved, it is more 1likely that they will be
officials of the national union. The former status of the
organizations of the employees of a single railroad company,
as agencies for the selection of men to represent the worker
in conferences with the managers, are being taken by the
boards of adjustment. Such a case may be found in the Penn-
sylvanlia Railroad and its boards of adjustment. The key pos-
itions of the boards are held by officials of the national

unions of which the employees are members.:s‘7

The National Railroad Adjustment Board is composed of
four divisions, each of which is practically autonomous as
the proceedings of each is independent of the others. The
36 members of the board are allocated to each of these four
divisions. The first division has jurisdiction over disputes
involving tratn and yard service employees. This group con-
tains engineers, firemen, hostlers and thelr helpers, conduct-
ors, trainmen, and yard service employees. The second divis-

ion has jurilddiction over machinists, boilermekers, blacksmiths,

sheet metal workers, electricians, car cleaners, power house
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employees, and railroad shop laborers. The third division
consists of station, tower and telegraph employees, train
dispatchers, maintenance of way men, clerical employees,
freight handlers, express man, signalmen,>sleeping car con-
ductors, sleeping car porters and maids, and dining car em-
ployees. In each of these divisions there are 10 men, five
of whom are appointed by the carriers, and five of whom are
elected by the national labor organizations. The fourth
division has jurisdiction over employees of carriers directly
or indirectly engaged in transportation of passengers or
property by water and all other persons whose jurisdiction
i1s not given over to the first three divisions. This divis-
lon consists of six persons, of whom three are appointed by
the carriers and three elected by the national lebor unions.
A set procedure has been worked out and is included in
the statute. In case a dispute arises regerding the inter-
pretation or application of workine cbnditions, rates, or
rules, and if it is not adjusted by a conference of the inter-
ested parties, a petition mesy be filed with the appropriaﬁe
division of the Adjustment Board. Thils petition musﬁ be
accompanied by a full statement of facts and supporting evid-
ence. A hearing is then held either before the division, or
by members desigﬁated by the division, or by a temporarily
established regional adjustineg board organized by the div-

ision. If the entire division, portion of the division, or
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reglonal boerd, depending on which is sitting on the case,
agrees about the findings to be made from the dispute, a
decision is handed down. However, should the members fail
to agree, a neutral third person is chosen by the members to
act as referee. If they can't agree on a suitable person,
the métter of the referee is then submitted to the Mediétion
Board. The findings of the divisions are binding upon all
parties of the dispute. In coase of 2 money award, this
finding may only be held binding against the carrier. A
majorlity of the members of a division may make a money award.
Should a dispute arise regarding the exact meaning of the
award, the matter may be resubmitted to the division for its
interpretation. ©Should the carrier refuse to obey the decis-
ion of a division, the interested parties may bring suit
against the said carrier in the United States District Court.
The statute does not provide what shall be done in the event
of a labor union refusing to obey the dictates of the division.
Since the unions are not incorporated, they cannot be sued. -
Thus, presumebly an order running against a union could not

be enforced-%y‘resort to the courts. ;%?;

It is provided in the act of 1934 that the several divis-
ions of the Adjustment Board maintaln headquarters in Chicago,
' Illinois, snd that they shall meke ennual reports to the
Mediation Board. In the Railway Labor Act of 1926 five men
were to make up the roster of the Mediation Board. In the

Act of 1934 three men were substituted for that body. These
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men were also appointed by the President with the approval of
the Senate, as were their predecessors. The services of the
Medlation Board are called into play when a dispute concerning
changes in rates of pay, rules, or working conditions cannot
be settled by the parties in conference, when a dispute is

not referable to the National Raillroad Adjustment Board and

is not sdjusted in conflerence between the interested parties,
and when & conference is flefused. If the Mediation Board
believes a state of labor emergency to exist at any time,

it may proffer its services, and if a settlement of the dispute
is found to be impossible by means of mediation, the Bosard

is to attempt to induce the embattled psrties to submit their
problem to arbitration. The Board of Arbitration is then
selected and the procedure follows according to.the rules laid
down in the Railway Labor 4ct of 1926.

With the passage of the Labor Act of 1934, Congress attempted
to provide an agency for the authoritative adjustment of griev-
ances and disputes as to the meaning and application of agree-
ments regarding rates of pay and working rules. The Mediation
Board was set up with the idea of stabilizing the relations of
the rallroad worker and the employer. In order to further
enable the Board to do this, all carriers were to file a copy
of the contracts between employer and employee regarding wages,
rules and working conditions. If no class of employee formerly

had a contract with the carrier, the carrier was to inform the
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Mediation Board of that fact, and it was also to file a state-
ment of the wages, rules and working conditions of that par-
ticular type of employee or craft. It was also provided that
should any change in wages, rules, or working conditions take
place, or should any new contract be formulated between em-
ployer and employee covering these topics, the carrier is
enjoined to file a copy of the new or revised contract with
the Mediation Board within thirty days after the new contract
has been made effective.%S
The activities of the various organizations operating
under authority of the Railway Labor Act of 1926, as amended
by the Railway Labor Act of 1934, will become more clear if a
few concrete examples of thelr workings and decisions are
cited. In the case of the Rrotherhood of Locomotive Firemen
and Enginemen, et al. vs. the Chicago Great western Rallroad
Compsny, a dispute arose regarding the non-payment of penalties
and lost wages by the carrier as required by three decisions
rendered by the First Division of the National Railroad Adjuss-
ment Board. These penalties and lost wages aggregated some
$40,000. The dispute had mainly to do with compliance with
agreements established since the World War, and having the
same status as wage standards. The Nstional Boerd, upon hear-
" ing the case at 1ssue granted the claims unanimously. 1In the
meantime, the carrier engaged in a series of bankruptcy pro-

ceedings. «hen the decision was handed down, the stockholders



of the carrier petitioned the court that the carrier not be
allowed to pay the award, and court'so ordered. Whereupon,
it bécame proper for the unions to attempt to seek relief
from the United States District Courts. Since therevare more
than two thousand such cases pending before these courts,

and since this Act attempts to minimize litigation, other
means of relief were sought. The unions were unwilling to
forego the payment of the award, and they were unwilling to
carry the case into court, so that only one means of redress
was left open to them, whereupon they called a 'strike xote,
A condition of emergency was thus found to exist, =nd it be-
came in order for the President to appoint an Emergency Board
upon the advise of the National Mediation Bosrd. This Board
sat upon the case and found the claims of the unions to be
just. It further stated that a carrier is responsible for
such claims even though it is in the process of reorgénizing
and 1s thus under the jurisdiction of the courts. The
Emergency Board secured the rescinding of the previous court
order forbidding the payment of the award. Following the
vacation of that order, a further conference was held between

the carrier and the employees and a full and amicable settle-

ment was reached.59

Many times cases come before the various boards, created
by the Acts of 1926 and 1934, arlsing out of jurisdictional

disputes between the various railroad unions, and are not
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directed toward the carrier at all. These cases arise mainly
through fellure to carefully observe the explicit provisions
and the spirit of the Railwesy Labor Acts. Toward the close
of one of the hearings of an Emergency Board, sitting during
April, 1937, a nationel officer of one of the four major rail-
road unions was nheard to remark, "this is not a strike against
the Southern Pacific Railroad, it is a fight between these
organizations“.40 While it is doubtless true that the
Southern Pacific Company and many others could avoid many

such disputes by more closely centralizing their handling of
grievénce claims, the statement was still very much to the
point. The unions owe it to themselves, to their members,

and to the carriers and public to settle these questlions with-
out threatening to disrupt interstate gommerce and the traffic
of the ¢ arriers by means of a strike.

Such a case was that of one «, S. Orr in service as a
brakeman on the Western vivision of the Southern Pacific Rail-
road. The Brotherhood of Railroad Trainmen threatened to call
a strike against the railrosd because of a jurisdictional
dispute with the Order of Rcilway Conductors. The Trainmen's
Union claimed that Orr was assigned as a brakeman in pool
service and eligible for the next call as an extra conductor.
ihile awaeiting a call as an extra conductor, Orr was called
for service as a brakeman-and a junlor was used in his place.

Under these circumstences, and according to an agreement of

the carrier with the Tralmnmen's Union, the carrier became
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liable to pay Orr for a 50 mile runaround. On the other hand,
the Order of Railway Conductors claimed that the payment was
invalid since the Conductors' agreement governed any fallure
to call an extra conductor, and that the Conductors' Union
had an. agreement with the carrier for lay-over service into
which Orr would not fall. A regional board naving falled to
settle the question, it was referred to the National Railroad
Adjustment Board. It was still not settled to the satisfaction
of the Trainmen's Union, whereupon a strike vote was called.
Since a state of emergency was found to exist, the President
appointed an Emergency Board, and the question was finally
settled.4?

The question in any plece of legislation of this type 1s
always one of constitutionality. However, in this instance,
the Labor Acts were upheld by a decision of the Supreme Court
handed down on karch 29, 1937, in the case of the Virginian
Rallroad Company vs. Systems Federation No. 40. In this case,
the Virginian ftailway attempted to clalm the exemption of
backshop employees from the jurisdiction of the Railway Labor
Acts on the basis that these persons were not engaged in inter-
state Commerce. However, the court found that these employees
are so closely relsted to persons engaged in the conduct of
interstate commerce that tnhey were to be regarded as part of
them. The court stated that "all taken together fall within
the power of Congress over interstate commerce, which extends
to such regulations of the rail carriers to their employees
onably calculated to prevent the interruption of

as are reas

interstate commerce by strikes and attendant disorders".
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During 1937, there were many demands made by the employees
for higher rates of pay. Two groups of employees filed demard s
for pay increases early in 1937. The transportation group,
consisting of train, engine men, and yard service men filed
a demand for a 20% increase, while the bulk of the remaining
organizations filed demands for a 20 cent per hour wage increase.
Extensive negotiations were carried on, and the matter was
finally settled by mutual agreement after the National Media-
tion Board insisted that the matter be handled across the table.
Prior to the settlement, a strike vote was called in both groups,
and the unions threatened to go out on strike unless the matter
was settled according to their demands . 4%

If the strike had really occurred, the President, in
order to circumvent the matter, would have been obliged to call
for an Emergency Board, under the terms of the Railway Labor
Acts. ©ince neither side cared to carry the matter that far,
and since both sides were willing to compromise their differ-
ences, the matter was settled by means of ordinary conference.
Accordingly, the carriers settled with the non-transportation
group for an increase of five cents per hour, and with the
transportation group at 5.5 cents per hour per 8-hour day.44
These increases had been cllowed more as a result of the
improved business conditions apparent in 1937 than because of
the willingness of the carriers to allow wage increases.

Scareely had these arrangements been completed, before a
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recession in business again became evident. Net railway earn-
ings and carloadings fell sharply during the latter portion
of 1937, and they continued to decline through the early
months of 1938.45 1In an effort to offset this falling income,
the Class I railroads requested the Interstate Commerce Comm-
ission to grant them the authority to increase freight rates
and all charges by 15%. Among the c¢rounds presented for this
proposed rate increase was the rise in rellway operating ex-
penses due to a rise in the cost of materials, supplies,

wages and the new taxes imposed upon the carriers as a result
of the Federal unemployment insursnce and the Railway Labor
Retirement Act. The Interstate “ommerce Commission finally
granted a rate increase of 5% after carrying on extensive

hearings.46

As a result of all of these factors, the carriers set up
a committee which became known as the Carriers! Joint Confer-
ence Committee which was to explore the possibilities of reduc-
ing operating expenses by reducing wages. A meeting was held
in Chicago, Illinois, on March 16, 1938 and it was decided,
after surveying the decline in traffic and the increase in oper-
ating costs, that the carriers would be justified in asking
for a reduction of 15% in the wages of railway labor. Pursu-
ant to this decision, a committee of rallroad presidents con-
ferred with the executives of the railway labor organizations
in Washington. The latter, although wllling to help the rail-

roads in their presentation of relief requests to Congress,
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were firm in their refusal to consent to a reduction in wages.
A further meeting was held in Chicago toward the latter part
of April, attended by the railroad presidents and the Carriers!
Joint Conference Committee and it was decided to reduce wages
by 15%, notwithstanding.47

As a result of this meeting, the carriers issued formal
notice of their intention to cut the wages of certain types
of employees by 15% on July 1, 1938. After preliminary nego-
tiations, it was decided to handle tae matter on a national
basis, as all efforts at settlement were unavailing. Mediation
was thereupon invoked but without materially helpiné the situa-
tion. Consequently, as required by the Railway Labor Act, the
National Mediation Board requested the parties to submit the
controversy to arbitration. Although the carriers were will-
ing to arbitrate, the employees refused. The Natlional Mediation
Board then formally notified the parties of the termination of
its service, thus automatically staying the original notices
for an additional 30 days. The carriers then notified their
employees that the wage reductions would co into effect on
October 1, 1938. On September 26, having taken a strike vote,
the unions informed the employees that a national strike would
take place unless the notices were withdrawn. On the following
day, in view of the fact that the threatened strike would
seriously affect interstate commerce, the National Nediation

Board advised the President that a state of emergency was



existent. The President thereupon appointed an Emergency
Board to investigate and report respecting the dispute. On
September 27, this Emergency Board was appointed by the Pres-
ident. After considering the matter for slightly more than a
month, they handed down a decision on October 29, 1938, in
which it was recommended that no horizontal reduction in wages
be carried out by the carriers. In view of the wide and far
reaching nature of this decision, it is well that some space
be devoted to a more full consideration of it, for it is in
this thet we find the crux of the present railroad situation.

The serious situation of the railroads was made apparent
in March, 1938, when a three man Interstate Commerce Commiss-
ion report was submitted to the Presildent providing for
immediate relief and a long term program_for the railroads.
Although this report was submitted to Congress with appropriate
remerks and additions by government officials, that august
body neatly sldestepped the issue by adjourning.

The present railroad situation must be viewed in terms
of the past 17 years. During thsat time, between the years of
1921 and 1930, total operating income stood at about 6 billion
dollars pef year. In 1930, however, income dropped over a
billion‘dollars, and by the year ending June, 1938, it had
fallen to $3,715,604,013, On the other hand, totsl operating
expense had only fallen 1.1 billion in 1921, one-half billion

in 1931, 667 million in 1936 and 361 million by June 30, 1958.48
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From the standpoint of the individual system in 1929,
95.75% of the railroads were operating with a net income,
in point of mileage, whereas from 1931 to 1937 the ratio never
went above 61%, and by June, 1938, it had fallen to 13.17%.
Trustees and receiverships rose from 9% in 1921 to 31% in
July, 1938. Naturally, all of these things have a very
dilatory effect upon rallroad securities and the obtaining
of rallroad loans. Although the outstanding factor in the
figures cited has been one of business depression, there
are other factors affecting the railroads as well. |

Chief of these has been the rise of other and new ﬁypes
of competitive carriers. The carriage of mail and passengers
-- a profitable source of revenue -- has increased tremendously
as far as the alr lines are concerned. 1In addition to this,
the carriers now stand competition fromimotor transport,
automobiles, water lines and pipe lines.

Changes and relocatlion of industry have made further
inroads upon railroad revenue. The substitution of hydro-
electric for cerbo-electric power 1s but one of many examples.
The use of interstate plpelines for the transportation of
natural gas, and the consequent slackening of the use of
coal is but another example in the chain.49

All of these items, and many others, were very closely
considered by the Board. In the end, the Boesrd was convinced
that a reduction in wages would have been merely a palliative,
since the root of the railroad situation could not possibly

be remedied by any so superficial adjustment as a reduction
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in the wage rate. The Board felt that the only way the rail-
road situation could be remedied would be by the Government
engaging to relieve the railroads from some of their financid ,
and other difficulties. It was further asserted, before the
Board, that wastes aggregating $1,000,000 a day conld be pre-
vented and that the pursuit of such a course by the carriers
would obviate the needs for effecting savings through a wage
reduction.20

The carriers complained thet much needless expense was
being heaped uvon them by the unions in their attempts to urge
the passage of varlous restrictive bills having to do with
full crews, length of train and hours and vafious other similar
legislative proposals. The employees replied that they urged
the passage of these bills only because of the effects of
technological unemployment. The Board believed that such
questions should be answered within the industry, and that they
should flow from the processes of collective bargalning between
the carriers and the men and not from 1egisiation.5l

The Board further stated that the estimated saving of
%250;000,000 thet the propqsed wage reduction would bring about
would not necessarily go to the most deserving roads. Eight
foads not entitled to consider themselves in financial straits
would have benefited to the extent of 36.9% of the savings,
while more than half of the total would have gone to roads

not in a particularly dangerous position. Thus, while labor
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might be expected to make some sacrifice for the benefit of
the industry as a whole, there is little reason to pensalize
the labor of the strong reads for the benefit of the weaker
carriers.

The Board further stated that the avetage weekly wage
rate In the railroad industry was lower than that paid for
comparable service in other industiies. With rapidly declin-
ing employment in the railroad industry, with seniority
rules widely observed, and with a disinclination of many
workers in certain types of employment to leave the service,
a larger number of men are frequently on lay-off. Thus the
real wage tends to fall even below the average weekly wage.
The Board stated that the railroad wages tended to lag behind
advances in other industries., ©Since there was no concerted
action on the part of other industries to reduce wages, the
Board falled to see why wages should be reduced in the rail-
road industry.

Finally, the Board observed that hardly a more important
problem faced industry today than the handling of its labor.
In order to cet the best cooperation from the men, it is
necessary that they not be alienated. It would be foolhardy
to force any such shortsighted remedy as a reduction in wages.
Sinece the railroads are for the public and not the public for

the railroads, the Board felt *het any dlispute such as this

should have the aspect of a tri-partité agreement. Since the
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railroads must depend for the existence upon both the public
and labor, it would be foolish to alienate either the public

or 1abor.51

The decisipn was handed down on October 29, 1938. This
is by far the most important case that has come before the
various Emergency Boesrds since the inception of the Railway
LaborrActs. Once the decision was handed down, no further
attempt was made to reduce the wages. The handing down of
this decision, and the manner in which the decision was found,
seemed to imply the promise of some sort of constructive
railroad legislation on the part of Congress. Five months
after the decision, Congress had still taken no action regard-
ing this very imporﬁant point.

During the depression, the labor leaders of the railroad
unions devoted a large measure of effort toward the impossible.
They furthered all types of schemes that would have certainly
increased employment, but would have decreased the net income
of the railroads. The most far reaching of these schemes
ﬁas the proposal that railroads be required to shorten the
working day to six hours, meanwhile paying the same wage scale
as had been pald for the eight hour day. On the basis of
the 1930 income, the Interstate Commerce Commission found
that it would have increased the railroad payroll by $600,000,000,
and that it would have mainly benefited those already in the
higher income brackets .52
A further propos2l would have limited all trains to not

more than 70 cars or one-half mile. This proposal would have



Increased employment but would not have materially helped
safety, the justification for this attempted legislation.
Notwithstanding the increasing length of trains, the accident
rate for all trains and train services has fallen from 68.0%
of accidents per million train miles in 1923 to 31.0% in
1935.55

One other attempt worth mentionine is that of the full
crew bill which would have required at least two men on every
locomotive or motor, a conductor on every light engine, at
least three brakemen on every train of more than 50 cars, and
a filreman, engineer, two brakemen and a conductor on every
locomotive switching in or between yards. It was estimated
at the hearings before the House of Representatives that these
proposals would have added $70,000,000 annually o operating
expenses, on the basis of 1934 traffic.54

To guarantee further the security of the reilroad worker,
the Railroad Retirement Act was passed in June, 1934. This
original Act was held to be unconstitutional when it came up
before the United States Supreme Court in 1935.59 Congress
immediately countered b~ adopting a new retirement act thought
not to be in violation of the Constitution, as interpreted by
the Court. The two laws enacted by Congress during 1935 have
come to be known as the ftailroad Hetirement Act and the Rail-
road Employees' Excise and Income Tax.%®  The retirement law
applied to employees in the service of express companies,

sleeping car companies, and all railroad companies and their
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subsidiaries under the jurisdiction of the Interstate Commerce
Commission. Ehployees who became representatives of railway
labor organizations were also included under this Act. However,
the law avoided one of the pitfalls of the former unconstitut-
ional act by not includines among those persons, eligible for
benefits from the legislation, employees who were no longer

in servioe.57 Congress was to appropriate the funds necessary
for the payment of the annuities, and the annuities were to be
paid by the disbursement division of the United States Treas-
ury to those persons whom a Railroad Retirement Board, appointed
under the terms of the Act, certified to be entitled to the
payments. An excise tax was imposed upon the carriers under
the terms of the Railroad Employees' Excise and Income Tax.
This tex amounted to 32% of the compensation not in excess of
$300 per month paid by the carrier to 1its employeés. A similar
amount of income tax was placed upon the wages of the employees,
up to $300. per month. This income tax was to be deducted from
the wages of the employee each month. The carrier was then

to forward the income tax and the excise tax to the Treasury

of the United States. It was in this manner that Congress
sought to avoid violation of the Constitution by substituting

a Federal Tax for a compulsory penslon levy: upon the carriers

and their employees.58

Neither the employees of the carriers nor the carriers
were wholly satisfied with the terms of the Rallroad Retlrement

Act and the Railroad Employees Excise and Income Tax Act.
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Therefore, the case was carried into court and the enforcement
of the Act was enjoined in June, 1936 by the Federal Court of
the District of Columbia upon action instituted by the rail-
roads. In this case, the court held that the taxing provisions
of the Act were unconstitutional and further collection of fees
was enjoined pursuant to the findings of the Supreme Court as
of,1954.59 The two Acts were found to have dovetailed so
nicely that they were essentially the same as the law already
declared unconstitutional. The taxes imposed by the Act of
1935 were not for the promotion of.the~general welfare,vbut
they were secured to éerve a specific end for which the funds
of the contributors could not be taken without a violation of
the “due process" clause of the Constitution. The Judge finally
arrived at the obvious fact that "it was clearly the intention
of Congress that the pension system created by the retirment
act should be suprorted by taxes levied against the carriers
and their employees." Thus, thé taxing act was found to be
uncongtitutional, but the act setting up the machinery was left
intact. The Railroad Retirement Act had already set up a Rail-
road Retirement Board, and this Board wes functioning updn
monies appropristed, for that purpese, by Congress. The Board
was not only administrating the dutles of the #Act but it was
also granting annuities out of the money granted by Congress.eo

The situation arising out of thls impasse was so confused
that it became necessary for the President to req uvest that
the railroads hold a conference with the employees so that

some sultable solution might be found. At the suggestion of
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the President, the Association of American Railroads and the
Reilway Labor Executive Association held a conference. After
protracted negotiations, an agreement was reached for a plan

of pension legislation that would be acceptable both to the
unions and to the carriers. The terms of this agreement

were embodied in two bills, one of which created s Railroad
Retirement System, while the other levied payroll taxes de-
signed to provide funds to carry out the plans. These bills
were enacted by Congress and were approved in June, 1937. Thud,
the Third Railroad Retirement &ct came into being in 1937.61

Under this plan there is a tax paid into the Treasury of
the United States upon employee payrolls. This tax is not to
exceed §300 per month for any employee, and the tax is to start
at 5% and increase gradually until it reaches 7% at the end
of 12 years. One half of this tax is to be paid by the
carrier and the other half is to be deducted from the employee's
wages. The pension is to be paid out of the Treasury of the
United States. This measure is rendered valid by an agreeméﬂ:
on the part of the parties in interest,5%

The provisions of the Railroed hetirement Act were modified
in several perticulars, but in details rather than in principle.
Administration of the Act was left in the hands of the Railroad
Retirement Board provided for in the Act of 1935. The method

of computing annulties, payable monthly, was also not changed

from the original Act .85



The annuities are based upon the service period of the
employee and are the sum of the amounts determined by multiply-
ing the total number of years of service, up to thirty, by the
following percentages of the monthly compensation; 2% of the
first $50; 13% of the next $100; and 1% of compensation in
excess of $150. It was further provided that no compensation
would be paid on incomes in excess of $300 per month. In
general, annuities up to $120. per month are payable, depend-
ing upon the two aforementioned variables. Minimum annuities
are also provided for employees reaching the age of 65 and
with at least 20 years of servica.b4

An employee may retire when he has reached the7age of 65.
He may also retire when he has reached the age of 60,'but he
then must expect a reduction of 1/15 of annuity for each year
under 65. He may continue in service after he has reached
65, but if he does, his wages will continue to be taxed although
his pension will not benefit thereby.

A1l the roads having private pension systems turned their
accounts over to the Railroad Retirement Board, snd annuities
aceruing thereby were payable under the new system. If an
employee retires and then engages in some other type of gain-

ful work, he forfeits his annuity.®5

Should the employee die, a moderste death benefit 1s paid
to the widow or to the estate of the deceased. Upon making
apolication for an annuity, it is possible for the employee

to apply for a reduced anmulity which would be payable during
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his 1life and the 1life of the surviving widow. The present
xalue of the annuity is then to be determined upon the basis
of the combined annuity tables, with interest at 4% per annum..

It 1s not possible for a person to receive both the bene-
fits due him under the Railroad BHetirement Act and the Social
Security Plan. The minimum annuity receivable is $20 or the
full amount of the employee's compensation, if that should
have been $20. per month, or less. However, in no case will
his annuity be less than the amount that he would receive
under Section II of the Social Security Act.

There 1s no maximum 1imit to the ennuity payable, the
amount being determined by the general formula by which annu-
ities are reckoned. It has been estimated that with the retum
of railroad traffic to the 1929 level, about 1,400,000 employees
would fall under the jurisdiction of the Railroad tetirement
act .56

To the end of 1937, about 95,000 applications had been
filed with the Railroad hetirement Board. It was expected
that 10,000 would be found ineligible, thus leeving about
85,000 to be paid. Uf these, 58,000 had been granted up to
the end of 1937, leaving about 27,000 to be acted upon.

At the end of 1937, the exclse taxes for the purposes
of this plan accounted, on a 2 billion dollar paeyroll, amounted
to $95,000,000, and at the end of 1938, to §115,000,000.
Héwever, the operating expenses of the carriers were relieved

to the extent of $37,362,261. This was the amount payable
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under the compeny pension plans at the end of 1936, the last

year of private operation.ev

For the most part, the labor policy engaged in by the
Government has been the most satisfactory portion of its re-
latlions with the carriers. They have succeeded in practically
eliminating the wasteful and injurious strike by means of the
various Railway Labor Acts, and they have provided for the em-
ployees' old age through the medium of a safe and sound annuity
plan. Notwithstanding the essential goodnegs of these things,
there are stlll certain rough spots that must be ironed out
by the Govermnment. Not the least of these is the weskness of
certain parts of the Railway Labor Acts.

In the administration of the Railway Labor #ct, certain
difficulties have appeared in the portions dealing with the
work of the Adjustment Bosrds which have caused deiay snd
unsatisfactory results.

One of the weaknesses of the present law lies in the
temporary character of the referees, who are employed day by
day for particular cases. The referee does not sit on the
case, but is called in only in case of a deadlock in the Board.
Furthermore, no record of the evidence 1is kept for submission

to the referee, nor are the constestants even allowed to

appear before him.68

While the reilroads are strictly bound to follow the
decisions handed down through the medium of the Railway Labor

Acts, and the carriers are obliged to pay awards granted by
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the various boards to the employees under pain of court pro-
ceedings, no provision is made for court review at the instance
of the carrier. The only provision referring to court review
1s that referring to suilts by the employees for the enforce-
ment of awards. Resther than attempt to take these awards to
the court should the carriers refuse to pay,‘the unions prefer
to enforce these findings by means of a strike threat.69 This

was not the intention of the statuste.



242
FOOTNOTES

1. Association of American Railroads, Statistics of Railways
of Class I United States, sheet 3.

2 J R. Commons & J. B. Andrews, Principles of Labor Leglslation
Revised and znlarged, p. 154-155,

3+ Interstate Commerce Commission, 52nd Annual Report, p. 28.

4, W. J. Cunningham, American Railroads, p. 19, 35, 102.
5. Ibid., p. 106.
6. I. L. Sharfman, The American Railroad Problem, p. 175-176.

7. F. H. Dixon, Railroads and Government, p. 117-118,

8. Sharfmen, op. cit., p. 117-129.

9. Bureau of Information of the mastern Railroads, Railroads
and Railroad Wages, p. 9.

10. Interstate Commerce Commission, Acts Supplementary to the
Interstate Commerce Act, p. 108-L10,

11, Railway ige, vol, 98, p. 554; vol. 98, p. 832.

12, E. A, Lewis, Laws Relating to medaition, Conciliation,
and Arbitration Between cmployers and rmployees, p. 126.

13, I. C. C., Acts supplementary, p. 110.

14, C. B, Aitchison, ed.,, Interstate commerce Acts Annotated,
VOla IV, po 3581.

15, Sharfman, op. cit., D. 443-444,
160 Ibido, pl 428‘4510

17. Lewis, Laws Relating to Mediation, etc., p. 12,

18. Cunninghem, op. ¢it., p. 231.

19, Sharfman, op. cit., p. 443-447.

20, Cunningham, og.lcit., p. 286,

21. Aitchison, op. cit., vol. IV, Dp. 3371,
22. I. C. C.y Acts Supplementary, p. 108-109,

23. Lew1s, op. cit., p. 126.



243

24, American Bankers Association, Stop, lLook, Listen, p. 212.

25. The Annals of the American Academy of Political and Social
Science, September, 1936, p. 96-1005.

26. J. B. Eastman, Report of the Federal Coordinator of Transport-
ation on Trangportation Legislation, D. 32.

27. M. J. GOImley,Aﬁdress, June 8, 1938.
28, Aitchison, op. eit,, vol. VII, p. 5971,
29. Ibid., vol. VII, p. 5980.

30. Eastman, Coordinators Report, p. 3l.

3l. Railway Age, May 30, 1936, p. 885.

52‘ Ibido, pi 885‘887-
3%. Aitchison, op. cit., vol. VII, p. 5971.

35, Aitehison, op. ¢it., vol, VII, p. 6193.
36, Lewis, op. c¢it., p. 126-129.

7. Supra, footnote 1l.

38. Lewis, op. cit., p. 126-189.

39, Report of the Emergency Board Created February 8, 1957
Mareh 7, 1937, p. 1l-12.

40, Report of the Emergency Board Created April 14, 1937,
PQ 27.

4:1. Ibid.a’ p. 14"15.
42, 300 U. S, 515; 84 Fed. 641.

43, Association of American Railways, A Review of Raillway
' Operations in 1937, p. 6.

44- Ibido, P- 6‘7ﬁ

45, Association of imerican Railroads, Statistics of Railways
Class I, United States, sheet 1; sheet o,

46, I. C. C., 52nd Annual Report, p. 46.

47, Report of the'Emergency Board Appointed September 27, 1938,
O&tober 29, 1938, p. 1-4.

48, Ibid., p. 8-9.



244

4:9. Ibid..’ p. 10—191
50. Ibid. ’ P. 19-25-
51. Ibid. 9 p, 58-560

52, U. 8. Chamber of Commerce, Restrictive Railroad Bills,
Po 5-60

53. Association of American Railroads, The Train Length Bill,
P. 1-113 Bureau of Railway Economics, Limiting the Length
of Trains by Law, p. 1-18.

54, Chamber of Commerce, op, cit., p. 10-13,
55. Aitchison, op. eit., vol. VII, p. 6198.
56. I. C. C., Acts Supplementary, p. 110-113.

57. Railroad Retirement Act, No. 399, 74th Congress.
58. Railroad Taxing Act, No. 400, 74th Congress,

59. Alton Railroad Co. v. Railroad Retirement Board, 16 Fed. Sup.
955. ‘

60. Ibid..

6l. Association of american Railroads, A Review, p. 10.
62. Ibid., p. 10-12.

63, Aitchison, op. c¢it., vol. VII, p. 6196,

64. Ibid., vol. VII, p. 6197.

65. g@;g;, vol. VII, p. 6198,

66. I. C. C., Acts Supplementary, p. 110-111,

67. Association of American Railroads, A Review, p. 13. -

68. The Railway Labor Act, April 19, 1936, p. 14-19.

69. Report of the Emergenwy Board Created April 14, 1937, p. 1-2,



245

BIBLIOGRAPHY

Primary Source Material.

1. Association of American Railroads, Statistics of Railways
of Class I United States, Bureau of Rallway kconomics,
Washington, D. C., September, 1938.

2. Mbodgs Manual of Investment, American and Foreign, 1937.
Moody's Investors Service, llew YOTrK., 1937.

3. Mundy, Floyd W., ed. kundy's Earning Power of Railroads.
Jas. H. Oliphant & Co. New York. 1937 & 1938.

4. National Transportation Committee. Report of theVNational
Transportation Committee, Association of American Railroads,
- Washington, D. C. 1933.

9. Poor's Railroad vVolume, 1867 & 1937, Poors Publishing Co.
New York,., 1867 and 1937.

6., U. S. Federal Coordinator of Transportation, Analysis
of Railroad Fiscal and Related ijork. Government Printing
OTffIce, washington. 1935, '

7. «o. spplication of national Industrial zecovery Act to
the Railroads, Government Printing Office, i/ashington., 1933,

8. ... Comparative Labor Standards in Transportation, Gov-
ernment rrinting Olfice, washington, 1937.

9. ... Conclusions of the Federal Coordinator of Transportation
on uerchandise Traffic, Government Printing Offuce,
Washington, 1936.

10, ... sonclusions of the sederal Coordinator of iransportation
on Freght Traffic, Government Printing Office, Washington, 1936,

11. ... Conclusions of the Federal Coordinator of ‘ransportation
on Passenger lraific, Govermment rrinting Office, washington.
1936, '

12. ... zegulation of ﬂailroéds, 73rd Congress, 2nd Session,
Senate Document 119, Government Printing Office, Washington,
1954.

13, ... Regulation 'of Pransportation igencieg, Government Printing
office, washington, D. C., 1954.

14. ... Report of the Federal Coordinator of Transportation, 1934,
.Government rrinting Office, Washington, D. C., 1935,




15.

16.

17.

18Q

19,

20.

21.

22.

23

24.

25.

26.

27 .

246

«+« Report of the rederal Coordinator of Transportation, 1935.
Govermment Printing Office, Wwashington, D. C., 1936,

U. S. Interstate Commerce Commission. Annual Report, from
1920 to 1938, numbers 34 to 52. Govermmemt Printing Office,
Washington, D. C., yearly from 1920 to 1938,

U. S. Interstate Commerce Commission, Interstate Commerce
Acts, Annotated, C. B. Aitchison, ed., 7 volumes, Government
Printing Office, Washington.,D. C., 1930 and 1934.

«++ Acts Supplementary to the Interstate Commerce Act,
Government Printing Office, .ashington, U, C., 1936.

... Compilation of Laws Relating to llediation, Conciliation,
and Arbifration Between Zmployers and Bmployees, H. A.
Lewis, ed., Govermment pPrinting 0fTice, Washington., D. C..
1937.

U. S. Committee appointed September 20th, 1938, by the
rresident of the uUnited States, General Recommendations
upon the Transportation situation, washington, D. C., 1938,

U. S. Report of the Zmergency Board Created .ebruary 8, 1937,
Government Printing Offi%e, Washington, D. Ca., 1937.

U. S. Report of the -mergency Board .reated April 14, 1937.

Government rrinting Office, .ashington, D. C., 1937.

U._S. Report of the .mergency Board Created September 27, 1938.
Government Printing Office, .ashington, D. C., 1948.

U. 8. Director General, General Orders of the United States
Railroad Administration, Orders printed at various times
tThroughout 1918. Government Printing O0ffice, “'ashington. 1918,

U. S. Director General, Report of the Director General of
Railroads. Govermment Printing Office, washington, D. C. 1919.

U. 8. Joint Committee on interstate and roreign Commerce,
Report on Railroad vonditions, Govermment Frinting Office,
V‘faShington, D L] C LR ) 1918 [ ]

U, S. Interstate Commerce Commission, ‘he Safety -ppliance
Laws, Government rrinting Uffice, Washington, 1934,




1.
2.
3.
4,
S.
6.
7.
8.
9.
10.
11.
1=z,
1o,
14,

15.

TABLE OF CASES, CITED

134 u. S. 438.
118 U. S. 537.
167 U. S. 479.
208 U. S. 161.
212 ¥y. S. 481,
207 U. S. 463.
223 U. S. 1.

234 U, S. 342,
263 U, S. 456.

46 sup. Ct. Rep. 452.
71 L. C. C. 609.
76 L. C. C. 801.
257 u. S. 56l.
257 U. S. 591.
100 I. C. C. 513.

247

100 I. C, C. 300.

205 I. C. C. 511.

205 I. C. C. 555.

59 . C. C. 290,

I. C. C. ex parte 115.
226 I. C. C. 41.

{. C. C. ex parte 123.
227 I. C. C. 17,

227 1. C. C, 6805,

227 I. C. C. 644.

101 I. C. C. 513.

300 U. S. 515.

84 Fed. 641.

300 U. S. 621,

i86:I. C. C. 137,

TABLE OF STATUTES CITED

(Not Including those contalned in
Interstate Commerce Acts annotated.)

28 Statute at Law 730.

28 wtatute at Law 1192.

39 statute at Law 619.
40 statute at Law 451.

4] Statute at Law 456,

9.
10.
11.
12.

13.

255 Publiec Law, 74th vongress. 14,

%6 wstatute at Law 76,

15.

Public No. 174, 75th Congress 3¢,

17.
18.

44 Statute at Law, 577
Public No. 442, 73rd Cong.
48 Statute at Law, 926.
Public No. 487, 74th Cong.

48 Statute at Law 11885,

Public No. 400, 74th Cong.
Public No. 255, 74th Cong.
Public No. 399, 74th Comg.
Public No. 333, 7<nd Cong.
H. R. 2531, 76th Cong.



248

Secondary Source Materisl.

1.

2.

Se

Oe

10.

11.

1z.

13.

14.

15.

Amerlcan Bankers Association, Stop, Look and Listen.
Doubleday, Doran & Co. New York. 1932,

Association of American Rdlroeds, Limiting the Length of
Trains by Law, Association of #merican Railroads, Washington,

D. C. 1937.

e+s The Train Length Bill, Association of Americen Railroads,
Washington, D. C. 1937.

e+. Railroad Program, Assoclation of American Railroads,
Washington, D. C., 1938.

— ———— G— Sa——

Washington, D. C., 1937.

e+s The Long and Short of It, Association of American Rail-
roads, Washington, D. C., 1937.

J. R. Commons & J. B. Andrews, Principles of Labor Legislation.

revised and enlarged. Harpers, New York, 1927.

W. J. Cunningham, Americaen Railroads, A. W. Shaw Company,
Chicago, 1922.

F. H. Dixon. Railroads and Government, Charles Scribner's
Sons, New York. 1922.

W. B, Dana, co., Rallway Number of the Railway a2nd Industrial
Compendium, William B. Dana Co. New York, 1937.

C. S. Duncan, A National Transportation Policy, D. Appleton-
Century Co. New York, 1936.

S. 0. Dunn, Regulation of Railway_, D. Appleton and Co.
New York, 1918.

F. C. Hicks, High Finance in the Sixties, Yale University
Press, New Haven, 1929.

GG Huebner & E. R. Johnson, The Railroad Freight Service,
D. Appleton & Co., New York, 1926.

W. T. Jackman, Economic Principles of fransportetion,
The University of Toronto Press, Toronto, 1935,




16.

17.

18.

19.

20 L]

21.

22,

25.

24.

25.

26.

27.

249

E. R. Johnson, Government aegulation of Transportétion,
D. Appleton- Century Co. New York. 1938,

L. F. Loree, Railroad Freight Transportation, D. Appleton
& Co. New York. 1922.

J. H. Pammelee, A Review of Railway Operations in 1937.
Assoclation of fmericsn Railroads, Washington, D. C. 1938.

I. L. Sharfman, The American Railroasd Problem, The Century
Co. New York. 1921.

H. M. Sperry, ed. Electric Interlocking Handbook, General
Railway Signal Co. Rochester. 1913.

W. M. Splawn, Government Ownership and Operation of failroads,
The Macmillan Co. New York. 1928.

F. H. Spearman, The Strategy of Great Rallroads, Charles
Scribner's Sons, New York, 1906.

U. 5. Chamber of Commerce, Restrictive Railroad Bills,
U. S. Chamber of Commerce, Washington, D. C. 1936.

W. W. @Willoughby, The Ethical Basis of Political Authority,
Thre Macmillan Co. New York. 1930.

We We Willoughby, The Fund=mentsl Concepts of Public Law,
The Macmillan Co. New York. 1931.

W. #. Willoughby, United States Constitutionsl Lew,2nd edition.
Baker, Vorhis Co. New York. 1935.

World Almenac snd Book of fects, 1936, 1937, 1938, World-
Telegram Publishing Co. New York, 1936, 1937, 1938.




250

Periodicals

13.

12y,

15.

American Labor Legisletion Review, vol. 4, no. 1.

Annals of the Academy of Political and Social Science, vol.

187, September, 1936.

Hudson River Railroad, 1856.

North £fmerican Review, vol. 120, no. 4.

Rd lway ige, vol. 98, May 30, 1936.

Railway Age, vol. 98, March 28, 1936.

Railway Age, vol. 97, June 15, 1935.

Railway Age, vol. 96, January "6, 1934.

Radlway Age, vol. 104, January 22, 1938.

Railway Age, vol. 104, Janusry 29, 1938.

Railway Age, vol. 104, February 5, 1938.

Railway Age, Merch 5, 1938.

Rallway Age Gazette, vol., 77, October 1, 1915.

Thé*New York Times,February 13, 1933. p. 2.

Wall Street Journal, February 25, 1938, p. 3.













	_0001
	_0002
	_0003
	_0004
	_0005
	_0006
	_0007
	_0008
	_0009
	_0010
	_0011
	_0012
	_0013
	_0014
	_0015
	_0016
	_0017
	_0018
	_0019
	_0020
	_0021
	_0022
	_0023
	_0024
	_0025
	_0026
	_0027
	_0028
	_0029
	_0030
	_0031
	_0032
	_0033
	_0034
	_0035
	_0036
	_0037
	_0038
	_0039
	_0040
	_0041
	_0042
	_0043
	_0044
	_0045
	_0046
	_0047
	_0048
	_0049
	_0050
	_0051
	_0052
	_0053
	_0054
	_0055
	_0056
	_0057
	_0058
	_0059
	_0060
	_0061
	_0062
	_0063
	_0064
	_0065
	_0066
	_0067
	_0068
	_0069
	_0070
	_0071
	_0072
	_0073
	_0074
	_0075
	_0076
	_0077
	_0078
	_0079
	_0080
	_0081
	_0082
	_0083
	_0084
	_0085
	_0086
	_0087
	_0088
	_0089
	_0090
	_0091
	_0092
	_0093
	_0094
	_0095
	_0096
	_0097
	_0098
	_0099
	_0100
	_0101
	_0102
	_0103
	_0104
	_0105
	_0106
	_0107
	_0108
	_0109
	_0110
	_0111
	_0112
	_0113
	_0114
	_0115
	_0116
	_0117
	_0118
	_0119
	_0120
	_0121
	_0122
	_0123
	_0124
	_0125
	_0126
	_0127
	_0128
	_0129
	_0130
	_0131
	_0132
	_0133
	_0134
	_0135
	_0136
	_0137
	_0138
	_0139
	_0140
	_0141
	_0142
	_0143
	_0144
	_0145
	_0146
	_0147
	_0148
	_0149
	_0150
	_0151
	_0152
	_0153
	_0154
	_0155
	_0156
	_0157
	_0158
	_0159
	_0160
	_0161
	_0162
	_0163
	_0164
	_0165
	_0166
	_0167
	_0168
	_0169
	_0170
	_0171
	_0172
	_0173
	_0174
	_0175
	_0176
	_0177
	_0178
	_0179
	_0180
	_0181
	_0182
	_0183
	_0184
	_0185
	_0186
	_0187
	_0188
	_0189
	_0190
	_0191
	_0192
	_0193
	_0194
	_0195
	_0196
	_0197
	_0198
	_0199
	_0200
	_0201
	_0202
	_0203
	_0204
	_0205
	_0206
	_0207
	_0208
	_0209
	_0210
	_0211
	_0212
	_0213
	_0214
	_0215
	_0216
	_0217
	_0218
	_0219
	_0220
	_0221
	_0222
	_0223
	_0224
	_0225
	_0226
	_0227
	_0228
	_0229
	_0230
	_0231
	_0232
	_0233
	_0234
	_0235
	_0236
	_0237
	_0238
	_0239
	_0240
	_0241
	_0242
	_0243
	_0244
	_0245
	_0246
	_0247
	_0248
	_0249
	_0250
	_0251
	_0252
	_0253
	_0254
	_0255
	_0256
	_0257
	_0258
	_0259
	_0260

