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Transportation is one of the oldest indus- 
tries and upon it largely depends the scope 
of the commercial development of the 
country and the market prices of its natural 
and manufactured products. 

Public regulation of the great interstate 
carriers requires oversight of the operating 
and financial results of a quarter of a mil- 
lion miles of railroad, representing sixteen 
billions of dollars of securities held by the 
public, earning annually in gross three and 
a quarter billions of dollars ; employing and 
paying nearly two millions of employes and 
incidentally paying over one hundred and 
fifty millions of dollars of taxes into the 
public treasuries, and much more for 
materials and wages. Part of the public 
service they render is represented by 
carrying two billion tons of freight and a 
billion passengers per annum. But with 
their regulation is closely connected the 
effect on other lines of industry and com- 

merce dependent upon the healthy condition 
of the railroads. 

Regulation through the State and Federal 
Legislatures and Commissions is, therefore, 
a great national financial and business ques- 
tion, which must be completely removed 
from the arena of politics, or political com- 
promise. The magnitude and importance 
of the public interests at stake compels that 
course. 

Some Advantages and Disad- 
vantages of Regulation 

Public regulation has advantages, and 
concisely stated they have been chiefly : 

F&O. Greater stability in rates through 
the reduction or prevention of excessive 
rates and the enforcement of laws prevent- 
ing rebates and discriminations. These 
were the chief duties of the Commission 
under the lnterstate Commerce Laws for 
the protection of the public. They also 
benefit the railroads. 

* * * * 

Second. Greater uniformity in account- 
ing. We could wish for more stability 
under this heading. 

* + * 46 

Third. Increase of public confidence 
and appreciation of the great service of the 
railroads, largely because of the feeling that 
public interests are effectually protected 
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through Commission regulation, investiga- 
tion and prosecution. The chief duty ex- 
pected from commissions was acting as 
impartial bodies between the public and 
the railroads on questions regarding their 
public service and rates. They have been 
exceedingly helpful in arousing a sense of 
responsibility of the railroads to each other, 
and of the public to the railroads, as well 
as of the railroads to the public. These 

advantages are substantial and must not be 
underestimated. 

Some Disadvantages of 
Present Regulation 

Public regulation also has disadvantages 
which so far have been chiefly: 

First. The great and rising expense and 
confusion which public regulation-State 
and interstate-has thrust upon the railroads 
and the public, due to the fact that the many 
Legislatures and Commissions are endeav- 
oring to regulate the same industry or a 
part of it in their own way. The laws and 
orders which necessitate large expenditures 
take a wide range from those requiring 

extensive investigations to those dealing 
with rates,safety appliances, length of trains, 
size of crews,grade-crossing abolition,work- 
ing conditions, statistics and other data. 

They have caused a great deal of dupli- 
cation and wasteful expenditure of money 
and energy, and while a Federal Commis- 
sion can recognize that in the public in- 
terest railroad revenues should be increased, 
the State laws and regulations can, and do, 
render those decisions negative. In the 
four years 1912-1915, over four thousand 
Federal and State Bills affecting the rail- 
roads were introduced, and over four hun- 
dred and forty enacted, whether arbitrary 
or wasteful seemed to make little difference. 
It has been estimated quite recently by a 
reliable New York daily paper that the es- 
timated cost of compliance with the various 
State and Federal laws and regulations- 
many of which appear devoid of benefit 
to the public and the railroads, which to- 

gether pay the outlay-was about $18,000,- 
000 per annum. 

I cannot dispute or confirm that figure, 
but it must be evident to every reasonable 
person that over forty regulatory bodies, 
with their commissions and legislatures, 
however wise and impartial, cannot, by 
legislating from their own particular view- 
point, effectually regulate and protect the 
transportation, traffic and financial transac- 
tion of so many large National railroad 
systems. It resembles the old system of 
individual State laws or tariffs which limited 
trade instead of increasing it. Their ob- 
jects were legitimate, viz., to enhance the 
trade and commerce of individual States, 
but it was at the expense of other States 
and proved detrimental to the country at 
large. 

The limitations upon the trade and com- 
merce between the respective States and 
also between the States and other Nations 
were abolished by the adoption of the 
United States Constitution, but the limita- 
tions on the common carriers of that 
National commerce still continue through 
the policy of State plus Federal regulation. 

x * * * 

Second. Frequent changes in the person- 
nel of commissions have prevented the 
members from obtaining that experience 

with railroad questions which is so essen- 
tial for the proper performance of their 
duties. 

* * * * 

Third. The failure to offer sufficient 
compensation and tenure of office neces- 

sary to attract and keep the ablest men in 
the Governmental service. 

* * * * 

Fourth. The lack of promptness in deal- 
ing with transportation problems as busi- 
ness questions and in deciding principles 
by which reasonable and unreasonable rates 
may be gauged; costs have continued to 
increase and there has been no prompt re- 
sponse in approving rate schedules which 
would recognize the burdens placed on the 
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railroads through legislation, and higher 
standards required on road, stations and 
equipment, increased taxes and wages, so 
that they could earn an adequate return on 
their investment. 

It needs no argument to demonstrate 
the unsoundness of having the wages of 
railroad employes fixed by one branch of 
the Government service without consider- 
ation as to whether another branch will 
determine that the revenues of the railroad 
are, or shall be made, sufficient for that pur- 
pose. The railroads have suffered much 
loss through the long suspension by State 
and interstate authorities of proposed rate 
increases, which later may be found reason- 
able, as well as by the delay and expense 
of preparing data for rate hearings. 

Constituting the Commissions as prose- 
cutors, judges and juries has so over- 
burdened them as to make it impossible 
for the Commissions to personally examine 
and promptly decide the many questions 
before them. After many years of public 
regulation, no basis, or standard, has yet 
been promulgated or accepted by Com- 
missions by which railroad companies or 
investors may know of a certainty whether 
rates, which they can prove are inadequate, 
will be so regarded by the Interstate Com- 
merce Commission, which must regulate 
the bulk of the traffic, or, if so regarded, 
that the State Commissions will concur. 
In the Western Rate Case, the situation 
was summarized by one of the Commis- 
sioners as follows : 

“ I am individually of opinion that our 
duty in the present case requires us in 
frankness to make a finding upon the 
general issue of the alleged inadequacy of 
the revenues of the carriers collectively. 
The carriers, the protestants, and the 
country are entitled to know the conclu- 
sion of the Commission upon this point, 
and not to be left with a confusing mass of 
detailed evidence and isolated conclusions 
upon single matters involved therein. 

“The three previous general rate-advance 

cases have unquestionablyheld that the com- 
mission may make a finding upon this 
general question and may employ such a 
finding to determine, in connection with 
other relevant testimony, the justice and 
propriety of permitting particular increased 
rates to become effective. 

“In the present case the general issue is 
simply not met, and in passing upon par- 
ticular rates proposed to be increased, a 
novel doctrine is for the first time invoked 
to disallow increased rates save where the 
specific evidence relating thereto makes a 
refusal manifestly impossible. The failure 
to follow established premises to their legiti- 
mate conclusion only beclouds the prin- 
ciples upon which the Commission may be 
expected to act in future and leaves nothing 
certain but uncertainty. 

“ In the matter of rate regulation and 
fixation we have reached a point where 
one of two courses ought deliberately to 
be chosen and clearly announced. If, de- 
spite increased costs not offset by increased 
revenue, increases in rates are to be denied, 
except where in individual instances gross 
injustice would be occasioned by their 
denial, the carriers ought to be apprised 
of this policy, so that they may set their 
house in order, if they can, against such a 
situation. If, on the other hand, we are 
to acknowledge in general what we are 
perforce compelled to admit in detail, just 
and reasonable increased rates should be 
permitted, not grudgingly, but with fair 
measure of allowance as will indicate that 
the transportation industry is entitled in 
the interest of the public to earnings suffi- 
cient to provide a service commensurate 
with public needs.” 

* + * * 

These disadvantages are stated not for 
the purpose of disparaging regulation, but 
with the desire of attracting some sound 
constructive thought and action to improv- 
ing the condition of railroad regulation. 

3 
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Responsibilities of Common 
Carriers and of Public 

Regulation 
The railroads do not expect benefits or 

consideration from public regulation, with- 
out discharging their responsibilities, but 
these responsibilities are not one-sided. 
The duty of the railroads devoted to public 
service is to insure the continuation of a 
regular, safe and reasonable standard of 
service and adequate facilities that will 
correspond to the immediate and future 
necessities of the country. 

The responsibility of public regulation is 
that, having assumed the control of railway 
revenues,it must insure to these companies 
and their owners such compensation for the 
performance of that public service, and the 
use of their plant and facilities, as will 
enable them to obtain a reasonable return 
upon the capital invested and attract suffi- 
cient additional capital to provide for 
additions and betterments to existing roads, 
as well as for new branches to develop the 
country, market its natural resources and 
manufactured products, and extend its 
commerce and credit. The prosperity or 
adversity of the citizens and of railroads 
must, therefore, go hand in hand. 

Different Status of Railroads 
and Other Industries 

I believe this responsibility is imposed 
because by law and regulation the railroads 
are compelled to occupy quite a different 
economic status from other enterprises. 
You will recognize that other enterprises 
under industrial and financial depressions 
restrict their output to their orders and 
income. 

The public can reduce its traveling, cut 
expenses, and reduce shipments ; the manu- 
facturer closes one or more of his plants; 
the development of natural resources 
stops, or is brought within the limits of 
the least loss to the owners. This is also 
true as to prices charged for their prod- 

ucts ; the manufacturer varies his prices 
to his markets, taking care, as he should, 
that they are profitable, and that his prices 
and wages generally follow the law of 
supply and demand. No such privileges 
as are exercised and publicly conceded to 
the industries can be, or are allowed to be, 
exercised by the railroad companies. 

Economies can be, and are,enforced upon 
railroads, and the maximum effort is put 
forth to increase the train and car load and 
conduct transportation on the most eco- 
nomical basis ; but railroads must continue 
operation under all conditions-fire, flood, 
storm-and loss of business and unprofit- 
able loads are not, under public regulation, 
regarded as sufficient reason for cutting off 
trains. New branches must be opened 
and operated and new facilities and equip- 
ment must be in service for some period 
before they can become profitable, or the 
industrial development of the country is 
restricted. 

Wages and Freight Rates 
As to prices and wages: Railroad charges 

for transportation service, especially freight, 
have tended downward, not from a spirit 
of generosity, but as the result of efforts to 
develop new and additional tonnage, and 
because of many years of unrestricted and 
often ruinous competition and trade con- 
ditions. 

Since, by Legislative authority, the power 
to fix the price for their transportation prod 
ucts was effectually taken over by the State 
and NationalGovernments,this has not been 
sufficiently recognized and the rates have 
either remained stationary or have not in- 
creased in proportion to the higher living 
costs of the railroads. In fact, wages and 
other outlays, which affect transportation 
costs, are in a large measure fixed by Gov- 
ernmental authorities-State and Federal- 
not responsible for railroad revenues, and 
they do not follow the laws of supply and 
demand, nor the profits, applicable to other 
industrial, commercial or financial pursuits. 
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Necessity for Changes in 
Regulatory Policy 

Public regulation is so confused that it 
is impossible to concentrate responsibility. 
It imposes on the one hand increased 
taxes, higher wages, and requires standards 
of service and facilities that necessitate the 
expenditure of unproductive capital running 
into millions of dollars every year for each 
of the large railroad systems ; while, on the 
other hand, any tendency to permit ade- 
quate railroad profits has been decidedly 
slow. 

A property investment return of 5.36 
per cent. in 1913, when gross earnings 
were the highest, and of less than 4 per 
cent. in 1914, is evidence of this. Further, 
new railroad construction was less in 1914 
than any year for about two decades; the 
purchase of supplies and materials has 
been greatly curtailed and employment has 
been reduced; and about one-sixth of the 
railroad mileage of the country, or over 
forty-one thousand miles, consists of bank- 
rupt lines located principally through the 
west and southwest territory. 

Unless this condition is changed by intel- 
ligent and courageous regulatory bodies, we 
will reach a position where the ability of 
the railroads to sustain their credit and 
perform their full duty to the public is 
taken from them. Public opinion has 
recognized that condition and an encour- 
aging sign is that the wave of ill-considered 
railroad legislation and regulation is abating. 

nw + * 

The present improvement in railroad 
revenues, resulting chiefly from a foreign 
war, is small compared with the rise in 
profits and prices in other lines of business, 
but compared with a poor year like 1914 
it is nevertheless another encouraging fea- 
ture. 

This brighter outlook, however, does 
not relieve the public regulation situation 
and the effective remedies required by the 
railroad industry to put it upon a sound 

profitable basis to render efficient service, 
We may well ask, what course shall this 
reconstruction take ? 

A National Broad-Gauged Policy 
of Regulation is Requisite 

Some of the necessities of public regula- 
tion, which I hope will be considered, and 
on which the views of experienced men 
will be obtained, are : 

First. We should consider Federal in- 
corporation, or some constructive National 
legislation that will give to the railroads 
carrying on interstate traffic those ample 
powers to act corporately as interstate trans- 
portation systems not limited by local or 
State regulations. 

This would not deprive the States 
of the usefulness of their Public Utility 
Laws and Commissions, as there is still 
the broad field, affecting State public 
service activities and corporations, over 
which the State must continue to exercise 
jurisdiction, but as a result responsibility 
on the larger transportation questions would 
be concentrated, and conflicting orders and 
regulations-State and Federal-would be 
replaced by co-operation and by the elim- 
ination of what is unnecessary. 

* * + * 

Second. The strengthening of the over- 
worked Interstate Commerce Commission, 
including,if possible, some men experienced 
in railroad affairs and management. It has 
also been suggested that District or Regional 
Commerce Commissions be established in 
various parts of the country to assist the 
National Commerce Commission in exer- 
cising jurisdiction over the carriers, by 
facilitating hearings, shortening time for 
rate suspensions and in reaching prompt 
conclusions. 

The Federal Commission to be effec- 
tive should control all rates and prac- 
tices affecting interstate transportation 
and commerce, including the increase of 
rates which it regards as non-compen- 
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satory, and the prevention of rate reductions 
which it believes to be unreasonable. This 
might appropriately include the regulation 
of rates for carrying the mails and parcel 
post, which are now unreasonable and un- 
profitable. Further, that the duties of 
detection and prosecution should in some 
way be separated from the Commission’s 
many other functions; they seem more 
appropriate work for the Department of 
Justice. 

* * * * 

Third. That a longer term of office and 
greater compensation be provided to reward 
men of the greatest experience and ability 
for assuming a place on the Federal Com- 
mission, one of the most responsible tasks 
in the country, and to induce them to 
remain in office. 

* * * * 

Fourth. That the Interstate Commerce 
Commission be given full power to regulate 
through a system of publicity the issue of 
securities of interstate carriers, in lieu of 
having several State Commissions with 
diversified laws and orders also regulating 
the same matter. In fact, the powers al- 
ready possessed by the Commission, in- 
cluding the right to demand all necessary 
information, would seem to largely cover 
this situation, except that it does not 
avoid the delay, expense and confusion of 
the various State laws. 

* * * + 

Fifth. The duties of all the Commis- 
sions should be so defined that they will be 
authorized by law and impelled under pub- 
lic opinion, and, as a liberal governmental 
policy, to strengthen the railroads and de- 
fine measures and principles under which 
clearly compensatory rates will be paid to 
the railroads as common carriers, as tax- 
payers, wage payers, and purchasers and 
consumers of supplies and materials and 
the developers of the country. These Com- 
missions should be made as beneficial to 
the railroads for the benefit of the public 
and investors as are the other departments 

of the Government, such as those dealing 
with Agriculture and Banking. 

* * * * 

Sixth. Much might be done to save du- 
plication and expense by a closer under- 
standing between the variousGovernmental 
departments and Commissions-Federal 
and State. There are several hundred 
thousand reports and returns of various 
kinds, many of which could be abolished 
and many more revised. 

Equitable Regulation Necessary 
As a conclusion, let me say that no body 

of men realize more clearly than railroad 
managers that their companies are depend- 
ent for their credit and prosperity upon 
rendering good public service based on 
reasonable rates. This is evidenced by the 
character and regularity of service fur- 
nished, which in magnitude and low trans- 
portation charges is not excelled in any 
other country in the world. It follows 
that such a service can be maintained and 
expanded only under equitable regulation 
and profits. 

Perfection in railroad regulation cannot 
be expected immediately; that takes time, 
experience and knowledge, but let us move 
forward in that direction. Reduction of 
rates and punitive investigations often prove 
popular, but they form only a small part 
of a great National question. It is the 
neglect of the constructive side of public 
service corporations, like railroads, which 
weakens or stops so many activities of our 
National life and produces trade paralysis, 
and the consequent unnecessary unem- 
ployment. 

Railroads Not Finished Products 

The railroads must not be regarded 
as finished works, like a bank build- 
ing or a reservoir. If the vast undeveloped 
areas and natural products in this country 
are to be opened up, the carriers must have 
public support. Until we have a finished 
country we shall always have a demand 
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for additional railroad lines and facilities 
and for additional capital. It is the business 
of public regulation to recognize that pri- 
vate capital cannot be had through legal 
mandates or new laws, because capital will 
choose the best channels for profits and 
safety. Public regulation must, therefore, 
see that no obstacle in business or politics 
shall exist which discourages private capi- 
tal from railroad investments. Otherwise, 
the country will be forced to serious eco- 
nomic changes. 

If we can make these problems clear to 
the public a change in railroad regulation 
policy is in sight, a National conception 
will be awakened in the public mind of 
what the transportation systems require to 
make and keep them growing and pros- 
perous. That conception will fully appreci- 
ate the great public service of the railroads, 
and, recognizing them as the ablest instru- 
ments for National prosperity in peace or 
war, will insist on a broad constructive 
policy in legislating for, and regulating, 
these interstate commerce carriers. 

In the early history of our country the&ate 
lawsimposingregulationsandbarriersagainst 
each other’s commerce were removed for 
the advantage of the entire nation, through 
the provisions of the Constitution, so the 
time has now come when the railroads as 
the National instrumentalities for carrying 
that National commerce will under liberal 
public regulation again become the advance 
guards of progress and prosperity. 
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dress or remarks of the following: Hon. 
E. E. Clark, member of the Interstate 
Commerce Commission, before the Na- 
tional Industrial Traffic League, at Toledo, 
Ohio, on September 9, 1915, that the 
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member of the Interstate Commerce Com- 
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road stock and bond issues at the annnal 
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Cal., on October 15, 1915; the Report of 
the Hadley Commission in November, 
1911, on regulating the issuance of railroad 
securities ; the address of Alfred P. Thorn, 
Esq., delivered on June 25, 1915, before 
the State Bar Association of Tennessee, on 
“ A Right of the State ;” the address de- 
livered by William A. Glasgow, Jr., Esq., 
before the Law Assoeiation of Philadel- 
phia, in which he urges that the present 
conflict of authority between the State and 
Federal Governments be removed by Con- 
gress; the remarks of Samuel Rea, Presi- 
dent, Pennsylvania Railroad Company, 
before the New York Chamber of Com- 
merce, on December 3, 1914, as to the 

downloaded from http://PRR.Railfan.net          collection of John Marshall, ©2005      Commercial reproduction or distribution prohibited 



downloaded from http://PRR.Railfan.net          collection of John Marshall, ©2005      Commercial reproduction or distribution prohibited 

necessity for a constructive policy in public of Howard Elliott, President, New York, 
regulation ; the speech of George Stuart New Haven and Hartford Railroad Com- 
Patterson, Esq., before the Pennsylvania pany on Railway Mail Pay and Cost of 
Bankers Association, on February 5, 1915, Regulation; the address of Frank Trum- 
on a constructive method for the regula- bull, Chairman of the Board of Directors 
tion of railroads by the Governments- of the Chesapeake and Ohio Railway 
State and National ; the speech of Thomas Company, on “ Railway Service-Is It a 
F. Woodlock, banker and economist, National Problem or a Local Issue?” 
before the Third Annual Convention of arguments on Railway Mail Pay, by 
the Investment Bankers Association in Ralph Peters, Chairman of the Railroad’s 
Philadelphia, on November 12 and 13, Committee in charge of this question; 
1914, entitled “ Railroad Regulation at the the many references during President 
Cross Roads ; ” the Constitution of the Taft’s administration to National incor- 
United States, Article I, Sections 8, 9, 10, poration or license, and a host of other 
regulating commerce among the several authorities, here and abroad, which space 
States and practically providing for free will not permit me to mention, dealing 
trading as among all the States; speeches with various phases of railroad regulation. 

1 

I 
The True Aim of Railroad Regulation - I 

-From address by Mr. L. E. Johnson, President, Norfolk and Western 
Railway, before Western Society of Engineers, Chicago, NovemberP, 1915. I 

The three main purposes of Government way business a very large industry, but it 
regulation should be to further the economy, is also one which can be put on such a 
etliciency and safety of railway operation ; basis as to make it both feasible and desir- 
to cause rates to be reasonable and non- able for large numbers of people of small 
discriminatory ; and to make investment in 
railway securities safe and attractive. 

It is generally recognized that regulation 
should seek to improve railway service and 
to make rates fair and reasonable. It is 
not so generally recognized that it should 
aim to improve railway securities as in- 
vestments, but there are some very good 
reasons why it should do this. 

In the first place, if either railway man- 
agement or Government regulation is such 
as to make investors in general afraid to 

means to invest in it. The degree to 
which they will be thrifty is likely to depend 
largely on the opportunities open to them 
for the safe and profitable investment of any 
amounts,however small,which theymaysave. 

There is just as much reason, from the 
standpoint of the general welfare, why our 
Government should seek to make small 
investments in our industrial and railway 
corporations profitable and safe as why 
they should try to make small investments 
in our farms attractive and safe, 

buy railway bonds and stocks, the com- The more widely the ownership of 
panies will be unable to get enough capital property in a country is diffused the more 
to make their service good and adequate. stable will be its institutions and the more 

In the second place, not only is the rail- certain its prosperity. 

L 

8 

downloaded from http://PRR.Railfan.net          collection of John Marshall, ©2005      Commercial reproduction or distribution prohibited 


	Information Volume 3, 1915
	Number 47, November 23
	How Can Railroad Regulation Be Strengthened?
	Some Advantages and Disadvantages of Regulation
	Some Disadvantages of Present Regulation
	Responsibilities of Common Carriers and of Public Regulation
	Different Status of Railroads and Other Industries
	Wages and Freight Rates
	Necessity for Changes in Regulatory Policy
	A National Broad-Gauged Policy of Regulation is Requisite
	Equitable Regulation Necessary
	Railroads Not Finished Products
	Bibliography

	The True Aim of Railroad Regulation






