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SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS

The nation's transportation system, composed of razilroad, highway, pipe-
| line, water, and air facilities, is the product of a unique joint undertaking,
.Private enterprise has supplied much of the inventive genius, the production
;rtechnulagy, and the managerial drive that has given direction and impetus to

the development of the newer forms of transportation. And, until recently, the
private investor has furnished the bulk of the capital required to finance

- experimentation, the launching of new enterprises, and their subsequent expan-

; sion, Public enterprise, on the other hand, has supplied a substantial part of
the basic facilities over which private equipment has operated, and has par-
ticipated in a number of other ways in the transport revolution, The federal
government has gradually assumed major and controlling responsibility both for

; the regulation of all transport agencies and for the programming and financing

- of airports, airways, waterways, highways, and ocean shipping, In fact; the

- federal role in transportation has grown in scope and magnitude to a point

- where federal policy exerts a dominant influence on the future role of trans—

. portation in the national economy.

From a physical standpoint the development of transport agencies has
ibeen.impressive. Effective and almost universal competition has supplanted
é%mgnopgly. The volume and variety of transport services have provided a high
:%degrea of mobility at relatively low cost to the consumer, and have added in

;nﬁ Small measure to the enrichment of social life and to the efficiency of

- économic processes.

"

It would be surprising, however, if a joint venturelef such complexity

and magnitude had not produced numerous frictions, areas of relative in-
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£ Cy, and uneven rates of progress, The analysis in this report has,
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in fact, revealed the existence of many defects, both of g policy and organi-
zational nature. Numerous and complex problems have been introduced which have
prevented a realization of maximum service and economy in transportation,

In the private sector, where the financial condition of the méjority of
carriers is notoriously weak, private management has been guilty of ill-advised
expansion, failure to achieve maximum economy, and lack of alertness to the
possibilities of the newer forms of transportation,. Communities and other
interested groups have multiplied these problems in numerous ways; for example,
by tenaciously resisting the abandonment of obsolete plant and service. Removal
of fhese and other drags on progress will, of course, be necessary, if we are to
achieve the decsirable volume and quality of transport service at the lowest

possible total cost, But we have observed that some of the most critical

present and prospective weaknesses in the transportation system are attrib-—

utable to defects in the policy and administrative organization of the

national goverament,

Vast expenditures for the provision of transportation facilities are
authorized with no consideration for over-all transportation requirements or
the relationships among transport agencies., The result has been an improvident

use of public funds and a failure to program in accordance with priority of

- need, The use of general taxes rather than user charges to finance these

_ facilities has resulted in an uneconomic distribution of traffic and conse-

- quently a misapplication of productive resources, In addition, failure to

i_consider the problems and possibilities of the railroad system in conjunction

e e e e e ST ol T i L S s R

with the planning of public transportation facilities has prevented the

Tealization of maximum benefits and maximum economy.

It has been noted, too, that Congress has not succeeded in welding the

various phases of regulatory and promotional programs into an economically
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"sound end efficiently administered transportation policy. It has set as onsg
regulatory goal the fair and impartial treatment of transportation enterprises
and has imposed on them the obligation to provide service without discrimination
~or preference between individuals and communities, At the same time, it has
been deliberately discriminatory in the varying degree of public aid extended

to the several transport agencies, It has charged two separate regulatory
agencies with responsibllity for preventing wasteful and destructive competitive
practices in transportation, by rate regulation and by controlling entry and
abandonment of business operations, At the same time, it has given other
branches of government the power to determine independently the character of
physical transport facilities, their location and capacity, and the rates at
which they shall be expanded,

Conflict between policy objectives and actual practice is likewise found
in the regulatory process itself. Congress has directed that the general level
of rates be regulated in such a way that carriers under honest and efficient
management may obtain the revenues required to provide a transportation plant
adequate for the needs of commerce and national security, But the process has
become so encumbered with procedural rigidities thﬁt in practice the benevolent

intent serves only to delay the adjustments of rates to changing economic

conditions, thereby producing financial embarrassment for the carriers affected,

The net result of these diffuse programs is that government restricts
with one hand and promotes with the other, It applies control devices appro-
Priate to the regulation of monopoly and simultaneously attempts to enforce
'campetitiﬂn. Responsibility is so widely and vaguely divided that no branch
,Uf g0vernment can be charged with the deficiencies of public action in this
ﬁfield. And what is more important, the cumulative effect of the federal

QProgram is a division of authority between government and private enterprise
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" such that neither can be held firmly accountable for efficiency and technical

1 progress in transportation,

The provision of a dependable and adequate supply of transportation

-'Egzgiggﬁ_ig_gg_zizgl_jg_econqmicLheglth_and national security that any failure

 on the part of government and private enterprise working jointly %o supply

 adequate service would necessarily lead to the assumption of full responsibility

by government. This follows from the elementary fact that important segments

-—_—-—”_"-—

of the total transportation plant can be provided proficiently only by govern~-
ment, Consequently, if government action cannot be reconciled to the motivating
forces of the private enterprise system, the sector occupied by the latter will

eradually contract and the benefits of this joint arrangement will be lost,

REVISIONS IN POLICY

It has been concluded, therefore, that basic changes in federal policy
are necessary if effective development of the transportation system, through

the cooperative undertakings of government and private enterprise, is to be

secured, Specifically, we recommend the following policy revisions:

1, Transportation programs undertaken or financed by the federal govern-

ment should be limited to projects of national importance which can best be

carried out through federal action.

For example, numerous river and harbor projects have no economic
justification: the development of secondary roads should be left to
state and local jurisdictions; federal aid for small airports for
private flying should be abandoned; a number of aviation safetly
responsibilities should be delegated as soon as possible to the states;

and the gctivities of the Inland Waterways Corporation should be

terminated,



2, The users of ftransportation facilities, rather than the general
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taxpayer, should meef the major cost of providing domestic transportation

facilities.
General fund appropriations for transportation are warranted when
 essential to the development of new industries, uniform standards,

national defense, or other important national objectives. But as a
ceneral principle, user charges are necessary if we are 10 achieve a
distribution of traffic based on cost and service, an economic allocation
of resources, and fairness as between transportation users and the
ceneral taxpayer. Adoption of this policy requires the imposition of
tolls fﬂ; waterways, an early introduction of user charges to achieve
evéntual self-support for the airway system, and strict limitation of
ceneral fund appropriations for airports, highways, and other transpor-
tation developments,

The granting of operating subsidies to domestic airlines has not
created financial stability, but snstead has fostered uneconomic condi-

tions in the industry. We recommend the divorcing of subsidy payments

from mail pay and an early termination of domestic operating subsidies.

In the international field, the necessity for subsidies to enable

our carriers to compete with foreign subsidized competition is recog-

nized; and it is also apparent that the requirements of a merchant marine

and air transport fleet Ior national security cen be supplied in part

tnrough such government support.

3., Proposals for the development of each form of transportation should

EE—EEELEEEEQ_Eﬂ the 1light of the entire transport program to determine proper

,______—.—-—-——-—""_-'-———-

emphasis and desirable priorities.

Separate and jsolated consideration of each mode of transport




must be abandoned if government action in this field is to achieve maxXi-
mum quality and minimum cost in the movement of goods and persons, The
opportunity must be afforded to judge, for example, the relative merits
of spending for airway modernization as compared to extending inland
waterways; and greater attention must be given to the physical inter—
relationships among transport agencies, In addition, there must be
stricter economic tests upon which to evaluate proposed transportation

.

developments in order to reduce gross waste of federal funds.,

4, .Egiggrx_administrative qasggng?bility for maintaining an adequate

uld he.pegiyalized in the qgecutive branch

national transzortation'system sho

of government,

All programming, operating, and management activities should be

centered in an executive agency. Promotional and administrative activ-

ities now lodged in regulatory agencies should be transferred to the

executive in order to free the r egulatory process from these encumbrances

and to make it possible for the executive branch of government to carry

out its constitutional responsibilities.

This clarification of suthority and responsibility is required not

only for efficient peacetime administration but to assure an adequate

supply of transportation facilities in emergencies. Thus the military

establishment should be clearly charged with responsibility for specify-

ing the volume and type of transportation facilities needed for war

purposes; and these must be financed out of the military budget.

It is now apparent that vague @eclarations of regulatory policy

with respect to national defense are not sufficient to assure adequate

wartime transportation facilities., S0 far, good fortune has afforded

sufficient time at the beginning of war emergencies to compensate for
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lack of transportation preparedness. But in any future conflict it is

unlikely that there will be time to rectify errors of peacetime policy.

5. The national program of transport regulation should be administered

by an "independent" commission,

The end purpose of the program for transport regulation proposed in
this study is to protect the public against rate and service discrim-
ination and %o assure the fair and impartial treatment of the several
competitive modes of transport. To this end the control agency must be
dedicated to the preservation of equity in its decisions; and it must Dbe
constituted and organized to maintain stability and continuity of policy.

Experience indicates that these standards of performance are mosi
likely to be achieved through a continuing, full-time, and expertly
staffed agency whose deliberations are removed from intimate control
either by Congress or the President. If, as recommended in this report,
the functions that are of a strictly executive and managerial nature are
restored to the executive branch of government, there would appear to be

no need for direct executive control over the regulatory phases of

national transportation policy.

6. Regulation should be applied uniformly to all forms of transportation.

Regulatory Jjurisdiction over 211 forms of domestic transportation,

except air transport, has been consolidated in the Interstate Commerce

Commission, The Civil Aeronautics Board, which regulates air transport,

has been operating in an administrative vacuum.
This special organizational treatment, designed to assure the sound

development of air transportation, has in fact produced overexpansion and

financial instability. And there is no reason to believe that prompt

correction of these unexpected resulis can be achieved under current
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policy and organization,

Of equal importance, the separation of aviatiﬁn from the main body
of transport control works against the achievement of major regulatory
objectives, National policy is dedicated to the maintenance of fair
competition among the several forms of transportation, to the prevention
of wasteful investment, and fo transport integration in the interest of
econolny and efficient service,

Experience has demonstrated, however, that realization of these
desirable objectives can be assured only by centralized application of
uniform regulatory standards to all competitive transport agencies.
Diffusion of administrative authority tends to produce radically differ-
ent interpretations of identical statutory objectives and substantive
provisions,

IFor these reasons we hayé recomnended the consolidation of regula-

tory control over all forms of transportation into one agency.

1. Initiative-and responsibility should be restored to private management.

There has been a trend for many years toward the intrusion of
regulatory action into the essential functions of business management.

The railroads, for example, have been precluded from making prompt and

necessary adjustment of rates to changing costs and traffic conditions,

with resultant damage to their financial position,
The main difficulty is that every significant managerial decision

of the regulated enterprises 1S subjected to Commission scrutiny, involv—

ing judicialized hearings, formal arzument and legal briefs, Eventually

the regulatory agency decides by majority vote whether the proposal under

consideration conforms to some unspecified test of the "exercise of wise

business judgment."
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If efficient and dynamic performance from the manasgers of privately

owned transportation companies is to be expected, the exercise of regula-
r tory decisions must be kept within appropriate limits, To this end, we
have suggested restricting the regulatory commission's power to make
purely managerlal decisions, such as whether or not a particular rate
adjustment will produce additional net revenue or will tend only to drive
traffic to competitive agencies, But full authority over rate and service
discrimination and rate relationships would be retained in the regulatory

program,

CHANGES IN ADMINISTRATION

In order to carry out these policy revisions, the following changes in

federal administration are recommended:

A Department of Transportation should be established %o consolidate

government expenditure, programming, and operating functions into a single

executive agency. This Department would be headed by a Secretary of Transpor-

tation with cabinet status. It would include a top programming and policy
staff; and authority and responsibility would Dbe delegated to four assistant
secretaries in charge of water transportation, civil aviation, highway trans-

portation, and railroad transportation. Other duties would be delegated to an

undersecretary.

(1) Office of Water Transportation

The Assistant Secretary in’ charge of this office would be responsible for

administering federal promotional, operating, and programming activities in the

field of domestic and foreign water transportation. This division would include:

(a) Promotional, administrative and subsidy responsibilities transferred

~ from the Maritime Commission.
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(b) The operationsg of the Inland Waterways Corporation transferred irom
: the Department of Commerce for liquidation, -
(¢) The programming of waterway improvements transferred from the Depart-
- ment of the Army, Corps of Engineers,
;-(2) Office of Civil Aviation

['.

| This office would be responsible for all federal programs involving the
; promotion of civil aviation, both domestic and international: the programming,
; financing, and operation of physical facilities; the development of a route
pattern for air transportation; and the promotion of aviation safety. Functions
of this office would include:
(a) The provision of airways; the administration of the federal alrport
program; aviation safety duties; and other promotional activities transferred

from the Civil Aeronautics Administration, Department of Commerce.

(b) Safety activities and route pattern development transferred from the

Civil Aeronautics Board,

. e e T W A

(c) Responsibility for administering air cérrier operating subsidies,

- (3) Office of Highway Transvortation

This office would carry out the federal aid highway program; all federal
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highway promotional activities; safely activities involving interstate motor

carriers: and the maintenance of a motor vehicle inventory and war requirement

- estimates,

(a) Federal aid activities would be transferred from the Public Roads
~ Administration, Federal Works Agency.

E (b) Safety activities would be transferred from the Bureau of Motor

}icﬂrriers, Interstate Commerce Commission.

% (4) Office of Railroad Transportation

This office would be responsible for continuing evaluation of the adequacy
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of basic railroad plant and equipment; the establishment of necessary operating
plans to assure efficient railroad transportation in event of war; the admin-
é'istering of car service and safety functions; and the formulation of a railroad
? consolidation plan,

(2) Car service and safety functions would be transferred from the Inter-

state Commerce Commission,

~ (5) Service Agencies
It is also recommended that consideration be given to transferring to the
Department of Transportation two existing agencies which provide general service

functions in the field of transportation:

(a) The Coast Guard, to be transferred from the Department of the

Treasury,

(b) The Coast and Geodetic Survey, to be transferred from the Department

of Commerce,

The primary functions of these agencies relate to aids provided for water

? and alr transportation. These agencies should presumably be preserved as

- Individual units.

| It is glsa'recﬂmmended that there be established an "ngegendent"
!,_ET Spprt Regulatory Commission, This Commission would be responsible for

.

- control over transport rates, the jssuance of operating certificates, carrier

;'rﬁlaticnships, and finance. The Commission's functions would include:

(a) Control over rates, financing, and cer¢ificates for rail, domestic

(b) Control over rate conference agreements, discrimination, and

Efrﬂparatiﬁns from the Maritime Commission.
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(¢) Control of air ecarrier rates and certificétes from the Civil

Aeronautics Board,

The full effect of the changes in administrative organization recommended
in this repart can be achieved only insofar as basic deficiencies in national
transportation policy are removed, However, by first accomplishing revisions
in organization, the resulting unified administration and coordinated programming

of transportation activities will serve to motivate necessary legislative

changes in policy.
Structural revisions alone cannot be expected to produce substantial

economies. But administrative and policy revisions combined should produce

real savings by the elimination of unnecessary and wasteful expenditure,

p—“—."——“_i—_-—_

The extensive range and complex character of government action in the

field of transport promotion and regulation are set forth in Volume ITI of this

gstudy, Part I of Volume 11 describes the types of transportation facilities

that are constructed and maintained by the national government; how the govern-

ment is organized for this purpose; and how much money 1S spent, Attention is

also directed to the physical structure of the nation'!s transpoertation system,

the functions performed by each of the several transport media, and the exfent

to which the national government has snfluenced this development., Part I1 is

devoted to analysis of the government 's rezulatory functions, The varying

objectives of regulatory action and the administrative devices used in the

attempt to achieve these goals are€ jescribed; and the major issues of public

Volume I is a general summary of the report. It includes an evaluation of

;
:
;E
:
% policy are identified.
; specific recommendations for revision of policy

ff national transportation policy,

5; and administrative arganizatiﬂn. and a review of the special problem of main-

% taining a transportation system adequate for national security..




JdAPTER T

CRITICAT, DEFECTS OF NATIONAL TRANSPORTATION POLICY

Some of the most critical weaknesses in our transportation system are
attributable to defects in the policy and administrative organization of the
national government. Federal activities exert a profound influence on the
provision gnd menagement of transportation services. But the various pro-
motional and regulatory programs arebloosely organized and not governed by
any coherent set of principles. In final analysis, government policy in
this field is characterized by defects in the programming and expenditure
of public funds, unattainable regulatory objectives, and indeterminate di-

vision of authority and responsibility between government and private manage-

ment,

A. DEFECTS IN PROGRAIMMING AND PUBLIC EXPENDITURE POLICIES 1/

The federal government has spent some 30 billion dollars for the pro-

vision of transportation facilities and services in little over three de-

cades. These outlays, augrented 1in scme CasSes by state end local matching

and maintenance expenditures, have been a major factor in determining the

nature and extent of the transportaticn system.

Despite the physical sccomplishments which such expenditures have made

posgible, it cannot be said that maximum progress nas been made toward pro-

viding efficient and economical transportation services. Major defects in

promotional policy have caused rederal achievements to fall far short of

potential goals. Federal activity has been marked by vague objectives,

conclusions get forth in this section will

1/ Supporting enalysis for the
be found in Vol. 2, Part I.




generally ignored by federal policy, the fact I

questionable methods of economic justificztion, narrowly conceived program-
ming of expenditures, unsound finsncial policy, and defective administrative
management.

Basically, the weakness in federal peclicy is the failure to recognizé
that the ultimate objective is to achieve the best possible transportation

system for the movement of persons and goods. Because different treatment

 of the several transportation agencies has been reguired throughout the

history of federal transportation development, it hzs been assumed that for
this reason the needs of each trensport.tion agency should be considered in
jsolation. The result has been neglect of over-zll transportation objectives
and failure to view the transportztion problem as & whale. Instead there has

been a preoccupation with the individucl problems of individual transportation

agencies.

Although the snterrelationships among transportation agencies are

Te s that recognition of these

relationships is baslc to any sound determination of economic justification,

to the establishment of priorities for public expenditure, and o intelligent

consideration of the impacts of federal transportation activity. Failure to

| . i S . - wy £2 -
think or act in terms of over-all transportation requirements has meant that

heen in a position ©O weizgh, for example, the

no individual or agency has
d airwayss OT to evaluate the net

a1l

relative financial needs of va terways

results of all the various federal transportotion undertckings. This failure

waste of public finds or the loss of opportunity

has meant either outright
e }{pendi ture.

ransportotion pProgramml ing and
enitude of federal transporta-

to achieve full benefits froum public

g
Revisions are necessar in federal %

pe and ma

_procedure. The upward trend in the ScO

fore the need for assuring that the

tlﬁn activity ctresses more than ever be
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expenditure of federal funds is directed to the desired objectives. Since
+he war, national transportation activity has expanded to inciude a vastly
augmented responsibility for roads and streets, which has more than doubled
the prewar mileage of facilities eligible for federal funds. A new federal
aid program for airport development and an entirely new concept of air navi-
pation aids have likewise been included in the category of federal projecis;
and plans for the development of merchant marine and river and herbor programs
likewise suggest new high levels of peacetime activity.

Moreover, the physical needs of our transportation system today are very
extensive, including not only the heavy maintenance and replecement require-~
ments of existing facilities, but the tremendcous demands of modermization.
There is developing a realization that our principel highways are grossly in-

 adequate to meet the demands of motor traffic; that bold concepts of design
must supplent the orthodox :nd olten inadequate approach to these problems.

The installation of &n all-weather airvays system, basic to the safety and

regularity of eir trensportation, 1s another project demanding early completion.

It is likewise evident that modernizing and consolidating of terminals is long

= 3 Fa -
overdue. For, these facilities sccount for a high percentage of the cost of

transportation, measured in time and money.
transportction requirements, the role of the

Tn view of the magnitude of
~ federal government must be clearly defined and relative importconce of projects
| _ - MW

must be determined. Consideration must be given to the degree of national

~ importance which attaches to various pspects of the transportation program in

order that federal action may be concentrated on projects best adapted to the

- federal action and mosﬁ urgently needed from the stendpeint of the country as

‘a whole., There is no apparent besis for the relative emphasis now placed on

. the several transportation agencies by I ederal promotional programs, and in Some
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cases the desirability of any participation on the part of the federal govern-

ment is open TO question. Finzlly, even where legitimate federal objectives

are involved, Justification of federal participation is often so vegue that
the merits of the program are difficult to judge. In the case of alleged
netional defense requirements, for example, no attempt is made to impose upon
the military the respongibility for stating in specific terms what their needs
may be.

It follows, then,that an attempt must be made to establish a more
definitive federal role in this field. The size and character of federal pro-
grams must be determined with reference o specific national objectives. There
must be a2 careful appraisal of the various transportation projects to be

accomplished in order that the greatesy needs and the most appropriate pri-
orities may be agreed upon. These determinations cannot be made in a vacuum

for each form of trensportation, but only through consideration of the needs

of the trencportation system as & whole.

rocedures must_be adqgted_ggg_p@rggigg_Gui_gggﬁral trans-

KMore uniform p
portation activities. e have

seen that the growth of federal transportati

.. & < - . : R f
activity in separate compartments has resulted in a diversity of procecure

which in most instences reflects the failure to view at once the several as-

pects of federal transportation policy. T=terwey proposals, Ior example,

- . . + individuals, and theilr
are submitted to Congress by interested groups oF :

; ; ancl ilitary establishment
economic justification 1S determined Dby a branch of the milivary

£ ~nsportation needs as a whole.
vhi s hi1ity oncern for transpol
which has no responsibility or C 4

The Congress then mekes the final determination of the individual projects 1©0

be included in the river and harbor program, and appropriates funds to cover

and operation. Tn the case of federal aid

their construction, maintenance,

for highweys, the planning of a desirable prograi is a state function, but




 a central sgency in the federal gOVeTrnme
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ﬁ{ procedures had been developed. Likewise Vel
of fﬂ'resight 'by creating with ph.enomen
éﬁéé$&ﬂhﬂnt fleet, a.néw'Pipeline network, & ©
féiéﬁrsyﬁtem’ and other emergency solutlons.

ﬁgiiﬁrta was fortunately greatl enough to ovel

all projects must be contained in 2 limited sysiem of elirible routes selected
with federal ap%ro?al. Federal funds for highway purposes are allocated among
the individual states on the basis of a snecific formulas prescribed in the
law; and these funds are limited to construction purposes and must be matched
by the states. |

There are numerous other procedural variations among the several federal

promotional programs. All federal highway aid is channeled through the states,

whereas airport funds may be granted directly to local uniis. Federal anthori-

zations for highways constitute contractual obligations which are made avail-
able in full through subseguent appropriaticns, whereas authorizations for
other transportation projeets may or may nov be apnropricted. Operating sub-
sidies for ocean shipping are grantzd in the form of direct payments to ship

operators, while in the case of airlines these subsidies are included 1in pay-

ments for the carriage of the mail.

There has been a lack of effective transvortation planning for national

defense. Failure to plan the development ond organization of transportation

facilities to meet the emergency requirements of mar has been another serious

defect in federal policy. That the results have not been disasirous may be

attributed to the fortunate circumslances ~hich have afforded us the time and

opportunity to devise emergency procedures for schieving effective operations.

During the past war we were able, after the start of nostilities, to establish
a1t end to experiment until eifective
-ere able to compensate for lack
a1 effort a shipbuilding industry and
ynthetlc rubber industry, a ration-

The Success which attended these

come the failure 10 anticipate

AR
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their importance. But tremendous risks were involved in gambling with the
+ransportation system.

The prospect that ancther wer would strike without varning and that ex-
tensive destruction would be suffered by our country, including its transporta-
tion system, makes 11 even clearer that the good fortune which has thus far
prought victory cannoti be relied upon in the future. It will be necessary to
have in being.at the beginning of any future conflict the transportation
facilities necessary to carry us through; and the cperatiﬁg pattern and or-
ganization capable of assuring effective operatiens. Unless these plans are
laid during peacetine, and the machinery established for their prosecution,

it would be futile to expect the war-supporting economy to be adequately sus-

tained.

In summary, the programning of public trancportation faciliities is char-

acterized by differences, discrepancies, and omissions vhich are inevitable

when the transporteotion problem js looked upon as helf a dozen separate prob-

| - ] i~ - » O n
lems. There are no uniform standards by which federal egencies may determine

- : — £ . 'E -
€conomic justification, no over—all estimates of traffic needs and trends

upon vhich to judge alternative projects, no wniformity with regard to the

mamner of establishing physical plans, 1C cpportunity for physical integration

.3 3 . r 3 A e ol E
of facilities, and no consistency with respece to distribution of federal

of expendiiure, nd state matching requirements.

One of the fundamental

funds, permissible types

There is need for revising financlal policy.

difficulties of nationel transportatiﬂn poli

jvately ovmed &nc financed, whereas the

cy stems from the fact that rail-

02d and pipeline facilities &are pr
basic facilities required for transportation by air, water, and highway are
Publicly provided and financedlfar the most perd through general taxation.
These public expenditures P rovide varying degrees of aid 1o ommers and users




of private transportation equipment, who compete with the opercti f
perations o

rivately financed facilities ag we —na _
P 11 as among themselves, oince the cost

peid for the operation of ecuipment over the public ways reflects only part
of the true cost of providing the Sérvice, the choice of transportation method
made by consumers and shippers is not based on relative economy, but only on
that part of the cost not defrayed hy subsidy. In other words, the degree to
which these several forms of transnortction are patronized, and the nature

and extent of public and private investments in transportation facilities and
equipment, are determinations which often reflect the generosity and uneven-
ness of legislative cppropriations rather than the ability of an agency to

attract traffic at rates which will cover cost.

An economic development of transportation and a productive use of re-

sources therefore call for the financing of facilities through charges levied

on the users. The achievement of self-support through user charges will not

completely overcome the financial inequalities between privately owned rail-

roads and publicly provided facilities. And it must be recognized thst in

Some cases the goal of achieving self-support may be only partially attainable
due to legitimate general fund expenditures to promote federal objectives

which might otherwise be impossible of achievement. But, insofar es we can

. 4 -
épproach a condition of self-support, e will move closer to an allocation

of traffic based on relative economy, anc therefore to zn allocation of

Tesources designed to achieve maximum results at minimum cost.
It is not contended that the federal government has no rizht or obli-

in trensportation facilities; on the con-

g2tion to invest peneral tax funds

cuch a use of public funds is warranted

trary, there are circumstances in which
' uch federal objectlves as assuring ade-

and necessary. As pointed out later S
rmity or minimum

dUate facilities for national defense OT promoting unifo
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gtandards among the several states may be legitimate objects of federal ex-

s+ure. Wherever possible, horv e _
pﬁndlt ’ 'ever, user charges afford the best means

of paying the transportation bill. For, in addition to ‘he desirability of

sneluding trensportstion costs in the final determination of prices, and of
svoiding the distorting effects of subsidy, user charges have additional
merits which further the attainment of transportaticn objectives. Direct
cherges for trensportation services are a useful expedient in lieu of general
taxes because they provide a continuing source of revenue on a fairly pre-
dictable bagis, as the productivity of the gasoline tax for highways attests.

Thig financial continuity in turn serves as & basis for long-range budgeting

and preserves capital investments.

User taxes also reduce the amount of waste which occurs 1in the devel-

opment of transport facilities, for the beneficieries who urge the provision

of ‘transpgrt&tion facilities know they must poy the bill, and they are there-~

fore more prudent in the type and extent of the proposzls they submit. For

example., the uneconomic expansion ol inland weterway focilities would not con-
L ] ;

tinue at the present rate if those who espoused them knew that they would be

Finally, user revenues sre to be preferred

held responsible for theilr support.
¥ ~nditures and the scope of
over peneral funds because today, when 184S sl expendiwures & p

, vherever possible, of promoting

- aal
federal activity are expanding, &

” 113 g nefit directl
-nd specific USETS who benel y

fairness as between general taxXpayers

i 1 to 1 ] he users
| . T iple to identify the
.'frmﬂfnﬁnsportution developments. gince it 15 DOSS |
4 to measure the extent of their use,
on s

of public transportation facilitTi€ss |
+he provision of these services.

. i X * e 1y fﬂr
T is clearls i nable to charge dil PR
arly desirab ral principle the financin
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551 charges imposed on the users .
Spec- 2 = USeTS. The precise methods to be applied in

collecting these revenues, the extent to which current problems can be
remedied by this change in finencial method, and the element of +ime required
+o achieve self-support, are considerztions which must be determined for each
rorm of transportation and in some cases for individual projects. Consider-
stions of this nature should be among the initial responsibilities to be
assumed by the federal government as soon as a reorganization of federal
sctivities provides the machinery for investigations of this scope.

Exclusion of the railroads precludes effective programming. Federal

policy raises the question not only of the finencial inequalities between
privetely and publicly provided facilities, but of the visdom of excluding

from federal transportation development ell considerzvion for the physical

condition and service potentials of the railroad plant. During the decade

ahead, public agenciles will participate in large-scale development of air,

highway, and water transportation fzoilities. These developmentis cannot be

intelligently programmed without consideration for the future role to be

pleyed by the reilroads, the impact of public fapilities on tine financial and

physical econcdition of the railroads, -nd the opportunities for supplanting

‘ : - ; ' ] .i+h other transportation agen- -
Tall services or physically coordinating them wil t . <

Cies,
21 increase 1S taking plece in the volume

To illustrate, today & phenomen
:pements of highway modernization to

of motor traffie and in the physicel requl

1 : - 3 i L to the se
4. 1 e - Sljbp -tlan blﬁ—-l-—lf
CCommods te this trend. One of tne i&cC OIS adding

se in heavy truck transport. The rise

Physical needs is the spectacular increéd
either to the lower costs or the

» intercit? truek traffic can be attributed
jon compared to rail; and these

better service afforded by highwey transportat . ‘
The truck may be 1n

uses.
&dvantages may be due to one Or more Of several ca
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o favored position due to technical c¢dvantages over the railroads. Or its
~dvantage may be due to favorable treztment of government, in the form of
gither subsidy or preferentizl tax and regulatory policy. On the other hand,
the relative position of highway and rail carriers may be due to remedial

. L1 . 3 4 . 8
defects in the rallroad system 1tself, including the failure to consolidate

or modernize.

From & national standpoint the question to be answered is whether funds

should be spent to accommodate further shifting of freight traffic from rail
to highway, or whether steps should be taken to achieve better and more eco-
nomical railroad service., Today there is no other alternative than to

neglect the possibilities of railroed modernization, regardless of where this

course may lead. The probability is, however, that it will lead to further

loss of traffic by the railroads, higher rates of expenditure for alternate

highway facilities, further deterioration of the railrozds, and ultimate

public support of essential railroad services.

There is no suggestion here that the inevitable shift of certain classes

of traffic from the railroads due to technological change should be resisted.

It is merely pointed out that for certein TYPES of work, particularly long

haul and mass movement of freight, the railroad system is technically well-
adapted, The relative economy of rall transportation in this sector is sub-

Stantiel; and it is indispensable that these faeilities be maintained for

Nevertheless, current national policy fails to

n »
Ational defense purposes.

al government undertakes extensive

ree - )
O8nlize these considerations. The feder

competitive disadvan-

tax‘SuPPC’I‘tEd promotional programs which create unfair
nodate the resulting shift

tages for the railroads: it then attempts to accom
At the same time

of traffie by further expanding these public investments.
it evades the responsibility of compelling corporate and operating revisions
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in the railroad system,

There are meny examples of the futility of attempting to formulate a
physical program for national trensportation development when the role of
railroad transportation is excluded fronm censideration. Revisions in methods
of financing public facilities, relaxation of rzilrosd regulation, and the
consolidation of railroad facilities would in combination meterially improve

the long-m financial outlook, hence physicail condition, of the railroad

system. But the hiatus between railroads and other transport facilities would

continue to impose an unnatural obstucle to over-zll transportation develop-
ments in the interest of both the users of transportation facilities and the

general taxpayer. The government must therefore keep under continuous

secrutiny the adventoges and disadvantages of the present admixture of privately

and publicly provided facilities, the implications of ultimate government

omership of the railroads, end the practicability, as an alternate solution,

of government ownership of basic railrocd facilities for lease to private

operators.

PROMOTIONAL ACTION AND REGULATORY PROGRAM 2/

B. CONFLICT BETWEEN
ts regulatory program is the main-

The keystone of the federal governmenvy J
nterprises. All regulatory

tenance of fair competition among transport €
rates or service. And all

Statutes carry prohibitions against discriminatory
f transport services by declar-

“Pplicitly reject monopolistic orgenization O
of each mode of transportation shall be

g that the "inherent advanteges"

Preserveq,

\ﬁ__
ons set forth in this section

Wi 2/]] The supporting analysis for the conclusi
be found in Vol. 2, Part IIL.
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It has not been assumed that fair competition will be achieved in
this field through automatic processes. On the contrary, the government
has assumed affirmative control over rates, route patterns, and corporate
structure of the industry. But the fact remains that the underlying theory
of the regulatory scheme is to preserve workable competition, The end pur-
pose is to afford each transport medium an opportunity to find its area of
usefulness on the basis of relative efficiency and guality of service. Free
consumer cholce, guided by rate znd service competition, would then allocate
the aveilable traffic equitably and economicelly among the several forms of
transportation and their constituent operating units.

But the government has failed to provide. the economic environment and

administrative machinery essentizl to the successful operation of such a

system. In fact it seems clear that under the current diversity of policy

and organizational arrangements the dominant objectives of transport regu-

lation cannot be attained. For the promotional and subsidy phases of govern-

ment action interfere with the economic allocation of traific, and the dif.

fusion of regulatory responsibility leads 10 competitive inequalities, over-

Xpansion of transportation facilities, and uncoordinated services.

Rate competition does not produce an economic zllocation of traffic
among transportation agencies. It is axiomatic that an effective pricing

f€chanism constitutes the mainspring of a competitive system. And by the

ame token, to the extent that the operation of the mechanism is distorted

€lther by private manipulation or government interference, competition becomes
C

Unreliable as the arbiter of economic survival.

s that the respective roles to be

Government policy now ci::*rn’c,eﬁlli‘:’-éiJf"?J
+ion economy will be determined in the

Playeg by each agency in the trensporta
fain by Drice and service competition. Regulatory agencles, however, have been
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given the pover to see that such competition does not become "destructive."

mhus the Interstate Commerce Commission . 54

Th | determines by minimum rate regulation
tent to which rail, motor e : '

the €X ’ » and water carriers may adjust prices in

order to hold their traffic or tap the merket of a competitor, and control

es of al ' i ‘ 17 o
over the rates r carrliers 1s vested in the Civil Leronsutics Board.

It is obvious that traffic will not be allocated among competing agenciec

in accordance with relative economy unless the rates under cuestion reflect

true economic costs and unless both agencies apply uniform standards of evalu-

ating service factors. But we have observed that neither of these conditions

obtains. The existence of preferential government subsidies renders futile

mich of the regulatory effort to use minimum rate regulation in order to

achieve an equality of "competitlive opportunity" among the various transport

agencieg (Vol. II, Chapter VIII). The main difficuliy 1s that the "costs”

with which the commissions deal ere not comparable, since the rates of some

agencies must in the long run coOVerl total economic costs while the rates of

For example, railroads

other carriers reflect varying portions of such costsS.

and pipelines, being privately owned and financed, muST meintain a rate

structure that will produce sufficient revenué Oh +he average to pay all oper-
- . . . - f- 'e

ating costs , including maintenance and depreciation of equipment end 11X d

Plant and taxes on property. In addition, sufficient net operating revenue
TSt be realized to pay snterest charges ob debt and to maintaln credit, or

o rovide new capital out of net earnings.

i icly ovmed
By Cﬂﬂtrast, other carriers, because of their use of }_JUbllF v
t rates which cOVET only a portion of

faCilitiesl are able to offer gervice &
s do not reflect any of the cost in-

c : " -
Orrespmdlng cost. Water carriel rate
' . wiyver and harbor
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facilities and aids o navigation. Airlines enjoy relatively free use of
publicly provided alrports and airways, and, in addition, are eligible for
sirect financial 2ids in the form of air mail payments. And, although motor
carriers pay substantial amounts in the form of user charges for the support
of publicly provided highways, they enjoy substantial general fund support,
The net efféct of this situation is that the total cost of all subsidized
transport services is divided in varying degrees between shippers and
passengers on the one hand, and general taxpayers on the other.

When several agencies are competing for a given volume of traffic under

sych circumstances, the one striving to recoup total costs will inevitably

suffer zn erosion of its rate structure. For obviously the shippers'! concern

is with comparative rates rather than with total ecgonomic costs. If the

quality of service 1s comparable, the shipper will therefore give his busi-

ness to subsidized and therefore low-rate carriers even though the total real

cost, including that paid by the general taXpayer, exceeds the rates charged

by the self-supporting carrier.
A self-supporting enterprise such as the railroads can cope with this
oving service. In the effort to pre-

situation only by reducing rates or 1mPT
vent traffic diversion, rates on +he commodities thot are most vulnerable

o competition will tend toward the level of oui-of-pocket costs. Revenue

required to obtain the level of earnings needed 10 induce new capital into
rates on the less vulner-

the industry can then be secured only by increasing
able traffic. This. in turn, will further expose such traffic to competition
L 3 ]

“1d the processes of erosion will continue.
terprise can survive if a large

Manifestly, no privately financed en |
| If that
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superiority; erosion of the rate structure
. m2y be retarded. And th
. a e PI"O-
i Vity
which generate enough traffic for 211 agencies, thus lessening the intensity
of rate competition. But these uncertain prospects hold little attraction

ror the private investor to it hi i t]
commitv his capital to the modernization of the

railroad industry.

The chief hazard is the element of uncertainty. Under current national
policy, neither railroad menagement nor prospective private investors can
gauge with any accuracy the future scope and intent of the government pro-

gram of financial assistance for other transportation agenciles. Until 1944,

for example, it appeared that the federal role in highway development had

become fairly well stabilized, nwoth as to the amount of financial assistance

to be advanced and the class of roads on which such funds were to be ex-

pended. Since that time, however, federal anpropriations for highway im-

provement have been greatly expanded and eligibility for the epplication

of such funds hes been extended from & 1imited federal gid system to in-

clude city streets and secondary roads. Appropriations for river and harbor

ind the proponents of aviation development

improvements continue O mount.

and long-range federal expenditures for improved

are urging large-scale
enditure programs carries any ter-

airports and airways. None of these €Xp

minal date s NOr any specific policy of self-liquidﬂtim-

] requirements for long-range

There 1s no

essurence that the plant or equipment so provideS will have an Opportunlty
sis of equality

son business on & ba

o compete for the nation's tra:nsportat
ential assistance.
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i1l continue to drain away the financiel strength of the unsubsidized
enterprises such as the railroads, For, as we indicate by case analysis

in Chapter VIIT, policy declarations in favor of impartial regulation and
fair compebition implemented by minimum rate regulation cannot as a practi-

sl matter correct the distorting effects of public subsidy.

e _b" O - - - - ¥ L [ [ -
R g.l_l_La ion is unable to prevent unfairness and discrimination. This

situation not only introduces maladjustments into a competitive system but
it threatens to destroy the moral foundations of public regulation. From
the outset the statutory recquirements that public carriers shall charge

only "recgonable and just" rates and shall serve all communities and

shippers without unjust discrimination or preference have constituted the

core of traensport regulation. Through the universal application of these

standards, government in effect has declared thet private individuels and.

concerns undertaking to provide the public +ith essential transportation

services must observe rigid rules of feir, just, and reasonable hehavior.

government action, then, Congress has been

In the regulatory sphere ol

guided by an exacting code of political ethics. The objective 1s 10 make

transportation systems functlon &S on impartisl service agency for the

ss that neither rates nor standards

national economy. The clear implication

of Service Shall be used by gavernment or W Pflvﬁte Enterprlse as &8 nmeans

sector of the economy to the

of advancing the interest ol one region OT

v other. Yet, government promotional action

Prejudice or disadvantage of &anl

Involving transport subsidies has sntroduced en insidious type of dis-

°rimination into the transportation 57 Shan
smination has been substituted for

ment-created discr

In effect, govern
Such discrimination arises

that formerly exercised rivate monopoly.

pirst, the goverst

£ , | ent distributes its financial
°F two primary reasons.
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aids vnevenly among regions and types of carriers. Second, the coexistence

of both putlicly subsidized and self-supporting carriers in a highly competi~
+ive transport system forces the latter into discriminstory rate making in
order to survive. The most glaring example of the uneconomic distribution

of government assistance is found in the promotion and subsidization of

water transportation. For many years the federal government has provided

improved watervays without direct cost to the users. Because of the

physical limitations of water transportetion, the assumed benefits of these
promotional expenditures can be realized directly only by the shippers and
communities that have access to improved waterways. In order to avoid the

patent regional preference involved in this program, Congress has, in effect,

required the privately owned railroads to serve as the vehicle for the

distribution of wcterwey subsidies to interior points not directly served

by water transportation. Specifically, the Tnterstzate Commerce Commission

has recently found that the "clear Cangressianal policy with respect to

i ssissippi K and 1t i butaries" requires
water transportation of the lMississippi River and its tributaries q

the railroads to establish joint barge ond rail routes and the movement of

goods via these routes at rates diiferentially lower then the all-rail rate

s the diversion of traffic from

for similar movements. The net result 1

at the expense of the generzl taXpayer, a

sidized joint service gain, |
« who must continue to use all-rail

competitive advantage over other SHiPPET

Service to the same markets.

ination introduced by federal

The second major element of discrim

cubsidized competition on the

In the effort to compensate
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into the rate structure., TFor the siﬁppers who zre not in position to
utilize subsicdized water competition are placed at a double disadvantage

As taxpayers they must contribute to the COst of improving waterweys which
they cannot use, and at the same tine they must pay higher railrosd rates

in order to compensate for the railroadls loss of revenue to subsidized

water trensportation.

In the ettempt to carry out the inherently antegonistic policies
enuncieted by Congress, the Interstate Commerce Commission is placed in an
anomalous position. With the one hend it must apply impartizlly to all
forms of transportation under its jurisdiction a stetute designed to
guarantee thet no individual or regicn shall enjoy an ortificicl advantage
over any other by virtue of preferentizl trensportation rates snd service.
At the same time, the Commission has been obligated to serve as an instru-

ment for carrying out another policy of Congress which deliberately uses

™=

subsidized transport-tion as & mecns of rendering discriminatory assistance

to individuals , regions, &nd for:s of transportation. MHanifestly, no

regulatory agency can be expected to s@ninister with uniform impertiality

and integrity congressional policies which are inherently contradictory

and irreconcilable.
We must conclude, therefore, that i Congress expects the Commission

%0 enforce impartially the ethically rigid provisions of the Interstate
t of fair and workable competi-

Commerce Act, and intends toO retain the concep
promotional and subsidy

tion as the keystone of transport regulation,

as already noted, 1s tO assess

POlicies must be revised. The first step;
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against the direct user rather than against the general taxpayer the major

cost of providing and maintaining transport facilities This revision

glone, however, will not suffice to remove 211 the major defici enciés of
national policy. For the division of regulatory responsibility creates
other and equally important problems,

The government polic

of dealing with aviztion in an administrative

vacuum creates additional obstacles to the realization of declared regula-

tory objectives. The federal government has assumed broad jurisdiction
over the physical pattern and corporate structure of the transportation
plent, Through a series of enactments, Congress has vested in regulatory
commissions wide discretion in determining who should enter the trans-
portation business, the routes to be served, the conditions under which
service may be expanded or abandoned, as well as the velidity of proposed

mergers and unifications of transportation enterprises. The vaguely

defined but clearly implied three-fold purpose is:

(1) To prevent overexpansion of the totel transportation plant,

thereby avoiding instability and competitive waste;

(2) To allot to each form of trensportation the type of work for

which it is best fitted, thereby preserving +he "inherent advantage" of

the new as well as the older media. |
ions of operating economy, to

2
E
L:.
'|:
.
:
E
i

(3) Where justified by considerat

Permit integration and coordination of the several forms of transportation.

that faulty organization and policy work

We have found, however,
; i :vision of regulatory
a8gainst the achievement of these objectives. Divisi gul

£
een several jndependent regulatory com-
]

authority and responsibility bet

major problem.
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Wﬂf_‘?ﬂiﬁ. promote the sound development of commercisl
== AZEe o1 cia’l

Wc_mlallzed regulatory treatment and financial subsidies has
e - e )

in reality, led TO overexpansion end financisl instability of that

i r— =

industry. Specialized regulatos, programs and administrative organization
have been provided for air transportation. The underlying contention

wag thot sound economic development of aviation could be achieved most
speedily by a sympathetic attitude on the part of government administra-
tors; by undivided attention to the technical problems of aviation; and

by direct financial cssistance to compensate for immaturity. Thus it

was assumed that the Civil Aeronautics Authority would be able to develop

an economically sound route pattern, thereby avoiding the wasteful dupli-

cation of facilities and financial instability that had characterized

the evolution of other transportation agencies, particularly the rail-

roeds. And it was further sssumed that direct operating subsidies in

the form of air mail payments would provide finoncial stability and assist

the industry in finding its proper place in the transportation world.

We find, however, that a full decade of fostering and special care on
the part of the federal covernment has not produced the results anti-

cipated. In reality, air transportation hes in a remarkably short period
exhibited the familiar ettributes of unplanned competitive development;

the available marked for its

physical overexpanslon; miscalculation of

arning power of individual companies; and
| P S

service; wide variation 1in the e
hs 17). The primary €X-
general fineanciezl instability (vol. 11, ChapteT VII) D ry

lent govemment intent is found

Planation for this miscarriage of benevo

‘ : e the air trans-
in a gross miscalculation by indus try and governmunt of

Portation market.
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* . I ahn o :
has corlltrlbu ced to the formulation of these erroneous business and

fegulatOI‘l‘f judgments. For these subsidies have tended to weaken the
disciplines ordinarily imposed on mancgerizl efficiency by threat of
pankruptcy. The result has been an inclination on the part of industry
and government agencies alike to expand the cir route pattern far beyond
the dictates of prudent business management. Overexpansion produces
financial instability in the sided industry followed by demends for
further finencial assistance to "bail out" the distressed carriers. In

the meantime, the goal of achieving fair and workable competition recedes

further into the future.

Division of regulatory authorify 2150 mekes it more difficult to

ough appropriate integration.

achieve the goal of Lransnm*tation economy throu

The federal government 1s now committed to a general policy of permitting

one carrier to acquire control of another, +o use the facilities o1 another

type of transportation in 1ts o vusiness, when it can be affirmatively

shovm that such integration +ill contribute 1O OPErs ting economy. How-

ever, as in the case of rate

jurisdiction over this phase of the regulatory progrem 1S divided between
;1 Aeronautics Bozrd. £nd,

el y +he Civ
the Tnterstate Commerce Commiss1lon and th

maission
carriers, The Interstute Commerce CommlsslOny
rrepr reasonable prospects of

obligated to approve unif ~ications that 0%

;1roads heve been given consider-

improved transportation services. TiUS re

+ions within the areas
yway for rail operat

able freedom to substitute highv
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g1ready served by a particular railroad.

The Civil Aeronau-tics Board, on the other nend, has for all practical
purposes used 1ts administrative discretion to exclude surface carriers
from any participation in air transportetion. This policy is reflected
in the unsuccessful efforts of both rail and ocean shipping enterprises
to utilize aviation as a modern supplement to established services.

Such an outcome should occasion no surprise. For, when one agency
is given ex parte responsibility for the promotion of an individual form
of transportation there is a natural tendency to resist physical or service
coordination with competing agencies (Vol. II, Chapter X)., It stems from
the specious assumption thet air trensportation must be dealt with in a

regulatory vacuum because of the techniczl intricacies of the method of

transportation itself. The technical differences zmong transport agencies

must, of course, be taken into account in the provision of facilities

and the engineering of their use. Such similarities of the several trans-

port agencies with respect to their functions of trensporting persons and
' of interagency competli-

goods must be recognized if the regulatory objective

tion and nondiscriminatory treatment is 1o be achieved.
Arguments in favor of segregating air trensportation from the regu-
lation of other forms were more persuasive wken the new transport medium

the +ransportatlion system. But continued

had no significant place in

growti of &ir transport serves no useful

Separation in this stage of the

5t places innumel
public of the most effective use

sble difficulties in the way
PUurpose, On the contrary,

of assuring the shipping and travellng

Of the transportation system as @ whole.

] . —— —
— = ——
i — — —_— -
— i j— =

:le that the national government cannot

We have therefore conclude
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- 1y on workabl et +3
confidently rely rkable comoet :
| oetition 55 the keystone of its trans—

stion program without drast; .
portatl “SULC revision of boti ;
1 policy and procedure

Three specific revisions are recuireds:

(1) Explicit and consistent economic standards must govern the future

legislative programming of public expenditures for basic transportation
facilities. And each expenditure propossl must be evaluated by reference

to total transportation needs.

(2) The major costs of providing and maintaining public facilities
must be assessed directly against the transportation agencies which demand
and use them- rather than against the general taxpayer.

(3) The regulation of all major competitive transport agencies must
be administered under uniform standards of public need, rate competition,
and obligation to serve the public without preference or discrimination,

Experience hes demonstrated that o achieve this objective pegulatory

authority must be centered in a siﬁgle agency.

There is no other way to assure in the long run the economic allocation

of traffic in view of the fact that it has been found desirable and neces-

o~ & L] - _}. L
sary for government to provide SOmE type of baslc facilities. £nd by the

same token workable competition cannot be meintzined between privately

financed transportetion enterprises -nd those media which are enabled ﬁo

USe publicly financed physical plants, unless the test of relative cost

and efficiency is permitted to govern +he allocation of trafiic. To this

- -encies be required to reflect
o

h

°nd, not only must the rates of competing

ion services, but each form

total economic costs of performing transportat

quality of opportunity to serve the

o transportation must be given an ©

tmnspﬁl‘t&tion market.



¢, INTRUSION OF REGULATION INTO FUNCTIONS OF MANAGEMENT

other defects in national transportation policy stem from the failure
of the government to modernize 1is regulatory progrem. Regulatory controls
which were zsserted in order to meke private monopoly amenable to the public
snterest have been carried over into an era characterized by universal and
sntensive transport competition. Some of these controls reach deeply into

the functions of ‘business management, creating divided responsibility and

 yndesirable government interference. This problem arises primarily in con-

nection with the type of rate regulation that controls the general level of

~ railroad revenues.

~ ment regarding the probable el

- 1s attempting to protect the railroads &ga

- B =
elves out of the market and agg

: ﬂures.

Tn the exercise of its power to regulate rates, the Interstete Com-

merce Commission since 1920 has assumed some of the most important functions

of private menagement. It has gone far beyond the restrictive aspects of

rate making designed to prevent discrimination and destructive rate cutting.

Thus, in deciding rate cases involving the general level of railroad rates,

1t has consistently reserved the right to formulate and act on its ovm judg-

croct of particular ro=te adjustments on: (1)

(2) the competitive position of the rail-

the general economy of the country,

roads, and ( 3) public relations of the reilroacs.
In the sxercise of this type of regulatory euthority the Commission
. snst the possible consequences of
Mmsound managerial judgment. THUS in periods ol depression, it has B

¥ +hat the railroads might price tnem-

to .
allow rate inereases on tie theor

ravate deflatlonary forces. 1n periods of

Businegsg boom, the Commission has delayed increases on the theory that
= would contribute inflationary pres-

rg 3
Piﬂly &dvancing transpor‘b&."ﬁion CcOSUS

the regulatory body has felt that perticular

ind, at other times,
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rate increases would tend to divert traffic from the rallroads to their com-
petitors, thereby vorsening the railroad financial position. Although the
declared purpose of this authoritative control 1s to protect railroad revenues,
the pracﬁical results have been unsatisfactory for the carriers,
%m
the railroad financial position. In its effort to maintain its well-deserved
reputation for impartiality, the Commission has been punctilious in permitting
anyone with & legitimete interest in a purticular case to have a full and fair
hearing before the Commission. This procedural policy has inevitably led the

Commission into a legalistic, &nd at time ponderous, method of conducting its

Although procedural improvement has been effected, the Commission
The

business.

has not yet succeeded in disposing of general rate cases with expedition.

inescapable fact is that a judicizlized procedure, consisting of testimony by
innumerable parties with a financial stake in the outcome, cross-examination,

controversy among lawyers over the meaning of terms, exclusion of evidence on
legalistic bases, and orel argument, is not only unwieldy but is a singularly

ineffective way of arriving et sound business judgments (Vol. II, Chapter IX).

Because of these regulatory rigildies, resulting in a lag between lncreas-
benefited substentially

Ing costs and revenue , the carriers as & whole have not
In fect, the current financial znd oper-

from the general postwar prosperity.
st to the prosperous

€ondition of other industries. The carriers are now operating at approxi-
Yet their operating routios and net

wlely their practical freight capacity.
general business stagnation end

*8Mmings are reminiscent of the period when

loy traffie levels afforded ample explanation for unsatisfactory financial

Tesults,
Jationship between railroad prosperity

This reversal of the historic re
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policy. For, 1l the carriers are not permitted to realize high earnings in
the midst of general econonic Prosperity, their Drospects for continued
solvency are poor. The record indicates clearly that without high earnings
at the peak of the business cycle to compensate for inevitable losses during
depressions it will be impossible +o maintain and improve the railroad plant
at the rate necessary to meet intensive competition and to assure the standby
capacity necessary for national security.

It seems clear, then, that in the interest of preserving a financially
stable, efficient, and progressive railroad system, some way must be found to

remove all unnecessary obstacles to the prompt adjustment between the operating

costs incurred by the carriers and the level of rates paid by the public for

the service,

A larger measure of discretion over general pricing policy should be

restored to railroad management. Manifestly, if railroad management is to

Tétain any of the essential fumctions of business control, it must be per-

uitted to exercise its orm judgment as to how far rates can be raised without
ﬁriving traffic awey, and what particuler type of pricing policy and rate
Structure is best adapted to a strengthening of the railroad competitive

S s a hnange in the Commission's
POsition, This proposal does not contemplate any chang
nor any dilution of the pro-

Present authority over minimum rate regulation,
The sole purpose is to remove from the

hibitiong against discriminetion.
obligation to protect the carriers against

Comms
ommsslon's extensive duties any

. e u'.th tvhe
the Consequences of alleged bad business judgment, or to share wi

. Under a competitive

. the onus of raising transportation costs.
it is no longer necessery for public

OrgaﬂiZation of the transportation system,
For, experience indicates

Wthgrit}, to assume the burden of such control.
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+hat regulatory agencies are inherently 1l1-adapted to the exercise of
nanagerial functions and cannot be held directly responsible for decisions
~ that prove financially injurious to the regulated industry.

The restoration of a better balonce between government and private
enterprise in tne matter of gemeral rute levels could be effected by two
simple amendments to the rule of rate meéking contained in the Interstate
Commerce Act. First, the Commission should be relieved of any e.uthor.;i_ty
or responsibllity for ccnsidering the "effect of the rates on the movement
of traffic" in disposing of generzl rate cases. Second, the amended rule
should meke 1t mandatory for the Commission to grent advances on the simple

showing by the carriers that substanticl increases in operating costs have

been incurred. Subsequent hearings could then deal with the intricate question

of rate relctionships and any cquestions that might arise with respect to ex-

cessive earnings by individuel carriers.

These amendments would leave the Commission with ample authority to

protect the public against pthe exercise of =ny vestiges of monopoly power on

the part of the railroads , and with adequate power to contrel the standards

of competition by minimum rotes regulation. The proposed amendments would
thus produce only one major change. There rould no longer be any occasion
for the Commission to take prolonged testimony on generzl economic trends,
inﬂationary forces, and the ability of particular industries to bear addition-
al transportation costs. Final responsibility for gauging the effective demand
fop verious classes of roilroad service vould thus be placed with private

mﬁgeﬂ&ﬂt where it belongs.
tive in the matter

Restoration to private mznagement of greater initie
> seheral rate policies would be facilitated by the elimination of major
operating structure. For these

imperfec’oions in the railroad corporﬂte
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imperfectiOHS result in extreme variation in the earning power of individu
railroads end constitute one of the feu rémaining arguments for cmtinuingal
the Commission's present author ity over the general level of rates. The fact
is that the Commission is under constant pressure to hold the generzl level
of railroad rates at a point which produces stzrvetion earnings for many

carriers because any higher level would produce unconscionable earnings for

some railroads.

D. RAILROAD CONSOLIDATION /ND THE ROLE OF THE NATIONAL GOVERNKENT

It is generally agreed that the operating pattern and corporate struc-

ture of the railroads must be recast along lines which wili permit exploita-

tion of modern technology in order to produce the lowest cost and most effi-

cient transportction service. And it is also universally agreed that such

rearrangement can be achieved only through systematic railroad consolidation.
such expediencies as coordination and integration, if soundly directed, may

produce some opercting economies. But they do not go to the root of the weak

and strong railroad problem. For, such arrangements leave intact an operating

and corporate pattern that was developed before the rzilrosds were faced with

“€rvice competition throughout the entire range of their operations.

For more than a cuarter of a century the federal government has atiempted
t0 dezs1 with the problem of railroad consolidation voluntary methods. The
oper-

Mitiative for proposing the regrouping of railroads into more economic
1 end the final decision with

LA B

Cﬂmmeme Commission., Until 1940 the Commission

individual unification proposals within the rremework of the general plan of
ct of 1940,'however, relieved the

as required to consider

r .
aum&d Consolidation. The Transportation A



commissj'on of any obligation to formula

. onsolidation. Initiative f

We have observed in Volume I7, Chapter XT that contrary to

what was con-
senplated by the Transportation Let of 1920 the voluntary system has not re
sulted in & systematic regrouping of the nation

'S reilroads into a limited

number of systems with reasonably balanced €arning pover.

The msjor obstacle

hes been the reluctance on the part of the strong, faverably situated carriers,

voluntarily to assume the financial liabilities of the weak roads. Such re—

sistance undoubtedly could be overcome to some extent by outright abandonment

of marginal facilities. But the powerful opposition of the affected com-

mnities, labor groups, and investors hes placed obstacles in the way of this

solution,

The record of the past quarter century indicates clearly that some form of

Compulsion will be necessagryv if svstematic railroad consolidation is to be

Fealized without interminable delay. This does not necessarily mean that the

SOVernment, mugt, launch immediately a program of outright compulsory consolida-
ton, middle course, under which the power of government would be used only

. Picient prosj of success
to bring dissenting minorities into line, offers sufficient prospect

: initiative for proposing rzil-
Justify g trial. Under such en arrangement initiative for prop g

of individual
Pozq UHifiCatiGHS would be left with management; but approval oI

. tance b}" 2all the
Proposﬂs would not be left contingent on unsnimous accep

. tatute that any
Eﬂrriel..s involved On the contrary, it could be pmﬂdEd e

ent of a prescribed percentage of the
asse:

Onso «
"H4sblon proposals carrying the ers involved would be
ers
aggrﬁgate amomt of Securities autst&nding for the carrl

1d be in the public
that the rear

T the Commission found of the stetute. The

int visions
“Test Md would otherwise conform %O the pro



30

‘no in ts would th ;
dissenting interes €n be recuired t ;
¥ to exchange their securities for

those of the new corporation on the terms nrovided by the consolidation pl
f i plan

and approved by the Commission.,

The specific purpose of this proposal is to leave the leadership and
the major work of consolidation with railroad mznagement. In the knowledge
that government authority stands recdy to deal with minority interests that
could otherwise block any voluntary proposals, the constructive elements in
the reilroad industry would have an incentive to initiate plans for moderniza-

tion of the railroad structure.

It has been argued in the pest that the national government has no power
4o effect such a proposal. However, at this juncture there zppears to be

litile doubt that a properly drafted and administered statute would be upheld

by the courts. 3/ Moreover, there are precedents for this type of combined

compulsory and voluntary procedure. For example, a recent enactment provides

for the "voluntary" reorganization of +the railroad financizal structures. 4/

However, a substential element of compulsion ;s involved. For, if the Inter-
state Commerce Commigsion finds that a proposed modification of the financial
+he specified percentage of the

structure of a carrier has Dbeen approved by t&

it 1s directed to approve the proposed

- holders of outstending securitles;

cemed "just and reasonable.”

- alteration on the terms and conditions d

.31roads would De the most effective

Whether federal incorporation of the I
J : 2 o g 53 +hat should be con-
device for effectuating carrier nification 15 < question thav S

Sidereq carefully in the grafting of & revised consolidation statute.

\—-_———_ . |
en ~oncluded from an intenslive

e Crav
3/ For example, as early &8 1933, Lesi® - ower to compel con-

| : ' 4,
~ Study of the subject that Congress has the constitutional P

| T t of Federal
Solidation’ S py railrosd. S repor
Olidation of intersgtate commerce carriers b}Raier&dS, s poc. 119, 73 Cong.

3 g";’rdinﬁtor of Transportations reguletion of Bai=tm=s
B ESS:’ A‘Ppendi}{ III’ Pi 98‘
L y Public Law 478, 80 Cﬂng- 2 sess.

R g e SR
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gardles"-” of the administrative method selecteg

_Re y 1t is clear that the for-

mlation of & 391‘13'1‘?11 plan of consolidation is indispensable. The proper

b a 1 ] . of : 3 Y e - ) ® -
Jocation of edministrative responsibility for this function is discussed in

the next chapter.
SUKNMARY

7+ seems clear from the foregoing enalysis of major defects in policy
that government action 1in this field must be governed by a more coherent set

- of principles if we are to move in the direction of transport efficiency and

techmological progress.

(1) National transportation policy must be unified, made internally
consistent, and directed toward a tangible and economically sound goal,

(2) Regulatory standards which control the inauguration, operating

¥ ises t 2 i form and
pattern and abandonment of transporv enterprises must be made uniior

equally applicable to all forms of transportetion. And the administration

ith government programming and provision

ir

~ of these controls must be correlated w

of physical facilities.

' ive ise system are

(3) If the notential contributions of the privete enterprise sy
=ted & he competing forms

o be realized, available trafilC st be allocated among the I g
: + o £ oprice and service
°f transportation in accordance with economic stondards Ol §
mist reflect the true

Competition, This means at the minimum o=

tation cervice. nnere a portion of the
o servi

*tonomic cost of performing transpor l iton
orkeble compe
transportation plant is supplied initislly P government, ¥
A . - intaining such facilities
0 be maintained only if the cosb of providing and BEJLLAIINE

ather then against the general texpayel.
rs T !

ar g |
" Cherged against the direct use o *
basic menagerial decisions mus
T |

(4) Initietive and resp@nsj'bility v
rticularly

-y ‘WW'W“'““?'"C" L ] T e o = e =T R i R
L aEl .‘ o & gt ‘-|' . ¥ W ey
C "= a | - ! L
w .

b with respect 1O general pricing
e " i i
~ Testored to private enterprise, pa
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, {6) .Gcngress mist formulate a c¢lear and concise policy with respect

| the transportation program required for national security.
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CHAPTER IT

REORGANIZATION OF FEDERAL TRANSPORTATION AGENCIES
o T BaniVL Dy

gpumeration of the defects in federal transportation policy makes it
Y 001 akes i

 jear that basic policy revisions will te necessary if the goals of maxim
_ e um

gchievemen® and economy are to be attained. Changes in policy, however
A& > o [}

cannot be effected without the necessary organizational tools. Once the

jesired policy 15 determined, accompaning changes in government organization

- not only help to make the goal possible but tend also to promote the realiza-

tion of policy objectives by creating an environment favorable to them.

A. PAST REORGANIZATIONS AND PROPOSALS

The existing organization of federal transportation functlons indicates

clearly that federal administration has not been guided by principle; and
| the historic instability of the federal transportation agencies suggests

on to date have been inadequate

.~ that the organizational solutions happened Up

Agencies have peen shifted and

to cope with basic transportation probiems.

+he nature of their functions,

. _ o .
reshifted without any apparent consideration O:

d generally without regerd for the eapts of interagency

relationships. ind

ve been appointed to study

n .
_- HIerous special commissions and study &F oupS ha
; . ipansportation policy

‘o + o policy was
To illustrate, the administratlon of alr . ransportation P
artmentsy 1

-~ Orig; .
Slnally lodged in the Pos® Office Dep o
in the mdepen_den'b

then
g Admin-

ster in the Bureau of

r G
‘lmerce and the Interstate :
& Civil Aeronautll

resent in th

- Y
- AerGQEUtiCS Authority, end at P
4 the independ®

el i
.

k- 'Btr L
E *ton of the Department of Commerce o

nt civil Aeronautics

E‘j- d :
e
)
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t
£ goard. During these changes in administration, the aviation safety functi
a 101
hag shifted from the three-fold supervisiop of the Post Office, Bureau of
o 3 au o

e, and Inte »
pir Commerce, rstate Commerce Commission to the Joint responsibility

of the Civil Aeronautics Authority and an independent Lir Saf ety Board; and

now aviation safely matters are shared Oy the Civil Aeronautics Administra—

tion and the Civil Aeronautics Board.

and disagreemant on the part of interested agencies. In 1935, the President

suggested thut the ICC be given regulatory power over air transportation, and

legislation was introduced to amend the Interstate Commerce Act to provide

This bill did not come to a2 vote in that

E

3

F

E

i

! This administrative evolution took place with considersbile contention
{ for this additional function.

|‘

session of Congress, and the final outcome of congressional action was to

t

:

g mify aviation responsibilities in the Civil Aeronautics Authority. Dis-
[ .

satisfaction with this setup led, two years later, to the present CAA and CAB

organizations.
Activities in the field of water transportation have undergone similar

The U. S. Shipping Board operated independently uniil

°rganizational changes.
ed and its functions transferred to the Shipping

1933: wviien it was abolish
sritment of Commerce. In 1936

Bureau and Merchant Fleet Corporation in the Dep
:on took over these functions, with

the independent U, S. Maritime Commission
1/; but in 1938 an

Proviso for transfer of regulatory powers to the ICC
i sation for the transfer.

“lendment to the 1936 Act 2/ withdrew authoriz
+ of 1940 trensferred by statute

Tet two Jears late. the Transpor'tationlﬂ-c

k_
—— £ 1936.

Y Sec. 204 (b) of the iferchant harin® Act ©

7 52 Stat, 96y,
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von 18 Maritime Commission to the ICC a1l regulatory controls over water

granspor 52 t1om except ocean shipping and noncontiguous territory operations.
Next, t0 meet war requirements, tne War Shipping Administration was created

iW Executive Order in 1942, and, to 2id in restoring peacetime conditions in

--[;he merchant marine, the Merchant Ship Seles Act was passed in 1946. The
.Inland materways Corporation was originally set up under the Wer Department
.but was later transferred to the Department of Commerce.
fgencies providing 2ids to navigation have also been shifted periodically.
- The Bureau of Lighthouses was trénsferred from the Department of Commerce to

the Coast Guerd in 1939. Marine Inspection and Navigation was first in the

' Treasury Department, then the Départment of Commerce and Labor, and then the

Coast Guard, at first temporarily (1942) and later permanently (1946) . The

Coast Cuard itself is in the Treasury Department in peacetime and in the Navy

- during war.

The principal highway sctivities of the federal government were for

' many years carried on by the Burean of Public Roads in the Department of

ctions were +ransferred 1O +he Public Roads

i;%-'ﬁgl‘iculture.. Recently these ium
E L )
Mministration in the Federal Vorks Agency. Ui ‘1 the sdvent of war, a trans

8% ' ivisi : - bli in the Advisoz Commission for
Emrtatlon division was at firsd established in T Ty

;fﬂational Defense, and leter +he Office of Derens€ Transportation Was established.
5 ora = Tion
i In spite of these shifts in +he locatlon ~f federal transportati

: ; - L 15 : Y flmﬂtiGHS
2 : , _ individual transport
. &Eenclesj neither & sgatisfactory placement of in

bl f an over 211 view of +the problems of transporta-
le © - _

~e has led +o the creation dur-

. Dor :
. %0 organization capa
This failw

il ‘
R as a whole has been achieved.
ions, committees, and

ing the past 15 years of the followling special commL.Ss
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. .tudy groups 1Or the purpose of finding solutions to transport problems: 3/

2. The Committee of Three

3. The Commitiee of Six

4. ©Select Committee on Investigsti o ; ;
of the Govermmen: gation of Executive {Lgenc:.es

5. Boa;d of Investigation znd Research

6. National Resources Planning Board Study

7

8

°

1. Federal Coordinztcr of Transportztion

. President's Air Policy Commission
. Congressional Aviation Policy Board
. President's Advisory Commitiee on the lierchant Marine

This periodical and somewhat random sezrch for a solution of the trans-

portation problem produced much useful informetion and general agreement on

one point: the need for a closer grouping of transportation functions. But

otherwise, the various groups reached strikingly different conclusions with

respect to the basic nature of the oroblem, as well as the appropriate means

of correction. It is threrfore not surprising that neither the legislative

nor executive branch of government has discovered in these studies any logical

basis for the rearrengement and improvement of government activities in the

transportation field.

The most obvious explanation for the failure of these various study
a . - o - 1 I'—
groups to produce constructive and consistent results is found in tTae narrowly

hich they operated. Thus, the investi-

Testricted terms of reference under v
gations conducted by five of the nine special ETrOUES centered on the then
Tn the thirties the

‘ritical problem of a single form of transportetion.

\ﬁ. o : +3 -
. 3/ For oriein purpose, and findings of each in Jesﬁlgihu;gg ggoggcszzeﬁgﬁg
-Si.x ;: In ﬂdgition to the investigat:}.or?s cuii‘i: Zﬁasgs of the transportatim;
Inittees of Congress have inquired into va Intei‘state znd Foreign Commerce

roblem, Fop example, the House Committee o7 tetion policy in March 1946

Lty . . an Oor
inatthtEd e general investigation of tF sp‘e Committee on Interstate and
318). So far this committee

F ) T
Teign Commerce authorized by House organizational phases

0 inade no final recommendation 17::?.th re
“ational transportation activities.
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it CONCern Tas vith the financial distress of the rallroads
= = 3

 domin
o and more

v the financiel and operating

- rentil diffi tiegs ] ¥ 5
rec culties of the airlines and merchant

_;ﬂari lian3 . igating com-
mislsj_gns instructed 1o seek solutions for the immedicte ang pressing problems
' of one segment of the transportation industry are precluded from a broad and
' long-range view of the transportation preblem. For example, the recent
pregident's Alr Policy Commission expressed the belief that "sometime within
_the near future" the executive transportation functions of the government
should be centered in a Department of Trangportation. Hovever, presumably
. pecause of its limited terms of reference, the recommendation for immediate

action was to place the government's executive functions relating to civil
aviation in a "Department of Civil Aviation" located within the Department

of Commerce. No explanation was offered as to how this organizational arrange-

ment would contribute to realization teometime in the near future” of unified

executive treatment of the transportation problem.

There is a second and highly significant reason why these study groups

failed to produce any generally acceptable hasis for administrative reorgani-

- Zation, llost of the recommendatlons iemored the controlling fact that trans-
| - S 0 - Ll = . . -
Port regulation , whether punitive OF wenevolent, 1s nov & effective adminis

: q
. traty “ ok - ~inz. In the first place
alive vehicle for long-range transpol totion programming P ’
+he recent technological

g Supply and character of transport facilities and

trends affecting cost and service have 2ot been determined primarily by regu-

:’%‘.‘latﬂry Processes but by the public expenditures of billions of dollars for

E e qsata adersl regu-
iritranspﬂrt promotion. In the second place, the jurisdiction of federal Tegu
§ 1 aa
';.5-1-5-1-%‘”';Y agencies has of necessity been limited %0 only one segment of ¥
ion of for-hire car

tation eguipment and of

Q%ﬂ& riers in interstate
anspgrtﬁtioﬂ field, nemely, the regulat
private transpol
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tate and local for-hire transport services 1ie beyond

ers
iﬂt the direct juris-

dl ction of federal regulation,

rg matters now stand, the federzl government in attempting to determine

- the solume end character of transportation services divides this responsibility
between promotional and regulatory agencies in such a way that there is no

pgssibility of effective progremming. Thus, in the field of air transportation,

an orderly development in}rolves both physical facilities, such as air naviga-

- tion aids and airports, and the determination of routes over which public
c;'arriers shall operate. At present the CAA plans the physical facilities but
determnc..tmn of the public carrier services to be provided 1s left to the

Jurlsdlctlon of the CAB. Because of the inherent nature of regulatory func-

tlons, the actual route patiern determination in this field has been, as in

the case of agencies under the ICC, a case-by-case approach rather than the

result of a study of transportation needs.

In effect, planning of the route pattern mmder the regulatory agency

rejection of individuzl

L R ""-TWI'I‘H“.?'*'“?-E“"H. T e el P LR -y B o Bk
oo ) e e : o s i £ gt b e ““ﬁﬂ'“.:?? il il b e e n i I Lt Eme SN T i bl e by
.l. . I - ! P : o3 g Sl - “: i.-_-_’i_".: l;" .‘.E:mzw ' Jmmlmfmfdﬁ-w-jﬁ.r = i O Aisiilay |

becumes a negative function involving acceptance O

3 ...,,.4-

ﬁ:-_-'ﬁppliciﬂnts for route certificates. The . bhsence of a planned route pattern for
%QEGMEI‘CJ'.&]_ aviaztion has been evident in the rinancisl distress of the carriers;
'Hnd the preoccupation of the CAB with day-t0o-0&y declsions
ih&ﬂ fe€meved any disposition toward devising brozd plens 10 guids. ese
_: ﬁsiﬂns tovard ultimate objectives. The Pr
o ; ing on regulatory processes

on individual cases

de-

ecident!s iir Policy Commlssion

achi
hieve g satisfactory conception of

5? t the more
a2 gluded that failure of the CAB in this &Te® suggested the UAR. w8 x

ﬂttern .

y in the operations

Toe pe Oblem has been seen to apply B° e
the Tee, veen 5o engrossed i Juglodane

Here again, the Commission has
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~ cages and in details of regulation that it has been unable and unwilling to
take the leadership in formulating end carrying out a railroad consolidation
plan. In fact it considered long-range progremming a deterrent to sound
reilroad unification.
The Federal Coordinator concluded more than a decade ago that it was
ot poslsible for a regulatory agency to provide the type of initiative re-
quired o guide a desirable development of the transportation system:

students of Government relations to transportation have often pointed
out a defect in our system of regulation, and thet is the absence of any
sufficient provision for planning and prevention. Regulation 1s essentially
g means of curing evils after they arise. It would be better, of course, if
they could be prevented in advance. There 1s need for foresight--for con-
sideration and comprehension of tendencies and trends and where they are
leading, in crder that those that are desirable may be encouraged and those

. that are undesirable discouraged.

f Anyone who has served on the Comnission knows that it is not well
adapted to such work. Its funciions are performed under guasi-judicial pro-
. cedure. Its abtention is occupied with specific cases which must be de-
cided. It has little time for thought -nd research on broad lines. It is

. difficult for commissioners to confer with parties on controversial issues,

. without constant need of protecting their own position in the event that they
. are called upon to play the par® of judges in actual litigation. Planning

- end prevention are not matiers which can well be hzndled &t off times or &as
gide issues, They require single-minded, concentrated attention. 4/

Despite these inherent characteristics of 1The regulatory commission,

portation research and

{
;
:
§ the Coordinator sought to achieve +he necessary trans
% single commissioner. The more

- Planning by delegating the functions to 2
sipility from the regulatory sphere

. Obvious solution of removing this respor

'I.E;'altﬂgether, and lodging it in the executive branci where it belongs, was not

| Suggested.
Both the so-called Commitlee of Three and Committee of Six recommended

of the Federal Coordinator

Fourth Report
. 3%, -—Q";ﬁ]_&tiarl, 1936), pP. 42.
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ith t+he problems of transport plenning ang promotion. The major reasons for

the egtablishment of such an agency are summerized by the Legislative

committee of the ICC itself:

Summing Up, the tra?spcgrtation sltuation has become so complex and is
changing SO rapidly that 1t demands, we believe y the continual attention of
an agency of the Federal Government which is not preoccupied with the quasi-
judicial routine of regulation. The reasons for this were fully stated in
the report of the Committee of Three, and again in the last ennual report

~ of the Commission, and were at least partially recognized in the report of
the Committee of Six. The need was zlso made clear in the report of the

" National Transportation Committee in 1933, and in the reports of the Federal
Coordinator of Transportation. It is a need which is supplied in many
countries by &n executive department headed by a cabinet officer. The "rail-
roed problem," which is in reality the "transportation problem," admits of
no speedy cure, but will respond only to a prolonged and steady course of

treatment. 5/
It is difficult to understand why this simple and straightforward

solution of establishing an executive agency was never reached despite the
findings which clearly pointed to this need. One reason, perhaps, has been

the failure to distinguish clearly between economic regulation on tie one

hand and promotional and administrative activity on the other, and to confine

' the jurisdiction of both the promotionsl end regulatory agencies to their

respective jurisdictions. As the Commission pointed out: fOne of the weai-

nesses of the Transportetion Board, proposed by the Committee of Six, is that

1t does not heed the distinction between the functions of plenning and pro-

L

| . +4 : iections to combinin
Emt’i‘m and those of guasi-judicial regulation nor the objection g
‘Ethem. || é/

h The analysis of this study has again indicated the necessity for rec

imi ' ogrammin
- %8nizing the basic distinction between the ~dministrative and progr g

. Hearings before the House

:Q%i 76 Cong, 1 sess., Omnibus 1I 2531 and L862, Pt. 4,
(19 Ytee on Interstate and Foreign CO
39) P. 1580.

é/ The Seme, p, 1581.
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of national transportation policy on the one

aapects hand and the regulation

of the rates and standards of service of individual business firms on the

fle have therefore concluded (1)

other. that all activities of the national

ernmen® designed to assure the best physical plant znd

gov the most effective

operation of the transportation system should be brought together in a single

executive agency, and (2) that a clarifieg regulatory program centering in

. the mal intenence of fair stendards of rate and service competition and appli-

cable to all major forms of transportation should he vested in a reconstituted

regulatory tribunal.

B. A DEPARTHENT OF TRANSPORTATION
The consolidation of government expenditure programming and operating
. functions 1nto a single executive agency has & four-fold purpose: (J.) to
facilitate the application of uniform standards of justification for the
development of physical facilities serving the several forms of transporta-
- tlon; (2) to provide appropriate machinery for the strictly administrative,
: Operating, and policing functions of government in this field; (3) to pro-
Vide g continuing and authoritative source of information for the legisla-
: tive ang executive branches of government concerning the financial and oper-
f:;'_ating position of the several transport agencies and the adequacy of the total
5: transportation plant to meet the needs of commerce and natvional security; and

()

to Supply a going organization capable of assuming immediate responsi-

: bility for admm:.stermg o wartime transportation program.

fa) i 32 Py o e
In order to fix firmly in a single agency of government responsibility

F

:

:

.

:

F' : . rtati ' we recommend
: |

3

3

E
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bl ,1ternative of lodging the wnifieg transportation functions in
. an

- gisting depar tment stems from the fact that a mere assembling of a group of
slated epunetions into a single agency for so-calleg "housekeeping! purposes
will not agsure realization of & given objective of public policy. On the
J4TaTy s efficient administration requires that the functions grouped for
wentral supervision must be orgenically relzted, and have & reasonably well-
 defined nearing on the central purpose of the several programs involved.

Accordingly, we propose to place in the new Department only those

reslaonsibilities and functions that have an affirmative bearing on the main-

tenance of an adequate national transportation systen.

The creation of a federal Depertiment of Transportation will supply an

extremely important condition for the carrying out of national transportation

policy: an administrative setting where, in the words of the Federal

Coordinator of Transportetion, "single-minded and concentrated attention®

cen be given to over-all transportation programming and the relation of trans-

portation problems to the total economy. To this end we propose lodging

in the Department most of the duties and responsibilities now vested in

SXecutive transportation agencies, certain promotional and administrative

functions currently exercised by regulatory apgencies, and several new trans-

Portation responsibilities which should be assumed by the federal govern-

nent,

+he Trensportation De tment

T . .
Lowers Duties, and Internal Orgenizatlcn of

Ve recommend that the following powers and duties be vested in the

Se e B
Ttary of Transportation, with authority end responsibility delegated

! rrices of water transportation,

Oup :
assistent secretaries in charge of ©
- Addi-

Eivi
’ &n&tmn’ highway transportation, and railroad transportation.
and interdEp&rtmental relations

.
Tuties relating to general supervision

'ﬂ'roul d
be
- delegﬁ‘bEd to an underﬁecretar.‘)’-

.
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- _ ) Transportation
ge of Water SLELSPOrlt '
g, oA —

| The sssistent Secretary in charge of this Office would have immediate

4 I.esponsibillty for the administering of z11 federsi prometional, operating,

and prﬂgraimuing activities 1n the field of domestic and foreign water trans-

portation. The office would be constituted and its major duties defined by

. e following transfer of functions from existing agencies. 7/

(1) Promotional, administrative, and subsidy responsibilities trans-

rerred from Maritime Commission.
e r— =

This study has shown thet the administraitive and planning aspects of
f- the Commission's work are predominant, and that the national defense signifi-
cance of the shipping and shipbuilding industries requires close direction at
| cabinet level. It is concluded, therefore, from both the objectives and the
- character of the work performed, that the conduct of these operations should
Be placed under executive authority, which would be responsible for planning
the routes to be operated by American flag vessels, determining the subsidy

- policies, and administering the progrem. Aside from these promotional and

edministrative duties, however, certain residual functions of a semi-judicial

~ Dature would have to be transferred to & regulatory &gency, including the

. - -— =
Belection of carriers and control over rate conference agreements and dis

erims .
1 I‘llﬂlnatory practices.

] : arv for Wai Transportation
Under this arrangement, the Assistant Secrelary 0T Haner. iTanepo

- Voulq therefore have under his immedicte jurisdiction the promotional features

Df " i~ L]
" the pregent Maritime Commission, including programming and contracting, and
he would be responsible

-~ th e
E “Xecution of the plans and contracts. 1In addition,

I age Ko sk, el
. ] -ations under whic

_bm_‘eﬁus dment of the various statutory aunhm::.:a s T S Goareny
T nd agencies now operate will be necesSsSary i x
r y y Oover the constituent elements

- Of hi:nsmrtatiﬁn mé.y have substantive authorit
department
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the need, justification,

* on S 1
13’5"’55"]'1‘1g g and f nancing methods for river

rovements.

rhe fect that administration of the merchant merine policy was trans-

ed from an executlive department to an independent commission by the
pehant Marine Act of 1936 raises the question of why it is now nroposed

that major rESponsibilitieS be returned to an executive agency. The primary

~ gxplanation is that the functions which we propose to vest in an executive

agency are primarily promotional and menagerial in nature and should not have

. teen placed in a regulatory tribunal in the first instance. Presumably, the
Jegisletive decision to create an independent lMaritime Commission was based

. on two assumptions: (1) that rate and service regulations for water trans-

portation enterprises should be organizationzlly combined with promotional

programs involving administration of construction and operating subsidies;

* and (2) that the independent commission form of orgenization was essential

since stability, continuity of policy, and impartiality wzs indispensable

to satisfactory regulation.

The first of these two assumptions was abandoned in 1940 with the

legislative transfer of jurisdiction over coastal and intercoastal snipplng

from the Maritime Commission to the Interstate Conmerce Commission.

-:- "M l : . .

“% an "independent commission" in control
-'..:L i a - | ' - . . i
- == HiSeparable from executive responsibllities &

- ang ¢ _
the conduct of foreign arfairs.

This
of a2 promotional program that
ffecting the national security

Manifestly, merchant marine policy de-

Bigneg i A . cies must
. . _ . ional emergen
Primarily to maintain a fleet adequate 10T nat

itary Plans, Similarly, there

h & : . g e
§  "Pted to and coordinated with the changing requil

ements of diplomacy

is a growing need for mutual adjust-

~ and air transporta-
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ornment, 1€ removal of merchant marine supervision to a status of

dependence creates a damaging di

I-elﬂtive "~ vlsion of executive responsi-

pilitye
(2) Transfer of Inland Waterways Corporation from the Department of

The period of experimentatiﬁn with the federal barge lines has been

rolonged far beyond what was initially intended by the Congress. This

subsidized experiment provides no basis for demonstreting the economic
reasibility of barge operations, and even with the support of public .
capital it has been impossible to operate profitably or to maintain the
Corporation's equipment in serviceable condition. These considerations,

together with nullifying effects of subsidized water transportation on rate

= regulation, point to the need for abandonment of this project.

(3) Programming of waterway improvements transferred from Corps of

- Ingineers, Department of the Army.

-Cﬂrps of Engineers in the field of water resource ge

m
i lr . )
“iSportation, In recent years there he

Placed on flood Control; power deve
P O the

B
lnaJ_]_y located in the government structure,

| Nevigy,
Sation Projects and multiple-pur

3 Bhﬁul ; tment tO
d be reviewed by the Tranﬁportatlon DepaX _

Programs for inland river improvement &are formulated by the Corps of

fingineers with no reference to genereal transportation problems. To carry

out the national trensportation policy, 1t aill be necessary that policy

formlation with respect to the planning of weterway improvements be made by

the Department of Transportation. Because of the multiple operations of the

velopment, however, 1t

o ] = t of
is 10T suggested that the Corps 1 tself be transferred to the Depertmen

1 s - i
s been an upward +rend in the emphasic

_navigotion features
lopment ond other non-navig

s of Engineers &y be

Water resources program. /herever the Corp

how/evers it 1s obvious that all

: rigation features
: having navigd
~e projects
PoSe P

determine +he economicC
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out repeatedly in studies of public expenditures for transportation.

. ks several hundred million dollars sre committed each y

X
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l.itff of such navigation

| Proposs
B pProposals from the standpoint, of transportation

arge part of the

am hzs been pointed

The

ear to inlzand

| Armm— developments, many of which could not conceivably be justified from

a transportation viewpoint, is one of the most serious indictments of federal

 transportation policy.

It appears that federal action must be directed to eliminating such

yaste of public funds, and to reducing to a minimum the disruptive effects

~ of subsidized water competition. The federal government should insist that

~ gll future waterway projects recommended in the interests of transportation

- be evaluated in detail by the Transportation Department. Further elimination

- of vasteful expenditure must be accomplished through the imposition of tolls

~ Or requirements for state matching of federel funds. The exact nature of

- these measures must be studied and recommended by the Transportation Depart-

:

T L o b
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:
:

r
A
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e volving the promotion of civil aviation, both domestic and in

fationg] .

4

ment,

b, - o
* Qfice of Civil Aviation.

This Office wvould have immediate I‘EEPOl’].Eibility Tor all federal pro-

the programming, financing, and operation of physical facilities,

oy o mapd e he major
3 * Battern development, and the promotion of &viatlon safety. The maj
P fue fon 1 ansfers
tions, Powers, and duties of the office would derive from trans
L o ey

ting agencies.

s transferred

LY

:.--fr (1) Ai : : -nd aviation gafety dutie
E Lo, =MWay, airport planning, &nd

ion of an airport
The planning and provision of airwaysS the formulatio

4_——#
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end the adninistration of the federal aig Program for airport develo
, o -

_ certain research and educsts tra Ly _
oty 85 well as cational activities yare obviously
I

motional cheracter. Likewise, it haos beet BoBsluded

of & Pro that aviation

. . . 1 ] 5] -l ] -I 'f_-u. ¥ -y
ofety qotivitles, incluaing rule making, administration, end enforcement
5

would be carried out by the executive agency.
 ghoul

() Safety sctivities and route pattern develonment transferred from CAB.

Safety responsibilities in the field of aviation are now divided between
the CAA ond the CAB. The conclusion has been reached that the promulgation

of safely miles and standards ¢nd their administration and enforcement should

be removed from the jurisdiction of & commission deeling with economic regu-
1ation and centered in an executive agency. 8/ Because of the highly technical
nature of this function, an administrative and engineering agency is better
adapted to carrying out this work then en economic regulatory body. The CAA

is staffed with engineering and technical personnel, meintains an extensive

field service, and is in day-to-day contact with the industry and 1ts problems,

and with the operations of the various aids to air navigavion.

: . i dele-
With respect to accident investigation, the CAZ, which has been

: - st involvin
@ated by the CAB to perform all investigation work except that 1nvoiving

: . : PR 1 pility in this
"8Jor airline accidents, should be given the full responsibllity

; usion that a
Held, e importance of airline sccidents has led TO the concl

 threey . 1 £17 hold public
| Hee-nenbe board should be attached to the Secretary's office 1o

- Beariy . . .appier accidents, and such
ngs and determine the ceuse of all major =47 carrier acclGenis,

Gthe L - s = [ 18 Iietary‘
- ’ “Celdents as may be Speclfled by the oec -
T ary 1O serve when +he need arose,
-

heans
| “ing tribunal would be named by the Secret

8 .
4 Yolume I, Chapter II.

i

:
-
-

:

A

1
.
5
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i"advisory nlan for the guidance of the regulavory agency.

for aiy trensportation should be diverced from mail pay

.' that, py

L gy :
‘tendeq period to maintain Americad flag

- plan

L8

: te pattern as de
The ai1 ToU veloped by the CAB ;
1S characterigeq by

£ﬁ~con51dered planning and hgs resulted in
Stead from cage
~-by-case

7ith respect to individual Certificate applications The inh
inherent

& ry '
3 blll L‘Ur ALhC dil age clive L .
ina inwerest in research and

qing has led 1O the conclusion that route planmning, which is one of th
- ; e

ost importaﬂt promotional tools, should be todged in the promotional
rather than the regulatory agency.

Because of the financilal difficulties which have resulted from ill-
odvised expansion of route patterns and airline competition, it will be
necessery to correct the air route patiern as promptly as possible, and to
furnish a2 plan to guide the future development of the air transportation
system, The route plan should be finally approved by a coordinating staff

attached to the Office of the Secretary. It would be in the nature of an

The Department of

. Transportation would appear before the regulatory body, however, to urge

the granting of operating rights to conform within rezsonable limits

W the over-a1] plan of the Department.

(3) Air Meil Subsidies
operating subsidies

The conclusion has been reached thet the granting ol
It appears, NOWever,

-tional avistion -i11 be necessary for

hencial assistance for inter
in competition vrith subsli-

=ting subsidies tO the extent ré-

0 foreign carriers. In any event, OPer®

portation of mail.

the Department of TrunSPOrt"‘ atian.

'y
than buried in postal deficitS.

T




of TransPY”

Avi&‘ti on

- Spnsibilities to designated private organizations Or

State governments. Among the oper

% shifted to nonfederal jurisdiction ere the enforcemen
ations ang accident investigation as they
'Ultimately 1t may be desirable
eIt and the licensing of private pilots and

- Stat . ,.
: : Teésponsibility, provided that
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gevof the initial and lmportant responsibilities of 4
e

Department,
~tation would be to formulate o tangible b

Preseﬂt such a program for legislative considerztion,

— T — — i m—
e il ¢ — — —
o _— — —
— ol
—

Tn connection with 1ts general responsibilities, the Office of Civil

should facilitate the transfer of certain actim;ities from federal

4o state control. For example, it would appear wise for the federal govern-

nent to retire from the development of small eirports for private flying.

Not only is the interest in these facilities primarily of local scope, but

the need for developing a national system of alrports serving interstate

and international transportction is & problem of much more pressing federal

interest.
In the field of aviation safety, the federal covernment is now moving

in the direction of transferring certain enforcement and certification re-

individuals, or to

ating functions which should ultimately
t of safety regu-

pertain 10 noncarrier aircraft.

i ' ] ier air-
s1so thet tne registration of noncarrl

other persannel should be a

uniform national gtandards are edopted.

“tes, where organizations and personnel

- " Pepf
T these additional functions.
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. e office of Highwey Transportation
be. 2 &=—

The L ssistant Secretary for Highway Trensportation would be charged

ith responﬂiblllt}" for administrative ang Promotional work in connection
E ants to the states ¢ i ohe - ~
Lith federal gT S 10r highway work; for resezrch and plan-

Jing finctions and certain lesser federal I‘O&dbuilding operztions: and for
= b

| cafety getivities relating to interstate motor carriers,

(1) E@Mwwms%rred from Federal Vorks
L= 1rom Federal Vlorks

| Agency, Public Roads Administration.

Highway responsibilities now carried out by the Public Roads Administra-
~ tion are of a promotional character and would be included in the Office of
Highwey Transportation. However, the recent extension of federal aid activ-—
- ity from a limited system of main highways to a 600,000-mile system of all
classes of highways and streets raises important policy issues. The federal
government has so dissipated its activities in this field that responsibility
- for assuring the provision of a system of highways of national significance
_ may ultimately be defeated. In view of state and local roadbuilding capabili-
ties, there appears to be no legitimate reason for federal usurpation of the
Bajor responsibilities. Moreover, because of the large-scale highway require-
NTs t0 be met on & limited system of our principal highways having greatest
- Importance from the standpoint of interstate commerce, 1t appears desirable
% concentrate fegeral activity where the federal role is clearly justifiable.
metions trensferred from the ICC.

(2) Motor carrier safety functions trensferred from the 10C

The IcC i now authorized to prescriibe rules and regulations governing

- 0 . > c o ore
: Pﬁl‘ating safety applicable to common, contract and private carriers engaged

"'||.|-
=

interst&te commerce, (See Vol. I, AppendiXx by Aside {rom rwie S

t ;
e Cﬂmmissmn , through the field staff of its Bureau of Motor Carriers, works

+he attempt To achieve

f
2
2
:
E EUQP

P Yoraty

? Yely with state enforcement agencles in
E




ad can pe administered effectively only tharough

.51

dards ang enforcement

commission activities in this field are highly technical in nature

continuing cooperation

Lith state agencies. The most extensive and testeq machinery for this type

of governmental coordination now exists in the Public Roads Administration.

for, in carrying out the federal aid program, the PRA must deal continuously
ith the states end must necessarily meke exhaustive studies of traffic .

cgndl‘blOHS, physical and operating charzcteristics of 211 motor vehicles,

~ and the relationship of tnese factors to proper highway design.

Safety regulations and enforcement teclmigues must be based on such

studies, for they reveal the chief elements that condition highway safety.
It would therefore appear that federal responsibility for highway safety
should be integrated with administration of the federal aid program. This

|

would provide not only a more adeguate technical basis but more appropriate

- Bachinery for the prescription and enforcement of desirable standards.

for by this means eligibility for federal highway funds could be limited

:' to the states that cssume responsibility for enforcement of the prescribed

_:f'fﬁd'eml stendards, The validity of suci: a

stipulation 1is indicated by the

fact that the bulk of all interstate commerce by motor vehicle transportation

aid
Progran, to establish acceptable highw
tI'a
. Procedures in order to qualify for federal eid.

-'_ iﬂ
. “Oisidepeg less important to the national
tl’at ¥

al
Moi‘eover the states have been required, from the outset of the feder

oy organizations and adminis-

If highway safety

interest than efficient adminlis-

+ to leave safety

'O n
1t woulg appear wise for the federal goVvernme

| h&
; ttﬁrs to the States.
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(3) War requirements inventory

E N ition, and use 1and th ‘
| jon, condl ’ ’ © Tequirement
J:..locﬁt 3 ments of motor transpgrt for

g, Office of Railrozd Transportation

Thus far we have considered the structure of the new Transportation

: 'Department primarily from the standpoint of transfers of existing agencies
and transfers of certain functions from existing agencies. These transfers
in themselves would not provide the structure of en over-all trensportation
- ggency necessary for carrying out national transportation policy. An
additional requirement is the creation in the Department of azn Office of
Railroad Trensportation which would be responsible for keeping Congress and

the President informed regarding the adequacy of basic railroad facilities

- and equipment for the demands of normal commerce and national security.

' In this connection the Office would assess the impact on the rail carriers

F °f general economic conditions and federal promotional activities in other

fields of transportation; and it would recommend effective measures ﬁo assure

SSten. This Office would also be charged with setting up the necessary

- Bach; ion in time of war.
- Chlnery to assure efficient railroad trenspor tetion in tim

relsting to railroad car

N e T O o N I B N ey § =0 b

e also recommend that certain getivities
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comnerCe commission has shown no disposition to attack forthrightly the
0

s01idation problem which all investigations, including those of the ICC

nave shown to be necessary. Since it is ap

we recommend that responsibilities in this field be placed in the

sxecutive department. opecifically we propose that the Department be
uthorized and directed by statute to prepare within s specified period

of time & generel plan for railroad consolidation.

There are two compelling reasons why responsibllity for the formulation

of a general consolidation plan should nct be vested again in the Interstate

Conmerce Commission. In the first place, that agency is antagonistic to

- such an approach. But of greater importence, the environment, procedural

tempo, and philosophic conviction of the Commission offer an inhospitable
administrative setting for effective performance of the function. One of
the major purposes of systematic railroad consolidation is to adjust the

Corporate and operating structure of the carriers to the new competitive

Oganization of the transportation system. It is therelore essential that

- the

Plan be formulated with the full lmowledge of and provision for the

_. i‘ﬂ!pact of government promotionel programs. MNenifestly, there can be no

L

;_;_Perm&nent value to any plan for railroad consolidation that does not take

': f
: “O8nizance of the competitive implications of current and projected

% lﬁ'gh?!ay 3

3 gf”é‘e
T tested by reference, among other standards;

Eff
e
*t on Tailroag

Imb
ic expendltures that are designed tO improve the range and guality of

Ur, and water services.

ational
k. ®Qually important thet these IJI'GIHG'thHEll programs OX g B

+o their combined

' would be
transportation. Attainment of hothh objectives

government full authority



and respﬂnsibility for these organicelly relateg liﬁﬁS.Gf government
men

agency would have not only the poye

all r of initiati _
such taulng long-range 1mprove-

ograms with respect to

each mz 1 o =
nent P¥ major iorm of transpor

Jave the corollary responsibility of guarantee;

tation, but it would
g That the net result would
be 2N improvement 1n transportation service at lowest possible cost

mical complexitie . o
The tec p s of the consolidation taslk are accentuated

by the fact that, if the problem is to be solved at all, it must be attacked
a5 a whole and disposed of Wi’phin a relatively short fixed period. Ve there-
pore suggest that, pending completion of the consolidation plan (prefembly
not more than two years), a moratorium be placed on all forms of railroad
mification. This would require temporary suspension of ICC powers to approve

railroad consolidations, mergers, and acquisition of control 9/. At the end

of this period authority would be restored to the ICC to supervise the corporat

end operating rearrangement of the railroads within the framework of the

'bu

| Hitles and add to its administrative burdens.
g e .
; “Slasive r easons why functions of this Type should be C

h |
| de e . >
Pendent commisgion" form of organization.

.

Of otpo 0l over joint rates and through routes;

general consolidation plan. It will be recalled that we earlier proposed
vesting the Commission with limited powers of compulsion in connection with
Individual consolidation propesals (Chapter I).

(2) Car service and safety functions transferred from ICC.

The railroad car service and safety actlvities now being carried on

7 the ICC divert the attention of the Commission from its primery responsi-
Tie have discovered no

arried out under the

They are primarily technical

o bandonments, and the use
t be affected.

2 Cony
€

; tl‘ansport media by railroads would no
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++ for the discriminatory zspe
ozcept Cts of car SUpply these functions go

onstitute integral parts of the regulatory progran

not C On this noint the

fgllwing significant observaticns have been mzde by an officiz] who has

extensive experience both as z commissioner and

s in &n executive agencys

- ... for some years noi 1 Eme served in the dusl capacity of Intersteate
oomperce CommlsSS1oner and Director of the 0.D.T. TIn the Commission T am a
genber of Division 3 and am the Commissiofier in charge of the Bureau of
service, 1 haove, t':j.th the consent of the Commission (a creature of the Con-
pTess the Legisletive branch of the Government), opercted the Bureasu of
cervice and withh the congent of the Executive I have operated 0.D.T., a part
of the Executive branch of the Government, and have unified their ac%ivities.
I fail to see any real distinction whatever in the character of their respec-

tive activities. 11/

In final analysis, the basic purpose of government control in this
field is to assure an equitable allocation of railroad cars zmong regions
end shippers under emérgency conditions. DBut experience has demonstrated
that the regulatory mechanism is inadequate to deal with the problem of

railroad car supply and allocation in periods of critical end prolonged

shortage, Thus during the pest war this responsibility was delegated to the

Office of Defense Transportation , a temporary €xecutlive agency. Trensferring

this function to a Department of Transportetion would give continuing juris-

diction tq the type of administrative organization regquired for effectlve
' : ; i +ical importence.
dlsgharge of this responsibility when the service 15 of critical imp

; : -ested in the Com-
Jurisdiction over railroad sefety matters hes been vest

Disgi _ ~hich heve never been
“on through long series of special enactments i

ingg,
| cﬂrpﬁrated into the Interstate Commerce Act. l?/

W

4/ St? Vol, II, Appendix D for descCr
_-tign Gutement of' Col. J. L. Johnson,

Fﬂreign EOS. 1812 before Subcommittee Of
Actg/ The gmerce: Mar, 9, 1948, (mimef:}.) Pe

]

vities in this field.
Defense Transpor-
Tnterstate and

iption of ICC acti
Director of 0ffice of
Cena e Committee on
11;ecti0n Act; Hours of Service

afety a : . T,ocomotlive Insy D
EATHES liance Act; LOC endix Y.
E e Insﬂeczgonaﬁct; B.Sf’l pan Act, etc. O€E€ ApP
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significant that over a long period of yeax
S

: imerily on the carrs b e o n
rglied PT )4 carriers %o initiste technical

S the Comnission has of

e T N s Tl e

. H ' 4 v
; ﬂecesslt} 1oprove-

ts 10 safety appliences and to police their unif orm application

men Any other

ould have required an extensive staff of

&Pproa.ch W technicians and s large

pield force for policing purposes. Supervision of Such an organizaetion would

purther divert the Commission from its complex and Specialized duties of

regulating rates and standards of competition,

L e R T N Ny 1o M el T e o e e L s Y I [ WL B DL N el

It is primarily for this reason that we recommend transfer of railroad
safety responsibilities from the ICC to the Department of Transportation.
For, as we huve noted elsewhere, there is a pressing need for expediting

Commission action, particularly in the field of rate regulation (Vol. II,

Chapter IX).

2, Office of the Secretary of Transportation

Success in achieving national transportetion objectives will be

datermined in large part by the conduct of this transportation research

tl o i""i. i orad I il 4 Wb bl M= it b L e B et 1 D Lty WL =l on s g 5

- and planning activity in the Office of the Secretery. It 18 the absence

of such activity at the present tinme, and the absence of over-all direction

'_Btemm_ing from it, which account in no small measure for the ill-advised

o conflicting transportation activities now being sponsored by the federal

EGVErnmen F '

: =Heral research and programming.

: isi the
The Secretary of Trensportation would be responsible for advising

transportation

- Cop
STeSs ag to the following: (a) the phys:i.cal needs of the
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£ ail, air, and -

terns for rail, ’ water carriers: : :

& poute pab €rs; the financial condition
2 seps; poscsible further areas v p ;

i of the carriers; P S where federal action is neecded, or

b

R oaoim which federal activity might be reduced or eliminated

‘ . B r .
tment of Transportat ..h
The Depar portavion here proposed would comprise some

sons at current levels of employment.

35,000 per Under present policies

14 would be responsible for the expenditure of at least = biliion and a

l quarter dollars annually. The size of the Department and the magnitude

.‘ of its responsibilities point to the importance of a top level research

and programming staff. These and other transportation research, plenning,
and programming activities carried on by a staff reporting to the Under-

secretery would furnish a basis for formulating end activating national
transportation policy. Among the functions of this staff would be the
following:

() Examination of &1l promotional programs in the light of the
peacetime objective of achieving the most effective transportation system

at the lowest cost, with due consideration for the development and pro-

motion of desirable technologicel changes.

(b) The determination of civilien transportation requirements and

_ _cﬂpﬂ(}ities for presentati(}ﬂ +o the National Security Resources Board for

specific estimates of

#kional security requirements where these call ror facilities 1n eXcess

. of g
1 fal peacetime needs.

| | : rmit
() The development of cperating plans and techn:?.ques to pe
N . . - . f war.

. . ams for
() The determination of the feasibility of var ious progr

+hrough user chaTges, including the

?rsz

i &nCi

i 8 f transportation facilities
tem of waterway

 de,
B cve)

Plans for federal airveys C
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ond physical research activities. The federal sovernment maintains separate

engineering staffs for this work in connection with its highwaey and airport

operations, yet many similar problems are encountered with respect to

materials, design, construction methods, soil investigations, and the like,13/

Laboratory research dealing with these physical problems, as well as engineer-

';' ing assistance or inspection in the field, might also be consolidated to ad-

vantege. Right of way problems, including lend acquisition, zoning, and re-

lated problems also might be more effectively handled by one staff.

. be Service Agencies

- aigs

o Mgy, .
?"G“ aii‘pz Fublic Roffds Administration field st

Consideration should also be given to transferring to the Department
o existing wgencies that supply general service and policing functions

for lransportation.

(1) Coast Guard.

The Principel functions of the Coast Guard relate to the provision

' * that the
to navigation and the promotion Of safety. 1t 15 believed

and the

o ff now numbers 980,

.

Tt field steff totals 575.




op8 are not presented for retaining thi
e

"I‘_' r
Depgr‘tﬂ]ent’ 35S transfer to a Depal‘tment of TranSDGrta .
ﬁe Jogical &1 ternative.

(2) Coast and Geodetic Survey,

the major part of -the work of this Organization relates to the provisi
- ovision

of aids 1o navigation for water and air transportation although certain othe
: ‘ i i

smetions of a general application are alse included in its program

If these organizations are +tr 25 : ;
. transferred to the Department, it would

gppear desirable to preserve them as individusal operating units, reporting

to en asgistent secretary in charge of service functions.

-3. sunmary of Departmental, Organigzation

" In accordance with the foregoing organizational changes, the Department
of Transportation would include all of the transportution activities of the
':- federal government with the exception of rate regulation, the issuence of
I:,'oper&ting certificates, and carrier unifications. These functions, it will
‘r'lﬂter be noted, require relative freedom from political influence; stability
 policy; ang the benefit of ‘judicial procedures made possible under the
_jindependent commission form of organization. Specifically, the Department

| Toulg Incluges

(H) The existing functions of the Public Roads Administration, Civil

ttics ﬁ'ﬂlnzinzi.str.afc.:?.cm, Coast and Geodetic Survey,

‘Uime gy

(oo,

Coast Guard, the

Mnission (except minor regulatory functions), the Corps of Engmee?s

and the

dstermination only, in connection with navigation pProJ ects)

lan d .
TVays Corporation.
= (b)
E * oy,

; PR regulatory
" addition, certain functions now DEinS carried out by Tregd

spilities for aviatl

Civs
Vil Aeronautics Board respons
ubsidies; Interstate
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Safety, raj

- = l .
7, car service operations, » Tallroad
55_18 )

zin new functi : : _
(¢) Cerv oS, including Reilroag Consoligs

tion Pl-
I veﬂtﬂry {Jf Wal’ RequirementS. Gn’
I

C. A TRANSPORT REGULATORY COMNISSION

to organizational problems, we have emphasized +wo major defects:

(1) The intermingling of romotvional, business menagement, and highl

tecmical administrative functions with the vitallv in

5 y_important regulatory
responsibilities of the so-called independent commissions has created serious
-_P_._.______—__________;.________ I —vain 1o CITaled Serious

problems, both for the commissions and the executive branch of government.

The independent commission was conceived , 1s constituted, and has operzted

. #adeliberative body. The prime objective is to achieve impartiality

In the settlement of controversies, stability and continuity of policy, and
decisiong based on a factual record. An agency orgenized and insilinilamaliy
&djuated for this type of performance is ill-adepted to the discharge of pro-

oy - . it admative management
¢ Wtiona) Fesponsibilities or the exercise Ol sdministratdv

. . i+ious action. Ex-
_.ﬁlﬂctlgns that require aggressive, flexible, end expeditl

- Perien g
{?-.-fﬁrm |
a ﬂrganizaticm results either 1n the 1D

. . - iﬂn
has demonstrated that the location of such function

f the
different performance O-

in diverting +he attention of the
ln .

- T,
- dge -y
sement and promotional sctivities OF




| e, For example, one of the mjor objective
:: #0VET

5 to maintain in being a fleet adequa

|

‘, _pcrlic:f 1 te for the requirements of

natioﬂal security. The instrumentalities 'provided for this PUrpose consist
- nsis

piefly in the administration of construction ang Operating subsidies ang

L the Supervision of the reserve fleet--all predaminantly technical
QLLy

adninistrative, and management activities. Yet, the major powers and duties

ji%--_j_nvol?e 4 in carrying out this program are vested in. an independent commission,
deliberately removed as far as possible from the control of the executive
yranch where responsibility rests for the management of the military estab-
1ichment end the conduct of foreign affairs. The creation of a Department

of Transportation and the transfer from the various commissions to that de-

1_ partment of the functions outlined above would restore essential controls to

. the executive department and at the same time leave the regulatory process

| free of functional and operating encumberances.

() Without further change in the present regulatory organization,

3 : inistreti i ffusion of the
:"h"ﬁever there would remein an undesirable adminiSTre tive dif

¢ Zfulatory program. For, the Maritime CommiSSion would be left W
; ons,

1 - s tories, reparatl

. Te6idua . ous territories, T

*Sldual control over ocean shipping to noncontlgu .
. ang o " he Civil ferona

" SWpervision of rate conference agreements. 1

ating rights of the airlines.

._JNJld be left with econtrol over the rates and Oper
F d retain control OVET

I'Elil, high-
Interstate Commerce Commission woul

Bomestic water, and pipeline agenciles:

5 ., !
R
T
st
=
& F
- . 3
e ’
=
e
i 3
[ .
-

administrative consol

’ : _ & en‘b 0
G.Ec]_are d . of imwal‘tlﬂl treatil
F régulatory objectives E




anspf’ftatlm , nondiscriminatory rateg
tI'

.-_.. 1 mﬂm:'{":?’:'?'ﬁ?m} g

ggratiﬂn of the several forms of transportati

J.Ilt , L atlon i into an effi Clel'l'b e

: D
3 icals and progressive national systen.

these reasons, we recommend the

for

' pegulato Commigsion to administer a reviseg Oros

am of public rec ation

icable to all forms of transportztion. The &

-;ﬁh'uctural organization of individual firms. The end purpose of such regu-
Iilation would be to prescribe the standards of rate and service competition

__ ‘:‘_that would assure the economic allocation of traffic among the several forms
_'Of transportation and to guarantee impartielity in the grant ting and denial
:vf operating privileges to individual firms. The Commission would, of course,
retaln the accounting, reporting, cost finding, and other ancillary functions
'_'iﬂasential to the effective discharge of its major regulatory duties.

The rearrangements proposed here would be accomplished in the main
%ﬁhrﬂugh the following emendments to current regulatory statutes:

(1) Consolidate with Part III of the Interstate Commerce hict the con-

- e 0 = = .
5 1s shipping to noncontiguous

n . i - . -
oW exercised by the Maritime Commission OVET

l?ah 1€s, » reparations, supervision of rate conierences, =nd the selectlion

mdivldual firms to be made eligible for subsidized operation OVeT the

i eign the Department of Transporta-

E'hipping routes declared essential by

.I 3 "4 & new Part V to the Interstr...te commerce Acl, incorporating
4 ' 5, Oper-
Sent, Provisions of the Civil ﬂeronautlcs jet dealing with rates, Op
4 g rights ts and investigations,




(3) amend the rule of rate making along the lines Suggested in

- grapter 1
: . ide statutorvy re s 32 _
(Zp) Provi Loy cognition of the right and duty of the

;;_._ _sEcreflﬂrF of Transportation to appear before the Commission +o present the

E he executive branch of the gov i 4} :
| jeus of - govermment with respect to the rates,

operating adjustments recuired +o

| gervicey and maintain the transportation

systen in condition adequate to serve the needs of commerce and the
national S€ curity.

The present declaration of regulatory policy added to the Interstate
(ommerce Act by the Transportation Act of 1940 would require no substantial
alteration. And, it would appear wise to vest in the Transport Regulatory
(ommission broad discretion with respect to its internal organization and
operating procedure, 1./

In the past, considerable controversy has arisen with respect to the
:Place of the so-called tindependent commission™ in the general structure of
fvernment, Suggestions have been made for the consolidation of all trans-

Mriation functions into a single executive depariment; however, with the

| &trictly regulatory activities retained in & so-called independent board or

“Mission, Such an agency would be included within the Department only

B ho - : -1 relationship to tne
f  T'Sekeeping" purposes, bearing the same generst

neronautics Board and the De-

i ] easons for
e have been unable 1O £ind any persuasive I ‘

Dr Uvan The economies expecied

tage in this particular WPE of arrangement.

i opriate size of the agency

P § jee tt'?e number of commissioners requit Regulatory CommiS=
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4 administrative supervision

 fie hav . i
o qnifil € not materializeq

» and the neegd

: f
..ing the independence of action of %
- e regulatory body has never

L por vet

i <eriously questioned. We have therefore concluded that the Trans +
: anspor

.:__; eqrlatory Commission should be constituted op s bipartison besis with th
{ i Lile

soners appointed by the President for over

R miss lapping terms ang removable

only for nonperformence of statutory duties.

Mmm_@_r_l_@i%cl_here the functions that are of = strictly executive

Mrial nature are restored to the executive branch of government and

",- gr-ovision is made for executive representation before the regulatory com-
. pission, there would appear to be no justification for further direct control

of the executive branch over the re latory phases of national transportation

policy, For, it is apparent that the reguletion of rates and the selection

. of carriers entitled to operate for-hire transportation services are aspects

of federal transportation activity which require a high degree of impartiality

“d the provision of all possible safeguards against the pressures of private

b terests or the influence of interference of political considerations. De-

erning tion of these matters, involving the distribution of privileges and the

£ finaney A -
3 « i3 . ; . . ) ings end reason
E Clal Position of private business, Tegquires extended hearing

- “Ontinuity of policy in the decisions rendered. The independent com-

g " forn of organization provides the Dest opportunity for main -

- thege

admins

E dmmlstl‘ative standards.
3 ~tion of transport

znd moral concepts

“ute
n .
“rnesg The legislature has not succeeded

en to very
tative formulae, Or €V

Fo,
= these general values 1O quantl

statutory prc:hibitians

£ Sible
St W
iy Mards of measurement. Although the

e
g o Rl L
il

&in% refined
. °Yimination in matters of rates and S°




the determina+s
over the years, ermination ,
501ﬂeﬁhat ol what, Particular
131;101151119 or competitive practice consti
.‘1 176

il Jargely @ matter of administrative mterpretatim

yor do the regulatory statutes Provide tangible standarg
| ¢ Comnission in deciding vhen the public neegs g new or different kin
: rentg d of

pice, OF which individuel among a number of applicants shoulg be t
. granted

e privilege of supplying that service,

Thus the regulatory agencies are

 ordinarily authorized to grant or deny OPeérating rights in accordance with

. sheir interpretation of "the public necessi ty and convenience."

R = o T Bt B, o ol g gl i 3

Under these circumstances, it has been generally agreed that equity

g ~as among individual applicants and a desirable degree of continuity and
Estability in the control of rates and rate relationships can best be achieved
E through the deliberations of a continuing, full time, and expertly staffed

i agency removed from the immediate control of Congress or the President.

E It is particularly important that reasonable stability and continuity

EUf Competitive rate relationshins be preserved. Radical and frequent alter-

E_ &lon in the nation's transportation rate structure mould throw the industrial

+he location of

if.&n . |

E dcummercml processes of the country into chaos.
o

E F Htional marke ts, highly competitive in character,

regulation cdministered by an

ayoid the rapid and unpre=




Experience indicates, however,

[ .y process can more readi
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CHAPTER IIT

THE SPECIAL PROBLEMS OF NATIONAL SECURITY

The desirability of a federal Department of Transportation is bvi
i obvious

COst

schieved. In terms of national security, however, +I
10%; ,

i5 10 be 1€ services

. & .uch an agency are so urgently needed that its prompt establishment
4 -onsidered & necessity, Attention is directed in some detail, therefore
3
o the nature of the transportation problem in wartime and the steps which

met be taken to prepare for, or to cope with, such conditions in the future.

A. FEDERAL ACTION AND V/ORLD WAR IT
The importance of transportation in wartime was clearly demonstrated

._ during the recent world conflict. The high level of war production and the

. mgnitude of military shipments and troop movements established new records

for both passenger and freight transportation. Specificelly, the volume of

| Ireight moved by public carriers totaled over One€ trillion ton-miles annually

In each of the years 1943, 1944, and 1945, which was double the volume of

- %ervice provided in 1939. This tremendous increase sn freight movement vas

\ ; - imately 70
: “teomplished primaerily by the railroads, which carried approximately

= e
% cent of the wartime load.
mall due to

e - S
The increase in total passenger +pgffic was relatively |
yet the ippact on public

. Har ' ' | - .
- Tline restrictions on private automobile operation;
on to compensate I

he r&ilr Oads had

or the re-

L ey
“Portation facilities, which were called up
In 1939 ¢

| d“ﬁ 3

. lon 4

on in autOmObile trave:l_’ as 'bI‘ElﬂeﬂdGUS. .
In 1933 they carr®

P .

- %8 °F 24 billion passenger-miies sengers carried
3 , S

‘ blllionsi Or four t the prewar 1oad. The number oi P2

b?ur ur times tae p llions in 1939 to
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; & in 1944
31ﬁ£u9n5
INTERCITY FREIGHT CARRIED BY VARIOUS
TRANSPORT AGENCIES 1939 and 1944 a/
(In billions of ton-mileg)

m

Per Cent

1239 1944 Increase
Railroads . 336 7L 122.3
por-hire motor Carrlers L3 49 4.0
Tnland waterways 96 150 56. 3
pipelines 65 132 103.1
a/ Annual Reports of the Interstate Commerce Commission
While these figures of expanded wartime operations are particularly
. impressive, they do not alter the fact that each transportation medium played

EF. e vital role in the total transportation operation. The private automobile,

despite sharp reductions in 1ts use, continued to be a major factor 1n war

: : 1 per-
- Worker transportation. The airlines, ~hile zccounting for only small P

to supply almost overnight the equipment

tentege of total traffic, were able

111 ir 1 ort services.
W personnel which initiated our far-flung military air wrahsp

3 rt facilities
e trucks, intercity buses, pipelines, and water transpe
rtation requirements.

- ‘ntributed to meeting the unprecedented transpo

] ine was
stly expanded merchent marine

M [ ¥ .
-‘-ln;_,,]_]_y’ in overseas Service our va —

snds for suppll€s +hroughout the

Mﬂefm
Teet th insatiable de
e almost insatia - ok —

\ 11ies.
Pligq, ~id to our 2
9% “nd it delivered a tremendous volume e materist o tonnage
it th the prev
. - ive times
*d of the war our fleet was more than 1 -



E

i
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development of its foreign and domestic commerce that

s
- itone
jecud
SerVing an
el

- gtates, of ¥

development

It is true that federal

stated in the various statutes establishing

snﬂftatlon P olicy, have always given prominence to the needs of th
| e

] defense. The Transportation Act of 1940 declares the wltimate ob

to be on 1 ' ]
e of developlng, coord_mating,

1 action
sive OF federa od pre

gtional trensportation system by water, highway, and reil, as

1 as other means, adequate to meet the needs of the commerce of the United
he Postal Service, and of the national defense." The Civil Aero-
autics Act of 1938 likewise stetes as its purpose "the encouragement and
of an air-trensportation system properly adapted to the present

ond future needs of the foreign and domestic commerce of the United States,

of the Postal Service, and of the national defense." And in the lierchant

. Harine Act of 1936 it is stated to be inecessary for the national defense and

+the United States shall

.. heve o merchant marine."

ecurity is seldom to be found in the actual con
tion activity. War Department specifications

' Slgn eng development of the federal 5id highway SyST

Y :
3 ork of highvays of primary interest to the

over national
Implementation of these and similar expressions of concern

duct of federal transporta-

em,

v has been designated.

militar

itime Commission is directed 11

of e, the Mar
the merchant mariné, |t he

1eooperate closely
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eblishing an Office of

- 3 " w
¢ Transpor tetion to "coordinate the transportation policies and

yivities o the several Federal agencies end private transportation groups

.y effecting such adjustments in the domestic transportation of the Nation

as the successful prosecution of the war mey reouire. ™ 14

When war broke out and the demands of the transportation system proved
rur greater than previous peacetime requirements, we found ourselves only
partially prepared. The merchant fleet was far below requirements; there
o an acute shortage of the rubber on which highway transportation is de-
pendent; no adequate facilities were available for the movement of petro-
leun; end there was no organization within the government which could assume
responsibility for the maintenance of essential transportation services. e
were able to organize a transportation agency, tuild up our merchant marine

ipelines eate
and air transport facilities, establish a network of pipelines, and Creé:

T ime and freedom
@ synthetic rubber industry principally because ge had time an

i A s -n importent ad-
irom the disruptions of enemy attack. In addition We had an 1mp

: , - uate condition.
"tage in that the limited facilities ayvailable were 1 adeq

1,7 investments sfter the

ment of

e the expeditious move

+he thirties

“-thip ties, and had drafted plans to promot
ra‘ - -

L trafeie 3p the event of war. HigHw
ted in extensive new facilities,

prﬁ ] -
ductlon achieved during the smmediate prew

Mith ' N—
’ large-scale renewal of qutomotlve equlpl

D e

Exeops s
detﬁil iﬁu’olve Order 8989, Dec. 18, 1941
Appendix B, Volume ITs




E e

tion as of 1941

' LU th T
ortation sit s tien, if ig apparent that e

D "
‘age g

ceries of good fortunes, bettep prepared to .
< DProlongeg

et time than we would hive been, for exammie - .
hat b _ ’ “GHP1e; in the mid-thirties.

-I ...' wal at G
' hich the foregoing considerat; s
whic | & ations raise with Tespect to the

questiﬂn 5

dequacy of transportation in the future are: (a) vhether under
' T ERRML

sting federal promotional policies, we can €Xpect to have in readiness

! .

' equate transportation facilities for war requirements if or when another
_r should develop; and (b) whether, in the event of war, we are organized

. i the federal level to assure immediate and continuing effective operation

of aveilable transport facilities.

B. CIVIL, AVIATION AND WAR REQUIREMENTS
It was pointed out in Part I that on economic grounds the best long-

| interests of the air transportation industry would be served by establish-

B _ ; . - . : d
. g the principle of self-support and moving as quickly as yoBELILS “Lawar

| a1 uiring users
- 1is goal by eliminating direct operating subsidies and by requiring

| : i . This approach
- 0 contribute their share of the cost of airways and airports

..  d i ogramming of
0uld have the advantages of providing a useful guide to the progr |

I- te funds for air transport facil-

" Al “Xpenditures and of assuring adequa
-' | gh user charges

self-support tarou

L ltieg
I 15ce of air transport

| na continuing basis. In addition,
- furnish criteria for determining the rightful P o
i}] t}'le _ Ving by air (as Wﬁill as

* transportatian system because traffic MmO

pasis of reletlve

ag well

economy

1Pﬂmr
3 "*thods) would be attracted on theé




the national defense significance of civilian air tra

. 1 is clear from the record. Within six months after Pearl Harbor, the dom-
_- estic airlines had sold or leased to the government 193 of the 359 planes in
| pirline operations, and the Army and Navy were making use of some 1,200 air-
.' -; line pilots. These alrcraft and personnel operated on contract for the Air
Irensport Command and the Naval Air Trensport Service. In addition, the air-
B lines wder direct contract with the military forces provided extensive
Eessenger and freight movement in domestic service. The airline fleet con-

| ,, dned to constitute a substential percentage of militery aircraft engaged in

f Jelstly transport operations, for although the LAF had more than 10,000 trans-

| Mts ' operation by 194/ a large proportlon of this fleet mas engeged in

+her than transport. During

F troo .
Pearrier and other tactical operations ra




- echaniCsy L

| NN

Dper&ting mllltiple..

Airlj
rline schools glso trainegd

dio operators, navigators, meteorologists. ang
, s <110

other Specialists,

i gition, during the period 1942 through 1944 a total of nearly 50,000
I J

airci‘ﬂft were adapted to combat requirements through modifications effected

.t airline ground facilitles.

mpe Current Situation
e Current ol WUALLOD

There are two principal questions which must be answered with respect

i the relation between military and civil eir transport today. First, to

mhat extent might the military depend on the civil airlines in case of another

mr? Second, what would be the implications of such dependence in terms of

flegt of approximetely 275 transport aircralt.
| s to provide y in time of war ; :
" the war theaters. (The lMarine Transport
maang supply service into areas of combat.)
r 3 3 ety militery service today compares with ap

e 1 certificated airline service,

F the civilian transportation system?

In 1948 the Military Air Transport Service started operations with a

The ultimate purpose of MATS

o 5 i £+ to the rear areas
a personnel ond cargo 1if |

4 the Troop Carrier

The small fleet of trensports
rcial

proximately 979 comme

d 1,170 multiple—engine sircrafit 1N
and 1l,+t

cheduleq Ooperations. 3/ Although the ency require-

i%iﬁ$fmﬁll

T A litar
trE minioli of freight as all United ® " "one ei

- _——
1 = L

e o
- Ay
L

n "=

-

3 &

P r emerg
3 "ft i 'U'Elild-ble fo
» & reserve of transport aircre

ffiﬁ. ton-miles per month) 36)

(Surviva]_ in the Air Age, P+ 7




1T pilots would also be a
far

- i fteen years, to reli —

b b OT it y 3 elleve the 8irlines of y

L qhe B 1S responsi-
ity &

is Pginted out by the President's Air Policy Co:

- 1ir Transport Service could not handle 211 the traffic which rould

m1ssion, however s the

e 0 be moved 1n event of war. "They plan to take Over, as they did in

1 L 1 Ver II, as much of the civilian lines, domestic ang international,

45 circunstances permit." 5/ And it should be added that even a combination

| uf sresently available militery equipment and requisitioned commercial air-

maft would undoubtedly be inadequate at the present time to handle total
' gir 1ift demend in an emergency. The conclusion of the Policy Commission
: ms, therefore, that "direct Government financial aid to commercial air lines

.fi is fully justified on grounds of national security and economic welfare.” &/

_ , aps
In the field of domestic transportation, this approach raises signilii

ot questions, If the military is to take over & ma

st be given 10

& . +he effect of such
“quipment in time of war, consideration I

y . o ond the alter-
| ¢ ansfer upon the movement of esgential civilian traffic,

ztmtation needs of the civilian ecoOnorny-
P oo o militery
| 3 sTound facilities were readily transferred e |
| qse the airlin®
tnerefore &

v

f pting clvilian transportation, partly Pecs

&?e
4 “all Proportion of total do

I Y Ko
?-“?Ea_rcord

1
- =’
X Ly =
oy i
I e
T
s

vie §
S
e

3 ".r‘..'!_
| |
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s air Policy OO ), end trens

the Pr?iii:ng 8 A ruotory PRI hians
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B gy Hability of forld Var
e Wer: ®nsures personnel for t :
U, S.lar gely performed by privaté P :)L
§ ¥, vl in the kir Age, P- 124
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b e argo moving By airplone amounted to less +
§ &

i . tic freight -
g ot O total domes SHb movement. To the extent that it wes pee

| ‘ essary

:55; e girline pasSENngers by other modes - | N
.’ handl transportﬁtlclﬂ: therefore,

f-- e Va8 1ittle dislocation. Furthermore, despite the Tact that the civil

;;- irline reet, was cut in half, it was nevertheless able to increase its total

] sroughout the war by stepping up schedules, eliminating compétitive runs,

| o wintaining high load factors. 7/

Tn planning for the future, both the desirability end the possibility

i-efcontributing to military requirements to eny importcnt degree by re-
3 Wsitioning aircraft from the present domestic airline fleet is questionable.
': | T proposal to subsidize an expanded air fleet to increase the availability

'_ o standby equipment raises additional guestions. Tn either case the assump-

L y g oA Koz “Jithﬂu-t
15 nege that aircraft could be removed Irom civilian service i

. LI . *+7 2 cono ﬁrhich is
g | Szirnent °f the transportation system O of the civilian economy

l imi . ina attitude of SODE
This assumption 1s strikingly gimilar TO the att t
o contended that the aulo

4 Quring the early part of the last war ¥ -
b A 14 workers "could e O

v had Decome geared

’ UO 3 » . .
ﬂe 4 be dlspensed with 1n wartlime;
e tug,

& g
R " It vas soon evident, howeverls that

ur econo
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SUbject to immediate call by the Nevy. The outbrezk of

: | J of t,hem being used for sbaragﬁ or I“Llﬁtlng

F '
" oubt thay this equipment could stend the strain of v

ngpor 242 % me0da,
1

The axpansion of alr transportation now taking place, whether accel-

'mted py defense subsldies or not, will mean a continuing shift of passenger

i carE0 transport from existing surface carriers and the creation of further

dence O this new form of transportation. Therefore, the problem zrises

s to how this traffic would be accommodated in wartime, when the militery

cuisition airline equipment. Such a shift from civilian to military use

sould mean & paralyzing effect on the civilian transportation system, not
anly because of our increasing devendence on the new service, but because the
passibility of shifting trafi‘ ;e back to surface transport will become more
remote as time passes. This will be true in part because the airplane in

pany cases will be providing 2 service which cannot be furnished by any other

' peans (as in the case of the automobile) and in pert because even where sub-

stitutes are feasible it would be impossible +o shift eir traffic to them

inless measures are taken to maintain standby equipment for such an emergency.
The problems arising when an established agency is withdrawn from the

irensportation system in time of war are demonstrated by the experience with

PEiroleun transport in World Var IT. The coastulse tenker fleet, which was

Supplying the East Coast with 95 per cent of 1tS petroleum requirements, vas

-ar meant the di-

Yersion of a large part of the fleet to military service, and Snemy actlon

Off the Fast Coast immobilized most of the remainder. To meet this CrisisS

tha o
- ere, fortunately, some 145,000 tank cars still held by +he railroads,
on sidings. Although there

he intensive oper-

: i* d L



1 passed since the original loss of thig +
4 S Traffic by

. e reilroad capacity to perfo
. rm this servi
I'Vice,

I ! Cer

'- essenticl travel, and '
. ) the achievement of improved load
oad factors. Bu
TS, t this

| opportunity assumes i
e es in per
paert that substantial service duml
plication and
excess

| cpecity is meintad _

| to the ¢ meintained in peacetime, which, in G, 34 dn Baack
ur . -

| - rent goal of strengthening the airlines through the achieppos:r.twn

. hievem

effici ad factors, consolidation of routes, ¢nd improvements in ope er;t ¥

ency. The .. ) ' rating

LS of a sound question is clearly whether we should confuse the require-

_, und domestic air transportation system for netional defense, and

her nat;
«Llone . .
_ cnel defense objective of assuring an adeguate military air

'. -trang

o) pDrt Se .

~:.’ I'Vlce. = v = .

B .. It is apparent thet the attempt to achieve both objectives
© Same |

3 tools encounters serious difficuluies.

The p
resident! . .
nt's Air Policy Commission recognized this problem in con-

Bection vith
net one way to meet mili-

/3 :

- the

P gone
’_:ﬁ 3 they’ buy . i el
£ combat planes. with respect to & =1ternative propos

1ts )
recommendation. It pointed out

“Hlreme
nt
s would be to let the services DUy ihe transports they need,

mas pointed out that this

Subgs s
dip;
in
g the carriage of cargo by ell'y 1%

Iiﬁﬁuld
2l fop ; :
of Consideration of the effects of such a course on competing
N Tan ,
Y Q SPortation, and would ralseé the question of *a subsidy O -
Y Ui ’ .

affic

| iy ~dan .
E ar Transport, A Record of +he Control of Domestic 17
partatiﬂﬂ: Pe 185.
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R he Offlce of Def'ens€ Trans
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P

E . otion O those forms of trensportation to mzintein thenp in war readi-
- redu

i i 2/
- pesse

an jmportant possibillty which has been introduced since the beginning

, rld. war II, however, end which mzy offer better oprportunity for defense
Fof Ho air
annings 1ies in the development of our internaticnal/transportation systemn.

craft in international service are in a position analogous to the merchant

- Mr

; gerine. Because of the disruptive effects of war on overseas commerce, it

if':--ﬁould e feasible tci shift a large proportion of these aircraft to military

-

':-':iserViCE without paralyzing civilian services. Development of the overseas
air fleet as a military zdjunct offers an attractive possibility by reason
;-ai' the fact that international sirlines will presumably require contlnuing

subsidization in any évent to sustain them in competition with forelgn

;
:

~ 3 ined
" carriers. The competitive effects of such subsidy, moreover, are conf

' &l hat
to ocean shipping, which is likewise subject to government id, so t

' 7hi v bring about
§ federal subsidy policy could be &ad justed in & manner which would g

. 1313 ition, the
":.i desired results for both water and air focilities. In acdl s

g . sk omestic trans-
--f*ﬁubsidy program would be removed from direct efiect on the d

o create more problems than

. . . ) . i +
| Portation system, where subsidization 1S likely

§ 1t can solve,
3 difficult problems

15
e
F

3 |..
|
A -

tes
Even this approach to the problem, hOWEVEL: crea

”gﬁth 1 For, Whereas the ggvernment suppﬁrt
. " Tespect to international relations. ’

‘.ﬂ'f'&n ®xpanded American flag internations
-.iE;fe _ -
| Ct upﬁn Our owm domestic transportatlcn
& : nool of military

5

v " up a ! ; 3
3/ Acc""rding to the report, the problem 0% LI ordinated study

1 air fleet would have nO adverse

L
.

A tr- a more CO :

EL 8O : to warrant ffic, and

'-thE :‘t Planes in commercial use seems ;tentj.al air cargo tragfnﬁy ’the _—
Umber of transports needed, the P Tt wes recommende

& The
- Po .
- B 0s] ~Sible subsidy cost to the government e such & study- (Survival

=5 _:-,r ) > . - e m
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rnational air operations of oth
ler nations. For th
' e United

- - carry out & Sub_sid}’ program of the extent necessary to add
a

m&teriall}' to the aiT reserve would jeopardize foreign aspirations in

qir commerce and might introduce factors designed ultimately

t must be concluded that the availability of a feasible international

b ptine 11 cet, together with a limited amount of equipment withdrawn from
service as & result of rationing or stepped-up operations, would

eting the needs of the military.

that military airlift requirements must

gomestic
It becomes clear,

not go far toward me
problem 18 approached,

| in the main be provided by expanding the military eir tr
it would appear to be

powever the
ansport reserve.

rtance of military @ir trensports,

" In view of the impo
services 10 procure the

transpor® equipment

1o less essential for +he armed
+th bombers OT fighters.

they need than to supply themselves ¥

- ing industry capable ©

search and development progral ¥
in the production of new tyPpes of aircraft.
irthered by both military and civilian orders for
e high cost of developing nev trans?
,‘_'13 *yond the capacity of most manufacturers-

:f dﬁfr
P prototype costs, it is questionabi®
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For example,

COSt the Douglas Aip-

y over 13 million dollars in development Costs. With 8
. Wi 0 air-

iile
,3?_..& ot sold, the company had spent 42 million dollaps more then

it had re-

"';rﬁived prom DC-6 sales, and it was estimateg that the break-even point would
] - O

& ot be reached until the 300th plane was delivered. vast sums continue t
spent on further improvements in the aircraft, so that actually develop
' costs never cease. If these costs are not spread over a large number

potential sales, the possibility of selling any aircraft would be doubt-

. At present, the expanded military aviation procurement and development
.gzrugrams should provide the necessary technological advance in aircraft de-
‘:-‘Hign and the volume of orders required to maintain minimum capacity in the
aircraft industry. The availability of new cargo and transport planes for

f&iﬁli&n use should be assured as a by-product of these government efforts.

.-"'.'.ce the civilian air fleet would be drewm upon to some extent for military

i“PDses, therefore, it would be possible To asSUre that this equipment was

;i___-.Pt technologically up to date. Nevertheless, it must be recognized that
eq“ipment sponsored by the military is notoriously high cos, and Lhe

- Mt&rﬁ' Prototype development would tend to ve dissipated by high

1€ costs ang possibly by lack of sufficlent adaptability

qirereft developm

Such a

ent, therefore,
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type cargo and transport aircraf:
) raft for commercial purposes

, «g. Questions arising in b -
L d to Dass g connection with this legislation in-

_; 1 od the netter of civilian versus military control of the development

'_;;ogr&m: airfl alsg the fear that the step might lead to nmt:.onu..llzatlon of

| gpe industzy
stry from tne financial burden of prototype development will be

It appears now that, although the objective of relieving

j” iﬂ'&ta indu

cmeved as o result of intensified military procurement, this remedy will

o satisfectory only to the extent that military and commercicl requirements

sufficiently comparable to provide a satisfactory degree of equipment
flf‘interchangeability.

C. RAILROALDS 4ND NATIONAL DEFENSE

In the previous section it has been noted that the railroads carried

’t.he major part of intercity freight and passenger traffic during the last war.

. r 0 view of the extensive public funds being invested in competing forms of

o the effects of subsidized competi-

éﬁl"‘raﬂEF""I'JGEl‘b'.l.t:sn,, the quest:l.on crises as t
@ ‘the abllity of the railroads to naintain themselves 1n efficient
ontinue 10 he the backbone of the

.- "' iy % 1 e s
I 8 ating condition. Since the railroads C

promote air, highway, and

"
J 'ﬁ “U8portation system , any program designed 0
ter transpﬂrtatn.on must be viewed in the light of these effects,

for only

R "}i‘ﬁ
g E. 3 an the
.: ssurmg that all essenticl tre c.n,;nort servicCes are m..-:.z.nta.med c

& ? -t"lma ‘
8 2 Objective of national security be served.

th . i
© Question of whether adeque At
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desplte record high levels of traffie, Bany railroad
& roads are

; a loss, and few are in a positior ,
ing &t 10n to finence th
© necessary

:Pragraﬂ for assuring the adequacy of ways anc structures

: This condition is
!ememe 1y serious when it is considered that in the pest the prosperity

 njoyed in periods of abnormal business activity has provided the fat on
-hich the railroad system has survived during the lean perio;is which have
followed. The possibility of even moderate reductions in traffic from

. present levels suggests tiat the future financial condition of the carriers
pay revert to a state of insolvency when funds will be insufficient to pre-

' yent extensive deterioration of the railroad plant. 11/

There are two types of action which might improve the financial outlook
| of the railroads and permit them to carry on under private owmership. One

of these is the effecting of economies through revisions in the corporate

- ad operating structure of existing railroad companies, and otner measures

esigned to improve railroad efficiency. A second approach lies in & re-

r?iSion of the financial methods applying to other trensport agencies, 1o

]

88sure the dﬁVElOpment of Self—SUPPGI't, or twhere this proves infeasible, to

: i mD3 n
take Such measures ss will reduce the impacts of subsidy &S they g ©

e o . blic
®e rai1roag plent., Where the adventages realized by the USEr® -

: compete
h“apurteﬁon facilities are such that tne reilroads are unzble 10 COEPE

:Je compens&tory government aid

: ption
Malysis of the railroad financial poOs: ’

8 Ix and XT




83
[ e ears of thne 1930'5, thEII"e was a . .
i depresslﬂn y Period of intensive reéconstrye-
:mprovement of the railroaq py "
P i gnd impr blant. Capitg] “Xpenditures in the years

L1970 totaled 7.7 billion dollars. At the eng op -

1930, a sustaineg

| replacements and additions to €quipment foung

progt an OF the railroags with

»y high level of car and locomotive ownership,

g Ve During the following

jecade, however, the rallroads suffered an zecute loss of traffie ang earnings

45 a result of the depression, and this situation was aggravated by expanding
'_ orogralls of governmegt-f inanced facilities to zid competing forms of trans-

: prtetion. At one point in the depression, more than 770,000 freight cars
mere idle for want of any demand for their use. "The disastrous economic

condition then obtaining plainly was not such as to varrent, or even suggest,

a program for complete replacement of car and locomotive units retired be-

| 2 railroads not
* cause of age, condition, or obsolescence." 12/ Instead, the

-. am. but deteri-
. mly vere wnable to carry on an adequate replacement program,

1 - 3
,pid thet thousands of car
. omation of equipment in idle storage was SO rapid thad

r when the pirst upsurge of traffic

"ere beyond the point of economical repal

- Oceurreg with the outbreak of war in Europe. oo and the
: period of the twenties

; tment .
Contrast between the heavy 1nves of capitel expenditures

; 5
.. ed by figure | |
dlcat l expeﬂdltuI'EE

26-30, gross CEPL
- of r»;th.Ch 505

deterinraticm of the thirties is 1n

.- and ®Quipment purchases. In the period 19

on dollers annuzl Ly

D e TR R [y

: of C]_&SS I I‘&ilI'Oé.ds &Veraged 812 Iﬂilll gure fell

w il ia

bl e

gross cepitel £
 oh 148 milll

:. -s t
mi , Thl ns wen
Liong vere for roesdway and STTUuC .

n
=
r

Pl B ]!

.

..-to 207 nillions per year in the period

e oLt e o i BT WS i ] g Ll R Do o Bl P et e T g b
I. = ;- 4 ey .-..l.r.i: i Y il .I. ._ = T 3
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F road and structures. In terms of dhysical

11925 8 totel of 124,000 freight ogps - » during
Were ingtq

£ . tired, whille during th :
g 123_:900 i - & U0e period 193

} ~1935 an 5

: ver

E { Jover and equipment made during the depression s Which enabled the pas

'- to meet the tremendous traffic loads of World War IT. The railr;::l:ﬂ:ds

;' - per cent more freight and 100 per cent more passenger traffic than er::
: the first World War with one guarter fewer cars, one third fewer locomotives,
§ md one quarter fewer men. 14/ Despité this excellent record, "hed V-E Day

§ and V-J Day been much longer delayed, it would take a bold men to say that
In terms of trans-

. ar trensportation system would heve continued to suffice,
was taken on the duration

priction--whether wittingly or not--a grave gamble
| of hostilities," 15/
15 recitation of events is whether the

the finencial fortunes of

the degree of

The question raised by th

b s -
] deral government in the future 18 to 1eave 10

e .., |
Macy of the railroad transportation sysuel.

pel‘igd o
0L deferred construction

& r0 * .
4 ang structures for Class 1 carri€r
! ican
.-' 13/ 80 - ormelees AsS0CIS. Commerce
Co - . H., Pal _ reign
l ?ailroads_ y5e £ BOHE., stetement of Jm rnterstate and FO
f e o 10 tefore the House Committe®
L/ ? 1948, Tables V and X, (mimeo.)
The same, D. 7. g,

ously citeds F*

- tatement of James H. AY delotls



3 1%7 ond an estimated 326 IllilliOnE in 19/
an rolling stock is possible on anythi

for nost railroads, despite

[ g long-range viewpoint, there is little to Suggest improvement in the situ-
| :

'r ation because it 1s unlikely that future conditions will offer greater earn-
- ing potential than is offered today. Illoreover, as public investment in

other forms of transport continues, further shift of traffic to rail

competitors will take place, reducing still further the ability of the rail-

roeds during less prosperous periods 1O compensate for deferred maintenance
) 1 f'c
and reconstruction. Still the fact must be faced that much of tne traffi

] ' ing war, due
lost to the railroads in peacetime may agali he forced back during wal,
he government or to the inability

This shift

€lther to the requisition of equipment by t

face of material shortages.
ot §

% maintsin other agencies in the

o2 ipn the Ca
wartime exaansion of treffic 10
. 3 I

11 oceyp similtaneously with

L - . -
4 T0vVing principally Dby rail. g of the railroads €% "

| sartime recor
It mst be concluded that the wartlhe omd that the

View of the underlying zgsumpt

g S . stics, 5PV 15, 1948
X t1S
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fanother war, the condition of the railre
0

| : ptuitous circumstences with the
. fo

certainly the need is appar

W
[

L]
A

| F;itself informed of the condition of the railroad systep and t
r 0 meas

It will be necessary, therefore, that the federal government include
among the functions of a transportation agency the responsibility for main-
'taining a current inventory of railroad requirements and for recommending

| necessery action to achieve and maintain necesscry physicel standards. In
' ;ﬁddition, it will be necessery, in conjunction with car service operations,

develop plans for the necessary control of traffic in emergency conditions

@ the necessary coordination of rail and other transport facilities.

D. HIGHWAY TRANSPORTATION IN WARTIUE

o spization
Not only does the federal government lack any permenent Org

'y ‘ng the necessary
“*Pnsible for railroad preparedness and cepable of effecting

1 ) i~ federal agency
“Bergency operations in wertime, in addition, there 15 1O

operation of hig

otor vehicle equl

on h&d become

*e5pon s - and
ible for emergency maintenance &b pment

l iﬂg the 1381‘, war we attempted an iﬂ?entﬂry Qf I
form of transper

ybber requirei®

il tati
after the problems threetening this
, te'

nts 1O

and T
Almost nothing wes known about the fuel

fbstering the
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needed .
Jore argently because of evacuation probje
=SS and the g
€mands

r alternﬂtive highway Transport services in

jgs mey D€ disrupted.

areas v
&8 where other transport

1o
- pyeild®
Hotor vehicle registrations are now ap .

! epprozching the 40-mill;
WU-million mark
J

ond qemand for NeW equipment and replacements continues +
= tO Support & high

~utomotive menufacturing activit; '
7. No ecuipment problem exists

- jevel of
jp this rield similar to those encountered in the case of air, water, and
| y b y all

rail transport. The importence of maintaining the operation of automotive

equipment 10 wartime, however, through adequate provision of rubber, petro-

Teum products, and repair parts means that federal responsibility must be

- feken to assure adequate rubber stockpiling and synthetic cepecity, manu-

freturing and repalr foeilities, and petroleum supply for essenticl uses.

adequate rubber supply, confusion OVer

In World War II, the lack of an
mubber availability, and opposing of ficial views as to the need for conserva=
tion created o situation which Was extremely hazardous to A

-nning mOre obvious then

he lack of ~dvance plé

snd other contro

o war effort.

Inno field of endeavor was T

0 the matter of tire and gasoline rationing

transportetion. In the future, federe

N - eor critl
avoid o comparable situation. sctimates O , —y -
i & for all form
1 ekl meintained by the transportatlon zgencys " -
o the Natlonal Security Reso
» ci opn and

Shg, bZhe NSRB is required to adviSC tia
! B850y, Ween potential supplie€s of, &u pc-}tzﬂof war'; 307 uateé go Cong
, Tities in t1%€ %L joning deq it

.: -. CES "
Msiyy, .2 #0d productive faci esta
lty f - . : 1 es for .

y Ttep; ¢ 10T determining 1polliciT® servatior
- Segg and erjtical material and C°

: nd (5)
» Public Law 253, Sec. 103 (c) (4) ond |

T

L
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gith respect Yo the highways themselves, ;4 1s generally agreed that

tom Of roads and ctreets adequate +o meet the needs of
sys

dequate for war. 18/ Th

peacetime traffie
5 2150

csary vehicle operations to conserve
ce

is is true because the need I'or limiting

equipment end materizls provides
nne

pstantiel increase in highwey capacity for émergency purposes. The
¢ SU

jgtional deiense interest, therefore, is not something apert from the peace-
;ime goals of providing cdequate facilities on a1l parts of the highway
systen. And it may be granted that the entire nighway network is important
épr defense purposes because a principal advantuge of highvay transportation
:Es the availability of numerous alternzté routes which makes it extremely

}ﬂﬁf‘icult to disrupt motor vehicle operations by enemy attack or sabotage.

It does not follow, however, because of the defense importance of the

| - i tire
highvay system, that the federal government must participate in the entir

i.l |

l ' 1d be directed
Fﬂtﬂte, and local roadbuilding efforts. Federel interest shou

s ecks in our high-
0 the most important potential war transportction bottlen

: : i their transcity con-
"7 system, on the principal intercity arteries, and

roblems and the
| Y - ] : D e
nections. [t is on these roads that the greatest design P

, or federal &ss
bighﬁs’ﬁ Costs are encountered, and where the need [

; mterbtute C
_EI‘Eatest‘ and the

It is the priority of these needs

: deral
__ . _+:1i+v of concentrating federa
the traffic Sérved which stress the desirability o01 C

2 ieq]l point
- POPulation centers provide a logical poi

tion
Other "ar the highway transportation system 15 called UP

l\ajﬂn\ d

! e . w - - ee

kD&ndad ii:;izzl?n 1n - wartime l:usl -F-l;:r; estﬂblis
rlal sites and milil
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- . i ®
ok .

565y a3 where
s : | w SCrvice 18 di
3 nodern main road network desi S~
| *Tupted trarpi, move

|, vill be & primary need.
- penv | |

B. THE ROLE OF WATER TRANSPORTArox

In Part I it was pointed out that thelnatj_gna]_ o

gserchant fleet and of the shipbuilding industry is such as to call

meintenance of ship construction ang operation on & Scale adequat

assure essential levels of activity in these fields during times of peace

story has demonstrated, however, that the normal requirenents of peacetime

f'._mmercE‘ have in the past failed to provide the necessary demand to achieve
fhis goal. The experience of two world wars demonstrates that "eny peacetime
pping and shipbuilding acfivit.y in the United States for the purpose of
- Shing a water-borne transportation system...will fall far short of the
ntry's national security reguirements.” 2.3/

s . '*+fven if private operators in the United States had carried all the
L. 80 vater-borne commerce of the United States before the war together
th the domestic water-borne commerce, they still would have employed con-
.__E_r&bly less than half the merchant ships used by the United States in

ld W&r II‘ 2_9/'- |

» 2e : & z d
Actually, the proportion of our ocean-going 10reigh ey vl W

x'*‘ ican fl&g vESSels 'befare the war amOTm'ted t'o ml}’ 2-4 PET CEIl'b Gf dry

ﬁ?ﬂb . i gpparent
*pments ang 31 per cent of passenger traffic. 2/ Th e o |

T of World
)

3o The : ¢ the End
Il E:e and Disposition of Ships and Shis ;ﬁf; thd o United States

Joy 110 Co, "¢ Prepared for the United State sdministration,

Handbook
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+hat it would be impossibie to maint
= ain the U, S.
]

1eet tonnage

E 3

i HEG

the basis of the pezeet time

1 . trgﬂspﬂrtation .

1015 )

tition of foreign carriers,

: c0Bpe

. : %\ oy 3 . .
pespite these efiorts to meintain our internationsl fleet. ine bulk
J

| vater-borne commerceé carried in U. S. vessels pefope the wer was in

e coastal and intercoastal trade, which is not directly benefited by the

| apsidy provisions of the Merchant Marine Act of 1936, These important

| westrise end intercoastal shipping services have thus far been unable to
recover their prewar position after the almost complete cessation of activi-
ties during the war. If, as in the past, the United States is to depend to
L @ large degree on these domestic shipping services to maintain a nucleus

fleet and shipbuilding industry, the only possible method may be through

A . 2 i . e
Urect subsidization of domestic shipping operations to permit effectly

: a -m would attract
“metition with land transportetion. However, such & progre?
. & hence reduce
mbsmtial volumes of traffic from +truck and rail carriers,

ant
, p ergency merchan

e §
S0 of Whﬂther subsidies tO domestic shippin

bs; -
Ues £, competing forms of +ransportation

% Systen adequate to meet the needs

Pﬂprl
- “Xercise of public guthori

S the Other hand, the volumé ©
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ure, whe i o
n the future, vien national defense requirenent
levels

o
;
I
]
P

3 importent task "
. ol suppLY iy of making up the difference o
annot be considered

: a b,?""Pr oduCt
mates of war shipping requirements A

of accomplishing other goals. 1The military mst
=J" DUST present theip

0 be reviered by a top planning

| National Security Re
| ggency (the J ~esources Board), which o
_ al compare these de-

| nds with estimates of the Department of Transportation as to th
| 1 e size and
composition Of the 1leet which would otherwise be provided. The NSRB
| 1 . ! would
then weigh the necessary subsidy or reserve fleet program in the light of
! 0

over-all economic requirements.
_ In arriving at a merchant shipping program, consideration will also
- lave to be given tTO Department of Transporiation estimates of the impacts of
‘merchant marine promotion on the transportation system. For failure to con-
 sider each of the individuzl parts of the transportation system is to risk

‘@ possible breakdovm of the whole. In the case of the merchant shipping prob-

len, it would be possible to restore considerable tonnage to the domestic

| frades thy ough a program of construction and opercting subsidies if merchant

Shipns . o
fipping vere the only consideretion, The problem, however, is mob S0 e

| ._-:‘::;-] i ) -i
- d. Even if it were possible by this means to create the silze of standby

HEEet '
- renui . C - ] artant
| iulred for war purposes, by So doing we might impoverish 1mp

rsion of imporitant 1ong-haul

@ellt
.. ° Of the railroad svstem by the dive
ecognize and taxe into

if; fic
| Until the nztional government is prepal ed to T

:"I -
it all nationel defense 1€

X I;-' t

o
| “reate as many problems as they seek to solve.
s to the necesse

goal may be approached in part

~ qsures are
aspects of war transportation needs

ry merchant

Whe
? the fina) determination has Dbeen made &

g S pr _
S F subs * 3. : )
‘dies to international shipping-

| 4 the Objective, two possible cour




E

ubSidies ad

, )

"-_ﬁ .12 +o0py could be require T
“,the mlllta J q d to malnf,aln a Stﬁndby fleet in +h
= LIe Same

o that it maintains battleshipg ang Crulsers, The latter solut
i) ] ution is ob-

iously the most certain and least disruptive &pproach to assuring th
£ a g The de-~

gired results.

F. CONCLUSIONS ON DEFENSE
The trallspoi‘tation problem from the standpoint of national defense
appears in essence to be as foilows:
1, It must be assumed that all methods of transportction are essential.

Accordingly, federal policy must provide for maintaining the entire trans-

‘prtation system in satisfactory condition.

2. Generally speaking, a land transportauion system adequate for the

Peacetime economy would ordinarily meet the basic physical requirements for

T . - w quirements
Wr, In the case of water and air transportetion, however, ¥er e

. of equipment are in
‘;!.far exceed peacetime facilities because these types of equipm

) : Ty f nhysl
Hlect, instruments of war. From the stondpoint of PR

f ' . » “ -i-em
—OI'E, 'the Problem of pI'OViding a trﬂnsportcttlﬁn Sys v

t (a) methods mst be devised

o

Beeyr; s ha
1ty means under present day conditions U

. o
be provided during peacetil

% whiap . - e
- Thich 41r and weter transport capaclty C&#

st
-nd (b) necessary steps md

at )
P 7els ®Xceeding peacetime demand;

Ltﬂ ins 4w and W2V
“niaize Or compensate for the impacts of alrf

L%ﬁit-
on of Other essential parts of T

" apne T'C
deg . Thus far, we have depended o1 Vg ortation statutes t0
“ieng pl trans?
: ‘Bnificance of transportationh in 58 en N0 teupt =0

. needfj .
adequate for wartime




_ 4 +he responsibility on the military £

a6 a whole. The United Stetes has been fort

adecquate system of s -
“_?_j_,cally q J transportation has nevertheless been available,

that time has been afforded to organize the System for effective oper-

m and to remedy the failure to plan during peacetime. There is no
mtee of such good fortune in the future s however. The foftuitous
;mstances which permitted us during the last vwar to create an ODT, a
I;hetlc rubber incdustry, a shipbuilding industry, a pipeline network, a

loning system, and other emergency facilties cannot be relied upon in

ther emergency.

L. The transportation activities of tlhe federal government are so
'éi‘.ganized todey as to meke effective programming in this field impossible.
Bra.l operations are scattered over half o dozen major agencies and many
H important bureaus; and no one person or agency has the responsibility
@ssure that the transportetion system at & whole is in adequate condition.

o gover, the federcl sovernment is supporting the development of highway,

Ii . . 2 - — 24+ - 10 . i n m&-j—!ltain"
' and water transportotion facilitles rithout consideration for

i ~+ing o situati in which it may prove
2 8 adequate railroad system, Creatlns < situation 11 ¥ Jy P

05 : =d i t 2 ernization.
08sible to provide for necessary railroad 1mprovemens and modern

: ~sic step is blish-
2. From the standpoint of orgenization, & basic STEP is the esta

& chi 14ty il to
% of a federal transportation depar tment whose T esponsibility will be

tation situetion; +o direct the

ance and development of all

= D€Cessary to agsure the proper mainten
: plans for wartime

B sary
~~% Wansport facilities; and to dre® UP the necessaly
| . I onsibility for
%ﬁpﬁrt Operations. This sgency must e given POSL tive resp
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-ﬁanﬁl defense budget. Reserve transport aircraft, merchant ships, or
e |

P iiroad cars would obviously be charged to the military budge

t, as well as

P tie nilitary share of airway costs and special projects undertaken specifi-
;  for national defense purposes. The NSRB must also take steps to
P egssure that the Department of Transportation submits periodic estimates
-_-' the materials, equipment, and manufacturing facilities needed to assure
transport services adegquate to meet emergency requirements.
(£ Fﬁilure to vest in a single federzl agency unequivocal responsi-

ity for organizing our transportation system to meet war requirements

Bght o] result in deficiencies that would comstitute a fatel wealness in

¥ econony,
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