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THE CABINET 

Recommendations Concerning Railroads -­
Report of the Transportation Study Group 

. . . 

CP - 58-TI 

l-i3rch 25, 1958 

For consideration by the Cabinet, attached is the Report 

of the special Transportation Study Group established in December, 

1957 at the request of the Assistant to the President. 

This Report analyzes and discusses some of the major problems 

of the railroad industry end makes recommendations with respect to 

governmental policies affecting that industry. 

The attached Report should be read in conjunction with the 

Report of the Cabinet Committee on Transport Policy and Organization 

(issued as a White House Press Release on April 18, 1955). 

The attached Report is preceded by a cover transmittal-letter 
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(AT EIW OF 
TAB 3) 

from the Chairman of the Study Group to the Assistant to the President. 
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Distribution of the attached Report is on~ Jimited basis onli; 

epeciel precautions,are to be taken by each recipient to safeguard 

the privileged nature of this document. - --- -- --- ----

Maxwell M. Rabb 
Secretary to the c,abinet 
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THE UNDER SECRETARY OF COMMERCE 
FOR TRAf'6PORTATION 

Washington 25 

March 20, 1958 
.. 

Dear Governor Adama: 
' . . . 

Pursuant to your instruction, of December 5, 1957, the group 
which met with you and certaia .railroad officials that day has 
prepared and now submits its report. 

. In preparing this report we have consulted representatives of 
the Tr~asury Departmeat, the Department of Defe11se, the Post Office 
~~partment, the Department of Agriculture and the General Services 
Adminis~ration, but these consultations do unt .im_ply the approval 
of these age11cies. We have ·al10 .•con1ulted some out1 ide experts, ao 
one of whom has seea ••Y part of t~e report. We have also reviewed 
the Report of the Cabiaet : Ccimmittee. on T-raasportatioa Policy a•d 
proceedings in connection therewith. -

We have given serious oon1ider~tio1 to all railroad propo1al1 
made at the December 5, meetiag and-subsequently to the S1111ther1 
Subcoll\llllttee and have rev -iewed ••l ·l testimoay to date before that 
Subcommittee. -··· · 

We have not dealt with the matter of additioaal user charges 
~• hivhwaya or aew user charges oa airways and i■ laad waterways 
for the reason that we do not belieye these should be coa1idered aa 
part of a prograffl to alleviate illa i• other fields of traa1portatioa • 

• 

Dr. Gabriel Hauge, Special Ai1i1ta■t to the Preaide■t, baa been 
preaeat at all meetings of the group aad co•cur■ ia our findiag1. 

The recommeadatioaa coatained ia thi■ report repreaeat our beat 
judgment. It is our opiaion tllat if any of these reeom.~ndatio■a 
require legislative actio•, they should be made a part of the 
President's program. We would kepe that this might be determiaed 
long enough before llarch 27, tile date 011 which governmeat witae11e1 
•ill testify before the S1111t~er1 Subcomajttee, 10 that approved 
pOl'tioaa of it may be included ia their testimony. 

Hoaorable S~er•a Adam 
Tbe Wblte House 

Eneleaure: (1) 
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REPORT OF THE TRANSPORTATION STUDY GROUP 
.. 

March 1958 

. 

. 
·­. . . -

Much.of the extr~ordinary industrial development o! the United States 
and of its unmatched st~ndard~ . l-i-v-i.ng-bas been made possible by the con­
temporaneous development of its -transportation system. This is the only 
remaining privately O\lmed system in --the world today, and its gr ·owth has 
resulted from private initiative. guided, regulated, and at times assisted 
by. government. • • - . . 

• 
. 

We recognize that it is of paramount importance to the country•s wel-

1 

fare that this system remain privately owned and that the government's role 
be limited to such minimum guidance, regulation, and assistance as is 
essential in the public interest; · 

• • 

The system consists of regulated railroads, pipelines, airlines and 
·bus lines, end regulated und unregulated truck lines and water carriers. 
Extensive competition exists among and within all these forms of trans­
portation, with the result tl1at any competitive or regulatory change may 
occasion a significant shift of business between or within these several 
elements of the industry. 

Al though 011r assignment was occasioned by the railroad's current 
altuation, we recognize that recommendations which would merely shift · 
business to one segment of the system, such as railroads, from other seg­
ments would not be in the public interest. Th0 public interest will be 
served only by a strengthening of the system as a whole. 

We believe that the system as a whole will be at its strongest when 
each o! its elements is performing those services for which it is inher­
ently best adapted at prices which will attract a sufficient volume of 
business to permit profitable operation. We believe also that the public, 
through the exercise or withholding of its purchasing power, brings to 
bear the soundest judgment as to the relative worth of competing trans­
portation services offered at reasonable prices. 

The public is already exercising a judgment. The railroad share of 
the total intercity freight transportation business in the United States 
ha1 declined from about 75 percent in 1929 to less than 50 percent in 1957 
Thia bu1iness appears to have gone to motor trucks, both regulated and un-· 
regulated. and to oil pipelines whose combined share of total intercity 
freight transportation has increased during this same period !rom about 8 
percent to more than 35 percent. In intercity passenger transportation, 
the public judgment has been in the same direction. In 1929 the railroads 
carried about 17 percent o( the intercity travellers. By 1957 this had 
declined to less then 4 percent. This traffic largely 1hifted to private 
~~tomobilc1 which carried about 88 percent of the intercity passengers in 

57 81 coir.pared with about 78 percent in 1929. The balance o! the 
passenger traffic lo1t by the railToads, about 3%, went to the airlines. 

.. 
' 
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· There is every indication that this trend will continue. Construc­
tion of the Interstate Highway System and other Federal Aid Highways over 
the next decade ·or so will increase the utility of motor vehicles for 
hauling both freight and passengers. Increase in the safety and ~p!ed of 
air travel, coupled with its growing independence of weather cond1t1ons, 
will surely deprive the railroads -of much of the medium to · long haul · 
passenger traffic. lore freight -will be handled by pipelines and inland 
water carriers. 

- - .. 

.._. - -- ----

If this choice by the public were being made strictly on the basis 
of the inherent rrerits of the various modes of transportation, there would 
be no economic justification for recommending changes in government policy .. 
Justification would have to be found elsewhere--as in the importance of the 
railroads . in an e~rgency. 

' 

. We are of the opinion, however• that the public choice of transporta­
tion 11 being affected by governmental policies, and that there i1 reason 
to believe that a reYision of certain of these policies would bring about 
some redistribution of traffic at prices which would benefit the public 
at large and strengthen each mode of transportation by encouraging it to 
perform those functions for which it is best adapted. 

We make no recommendation with respect to the policies of management, , 
but the group feels that the major responsibility for finding solutions 
to the problems that beset the transportation industry rests squarely on 
management. The group believes that the economic pressures of a free 
enterprise system, if al -lowed fol 1 enough play, wi 11 induce management to 
take the necessary corrective actions. 

We come now to the go,ernmental policies which we consider unsound, 
the prob le• created by them, and our reeorn.oeJldations. The group• s 
re~ommendations in, .. olye specific and difficult technical questions on 
which, in a number of cases, coJiflicting . solutions have been adyocated., 
The group has not attempted to resolye these technical · problems as part 
of the present report. 

Pa1senaer Services 
A • 

. All railroads that operate passenger trains 1 both commuter and 
lnt .erci t~. have found the business to be unprofitable in v·arying degrees. 
The combined passenger train deficits are currently running in the area . 
of $600 to $700 11illio11 per year. 

. O~ig ina l jurisdiction of proceeding ·s to abandon or curtail these 
u~pr~fit-1ble se •nices is to a substantial extent vested in· State com- -
: s;!ans which, respondi.ng to local pressures. · haYe in too many eases 
ec ined to grant relief.. Als ,o where, in the case of eon,uuter traffic • 
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abandonment or curtailmen~ of service would have worked such hardship 
on the travelling _publie or local -communities as to justify denial of 
reiief by the State conmission, the State commission,with its local 
rather than interstate interest, has often failed to cooperate with 
the railroads in working out some alternative form of relief. 

The railroads, there! ore, -have been obliged to meet these deficits 
b·y seeking freight rates sufficiently high to offset these losses and 
yield a reasonable return on their -total freight and passenger invest­
ment. ·1n competition with other modes of transportation not so 
encumbered, this increase in rates by .the railroads has resulted in the 
1011 of a substantial amount of freight traffic and has denied the 
general public the benefit of th~ efficient and low cost freight trans­
portation that otherwise might have been available. 

We recommend that the Administration ose and su ......... ort le is-
lation 1 rantin ori inal urisdiction to the Interstate Comme ce 
Co:nnl11ion were it does not now have such urisdiction and 

ermittin sub ect ·to the availabilit of reasonabl ade uate 
alternate services, c,urtailme,n.t or abandonment of railroad 11 ... . -... --..... - - .. -
( in.eluding conmuter) services which impose an undue burden on inter-: 

U -.ZJO 4 I 4 

atate eonmerceo (This restates a recommendation of the Cabinet 
Co11111ittee on Transport Policy and Organization.) 

~rivat_e C,arriage, 
' 

There has been and continues to be a substantial growth in private 
transportation, which is defined as the hauling of merchandise by persons 

.. having a proprietary interest therein. It is not and should not be sub-
. jeot ,t _q _econom~ p_ ~egu _lation .... ~~There has _.a~ditionally ..:.!>~~Jl.,,;8, large and 
•ot r j ~-~~ amou~_\ _ ~f : bauling :.:!,l~d~J;,'~• the gu i~~.;.9f __ priva _\ ,~ .. \t~~sportation. 
Tbe..s~ase of pos .!~g_as a pr!v~te _carrier :-under present ,' stat ·utes and reg~-
. lat<ions ~ in order ~ltO c avoid regulation and .. -t o r be !'able to ·!-.quote prices with 
11h)cb\regulated carriers cannot compete has contributed to the loss of a 
Yery substantial amount of business by regulated carriers, including the 
railroads. 

We .J:e~ommend a legislative redefinition of private motor carriage
1

• • 

. that ,will a,im at el!mi .nating unfair COUJEetition b,Y cert.a in for-hire 
·· .earxiers operating 1:n the gui.se of private carriers •• (This ~ arallels in 
. intent a recommendation of the Cabinet Committee on Transp or ,t"-Policy a.nd 

Or~ani zat ion. _. f 

Asrricultunl Exenption 

t --· • . ,- .. 

,,,___ -- - - .. _,_ -. 

'"::·: .The exempt ion from economic . regulation ~! motor carriers carryin .g 
agr1c11ltural products from farm to market. colmK>nly called the agrical­
tunl exemption. was originally intended for the benefit o.f the farmer • 
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but has been abused and interpreted in such manner as to accord certain 
motor carriers · a distinct competitive advantage over regulated carriers 
without benefit to the farmer. -The advantage stems pri~cipally from 
the fact that exempt carriers are free -to go wherever business is avail­
able and nay adjust their rates -in secret from day to day, as may prove 
most advantageous. Regulated carriers do not have similar freedom. 

._, · - ·-· ·· - - ·· 

The agricultural exemptions aree therefore, responsible for a tre­
mendous and rapidly growing diversion of important traffic from regulated 
carriers. including railroads. 

We recommend that the exemQtion from economic re@lat ion granted t,~ 
motor transpo,r.tation ,o'i ee,rtai

0

n--a
0

gricultnral and, "related co~dities b~ 
narrowed so that 9 while it would continue to accommodate the real trans-
•• I _ $ T S f I I 

J.?Ortation needs of farmers II it would not u,ndulI divert traffic from, _,.; . u <.J> 

railroads and other regulated ca,rriers . (The Cabinet Committee on Trans- ~~ 
I C . I I -

port Policy and Organization recorrmended only that the Act be clarified. ~ 

Water Carri~i: _Exemptions, 

• 
At present 0 certain for-hire water carriers of bulk commodities • 

both liquid and dry, are exempt from economic regulation. This exemption 
bad its origin at a time when such carriers were not considered competi­
tive with regulated coD1Don carriers. While the extent to which they are 
competitive is not certain even nowv it is felt that the distribution of 
traffic among carriers should not depend on an advantage accruing to a 
particular type of carrier from the absence of regulation. 

We recon,aend that a 11 for-hire water carr,iers now exempt be, 
~rought .u,nder e_cono~ic r~gulation,. (The Cabinet Co111Dittee on Transport 
Policy and Organization made this recon:mendation with respect to dry 
bulk carriers only.) 

T.ran,sporta.t_ion Excise Taxes 

All forms of for-hire carriage of freight are subject to a trans­
portation tax. Except for pipelinesv this tax is 3 percent of cost and 
i, paid b-y the shipper. Together with other factors previously enum­
~rated, it is believed that this tax has contributed significantly in 
!nfluencing sbipper .s to enter the field of private carriage where there 
15 no comparable tax burden. It is, therefore, an undesirable tax. 

In addit ·ion there is a 10 percent tax on the carrying of persons. 
Other things &qual, the remoyal of this tax would either permit a re­
ductio~ o.!.tbe tot -al cost of transportation to the passenger. with some 
res'1lt11tg . 1mpr'Ovement. in the volume of traffic and earnings. or, if 
not P811 e-d on to the customer . would directly incr ·ease the net i·ncome 
of th e carriers. . Either result would .be beneficial to the industry • 
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we reeo:ae.,nd th.e reeeal, a~ the earli.est prac,ticab e time, of, 
the Federal excise taxes on the ·.:.trans.portation of persons _and 
prope

0rtt, (This· reco•ndatiooi ' ·was
1 

not made by the Cabinet Coavni.ttee 
011 Transport Policy and Organ~~t-ion • . ). 

~ate-la~ing Polici~~ - . 

-While the Government's regulatory functions cover a variety of 
miter ·• directly affecting carriers -under regulation, their most 
pr<>found effect is to be seen in -the regulatory agencies' determina­
t .ion, · having to do with the establishment or change of rates. Rail­
road rate,, like those of other common- carriers, while always 
initiated by_ a carrier or group -of .. ~rriers, are subject to review 
by the regulatory agency on its own -motion or on complaint of anyone 
who 11 or seems to be affected. , 

.. . . . . . 
. Partially as a result of l~gislative enactment. part~ally as a 

result of administrative practice. there has grown up over the years 
a ponderous. alow moving. and frustrating procedure which bas tended 
to make many requested rate changes so doubtful of accomplishment or 
10 late in affording potential relief as to cause carriers to assume 
a leas than aggressive rate change policy. 

. 

Rate regulation seems to have confined rate changes to those 
which cause as little disturbance as possible to existing patte ·rns 
of freight distribution among types of carriage. 

Because of the lack of precise statistical data on which to base 
their ease, carriers have frequently sought general changes in rates 
rather than the specific rate changes that might be more helpful. 

• 

Thu■, a basic managerial function, that of establishing the price at .t ,,ll 

which its services are to be offered to the public, bas been impaireg ~~ ·\ 
by government policy. As a result, shippers and the public have been 
de.nied access to services of maximum benefit at minimum c~st. 

. 
The committee recognizes that more active rate and service com-

petition llould require the abandonme.nt of some parts of the existing 
rail transportation . capacity but ac .cepts this re"Sult as the necessary 
cost of e11e .ntial adjnstme .nts . in the transportation system. 

. le re.c~n.d that the Administration ,support the enactment of 
leg11latioa:i .fostering rate policies which, by placing greater relia11ce 
011 tOg>etitive forces, will lead to adjustments in, and effect ,iTe 
util i zation of, transpor. t ation capaeit.y 1 (This repeats, with i .n­
creaaed emphui1, a reeonc~ndatio11 of the Cabinet Comaittee oa Trans­
port Policy aad Organizatiou.) 
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Fina11cial Dl!f i.cul t,ie,. 
I 

' 
. ··. Tbi~ report 1111 10 tar dealt, with pa11enger 1enice1, pri _vate carriage, 

'\he agrieultaral exe8')tio1, t.raa1portat .ioa .excise t.axea, alld ra\& · mking 
. pt)l~cie1. Reconmendatio111• 11nd_!Jr these . ~eading1, if aeeomplished, wo1l~~ 

in t.be group' 1 opi•ion ultimately _ b~t · ~ot imnediately be of · 1ufficie _11_t . 
••• iatanoe to co11aon c1rrier1 ., · 1aelud1ng r .ailroad1, to . obviate the aeed · .' 
for ·vover,,ent fi•~n~l•l aid. . The problem rema-iaa, howe._ver. whethef ~ .. 
tra•aport~~ion compa11_ie1 face immediate problems that require' some t1.J>9 o-f 
•pe~lal tlJl••eial 111i1ta11ce, • 

• 
• # • • 1 .. 

..... Eatlrelj ·apart fro■ the effect on the■ · of· present bu,111111 enditio1•, · _ 
Jt .•ppean ·-t~at some ·railtO•~• haYe. tor 1.ome_ years been 1uf(eri•g ·from 
1nloi:t1 eqRlpaent de!iciencie1 whicb t_he'ir financial eapabili ti .ea have not .,._ 

. peralt.t.ed the11 to remedy oa .an iadi~idual baa 11, . Aecordiagly, 1ugge1tiona'. la••• be•• aada for vo•ernae■t ••• i1ta1ee la yarious tor•. 

Al a ruult of iaqairy amoag lendi~g ag~■ciff~ ~ ~are ·eoDTiaced_ tba.i 
· there ex.lats. or eaa be_ created meaaa by which 1uf!ic\e11i a110a.11t1 or : u :... ·.: Y-.•t••t capital will be available from private financial soirre•• to •. 
cor~ct tbi1 . d.eficleaey if depreeiat ion · i ·chedu lei for tax p11rp0Je1 caa 
~ adjusted. This haa application not oaly to railroads but to sever•! 
othet llltl:tfll of transportation as well • 

. l• t.N case of airlines. which do aot have this need !or depreei.atioa 
•dJ••tmcat, • n.~oe11ary cond-lJ,ion for achieving a sati•r.ctory !iaaacial 

· poaitioa 11 aa increase . in the permissible rate 1chedtile_. •• i1111e aow 
pending befoye the Civil Ae'ronautics Board • 
• 

A• to railroads, • prime requirement seems to be frei-gltt cars witb 
1ab1taatially improYed performance capabilities. Beca.111e ~_,,. are aore 
expeu :ive ·thaa the bulk of the cars being ordered by railroads today, 
aad because •• owning railroad contributes ea!a _t~ - ~.~~ •~~_1011,1 p09l 
•ltho11t aecessarily getting 1a1ell advantage itself, .. tbere has beea· g~eat . 
rel .11ctuce t1 purchaae cars, -despite the -f~C?t· th-al -they ~• .V~Jierate · -
•pent i■g economies more ·tha .11 lllfficieat to · :repay -their initial · e"01t.' 

.. • • • • • ,I . . . . . . . 
• . 

_ It llaa bee.a suggested t•at a privat~ly financed- c;:~.rp~~t~n j oi~tlJ , 
oaed by the .railroads which . would own car ·s and le~se thell ··to i11di yfdiial 1 

n1 l~oadJ would be an effectiye solll.t.ion of this pi-oblem. -- The ~htesc~; 
of ••ch • corpor11tlo11 would relieve the ind.1vld11•l -~ilroada of - i11•eit·l•i · 
their 01111 capital a■d would mike thi1 ·eapi tal ·t .here!or ayailule for : ..:.' : u~ 

fixed pla■t iaproYemellt., •iatenance ··and otaer · purposes i~ uicnilit• ·~- · 
.li••ed ••fficieAt _ to obYiate t ile need f.9r. t~~n _me.nt aa1i1-taJ1ee, · 

. .. - ., ' - . ,.. -- - ) 

'9 re,COIIIIIQd that depr!eiation 1chedult2• be established which wili 
f•ellit-ate tho private fi11a11cing of .rollin-g ;iltock aequi1itio111, (~Ilia 
reco111endat.io:11 •• •ot •de by_ the Cabinet · ~ie•ittee oa Tran.sport · i 
P•licy ••d Orqa.aizatioa . ) ·.· . ,· · ~: · 
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, -We re,coili¥Jnd, .furthe.r.,M th;at -~he, -F,ede.ral, government encourage the 

• 
• 

• 

' 

• 
' • 
I 

• 

establishment of a ,cQrporati ·OJl-:bJ · the nilr.oa~s, as outlined above, 
aad that stand-by lesiis,lation -be. --i>,repa,red and for t.be moment kept, 
eoDfideatial which. ;would a,utho:rize · the Fedenl government to make, 
financial a11istance available .to ' tbe corporation in tne ·event of 
demonstrated need,, (Thia reC~lbiit!a.dl!t·1011-was not made by t.he . -- · 
Cabinet Colllll\ittee. oa Tra111port Policy . and Organization.) . 

. - · -· .. 
• 

_ 11th re■pect to the possible need for direct · emergency fina~cial 
·a11i1t•n~~ t~ the railroads, ~~he group -ha& determined that government 
pre•e~tlJ ha■ ao _ authority nor fuad~ for ---thi1 purpose. Section 302 of 
the De!en•• Production Act runs only to loana for the repair or replace-

·-.. · meat t>f damaged propert ie1. . · 
• • • 

Aeeord,i,ngly, Mwe recornme11,d t1'at plaBa, iac.ludiag a, d:raft of apprpti•t! . 
legi,1 lat,io11, be pr,el!,a,r,ed ,for acquiring the a,u.t,hori ty ,and fu,nda. bJ which. 
d,ireet ~;merggney financial, aid, .co.ul,d be extended bI the, Federa,l governmea\ 
in th,e ,field ,o,f tranap_ortetio,-. but t.hat, the,ae plan.a be held ,en,t;irelx 
coa;fide,nti,al unt,i,l 1,uch time (which, hopefully, will not come,-) when ,thex -·1.~ .: .. 

( 
111igh,t. be neetl.ed,, {This waa 'J\Ot a recommendation of the Cabinet Coa,■1~--itee· •~er 

on .Transport Policy and Or~anization.) \e j 

l 

• 

.... - , ... . 

Kerger and, Consolidation Re•trictions, 
• 

• 

Tile 1·a• ~• ~t now stands pe '1mits mergers and co11solidations of coll'f"Oll .. 
cayrier.s ~where the Interstate Commerce Con1uisaion finds such mergers and 
coaao.lldations to be censistent with the public interest. Where the 
Oomai1·a-io• has made such a finding, the anti-trust laws do 11ot apply. 

We-:coiaclude ,, therefore, that existing law does not uaduly interfere 
•itti. : the :·opportunity t-0 merge aad consolidate, aad that no legislatiYe 
cbaage ~i• necessary. 

' 

GnerBll!OB t Ix••s poxta,t i OB A ct i Vi ties, 

-
Tran1portatioa

1
i11tere~t1 frequently find it difficult t.o ge.t lllOTe 

thaa partial anwers to questions whicll they pose to Federal transporta­
tioa ~ge•cies. A . a,~e ~ffectiYe means of dischargi■g the goYernment'a 
traaaportatioa reaponsil>ilitiea and of being able to i11dictte its intere1t -
1ee•, therefore, not 01111·de1irable but 11eeessary. Regulatory agenciea 
la tile field, I,sterstat~ c~emerce Commission, Civil Aeroaauties Board, · . 
Feden\ Maritime Board. llOW operate i• a ma•aer 10 wholly iadepeiadeat o·r · 
01te aaother tb,t ao co•s is tent patten F denl regulatio11 ia acaieved · •. 
At the Tery le,at, e!r,ctive -1 · ~~~~ aboald be e1-
tabli1hed. 
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tion, and the Bureau of Public Roads--in the Department of ·Commerce, the~e 
continue to be lodged in other agencies direct and correlary transportation 
activities including the non-regulatory activities of the Interstate 
Commerce Commission, the United States Coast Guard, the Panama Canal Com­
pany, the St. Lawrence Seaway Corporation, and the Alaska Railroad among 
others. Much would be gained by a consolidation of all non-regulatory 

• • • • • transportation act1v1t1es 1n one area. 

We recommend, thereforet the 
overnment•s civil non-re ulato...-v 

(This recommendation was not made 
Policy and Organization.) 

. ' 

centralization of all of the Federal 
a d 

activities in the field of . trans ortation. 
by the Cabinet Committee on Transport 

It would seem to be additionally desirable to have a substantial 
measure of cooperation and understanding between regulatory agencies and 
the Executive Branch. This has been achieved in the maritime field by the 
simple process of making the Chairman of the Federal Maritime Board ex 
officio administrator of the Maritime Administration. Further efficiency 
and substantial economies are achieved by having one staff serve both the 
Administration and the Board. 

We_ .recommend th_at wh~rever poss ibl~, arrangements similar to that 
wher ei n tbe Che;t_i;rman ,of t ,he Fe_der_al Marit ime Board is ex officio the ' 
Meri t ime, A,c!minis_t ,rato~, be ma~e JVi_th respect to the Interstate Commerce 
Commissi on th e Civil Aeron aut i cs Board and their o osite numbers in °ihe 
E~e.cut iv,e ~ranch ,. (This r ecommendation was not included in the Report , 
of the Cab1~et Committee on Transport Policy and Organization.) 
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Frederick c. 
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ADMINISTRATIVE r.11,.RKING 
E.O. 11652, Section 1 

By BJ,/e.. NLE, Date S-IJ- 7~ 

MINUTES OF CABINET 1'.IBETING 

March 28, 1958 
9;05 A. M --• 10:30 A . M. 

• 

The following were present: 

President Eisenhower 

Vice President Nixon 
Under Sec. Herter 

Asst. Se c. Laurence B . Robbins, 

Treasury 

(for Sec . Dulles ) 
Sec. Anderson 
Sec . McElroy 
Mr . Rogers 
Mr. Summerfield 
Sec. Seaton 
Sec. Benson 
Sec. Weeks 
Sec. Mitchell 
Sec . Folsom 

Director Stans 
D ep uty Director ODM Patterson 

(for Mr. Gray) 
Amb . Lodge 
Dr. Saulnier 

.... --C, 

() 
~~ 

• (1 \ I! . 

Under Sec . Louis S. Rothschild, 
Commerce 

Deputy Sec. Quarles, Defense, 

in part 
Hon. Randolph Burgess 
Adtn . Strauss, AEC 
Mr. Merriam, Budget 

Gov. Adams 
Gen . Persons 
Mr. Rabb 
Mr . Morgan 
Gen. Goodpaster 
Dr. Hauge 
Mr. Harlow 
Dr. Kill i an 
Mr. Larson 
Mrs. Wheaton 
Mr. Martin 
Mr . 
Mr . 
Mr. 
Mr . 

Sicilian o 
McCabe 
Patterson 
Mlnnich 

~du cati on Legi s lation - Sec. Fol s om, in reporting the progress of 
disc ussions on this legislation, indicated that Sen . Hill was pressing 
a bill dif.!ering from the Administration bill as regard s a duration of 

• 

sue. years rather than four, scholar ships n11rnbering 40 , 000 per year 
instead of 10,000, and lacking any 11need 11 qual)fi cation . He indicated 
that Sen. Hill fe lt that the House would inevitably reduce the sc ope o f 
th e S e nat e bill , hence it was necessary for the Senate to aim .high . 
Mr. Folsom felt that the Administration would eventually have to rom­
P:0mise on some of these points but that in keeping with the President• s 
directive he would continue for the present to support tb .e Administrati on' s 
proposal without change . 
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Sec. Folsom also noted the conflicting opjnions on the Hill as to whether 
scholarship awards should be on a national basis thus assuring national 
standards, or on a State basis. The President in this connection desired 
to insure that the student would have to maintain high quality work or 
lose the scholarship. He thought perhaps scholarship payments should 
be made directly from the States to the colleges rather than through the 
individual students. Mr. Folsom stated that such details had not yet been 
developed. Along with a n11mber of other tendencies reported, Mr. Folsom 
noted that funds would probably not be directed in any Congressional bill 
toward raising salaries but that the money originally planned for this 
might be used in other respects advocated by Members of Congress. He 

' also stressed an apparent desire on the Hill for establishing a loan f 11nd 
to supplement scholarships, and members of the Cabinet cited various 
examples of the success .of such loan funds in contrast with the President• s 
citation of his rather 11nfavorable experience with one at Columbia Univer­

sity for medical students. 

The President caUed specific attention to the points made in the current 

LIFE e ditorial on education. 

Social Security - After n .oting that some Members of Congress wished 
early revision of the Social Security program., Mr. Folsom stated that 
Senators Hill and Byrd pref e rred to wait for completion of studies now 
b e ing condu .cted by HEW concerning the fiscal s011ndness of the trust fund 
and the possible desirability of increasing payments in view of the 6o/o 
rise in the cost-of-living index since the last adjust.Inent. 

Sec . Folsom stated tl1e Administration position as being opposed to any 
Fede1,al participation in general assistance to the 11nemployed. He cited 
the existence of considerable pressure from the States for a new program 
in this area, which would take the Federal Government far beyond the 
four very specialized fields no'.\ , supported. Mr. Folsom noted the im­
portant factor of the quantity of f11nds being fed into the economy through 
various social security and welfare payments. Approximri.tely $1.8 billion 
per month was paid out for all the v-a.rious Federal and State assistance 
and pension programs. 

Transport Policy (GP 58- 77) - Following an introduction by Sec. Weeks, 
Mr • Rothschild reviewed in detail the Cabinet paper setting forth the 
:eport oi the special group which h .ad studied urgent railroad problems 
in recent months. In doing so, he noted some agreed departures from 
the dralt circulated, including omission of passenger service from the 
provisions in Recommendation I and deletion of Recommendation IV 
which h.ad ins11fficient valu .e to warrant the controversy th .at would arise. 

1~ connection with the Recorn .mendation for tightening agricultural exemp­
tion~, Sec. Benson was assured by Mr. Rothschild that the change would 
n.ot :nterfere with the farmer's freedom to haul his O"\\'Il things and those 

I 
I 
! 
' 

• • 
I 

! 

I 

of his neighbor .a. In subsequent discussion it was agreed that Sec. Benson 
should consult with appropriate farm leaders before any final decision to 1 

go ahead with this item. M.r. Benson believed it would be acceptable. i 
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Regarding the Recommendation for reducing the transportation excise 
tax, Mr. Rothschild emphasized the need for determining a feasible 
time, and Sec. Anderson concurred fully. The latter added that no 
justification existed for the excise except the quantity of money it 
brought into the Treasury. He thought Congressional leaders might 
agree to consideration of legislation for a change in this tax 11n<l.er an 
agreement that other tax revisions would not be tacked on to this one. 

Regarding the financial situation, Mr. Rothschild thought the proposed 
equipment Corporation might need a temporary advance of capital from 
the Governm.ent. He stressed the possibility that some eastern rail­
roads would need Government loans very soon for surviv-al, hence the 
r e commendation that legislation be drafted confidentially for getting the 
necessary authority and appropriation but allowing the Administration 
to await an absolutely certain need. 

A numb e r of Cabin et m embers commented on various aspects of the 
fiscal cli .. fficulties of the s everal eastern railroads most seriously af­
fected, the u r gen c y of the problem , and the impact of possible 
b ankruptcies on the economic psychology .of the Nation and on national 
s e curity. S ec . And e rson st a ted Treasury's belief that the Department 
alr ea dy h a d s ufficient authority under Section 302 of the Defense Pro­
duction Act. Should Gove1·nme nt loans be made, he said ; it would seem 
desir abl e to est ablish a Creditors Committee with power to adjust debt 
r elation sl1ips s o as to avoid receiverships, a situation containing dif­
ficulti e s for tl1e Goverrunent. Both Sec. Anderson and the President 
emph a si ze d the importance of far-reaching changes in legislation if 
loans wer e to b e n-iade, since the Government should not make such 
loans with a pro s pect of i11ability of the railroads to repay the loans. 
Sec. We eks thou ght it e ssential to secure the cure from Congress in 
advanc e of the loans, or Congress would not face up to the problem. 
Th e President r e it e rated his desire to avoid buying up broken-legged 
hor se s. 

Th e Pr e sid ent corrunented on the need for greater centralization among 
th e railroads and the possible desirability of a Govermnent requirement 
to that effect ac companying any Government subsidy as in the case of the 
a irl ines. Mr. Rothschild cited the possibility of important economies 
be ing a c complished through joint use of facilities. 

I t ·was agreed that the Administration should push ahead with developing 
l e gislativ e proposals for removing undue restrictions on the railroads, 
wi th th e po ss ibilit y of a limited excise action to be discussed with appro­
pri a te Congr es sional leaders, and that the Departxrient of Justice should 
fmnish a n. opinion as to the powers of the Treasury Departn1ent under 
Se ction 302. 
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The White House 

Washington 

THE CABINET 

Record of Action 

RA - 58-101 

April 23, 1958 

The following is the action taken on the items presented at the Cabinet 

meeting of Friday, March 28, 1958: 

I. Report on the Status of Education Proposals 

ACTION: The Cabinet noted the summary by the Secretary of 
1-lealth, Education and Welfare of the legislative 
status of the educational aid proposals. 

\.' 'l !,:! ' )' 

"'' 
a) 

~ 

Wi _th respect to the number of scholarships t : ;; 
be authorized and in connection with current ~ ... • ·a " .. . 
Senate action, the President indicated that he 1.ia 

did not wish the Secretary to depart or give 
any intimation of departure from the Adminis -

tration proposal. 

b) With respect to the method of making scholarship 
funds available, the President emphasized his 
interest in ensuring that the pay11·1ent of the awards 
is made closely co .ntl.ngent upon the . student's 
maintaining a high level of achievement; consideration 
should be given to paying the funds directly to the 
universities selected, to be disbursed by them in 
turn to the scholarship students on a periodic basis 
consistent with the proper achievement. 

2. Report on the Status of Social Security Legislation 

3 • 

ACTION: The Cabinet noted the report by the Secretary of Health, 
Education and Welfare on the potential legislative 
situation with resp~ct to so -cial security, on the general 
magnitude of the program in toto and on its e,1r'l'eirt 
impact upon the national economy. The President 
indicated his ·present op·position to proposals which 
would take the Federal government into State P~blic 
As sist-ance programs for the em ·ployable unemployed. 

Recommen '.dationa Concerning Railroads -­
Report of the TransEortation Study Group 

ACTION: Cabinet Paper 58-77 was approved, subject to the 
"following provisions and changes: 

a) The word ''passenger'' ls to be deleted from the 
first Recommendation on page 8, thue extending 
the Recommendatlon to apply also to· freight 

services. 
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b) The Recommendation near the top of page 4, wh~le 
acceptable to the Secretary of Agriculture and 
approved, is to be held in abeyance pending consultation 
with the appropriate farm organizations and a review 
of the support whlch they are likely to give it. 

• 

c) The second Recommendation on page 4 was withdrawn. 

d) The Recommendations at the top of page 5 and the 
bottom of page 6 are approved but their implementation 
is to be cont ·ingent upon consultation with the 
Congressional leadership and upon the assurances 
which can be obtained that other repealing amendments 
in this general field will not be tacked onto the 
legislation. 

e) The Recommendation at the bottom of page 5 is 
approved with emphasis on the need for speed in the 
decision-making process. -

f) With respect to the first and especially the second 
Recommendations on page 7, the measures recommeirled 
to be prepared shall be understood to lnclude the 
guaranteeing of loans obtained from private sources. 

g) Wlth respect to the second Recommendation on page 7: 

l) The Attorney General will promptly advise the 
Study Group as to the legal questions involved 
in determining whether the Ad ,ministratlon can 
take the measures recommended under present 
statutory authority (Section 302 of the Defense 
Production Act) or must seek new legislation; 

ii) Alternative methods should be considered for 
avoiding receivership: e.g., bondholders-share­
holders committees which w·ould have the right 
to readjust debt relationships among those 
represented; 

--

iii) The President indicated that in any _case the 
Administration 1 s position is clearly: that emergency 
direct aid is to be employed only after the other 
recommendation .a for long-range improvement are 
accepted in such a way that there is genuine 
promise of improvement in the earning position 
of th .e railroad industry. and specifically of any 
recipients of such aid. Implementation of these 
longer-range recommendations in fact is to take 
priority ,over the measures referred to in ''d'', 
''f'', and 11 g'' above. 

h) Action on the two recom.mendations on page 8 is 
deferred for further study. 

Statua Re t F - · por on Y 1958 Expenditures and Personnel 

ACTION: The Cabinet noted the report presented by the Director 
of the Bureau of the Budget, including his revised 
cstirnates of agency spendlng plans through the end of 
this Fiscal Year. 
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The Cabinet further noted that a speci~l presentation 
is being prepared by the Director of the Bureau of the 
Budget for the next meeting which will show the longer -
run trends in expenditures. 

**************** 

POST-CABINET BRIEFING ON NEW DEFENSE EXPENDITURES AND 
PROGRAMS 

• 

Information Item Only. 

NOTE: The members of the Cabinet are reminded that: 

1) This briefing was presented to them on a personal 
basis. 

Z) The briefing contained information in the highest 
security classification -- and is not to be repeated 
b e yond those present in the room. 

3) Th e proposals presented are tentative; action and 
decision ar e under Budget Bureau and White House 

~ review • 

... 
::r -

Maxwell M. Rabb 
Secretary to the Cabinet 
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IMlviEDIATE RELEASE April 22.., ~ 958 

James c. Ha.gerty 1 Press Secretary to the Pre&ident 

THE WHITE HOUSE 

THE WHITE HOUSE TODAY MADE PUBLIC 
THE FOLLOWING LETTER FROM THE 
PRESIDENT TO THE HONORAf\IiE SINCLAIR 
WEEKS, SEC~TARY OF CO M lvfERCE 

Dear Mr. Secretary: 

I appreciate very much your a ending me a. copy .of your 
proposed letter to the Chairman of the Surface Trana­
portatlon Subcommittee of the Senate Committ e e on 
Interstate and Foreign Commerce.. 

The recommendations made by the Administration to 
· ■olve the railroad problem and str engthen. the trans .. 
portation industry a.re in my judgment sound. The 
soundness of. the proposal for temporary financial 
assistance depends, of course, upon the increased 
earnings expected to result from the other proposals. 
Adoption of the former without the latter would, 
therefore, be quite undesirable. 

All the recommendations should be enacted into law with 
dispatch. I hope that no effort will be spared to achieve 
this result. 

Sincerely, 

Is/ Dwight D. Eis enhower 

The Honorable Sinclair Weeks 
Secretary of Commerce 
Washington, D. C. -
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11'8 E SECRETARY OF CCM-1.ERCE 

WASHINGTON 25, D. C. 

April 21, 1958 

Dear Mr. President: 

I have the honor to send for your consideration a 
copy of a letter ~hich I propose to send to the Chairman of 
the Surface 'I-ransportation Subcotaa ,j ttee of the Se.nate Com­
mittee on Interstate and Fore i gn Commerce. 

It contains Administration recou1roendations to 
eolve the special problems of the railroads and strengthen 
the transportation industry as a whole. 

I hope that if you are in agreement with these 
recoII11Aendations you will find it possible to give them your 
a-pproval and support. 

Respectfully yours, .... 
• 

Sinclair Week.a 

Attachment 

• 

• 

The President 
• 
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' 1 J .. , . , THE SECRETAR Y OF COMMERCE 

WASHIN GTON 
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Ap ril 22, 19 58 

Honorab l e George A . Smath e rs 
Ch ai r man 
Su rface Transportat i on Sub co m mittee 
Committee on I n terstate and Fo r eign Commerce 
United States S enat e 
Washi n gton , D . C • 

Dear Mr . Chairm a n: 

• 

. . -. 

This l ette r i s subm i tted in connection with your Sub ­
committee ' s stud y of 11 T he D eteriorating R ail r oad Situation . 11 

You were very kind to inv i te me to appea r in person before you r 
Subcommittee to testify concerning this important problem . I 
regret that I was unable to do so . This l etter embodying the 
Administra t ion ' s views is b eing sent instead . I sincere l y hope 
that you will find it helpful . 

The difficulties presently besetting the railroads stem 
in part from the current downturn i n genera l economic activity. 
This downturn accou11ts for much of the sharp dec l ine in carload ­
i11gs since last Septembe r.. There are, however, other causes of 
longer standing which h ave acted as a depressant upon the trans ­
portation industry and upon the railroad industry in particular . 

Many steps have been taken to promote general recovery 
of the eco11omy and it is expected that the desired improvement 
will not be long deferred. 

But however effective these measures may be, they will 
not solve the special problen1.s of the transportation industry . For 
t l1ese special prob l ems, special solutions are required . Although 
the solutio11s recommended below are intended to meet the needs 
of the rai l road industry, they v.rill, when p l aced in effect a l so 
help to strengi:hen the transportation industry as a who le and to 
further the general objective of renewed and vigorous nationa l 
economic growth. 
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Some indication of the gravity of the situation confronting 
the transportation industry, and the railroads in particular, appears 
in the following statistics. While corporate sales in all other in­
dustries, measured in dollars, increased about 3-1/2 times between 
1929 and 1956, transportation sales, similarly measured, increased 
less than half that much. During the same period, corporate income 
after taxes in all other industries increased about 1-1/2 · times but 
in transportation corporate income after taxes decreased about SOo/o. 
These declines occurred despite the fact that total intercity ton-miles 
of freight carried by all means of transportation more than kept pace 
with the growth in gross national product and despite the fact that 
total intercity passenger transportation by all kinds of carriers 
grew mo re than twice as fast as po pulation • 

• -In the railroad industry, the average ratio of operating • 
income to operating revenue declined from 1929 to 1956 from about 
18% to about 10% -- even though ton-miles of intercity freight carried 
by the railro~ds increased • 

Tl1e Administration is convinced that, while the speci3.l 
probl e ms of the railroads are in part due to increased competition 
and ill-advis e d pra c tic e s of m a nagement and others, they are also 
du e to lon g -sta1 1din g gov e rnmental policies -- federal and local, 
r e gul a tory a 11d. otherwis e -- which have served to decrease their revenues, 
in c rease tl1e ir costs and for e close to them and to the public the benefits 
o{ incr ea s ed e ffi c i e n c y whi c h oth e rwise might have been achieved. 

Tl1e Administr a tion, accordingly, makes the following re­
comm e nd a tions a nd u 1·ges their prompt consideration by the Congress: 

l. Enlar ed ICC Jurisdiction o v er Curtailment of Services --

The Interstate Commerce Commission should have original 
and appellate jurisdiction over all curtailments of service 
and fa cilities affecting interstate commerce, including cur­
tailm e nts of passenger and commu t er service and facilities. 

2. R e definition of Pri v ate Motor Carriage -- The definition 
in th e Int e rstate Commerce Act of irprivate carrier by motor 
v e hicle'' should be amended to preclude the unfair competition 
which occurs toda 1r when certain for-hire carriers operate in the 
gui se of pri v at e carriers. 
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3. Clarification of the Agricultural Exemption -- The agri­
cultural exemption in the Interstate Commerce Act should 
be clarified with the object of accommodating the real needs 
of agriculture while preventing undue diversion of traffic 

from regulated carriers. 

4. Revised Federal Rate-making Policies -- Federal rate-making 
policies should be revised to encourage more service and 
price competition while providing adequate minimum regu-

lation. 

5. Temporary Financial Assistance -- Federal guarantees 
(1) of short term private loans for cost-saving capital 
additions to, and improvement of, plant, facilities and 
equipment other than rolling stock (not to exceed $500 
million), and (2) of equipment obligations for purchase of 
improved freight cars, up to lOo/o of the purchase price 
(not to exceed $200 million). 

The Administration recognizes that, even if immediately 
effective, the first four recommendations will not for several years 
fully achieve their intended results. The railroads, however, must 

• 
• 

be able at once to commence cost saving programs which are not 
possible, without interim assistance, until the first four recommenda­
tions achieve substantial results. Recommendation number five is 
intended to make such co st saving programs immediately possible. 

The l a st x·ecornmendation must be regarded, however, as 
integral with the others. Its fi11.ancial soundness depends on the in­
creased earnings expected to result from the preceding measures. 

The repeal of Federal excise ta.xes on the transportation of 
perso11s and property, and the shortening for income tax purposes 
of depreciation schedules, ,vhile advantageous · to transportation 
inter es ts, should be considered only as part of a general tax revision 
program consistent 'With over-all fiscal policy. No recommendations 
are, therefore, b e ing made in this area at this ti.me. 

There follo,vs a detailed explanation of each recommendation. 

Enlarged ICC Jurisdiction over Curtailment of Services 

Rail carriers suffering deficits from the operation of 
p e rsistently unprofitable services and facilities have requested that 
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the Interstate Commerce Commission be authorized to per1nit the 
discontinuance or curtailment of such services and facilities when 
public need therefor no longer exists. Competing air, motor, and 
water carriers, as well as shippers, have supported the railroads 

in this request. 

Continued operation of unprofitable services and facilities 
places an unreasonable burden on shippers as well as on carriers. 
For example, losses from passenger train services, which have been 
estimated to be as high as $750 million a year, must be recouped to 
the extent possible from freight operations. The result is higher 
freight rates. Moreover, increased freight rates divert traffic to 
carriers not encumbered by these unprofitable operatio ns, thus 
deepening the railroads' troubles by depriving them of the traffic ' 

-they are best adapted to carry at a profit. ,, .. 

Rail carriers have been unable to avoid these burdens 
primarily be cause of the inability or failure of Stat e regulatory 
bodies to act promptly or at all in authorizing the discontinuance 
or c,1rtailment of unprofitable operations. The Interstate Commerce 
Commission has j urisdiction to authorize the abandonment of 11 all 
or any portion o( a lin e of railroad, or the operation thereof,'' but 
it do es not hav e a ,1thority to permit carriers merely to discontinue or 
curtail a service. This at1t l1oi ·i ty, where it exists at all, is vested 
in Sta .te regul ato ry co mmissions. Even where they do have the 
autho ·rity, State co mmissions, b eca use of pressure from local 
int eres ts, have too often bee11 reluctant to permit a discontinuance or 
curtailment. In som e instances, such as those involving commuter 
traffic, the State commissions have not acted to evolve an alternative 
forn"l of r e li e f for tl1e railroads. 

Th e Pr es idential Ad vi sory Cornmitte~ on Transport Policy 
a nd Organization, recognizing the need for such relief, recommended 
th a t the Interstat e Commerce Commission be empowered to set 
as id e certain State s e rvice requirements if continuance of such 
serv ice would r es ult in a net re v enue loss or otherwise unduly 
burd e n interstate and foreign commerce and if reasonably adequate 
alternative service wo · .1.d be available. Legislation to implement 
this r eco mm ~ntla tion was incorporated in bills submitted by the 
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Department of Commerce during the 84th and 85th Congresses .. 
Extensive hearings were held on the House bill during the 84th 
Congress, but no action has been taken on the Senate bill, S. 1457. 

S. 1457 would vest the Commission with authority over 
railroad services or facilities in intrastate commerce comparable 

. 

to that which it now has under the Interstate Commerce Act over 
State imposed intrastate rates, fares, charges, etc., which are 
found to be an undue burden on interstate commerce. Such authority 
':Vould be appellate in nature, for the Commission could not act until 
a State regulatory body denied an application for discontinuance or 
curtailm e nt of a service or facility, or failed to act within 180 days 
after the filing of such an application. 

• • 

The Administration is convinced that the Interstate Commerce 
Commission should also be given original jurisdiction over the discon­
tinuance or curtai lm ent of services and facilities. The continued 
operation of an unprofitable rail service ceases to be a problem for 
exclusive State or local solution when it imposes an undue burden on 
int ers tat e commerce . It would also appear that the interests of 
interstat e rail carrier s or shippers should not be determined, even 
initially, by State Com1nis sior1s where concurrent action by several 
State Commissio1 1s would be r e quired to effect the curtailment or 
discontinuance or where a State Commission has previously demon­
strat e d a clea1· inability or u11willingness to give proper recognition 
to int e rst ate interests. 

Giving tl1e Int ers tate Commerce Commission both original 
and appellate jurisdiction wou ld permit carriers to apply either directly 
to F e d e ral authority or to a State Commission without losing their 
F e deral remedy . 

The Administration recommends, therefore, that the Inter­
st_ate Commerce Commission be given both origina l and appellate 
jurisdi ct ion to authorize the curtailment or discontinuance of rail 
services (includin g commuter services) 

1 
and the abandonment of 

faci liti es used in connection therewith, which are in intrastate or inter­
state commerce and which impose an undue burden on interstate 
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commerce, provided that reasonably acl.equate alternative services 

are availa bl e. 

Redefinition of Private Motor Carr i age 

Rail car r iers have protested that for-hire transportation 
performed under the guise or subterfuge of private carriage is 
un justifiab l y diverting traffic from regulated for - hire carriers and 
is disrupting their rate structures . The railroads have been jo in ed 
b y other regulated for-hire carriers in requesting that the I nterstate 
Comm e rce Act be amended to afford relief from this abuse . 

The activity denounced by the rai l roads usua l ly takes the 
form of 'Y'hat is known as the ''buy - and - sell' ' method . Bills of sa l e , 
invoic e s , etc., are issued to make it appear that the property being 
transported belongs to the owner of the vehicle transporting it . A l so, 
manufacturers and mercanti l e establishments, wh i ch de l iver in their 
own trucks artic l es they manufacture or se l l, quite frequent l y pur ­
chase merchandise at or near their point of delivery and transport 
it to their home terminal for sale to others. 

The Interstate Commerce Commission has stated that 
private carriage used as a subterfuge for public transportat i on con ­
stitutes a growing menace to shippers and carriers alike , is injurious 
to sound public trans ·portation , promotes discrimination between sh i pp ers, 
and thr eate ns sound rate structures. 

Although certain of these operations have been struck down 
by the courts , there is 110 uniformit y in the decisions . T he C ommission , 
in its Annual R eports since 1953, has stated t hat it cannot' ' effective ly 
cope with this problem without some changes in the Act .'' L as t ye ar 
the Commission for the first time submitted legislation to meet this 
probl e 11-i. H ea rings on the bill (S. 1677) were held in the Congress , but 
110 further action has been taken . 

Th e Presidential Advisory Comm.ittee on Transport Policy 
and Or ganizatio r1 previousl y had recommended relief from these evils 
by an a m en dm e nt of the Interstate Commerce Act definition of '' private 
carrier b y motor vehicle. 11 Legislation inc o rporating this recommendation 
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(S. 1457) was introduced in the 84th and 85th Congresses. Except 
for hearings in the House during the 84th Congress, no further 
action has been taken. 

The Corrunission and the Departrr1ent of Commerce have 
repeatedly made it clear that the legislation submitted by them is 
not designed to affect bona fide private carriage. Despite these 
assurances, certain groups of private carriers oppose this legis­
lation. They contend that the problem is one of enforcement rather 
than legislation, and that any modification of existing law would 
upset the ''primary business test'' applied in Brooks Transportation 
Co. v. United States, 340 U.S. 925. . 

No extended comment on the first of these objections is 
required. The Cornmis sion has stated time and time again that it 
cannot cope with the problem without legislation. The Commission 
r ei terated this view in testimony on March 28, 1958. 

To meet the second objection, the Transportation Association 
of America at the hearings on S. 1677 presented an alternative proposal · 
which would amend the Interstate Commerce Act to incorporate the 
primary business test. The Commission stated on March 28th that 
it was already on record in support of either S. 1677 or the T. A. A. 
proposal if modified in certain minor respects. Certain of the rail 
carriers l1ave also endorsed the T. A. A. proposal. 

The Department of Commerce stated at the hearings on 
S. 1677 that certain phrases in that bill would be difficult to interpret 
and administer. The Departxr1ent also stated, however, that it did 
not seek only its own bill {S. 1457), and that it would be agreeable 
to a11. a lt ernative proposal '\vhich would accomplish the Advisory 
Committee• s objective. 

To enhance the probability of le gislation in this field, the 
Administration recommends enactrr1ent of the T. A. A. proposal, 
modified as suggested by the Commission. 
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Agricu_ltural Commodities Exemption 

There has b een considerab le controversy with respect to 
the ''agricultural commodities exemption'' embodied in Section 203{b){6) 
of the Interstate Commerce Act. The railroads and regulated motor 
carriers, as well as the Interstate Commerce Commission, contend 
that Congress did not intend that the exemption include processed 
commodities such as some of those declared by the courts in recent 
years to be exempt . They maintain that Congress intended the ex­
emption m e rely to serve as an aid to the farmers in marketing their 
products. 

Some agricultural interests contend, on the other hand, that 
Congress intend e d that many processed {but not manufactured) agri­
cultural commodities be exempt . They cite the need for flexibility 
in marketing agricultural commodities, including processed commodi­
ties. 

The regulated transportation groups are also concerned 
lest the exemptio n be further broadened by judicial interpretation to 
include additional significant groups of commodities, such as canned 
{oods. Major agricultural int e r ests have indicated that they do not 
seek (urther s ub sta nti al broadenin g of the exemption, and there 
appears to be r10 evidence that any producing groups desire such 
ftirther broad e ning. 

In view of tl1e si tu ation which currently exists, the Adminis­
tration recon1.mends tl1at Congress take actio n which would remove the 
threat o{ further expansio11 of the exe mption while still retaining for 
agriculture the b enefits which accrue from the use of exempt motor 
ca .rrie1·s i11 marketing those conunodities presently considered exe · 

Revised F edera l Rate-making Policies 

The r evo lution which has taken place in the transportatior. 
industry is d esc r i bed in the report of the Presidential -~dvisory 
Committee on Tran .sport P o licy and Orgap_i.zation. Eve n as late as 
1920 , the railroads enjoyed a virtua l monopoly of intercity transpo: 
tation . Sin ce that rime, however, a wide selection of transportatio 
facilities for the carriage of p e rsons and property has developed . 
The result is that today exten sive competition exists _ throughout the 
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economy among modes of transportation. 

The Advisory Committee• s report noted that, notwithstanding 
this revolution, governmental policies still held ''regulated competitive 
forces within a tight rein. 11 The Committee recommended relaxation 
of those reins to reflect present day realities. It held that the changed 
character of transport organization and the development of greatly • 

increased regulated and unregulated service and cost competition made • 
it unnecessary, in the public interest, to continue the contemporary 
scope of rate controls. 

As a first and essential step it was recommended that the 
National Transportation Poli _cy be revised so as (l) to as sure the 
maintenance of a national transportation system adequate for an ex­
panding economy and for the national security, (2) to place greater 
reliance on competitive forces in transportation pricing, (3) to reduce 
ecco.om ic regu1ation of transportation to the minimum consistent with _ .. -- -.... ~ 

• ~ .. . r '\. t h e public interest, and (4) to assure fair and impartial economic . . --- ' •-:~\ 
regulation. . 

. , . 
' • 

The report also recommended repeal of the rule of rate 
making (section 15a of the Interstate Commerce Act) and continuation 
of regulatory authority: 

{l) To prescribe for common carriers subject to the Inter­
state Commerce Act minimum rates which would not be less than 
just and reasonable; 

(2) To prescribe for such common carriers maximum rates 
which would not be more than just and reasonable; and 

(3) To review existing and future rate relationships, 
i n c ludin g thos e between intrastate and interstate commerce, and 
where necessary, to require their adjustr11ent to avoid unjust dis­
crimination or undue preference. 

These recommendations 
in the 84th and 85th Congresses. 

were embodied in bills introduced 
None has been enacted. 

The objectives underlying them., nevertheless, are still 
of the utmost importance today.. Competition constitutes a main 
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source of our economic strength. Unless regulatory policies permit 
maximum competitio n consistent with the admittedly necessary regula­
tion of carriers who owe their existence to government franchise, our 
transportation system will be still further weakened • 

The In terst ate Commerce Commission seems to regard 
some price and service competition as an effective means of channel-
ing traffic to modes of transportation best adapted to handle it. The 
Commis sion , however, does not appear to realize the full value of 
price and service competition as a source of strength for the system. 
Predatory competitive practices are recognized by the C ommission as -:-:-

• - .c.. ~ 

e vils it has a duty to e liminate; but it cond em ns as predatory, com- _ .· · "~ 
~ 

petitive pra c ti ces which elsewhere i n the Gover nment and the econom.y ; 
• 

would be cons id ered legitimate and a source of strength. · 

For example , the Commission apparently holds the view that 
in order to maintain a strong transportation system, as it is directed 
to do by the Congress, it must protect the lower cost carrier by prevent­
ing the hi gh er cost carrier from reducing its rates below those o{ the 
former more than is necessary to compensate for differences in service. 
The Com.mission seems to hav e ap pli e d this principle particularly where 
the commodity involved, b eca use of value or other characteristics, can 
stand a hi gher rate than would ot h erwise be set on the basis of mere size, 
weight a nd s l1.ape . Tl1is theory appears to b e justified by the Commission 
on one or mo1·e o f severa l grounds . It i s claimed that price wars can 
best be p1· e v e nted by stopping them b efore they start; or that the low 
cost ca rrier's profits must be protected to offset loss es elsewhere; 
or th.at th e public interest would not b e served by a diversion of such 
traffic {rom a l ow cost to a supposed l y less efficient (higher cost) 
ca rrier. Wh a t ever t h e reason, competition is outlawed which would 
n ot be co n sidered predatory outside of the transportation industry. 

Conceding that in some respects these policies are paternal­
isti c , the Commission appears to justify them partly on the ground that 
competito r s need t hi s kind of protection to prevent them from destroy­
ing th e mselves b y· competitive excesses. 

This philosophy is not consistent with our basic economic 
principl es and cannot be justified by the fact that carriers are 
public ut i l ities '\Vhi cb depend for their existence on government 
franchise. 
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To be prevented from destroying its elf, competition admit­
tedly needs regulation, but not regulation that injures or destroys 
what it seeks to preserve. Beyond the utility and transportation fields, 
the anti-trust laws prevent competitors from adopting practices which 
tend to eliminate competition or which have as an object the injury or 
destruction of a competitor. This type of regulation and this type alone 
is all that the Interstate Commerce Commission need apply (possibly 
with some adaptation) to prevent competitive excesses 
ing competition. 

without prevent- ·.• · -· .... 
.,., .,. C"' 

. ? 
~ ~ 

' 0 

The legislation to implement the recommendations of the 
Presidential Advisory Committee in this area somewhat exceeded this 
limited requirement. It embodied the so-called ''three shall not'' rule 
which, if enacted, would have . prevented the Commission, in determining 
what is less than a reasona.ble minimum charge, from considering 
(l) the effect of the charge in question on the traffic of another carrier, 
(2) its relation to the charge of any other carrier, and (3) whether 
the charge were lower than necessary to meet the competition of any 
other carrier. 

Under this rule the Commission would appear helpless to 
prev e nt pra c tices by carriers which could be stopped under the anti­
trust laws if the competitors were not carriers . A ''three shall not'' 
rule, if made applicable Ol1tside the transportation field, would seem 
to conflict with provisions of the anti -trust laws applicable to the rest 
of industry, which require consideration of the effect of unreasonably 
low prices 0 11 competition. 

The l e gislation to implement the Presidential Advisory 
Con1.mittee Report was offered merely as a study document for the 
consid e ration of the Congress. The Ad.ministration has also had it 
und e r study . As a result, it is now making a recommendation in 
pla c e of the ''three shall uot'' rule. 

The recommendations of the Presidential Advisory Comntlttee 
s e t forth above on page 9 a.re repeated. Ins tead of the ''three shall 
n o t'' rul e , it is urged that the Congress enact legislation which would 
p e rmit the Int e rstate Commerce Com.mission, in determining what 
is l e ss than a r e asonable minimum charge, to take into consideration 
the effect of a rate on competition or on a competitor only where its 
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effect might be substantially to lessen competition or tend to create 
a monopoly in the transportation industry or where the rate was 
established for the purpose of eliminating or injuring a competitor. 

Acting under the guidance of a revised policy declaration 
emphasizing reliance on competitive factors in rate making, the 
Commission would then create an atmosphere in which price and 
service competition would produce better service at a lower cost 
and at the same time encourage the sound growth of all elements of 
the transportation system • 

Temporary Financial Assistance 

For various reasons, many railroads have been unable ade­
quately to modernize and improve their plant, facilities and equipment, 
including rolling stock. In times of good business, railroads have 

often suffered from a shortage of freight cars; and, in periods of ···. 
both good and bad business, substantia l economies which could have · 
been brought about by the purchase and use of improved facilities, 
equipment and freigl1t cars have been deferred or given up because 

of l ack of money . Many of these improvements would earn substantial 
rates of return on the investment, but the funds to finance them have 
not been available. 

l. In order to assist in making additional investment capital 
available to railroads which have been unable otherwise to secure it, 
th e Govert1ment should be authorized to guarantee up to lOOo/o of loans 
by private lending ir1stitutions in at1 aggregate amount not to exceed 
$500 million, the p1·oceeds of "vhich would be available for capital 
additions to and improvement of plant, facilities and equipment other 
than rolling stock . Such loa11s should have a maturity of not more 
tl1an 5 years . To be eligible for such a loan, the borrower should be 
required to establish that the anticipated sa\rings frorr1 the additions 
or improvements "vould in 5 ,rears be sufficient to equal or exceed 
th e amount of the loan. 

Such a guarantee would be made by the Secretary of Commerce 
on terms and conditions prescribed by him ,vi.th the approval of the 
S ec retary of the Treasury, but only after the Secretary of Commerce 
has satisfi ed himself: 

(a) Upon const1ltation with the Interstate Commerce 
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Commission, that the proposed capital additions 
and improvements are feasible and should result 
in the required savings; 

(b) that the railroad has actively sought to obtain 
the needed funds from private sources and has 
been unable to obtain them on reasonable terms 
otherwise than with the requested Government 
guarantee; and 

{ c) that there is reason .able assurance 
of the loan. 

2. In order to assist in increasing the available supply of 
freight cars, the Government should be authorized to guarantee 
equipment obligations of individual railroads or groups of railroads 
issued for the purpose of financing the acquisition of freight cars. 
Each guarantee should be limited to not more than 10% of the purchase 
price and the aggregate amount of all guarantees should not exceed 
$200 1nillion. These guarantees should, to the extent possible, be 
confined to purchasers who will specify improved performance 
capabilities when placing their orders. 

Sucl1 a guarantee would be made by the Secretary of Commerce 
on terms and conditions prescribed by him with the approval of the 
Secretary of the T1·easury, but only after the Secretary of Commerce 
has satisfied hin1self: 

(a) upo11 consultation with the Interstate Commerce 
Commission, as to the improved performance 
capabilities of the freight cars to be purchased; 

( b) that the railroad or group of railroads would not 
be able to make the purchase, or obtain the funds 
therefor, on reasonable terms otherwise than with the 
requested goverrunent guarantee; and 

(c) that there is reasonable assurance of payment of 
the equipment obligations to be guaranteed. 
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The authority o.f the Secretary of Commerce under both l 
and 2 above should terminate on June 30, 1961. 

The Administration recommends, therefore, that legislation 
be enacted authorizing the Secretary of Commerce to guarantee loans 
and equipment obligations as outlined above. 

The Secretary of Commerce should render SP-mi-annual 
reports of his operation under these authorities to the President and 
the Congress. 

... 

******* 

In conclusion, I should like to comment on some other 
suggested solutions of the railroad problem.. 

• 

One such solution relates to mergers and consolidations. 
The law as it now stands permits mergers and consolidations of 
common carriers where the Interstate Commerce Commission finds 
such mergers and consolidations to be consistent with the public 
interest. Wh ere the Commission has made such a finding, the anti­
trust laws do not apply. The Administration concludes, therefore, 
that e xisting law does not unduly interfere with the opportunity to 
merge and consolidate, and that, while merger or consolidation 
would doubtless be of substantial benefit to some segments of the 
railroad industry and should where appropriate be encouraged, no 
legislative change is neces a ary. 

Another suggested solution is the i.mpo sition of charges on 
competitors of the railroads and others who use transportation 
facilities supported by the Federal government. The Administration 
re ce ntly transmitted proposed legislation to the Congress for a 
program o( charges on the users of the Federal airway system. The 
D e partment of Commerce has underway a study of the question of 
imposition of charges on the users of Federally improved inland 
waterway facilities. Charges are now collected by the Federal 
government from the users of Federal aid highways and the Departxnent 
of Commerce at the request of Congress is currently engaged in a 
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study of the equitable distribution of highway costs among the 
several classes of highway users. The Administration

1 
therefore, 

is not recommending anything further in this area at this time. 

In this connection, it should be made clear that highway 
user charges, proposed airway user charges and possible additional 
user charges, although they might conceivably have a beneficial 
effect on railroads, are not and should not be fixed or collected by the 
Federal government to achieve any such effect. Instead, they are to 
provide and only to provide appropriate payment for such government 
improvements by those who benefit from them. 

The Administration is confident that the measures recommended 
by it here will be of material assistance in solving the special problems 
of the railroads and in strengthening the transportation industry as a 
whole. 

S incerely yours, 

v--.... ' c.,,( ~ - '!. • ...l ' · ct.A-♦._ ~ 

Secretary of Commerce 
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