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November 16, 1964

The Pregident
The White House
Washington, D. C. 20500

Dear Mr. President:

Herewith I present to you the report of the Task Force on
Transportation Policy.

The Task Force was unanimously of the opinion that American
transportation policy has been deficient in two major respects:
first, the use of rate regulation and restrictions on entry
rather than competition has raised rates and lowered utiliza-
tion of many transport facilities; second, investment in
transportation has often been allocated in a fashion not
wholly in accord with the publie interest. Accordingly, we
have framed a program which is mainly concerned with policies

in these areas,

We are keenly aware of the honor of serving on the Task Force,
and we hope that our efforts may be of service to your
Administration and to the Nation.

Respectfully yours,

0o W Kl

George W. Hilton
Chairman
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PREFACE

Transport expenditures in the United States exceed $qu billion annually.
The industry consumes neaerly half of our total output of energy. It employs
dir €ctly more then nine million people. Transport permeates the economy.
Virtually all other industries -- manufacturing, agicultupal, extractive and
8€rvice industries alike ~-- are heavily dependent on transport. Consumers
depend on transport for much of their recreation and for much of their freedom
in choosing where to live. Workers depend on it not only for access to their
Jobs but for much of their freedom to choose between jobs. The economic
health of transport is, therefore, of vital concern to the U.S. Government.

When account is teken of the increased demasnds for transport services

that ere generated by a growing populetion and & growing economy, the need
a to develop a national transport policy consistent with the circumstances and
opportunities of a dynamic and highly developed industrial society becomes
apparent.
The United Statles now has a massive, flexible transport system linking

a1l parts of the nation together. That system has been built within the con-

—_—

fines of present policy. Why, then, is a new policy needed? / First, it wj_:u_k l
eliminate inefficiencies which retard growth, impeir the ability of Americen |

ipndustry to compete abroad, and depress the standard of living at home, f! |
—
gsecond, it will reduce the deep entanglement of governmental agencies as

sdvocates, promoters, protectors and regulators of private interests which

conflicts with our liberal international policies angd contravenes the precepts

we advance to the less developed and the non-free nations. Advocacy of "equal
opportunities for all and special privileges for none" is particularly

?’ aPPropriate in transport. Finally, it will save governmental funds needed




to mchieve resl social benefits but now flowing into unproductive channels .
Thus there is need for drastic revision of national transport policy,

' What are these contemporary re_alitiea?

geared to contemporary realities.
rensformed by technology, growth

(1) The transport industry has been ©

of market, massive investments and competition. A nationwide system is in

operation. Virtually all shippers and travellers have a wide range of

choice of modes, routes and destinations. The old notion that transport 1is

a natural monopoly 1s no longer relevant.

(2) The extension of the number and variety of transport alternatives

makes comprehensive regulation administratively infeasible.

(3) The problems of the nation are now vestly different. We are &

highly developed country experiencing accelerated technological change.

A prime requisite of further progress is flexibility to respond to such

change. Detailed and complex regulations which serve to diminish adapta-

bility to change discourage general economic expansion.
The new transport environment requires that we emphasize the efficient

gccomplishment of the primary mission of the transport system, which is. to

meet the demands generated by the economy. This objective will be achieved

only if we:
(1) Place greater reliance on market forces and less on public regulation

in guiding the development of the private transport sector, and

(2) Rigorously evaluate costs and benefits in the allocation of public
punds for the enhancement of the transport system.
The transport system that develops under this policy will have strength
gnd flexibility--and wlll serve the nation at lowest cost consistent with

+he demands put upon it.
o




To implement this policy, the task force has made recommendations ranging

the entire spectrum of trensport problems. These recommendations call for:

/ (1) Establishment of a Department of Transportation.

(2) The curtailment of Government subsidies and creation of a mechanism
~--the Federal Transport Investment Review Board--for harmonizing the expengdn: .’ -
ture of public funds with the stated objectives of an integrated transport
policy.

(3) Relaxation of rete regulation by the Interstate Commerce Commission
80 that the rate structure will more nearly reflect the technological and
competitive conditions which determine the alternatives fach by the shipping
and travelling public. |

() Wider application of user charges in air, water, and highwey transport
on grounds of equity, public revenue needs and the improvement of public in-
vestment decisions.

(5) Purchase of transport services by the Government at lowest cost

compatible with adequate service.

(6) Removal of legel barriers to entry and sbandonment on the part of
common cerriers.

(7) Enlargement of the authority of the Interagency Committee on Transport
Mergers which would permit the Committee to deﬁlop and present before the

regulatory agencies alternatives to mergers proposed by the carriers and to

evaluate and suggest alternstives to merger.

(8) Drastic reduction and alteration of operating and construction

gubsidies in the maritime industry.

111




The task force feels that immediate legislative action te correct

Current deficiencies can be initiated along the following lines:

Investment
(1) Divert some funds from the Highway Trust Fund to the new Federal

fund for the development of ocutdoor recreational facilities--at least 1

Percent immediately, 5 percent or more within five years.

(2) Divert some of the funds now expended on the inland waterways to

the rehabilitation of major ports.
(3) Terminate the Federal-aid Airport Program.

Retes

(1) Eliminate most of the authority of the Interstate Commerce
Commission to regulate minimum rates of all carriers under its jurisdiction.

(2) Repeal the "long haul, short haul” provision of the Interstate

Commerce Act.
(3) Eliminate the "rule of three" and other limitations on bulk

commodities that may be transported on the waterways without loss of the

exemption.
(4) Amend the Interstate Commerce Act to eliminate the requirements

{n Parts I, II, III, and IV that carriers maintain rates based on

npegsonable classificatiens”.

(5) Amend the Interstate Commerce Act to require rail and highway
carriers to accept shipper-owned or -leased equipment for transport. The
1aw should be emended to permit shippers to lease equipment among them-

gelves as well 85 to and from car-leasing companies without reguletion

of lﬁ&ﬂing terms.

iv



(6) Amend the Interstate Commerce and Federsal Aviation Acts to

provide

That in rate ceses where the complainant is a carrier, the burden of prool as

to the ressonableness of the rate shall be on the complaining carrier.

(7) Amend the Interstate Commerce and Federal Aviation Acts to deny

carriers the right to request suspension of preposed rates.

(8) Amend the Interstate Commerce Act to give the railroads and bus

companies complete freedom in setting intercity passenger fares.

(9) ’Amend the Federsl Aviation Act to eliminate rate regulation of all

unsubsidized domestic air passenger transport.

User Charges and Subsidies

(1) Terminate subsidies for helicopter operations.

(2) Ievy an initisl tax of 2 cents per gallon on all fuel used on the

inland waterways.

(3) Increase the tax on highway diesel fuel from 4 to 7 cents per

gallon, the weight tax on trucks over 26,000 pounds gross weight by an

additional $2 per thousand pounds, and on tread rubber by an additionsl

5 cents per pound.
(4) Extend the 2 cents per gallon tex on aviation gasoline to jet

fuels for commercial aviation. Continue the 5 percent tax on passenger
travel by air and extend it to air freight. Tncrease the gasoline tax
for general aviation to 10 cents a gellon and extend it to Jjet fuels;

impose snnual license fees averaging $1,000 per aircraft (varying with
weight).

Mergers

(1) Revise the Interstete Commerce Act % require the Commission

to give dominant weight in mergers to the effect of the merger on




-
E-.-'E','_ _:.:-

adequate transport service to the public.
(3) Revise the Interstate Commerce Act to substitute more I:'lexi‘ble

alternatives for the protection of effected employees to the present

Provigsion of e U year guarantee of equivelent employmente.

(3) Revise the Interstate Commerce Act to give greater influence to

equity and other junior security holders in bringing about reorganization.

%r&tig_ﬁ Riﬂts

Permit complete freedom of entry to new firms and permit existing
firms to adjust routes, direction of movements and commodities carried

in response to demand. Reduce impediments to exit and te abandonment

of fecilities and discontinuance of service for all modes.

International Maritime

(1) Discontinue the operating subsidy for passenger ships. No new
subsidy contracts for such ships should be made and existing centracts
should be renegotiated to terminate them as speiedily as possible with
compensation for undue hardship otherwise imposed on operators and
crews. Contract settlement terms should p:;otect operators against losses
and & modest portion of subsidy savings may be used te assist displaced seamen.

(2) Eliminate the concept of the essential trade route and allow cargo
1ine operators wide latitude in scheduling their operations. Relieve them
of the requirement to operate American-built vessels exclusively and to
use only American yards for repeir and meintenance.

(3) Reduce new obligetional authority for ship coenstruction

gsubsidies immediately by one-third end the remainder by one-fifth per

year 80 88 10 teérminate in five years.
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I, SUMMARY OF RECOMMENDATIONS

A, Orga:ﬁiza.ticn and Procedures

1. Establish a Department of Tramsportation.

2. Build up & permenent orgenization for continuous policy formulation
and revision in the Office of the Under Secretary of Commerce for Trans-

pPortation. This should become & core element in the recommended Department
Of Transportation.

3. Establish a Federal Téné%estment Review Board, to coordinate b/
the Federal transport investment budget and long-run transport investment
Planning; to eliminate inconsistencies in the methods now employed to

determine the extent and distribution of transport investment; and to

provide a means of efficiently adjusting transport investment tc economy-

wide objectives of reducing unemployment or redistributing income.

4, Establish, under the chairmanship of the proposed Department of
Transportation, an interagency committee to formulate executive branch
positions for presentation to the regulatory agencies in important rate
cases and in important cases involving operating rights.

5. Enlarge the authority of the Interagency Committee on Transport Mergers.

R. Investment Polic

1. Examine the Federal-aid highway program projected for the post-1972
period in terms of (a) least-cost elimination of bottlenecks; (b) possible
reduction of need in view of the completion of the Interstate Highway
System already planned; (c) greater flexibility, particularly avoidance of
high-volume design on light-density routes in sparsely-settled areas and
excessive geometric design standards in urban areas s €specially when the
result 1s impairment or destruction of neighborhoods or aesthetic values.,

2, Continue the Highway Trust Fund, but be alert to the prospect that s /
combination of increasing revenues and reduced benefits deriveble from

additional highway investments may make possible a diversion of some of

+he Funds' resources as at least part payment for the indirect costs thrust
ypon gOvernments by the existence and use of the Interstate System. Because

of the close connection between the use of highways and the use of recreg.-

+ional facilities, some of the Highway Trust Fund should be diverted
jmmediately to the new Federal fund for the development of outdoor recrea-

tiomal facilities: at least 1 percent immediate and
wvithin five years. 1y 5 percent or more

2 Place interstate toll roads on an economic and financial parity with
those portions of the Tnterstate System now financed by the -
Fund. Y Highway Trust




C 4. Make an exception to the criterion of 1limiting estimated aggregate
beneritg to those accruing directly to individual private users in cases
vhere transport investment is an indispensable tool Tor changing the
whole face of the economy, as in Appalachisa.

xamine the appropriateness of

2. Instruect the artment of Commerce to €
.. 1 in cases where the trans-

Present forms of transport ownership and contro :
Port investment problem may be complicated by organizational weaknesses OT

fragmentation and overlapping of responsibilities. t/

A "'~,1
6. Begin immediately to relate investment in the Feder aiugyf/}_ﬂ

revenues that can be obtained from user charges.

. Give greater attention to the rehabilitation and improvement of major
ports. Divert some of the funds now expended on additions to the inland

waterways to this objective.

C. Rate Policy | |
1. Eliminate the authority of the Interstate Commerce Commission to V

regulate minimum rates of all carriers under its Jjurisdiction.

Repeal paragraph (1) Section 4 (the "long haul, short haul" provision) if'/.

2.
of the Interstate Commerce Act.

3. Eliminate the "rule of three" respecting the number of bulk commodities p”
that may be transported on the waterways in a single tow without loss of the

exemption.
Repeal the provision limiting the bulk exemption to commodities handled

L.

by water carriers on June 1, 1939.

5. Amend the Interstate Commerce Act to eliminate the requirements in /
Parts I, II, I1Ll, and IV that carriers maintain rates based on "reasonable I
classifications.”

6. Amend the Interstate Commerce Act to require rail and highway ca.rri'ers
to accept shipper-owned or -leased equipment for transport. Shippers
ghould be permitted to lease equipment among themselves and to and from car-
leasing companies without regulation. Rates charged for hauling shipper-
owned or -leased freight cars or trailers should be comen'é‘ura‘i;e to the
gervice being provided and should not take account of the nature of the

commodities being hauled.

Instruct the Department of Commerce to initiate proceedings before the

o,
Tnterstate Commerce Commission to eliminate from TOFC tariffs, either
gpecifically or by reference, the requirement that Plans III and IV TOFC

rates be applied only on mixed loads.

§. Amend the Interstate Commerce and Federal Aviation Acts to provide that
in rate cases where the complainant is a carrier, the burden of proof as to
the reasonableness of the rate shall be on the complaining carrier.




o o )
¢ 9« Amend the Interstate Commerce and rederal Aviation Acts toO geng.cariier
" the right to request suspension Of proposed rates. The right of shipp€

to request suspension would remain unimpaired.

10, Amend the Interstate Commerce Act TO give the railroads complete
freedom in setting intercity passenger fares.

11. Amend the Interstate Commerce Act to allow management complete freedom
in setting intercity bus passenger fares.

12, Amend the Federal Aviation Act to eliminate rate regulation of all
unsubsidized domestic alr passenger transporte.

13. TUrge the Civil Aeronautics Board to encourage the setting of rates for
subsidized air transport at the highest level compatible with maximizing
carrlier net revenue,

D, User Cha.rges and Subsidy Policy

1. Instruct the Department of Commerce with the assistance of the Federal
Aviation Agency, the Civil Aeronautics Board, the Treasury, and the Bureau

of the Budget to continue efforts to quantify benefits recelved by various
categories of users of aviation facilities.

2. Renew recommendations to the Congress for airway user charges. |
3. Create an Airways Trust Fund with provisions for linking of V .

user charge revenues and new Federal expenditures on additions and improve-
ments to the Federal airways..

-

4k, Terminate the Federal-Aid Airport program. [/

5., Urge greater cooperation between the Civil Aeronautics Board and the
Federal Aviation Agency in relating changes in commercial aviation operations
especially of the subsidized local service carriers, to the development of ’
airports and related airways system improvements.

6. Terminate subsidies for helicopter operations.

' Urge the Board to continue the evolutionary development of its Class
Rate Plan Tor subsidies to local service airlines, to develop similar plans
for Aleska and Hawaii subsidized operations, to enforce its use-it-or-lose-it

d to revise use-it - .
policy, &n =Oor-lose-it standards ressive
geficit operations will be eventually eliminated. pTog ly so that

g, Levy an Initial tax of 2 cents per gall
ateTvays. per gallon on all fuel used on the inland

Instruct the Deparim
9e e ent of Commerce to update and elaborat
of inlend waterway costs and revenues and to deve S G w

cory schedule of charges, lop a more nearly compensa-
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10. Create a Waterways Trust Fund with provisions for ult:}mate 1inkKing 0:_
USer charge revenues and new Federal expenditures on additions and improv

Ments to the inland waterways system.

1l. Recommend increases (a) in the tax on diesel fuel from 4 to 7 cemts 7
Per gallon, (b) in the weight tex on trucks over 26,000 pounds gross weight
by an additional $2 per thousand pounds, and (c) on tread rubber by an
additional 5 gents per pound.

12, TInstruct the Department of Commerce to continue its studies of acceler-
ated highway wear likely to result from 1iberalized truck size and weight
limits and to recommend asny necessary further adjustments in user charges.

13. Instruct the Secretary of Commerce to participate directly in all
stages of any study of highway needs for the period beyond 1972.

14, TInstruct the Department of Commerce to explore the possibillities of
developing schedules of differential user charges o control peak traffic

loads (congestion) on the highways.

E. Govermment Purchase of Tra.nsEcrtation

1. Direct all Government agencies to procure transport at the lowest cost
compatible with adequate service.

5. Resist efforts to make any major change in Section 22 of the Interstate
Commerce Act.

F. Merger Policy

1, Endorse railroad mergers when merger appears to be the best means of
achieving improvements or disinvestment.

o, Revise Section 20b, Part I, of the Interstate Commerce Act to give greater
jnfluence to equity and other junior security holders in bringing about

3, Revise Section 5(2)(c) of the Interstate Commerce Act to provide that in
evaluating any proposed merger the Commission must give dominant weight to
+he effect of the merger upon adequate transport service to the public.

)., Revise Section 5(2)(f) of Part I of the Interstate Commerce Act which ‘/
now requires that employees of merged carriers not be put in “a worse

position with respect to employment" for a period of L years after merger.
Alternatives to the fixed time period, such as liberalized severance pay,

special retraining programs and compulsory retirement should be explored.

5, Continue the policy of preventing all intermodal mergers.



|
|
|
|
|
1

6. Once minimm rate and entry control are removed, s.:nend Section 5, Part 1,
of the Tnterstate Commerce Act to remove all restrictions on intemodﬂ% "
mergers., This removal should be accompanied by repeal of section 5a 0 e
Interstate Commerce Act (Reed-Bulwinkle Act). Transport mergers should be
sub jected to the full sanctions of the Clayton Act.

T. Exempt all freight forwarder activities from regulation.

G, 9 Eerﬂt EE Ri@ts

(1) Surface Transport

l. Permit freedom of entry to new firms who can cobtain adequate public
lisbility insurance and meet safety requirements, as rapidly as rate
deregulation is effectuated.

2. Permit existing firms to adjust routes, direction of movements and
commodities carried in response to demand.

3. Reduce impediments to exit and to abandonment of facilities and dis~
continuance of service for all modes,

k., Amend the Interstate Commerce Act to provide similar automatic right to
bus companies to discontinue service,

5. Assign to the interagency committee, established under the chairmenship
of the proposed Department of Transportation, responsibility to formulate
executlve branch positions for presentation to the regulatory agencies in

important surface transport cases involving operating rights s, entry and
exite.

(ii) Air Transport

1. Eliminate ultimately all barriers to entry into the industry and to

participation on particular routes. Simultaneously, remove all restrict
on exit, abandomment and discontinuance. ? ions

o, Permit imediatelx the trunk carriers to discontinue service on low

traffic segments. Transfer these segments to the local service
ca
even if subsidy is transitionally increased. rriers,

3. Encourage the Civil Aeronautics Board to 1ift restr

ictions
skip~-stop operations for local service as well as t e

runk carriers.

L, Discourage the Board from imposing any minimum number of round t

per day to lov traffic points on subsidized carriers. rips

The small, unsub-




6. Assign to the interagency committee, established ot ul izip
of the proposed Department of Transportation, responsibillty = fﬂITesain
executive branch positions for presentation to the regulatory a.genz xit
important air trensport cases involving operating rignts, entry &nd SEE

H. International Maritime Policy

1. Abandon the present method of computing the operating subsldy.

| 2. Discontinue the operating subsidy to passenger and combination ships
with substantial passenger accommodatlons. Contract settlement terms
should protect operators against losses and a modest portion of subsidy
savings may be used to assist displaced seamen.

3. Eliminate the concept of the essential trade route and allow cargo line
operators wide latitude in scheduling their operations.

i, TReduce the operating subsidies by the amount of the passenger ship
subsidy as quickly as possible in accordance with recommendation 2.

5. Base the amount of subsidies beyond the first six years On the experience
of the transition perlod and set it at a level designed to sustain a volume

of U.S. flag service sufficient to exert & beneficial influence on operating
efficiency and freight rates.

6. Renegotiate existing cargo liner subsidy contracts so 88 to transfer

operations to the new program without undue hardship or undue windfall
benefits to the operators.

7. Reduce new obligational authority for construction subsidies immediately

by one-third and the remainder by one-fifth per year so as to terminate in
five years.

8. Devote some portion of the remaining obligational authority to facili-
tate adjustment of yards and workers. The residual should then be used to

gubsidize "transition-period construction” on terms calcul
: ated to
a real competitive incentive to management and labor. provide

9. Do not require ship operators to utilize American-built vessels.

repaired abroad. heir vessels maintained and

10. Exclude hovercraft from the foreign bot
mined to be marine vessels, & bottom prfavision ey s

11. Eliminate cargo preference
ercentage points annually, either immediately or in steps of, say 10

ﬁ;aggizv:thgg::lemithe Commission to use its power to approve or
CE agreements as a means of influencin
psiye, P g conference rate




13. Require subsidized U.S. carriers that choose to participate in con-
Terences to comply with Federal Maritime Commission guidelines on con-
Terence pPolicy as the price of Immunity from antitrust prosecution.,

16. Eliminate pooling agreements to the fullest extent practicable--there
is g presumption that irf they are worth the trouble to establish and disci-

18. Avoid U.S. participation in any internationail organization or discussion
directed toward making the conference Bystem more effective,
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RODUCTION

Transport expenditures in the United States exceed $100 billion
m‘iﬂll}’- The industry consumes nearly half of our total output of energy.
I;E‘ employs directly more than nine million people. In addition, vast
supplier industries and the service industries that maintaj;n and regulate
the vehicles, highways, airways and terminals which make up the transport
complex provide substantial additional employment and claim majoT shares of
our resources. Virtually all other industries -- manufacturing, agricul -
tural, extractive and service industries allke -- are heavily dependent on
transport. Consumers depend on trangport for much of their recreation and
for much of their freedom in choosing where to live. Workers depend on it
not only for access to theilr jobs but for much of thelr freedom to choose
between jobs. The economic health of the transport industry is, therefore,
of vital concern to the U.S. Government.

Increased demand for services will confront the industry, say by
1980: @& population of more than 250 million, the most mobile on earth;
and 8 Gross national product likely to exceed $1 trillion, requiring fast,
economic and widespread distribution. In view of these prospects, it
pecomes doubly clear that we need to develop & national transport policy
consistent with the circumstances and opportunities of a dynamic and highly
jeveloped industrial society. t

The United States now has a massive, flexible transport system linking
all parts of the nation together. That system has been built within the
confines of present policy. Why, then, 1s & NEW policy needed? First,

Present policy is internally inconsistent -- it is not a policy but many

gragments of policy. It includes inefficiencies which retard growth,



lmpair the ability of American industry to compete sbroad, and depress the
Standard of living at home. Its deep entanglement of governmental agencles
88 advocates , promoters, protectors and regulators of private interests
conflict with our liberal international policies and contravenes the pre-
cepts we advance to the less developed and the non-free nations. Finally,
1t will save Government funds needed to achieve real social benefits but
now flowing into unproductive channels.

Thus there is need for drastic revision of national tramsport policy;

geared to contemporary realities.

A. A Look at the Past

Current policies reflect convictions that long ago became rigid. They
derive from an appraisal of the transport industry as it was in the nine-
teenth century, and as it was believed to be in the pre-war years, not as
it is now and has been for at least 25 years.

The policy of the nineteenth century had a deeper _motive than simply
the desire for a commercially efficient transport system. Throughout that
period, the most compelling domestic need was to advance the settlement,
jevelopment and unification of the vast territories of the United States.
For more than one hundred years the response oI our Government has been
Promotion of transport, with more and more regulstion superimposed to
protect the public against monopolistic exploitation.

No other instrument of public policy then seemed to promise as prompt,
sizeable and widely diffused returns in economic development and social
wetterment as subsidy of transport.

Whether the resulting policies and programs, on balance, were best

gor the United States in the nineteenth century need not be answered here.

The question of alternatives would hs.ve to be weighed. 1In any event, no

9
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I‘Easona.bly good alternative seems to have occurred to nineteenth century

leaders, For us, the more important question goes to the appropriateness

O these time-honored policies to the solution of mid-twentieth century

Problems,

For three main reasons the answer is "no":

(1) The transport industry has been transformed by technology, growth
Of market, massive investments and competition. A nationwide system is in
Cperation. In some instances there is physical redundancy. Virtually all
Sshippers and travellers have a wide range of choice of modes, routes and
destinations. The old notion that transport is a nsatural monopoly is no
longer relevant and hence the basic rationale for direct regulation of the
monopoly type is gone.

(2) The extension of the number and variety of transport alternatives
makes comprehensive regulation administratively infeasible and this in turn

creates sericus and growing distortions between the regulated end unregulated

segments of the transport industry.

(3) The problems of the nation are now vastly different. We are a
highly developed country experiencing accelerated technolagical change. A
prime requisite of further progress is flexibility in management to respond
to the accelerated growth of technology. Detailed and complex regulations
which serve to obstruct the promptness and effectiveness of responses to
market signals are, therefore, obsolete as a means of encouraging general

economic expansion or specific regional development.

g. The Transportation Message of 1962 and its Effects

Policy obsolescence was recognized by President Kennedy in his special
nessage Oon transport when he said that "Federal policies must be re-shaped

ip the most fundamental and far reaching fashion. . . ." He emphasized

10



urgency: "If direct and decisive action is not taken in the near future,
* + . undesirable developments that confront us now will cause permanent
1088 of essential services or require even more difficult and costly
S8O0lutions in the not-too-distant future.”

The new national transport policy consisted of: (1) "reliance on
unsubsidized privately owned facilities, operating under the incentives of
Private profit and the checks of competition to the maximum extent practic-
able . . .,", (2) "less reliance on the restraints of regulation . . .", and
(3) "users of transportation /to pay/ the full cost of the services they
use, whether those services are provided privately or publicly.”

To make a practical beginning on policy reforms, President Kennedy
listed specific recommendations for some 50 administrative and legislative
ections. Legislation was for the most part embodied in three major bills
promptly submitted to the 87th Congress: The Urban Mass Tramsportation Act |
¢ of 1962 (dealing with Federal aids for public mass transit development), the

Transportation Act of 1962 (dealing with rates), and H.R. 11584, and omnibus
bill incorporating other major legislative recommendations. A few proposals
were in bills already before the Congress or were submitted separately (e.g.,
in the Federal-Aid Highway Act of 1962).

Hearings begun during the latter part of the 87th Congress were con-
tinued in the 88th Congress when the major bills were reintroduced, but no
further action was taken, possibly because testimony evoked such strongly
hostile, though conflicting views.

Tn July 1964, however, Congress passed the Urbﬁn Mass Transportation
pct suthorizing $375 million in Federal grants-in-aid over & three-year
Per‘i@'i 0 asslist urban sreas in revitalizing and expanding public mass

+rensport systems. The Congress has just appropriated $60 million for

@ grants and $5 million for loans for the mass transit program.
1L




During 1963 and 1964, Chairman Harris of the House Commerce Committee

made efforts to salvage parts of the other two administration bills, but his
®fforts (reflected in H.R. 9903, 88th Congress, 2nd Session) have been
frustrated by the intransigent opposition of the water and motor carriers,
Joined by certain large shippers and some local public egencies, principally
Port authorities.

Other legisletion fared better. The investment credit provisions of
the Internsal Re;urenue Act of 1962 gave transportation companies s among
Others, substantial tex savings as an incentive to increase capital invest-
ments. The rallroads alone have received benefits totaling several hundred
million dollars already. Also in 1962, Congress increased from 5 to 7 years
the period for applying prior year losses to reduce current income for tax
purposes., This change, applicable to all regulated public utilities, has
particularly benefitted the railroads. At the same time the Treasury
Department revised its depreciation guidelines, affording transport
companies, especially the railroads, substantial additional assistance
through more realistic tax write-off terms for vehicles and facilities.

The Federal=-Aid Highway Act of 1962 incorporated four additional
presidential proposals: (1) relocation aids for families and businesses
displeced by highway construction, (2) earmarking of additional highway
+yrust funds revenues for research and planning, (3) more extensive use of
secondary funds for urban roads, and (k) tightened requirements for coordi-
netion of highway and other transport planning in urban areas.

In the time available, we have not been able to ascertain the precise
oxtent to which recommended administrative actions have been carried out,
There has been clear evidence of progress., For example, the chairmen of
+he regulatory agencies have been meeting regularly on common problems.

The Interagency Committee on Transport Mergers developed new merger criteria
12



8nd has been advising the Department of Ju:;tice on merger applications
being presented to the regulatory agencies. We believe this Committee
should e strengthened, its scope greatly enlarged, and its powers of
Initiative increased as indicated later.

In the remaining paragraphs of this introduction, we have distilled
from the succeeding chapters, where issues and findings are developed in
detail, a statement of objectives and an overall policy statement high-

lighting importent assumptions and implications.

Cse Transport Objectives

The principal objective of transport policy reform is economic because
transport is, first of all, the serveant of our commerce and industry. Ilts
impact is made largely through hother economic activities. Its duty is to
carry goods and people swiftly, safely and as cheaply as the quality and
variety of services demanded will permit. In fulfilling this objective
well, the transport system will, under most circumstances, also make its
maximum contribution to the mobility of people in their social, recreational,
and other non-economic pursuits, and to the special tasks of Government,
jncluding national defense and delivery of the mail.

Thus directed, transport will also make respectable contributions
+toward the achievement of other national goals, both economic and non-

economic. These purposes, however, should seldom be allowed to deflect the

transport industry from the efficient accomplishment of its primary mission.
gxceptions should be tolerated only (1) on convincing demonstration that

non-transpart purposes cannot be served by more direct and less costly

means and (2) when any burdens in higher transport cosis Or poorer services

~an be shovn not to exceed the benefits accruing to other objectives,

13
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D. Statement of Policy

To meet the core objective of efficiency, national transport policies
shoulq give greater freedom to the forces of the market which have shaped
OTher industries so effectively and place less reliance on Government
regulation and promotion. This is true for three main reasoms:

(1) As already stated, transport is now sufficiently competitive to
Protect the public interest without detailed regulation.

(2) Even if the inconsistencies of present policies should be removed
by increasing the scope of reguletion, it is administratively infeasible to
regulate many thousands of firms operating under widely differing and rapidly
changing circumstences.

(3) The next step forward is to simplify, rationalize, and largely
liquidate direct intervention and substitute a few overall policies in place
of the growing mesh of detailed and direct ones. Detalled Government inter-
vention in transport grew up during a period in which the railroads, in
particular, were expected to act as spearheads in developing our economy,
its regions and industries. Now that our economic welfare no longer depends
on one means of tramsport, our complex transport system will best serve the
Great Society if 1t operates generally with highest attainable efficlency.
Government influence on it, therefore, is most fittingly exercised by general
and pervasive policies rather than administrative and regulatory interference
with individual business decisions.

The transport system that develops under this policy will have strength
and plexibility. Successful enterprises will be cost- and service-conscious.
profits will depend on menagement ingenuity and customer satisfaction rather
than on the props of public subsidy and regulation. Jobs will be secure and

revarding as they cannot be in inefficient and declining industries.

1k



®+ Underlying Assumptions
Three assumptions underlying the basic policies and specific actions

Tecommended in this report must be emphasized: (1) The reformulation of
Govermment policy and consequent changes in Government programs and in the
transport Industry itself, cannot be accomplished overnight. Changes must
be staged; they will be evolutionary. Some will generate relatively minor
dislocations and can be initiated promptly; others must be carefully planned,
Introduced graduslly or postponed, and may require transitional public aids.
(2) The specifiecs of this new transport policy are integral parts of a pro-.
gram to which only total commitment can assure success. For example, relaX-
ation of public restraints on mergers can be accepted only if preponderant
weight is given public interest criterie in evaluating merger proposals and
if parallel and progressive relaxation of public regulation -- particularly
of entry, operating rights end rates -- is vigorously supported. Similarly,
the retrenchment of rate regulation recommended here cannot be vigorously
endorsed unless new attitudes and standards on mergers are adopted. (3)
Transport policy must be the dynamic response of Govermment to the constantly
changing conditions in the transport industry and in the vwhole economy.
Policy is not made “"once and for all,” but demands continuing reviev as
policy changes take effect and as new problems arise, demanding new or
revised policies and programs. A permanent organization for continuous
policy formulation and revision should be built up in the Office of the
Upder Secretary of Commerce for Transportation. It can at any time become

o core element in a Department of Transportation which this report earnestly
recommends.

The members of the transportation task force are impressed by several

<tatements made by President Kennedy concerning the future. '"No simple

1>



Federal solution," he saild, "can end the problems of any particular company
OT mode of trensportation . . . no just end comprehensive set of goals . . .
Can be quickly or easily reached . . . research and analysis, going far
beyond our present findings, will be required before we know enough sbout
the costs and other characteristics of various forms of tramsportation to
guarantee the achievement of these ob ;]ec‘c.ﬁ'es in full."

In this spirit, we have reviewed the principles of the 1962 Message and
we endorse them. We have also reviewed all of its major recommendations.
Our findings and conclusions are stated in the fol;.owing chapters of this

report.




IIT. INVESTMENT POLICY

A, General Considerations

The appropriste policy goal for public transport investment is a
"transport plant" thet will perform economically all secially needed
transport services. It is a long jump, however, from a statement of
this goal to its implementation.

Among other difficulties is that of determining hew mich transpoert
investment should be underteken in the public and how much in the private
gsector. A distinction mist be made between the procedures by which eptimum
investment is likely to be achieved in each of the two sectors. Privsate
trensport companies are subject to very different conditions when making
investment decisions from these faced by public authorities or govern-
mental agencies. The most fundamental difference is that private compeanies
mst normally meet more stringent financial and prefit tests than Gevernment.
While consideratiens of econemic efficiency should net be absent froem
covernment decisiens, it seems highly probable, and quite preperly in many
instances, that efficiency will play a less eritical rele in public than in
private evaluations.

Public investments in transpert development are enormous. Including
expenditures on development of militery standby capacity, they are
estimated to be $7 billien snnually, possibly more. Even witheut the
nmilitery expenditures, they come close to $6 billion per yesr.

Obviously, Government is a major decision maker in U.S. transpert
investment. The direction of Government investment expenditures cean

gpape the develepment eof the U.S. transpert system in crucial ways.

1T



If not made with care, these expenditures can defeat objectives sought

by other Government programs and policies. Inadequately conceived or
poorly executed, they can weaken or even prevent the healthy development
Of a transport system suited to the nation's growing needs.

Public investment in transport should be mede primarily on the basis
of a showing that the benefits to the United States exceed the investment
costs. There are, however, several problems in making these calculations.
First, there are indirect, secondary or diffused benefits from investment
in transport, such as contributions to economic growth, national unity,
safety, defense, atc. These are often intangible and always hard to
quantify. Their definition depends on the point of view. 1In a nation
well provided with transport,'thase'bénef}ts can:easily-be overstated
and usually are,by those advocating the particular expenditures.

Second, expansion of some federally supported transport investments

may also entail social costs which must Dbe deducted from b*anefits. For
example, the undesirability of being "across the tracks'" may now be metched

by "near the expressway or the airport. " Transport investment may dislocete

families and cause other disruptions which mist be counted against expected
penefits.

Third, most relevant benefits and some relevant costs accrue only in
the future and must ,therefore ,be ﬁimmﬁed for proper comparison with
costs and benefits arising imﬁately and, equally important, for compariscn
with alternative uses of the same funds. This involves the difficult problem
of selecting an appropriate rate of discount. Often the present value of
sature benefits is exaggerated by the use of too low a rate.

Most transport benefits derive directly from the economic advantages

accruing to or through the direct users of transport. Consequently

18



estimated revenues from the prices charged or chargeable to individual

users are the best genersl meesures of benefits.

In some instences, howe#er , transport investment may be justified
by social benefits in the form of reducejzl unemployment or redistribution
of income. These are best evaluested by & full systems analysis, 1.€.,
an analysis comprehending all direct and indirect benefits as well as
alternative means of achieving them. In general, evaluation procedures
for transport, as well as other Government investments, should move
toward greater reliance on this a.pprba.ch and less upon calculations
restricted to particular projects.

At present, there is no comprehensive review or comparative evaluation
of Federel investment programs in trensportation. Eech program sgency
formulates expenditure plans in terms ofﬂ the needs of the mode or area
for which it has responsibilityl. ;ts pla.n_s reflect the desires of its
industry clientele, previous year e.ppro];;riatipna, and budget targets
established in reference to the agency's overell program. Although these
plans are analyzed, &gency by agency, foy the _Eurea.u Qf the Budget, there
jg no effective process of inter-program pompgrisnn and evaluation. How
do we know that Federal expenditures of $3 billion on Mghmys , $750
million on the merchant marine, $30p million on the inland waterways,

$780 million on the airways are equally well spent? Does the last

dollar or the 1 billionth doller spent on highways produce as much
pbenefit as the last of the $780 million spent on the airways? We do
not know. And even if all are worthy, we do not know what priorities
should be estsblished to use best tThe lirqited funds available for public

jnvestment in transport.
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B. Special Investment Preblems

A mumber of specialized problems arise in this area because of the
€xtreme diversity of transpert investment and the great variety ef in-
vestors, public and private, who are expected .to carry out national
investment programs.

(1) The largest Federal transport investment is made in the Interstate |
Highway System. The present program for the Interstate System, invelving
investments until 1972, entails the completien of an articulated structure
of highweys which had already been planned, except for relatively minor de-
tails, before any censtruction or financing were undertaken. Pest-1972
highway needs provide an opportunity to aveid certain weaknesses of the
present progrem, as well as to shift the emphasis away from basic structure
toward refinements and improvements. The standards of the present program
have been too inflexible, especially in sparsely-settled areas, for a "first
round" program. This defect may be alleviated by the grewth of future
traffic with respect to highways now existing or planned, but should not be
repeated in a new program. Conversely, there is a need for more attentien to
+he existence of bettlenecks--especially in urban and suburban areas where
growth is expected to be rapid--and for careful -a’ctentinn to the relative
costs and timing of programs teo eliminate them.

(2) This last observatien has specific relevance for the Highwey
prust Fund. We believe that this Fund should be continued, in spite of
the forceful arguments which can be made sgainst earmarking of revenues.
our ergument for earmarking, in the form of the Highway Fund, is that this
gevice underscores the fact that se-celled taxes whosé proceeds are used to
meintein end improve the highway system are, in fact, prices charged te
users of highwey service and not sources of suppert for general Government

20



SXpenditures. But we are aware of the danger that ever-larger receipts of

the Highway Trust Fund might be devoted automatically to highway construc-

tion even when other uses should have higher public priority. Therefore

W€ Support the idea of a Highway Fund only as an interim method of financing
the Federal contribution to highway investment. Moreover, we do not believe
that the payment of the costs of highways should, in and of.itself, absolve
motor vehicle owners from contributions to the cost of related or general
government activities.

(3) Toll roads present a special problem within the general highway
classification. Most toll roads were built, or at least financed, beforeg
construction of the Interstate System was well under way. For the time

being at least, toll roads seem to be more interesting as a historical

survival than as a popular method of financing new highway construction.

Indeed, it can be argued that holders of toll road bonds have already made
their bargains and should receive their interest, or take their losses,
without recourse to the Federal Qovernment.
But thilis conclusion does not take account of a number of complications:

(a) The least successful toll road in the United States, the West Virginia
Turnpike, cuts through the heart of Appalachia. As long as the Turnpike
continues to earn less than its debt service, prudent management must Try
+o set tolls with the sole objective of minimizing losses, even at the

expense of maximum utilization of the highway. This is obviously incon-

Sj_s'g:,ent with the President's Program for Appalachia. (b) Where toll roads
are successful, this very success may indicate a volume of traffic in need
of additional facilities. Presumably these facilities would often be

Prgvidecl free as part of the Interstate System. The expenditures that
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Would maximize the usefulness of the System, therefore, might also jeopardize
the earning capacity of existing toll roads. (c) In a few instances, toll
revenues have been far more than adequate to service bond issues. Toll
I'Oads which yield such returns are in effect earning monopoly profits.

(d) In States that built toll roads in advance of the Interstate System,
users are now effectively paying twice: in tolls, and by payments of Federal
excise taxes toward the support of the Highway Trust Fund and hence,
eventually, toward defraying the costs of the Interstate System.

(L) Although we have expressed our opposition to the inclusion of
intangible, generalized benefits in analyses of the value of transport in-
vestments, we believe that exceptions do exist. For example, in evaluating
such major projects as the highway program for Appalachia, transport anal-
ysis must be extended to recognize that the dominant purpose of the whole
program, including its highway component, 1s a direct attack on chronic
regional poverty. Therefore the deliberate intention is to provide trans-
port facilitles which are beyond the financial capacity or immediate traffic
needs of the region. Transport expenditures may be warranted in such circum-
stances if alternative expenditures have been analyzed and found to be more
costly relative to anticipated results.

(5) We have already noted that we do not believe in the doctirine,
apprgpriate to a sparsely-populated pioneering sociely, that transport im-
fprovements necessarily bring net indirect advantages. TIn particular, in a
country as crowded, and as prosperous, as Ours, the Federal Government should
-be'williﬂg to find at least some funds for protecting social and aesthetic
values from the destruction which may result from least-cost transport in-
-vestmﬂnt. Even moderately more costly alternatives without deleterious

cide effects should be carefully considered in preference to less expensive
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construction. Non-economic values cannot be quentified in this instance;
but they sheuld not, en that account, Dbe ignored.

(6) Passing from highweys te rails, the most urgent immediate invest-
ment preoblem invelves the future ef all rail paseenger transport iu the
Northeast Cerridor. We believe that a satisfactery solutien te this
problem, with its attendant effects on neceds fer highway and gairport
facilities in the area, may require new ferms of eperation and even of
ownership. These might include: (a) leasing of the appropriate facilities
to one or mere private eperators, not excluding the railread companies noew
owning and operating the properties; (b) en interstate autherity eor

authoritiee; (¢) direct Federal operation. Moreever, with reference te

existing rights-of-way and other permsnent facilities, Government acquisitien

for conversion to nen-railroad uses sheuld be encaurﬁged in many cases.
(7) With respect to airways, present user charges do not serve as a
measure n-f the desirability of the service. Both commercial ap.d general
avietion provide benefits mainly te those at the upper end of ;he income
gcale. Often both are exceptionally wasteful of investment funds, as well
ag destructive of the peace and quiet of the public. New investment is &
clese substitute Tor many operating expenditures in airways and even in
girports. So the airways subsidy problem cannot be exasmined selely in
rerms of investment. Users of airweys should be permitted te have & voice

in the level of fecilities provided and maintained, but only te the extent

that they are willing to pay for them.
(8) The major investment problem on the waterways derives frem 2
combinatien of maesive aver-investment on improving river chanmels and

under-investment, or missllocated investment, in certain major Ports.
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(8) The major investment problem on the weterways derives from &

combination of massive over-investment on jmproving river chammels and

under~-investment, er misallocated investment, in certain major ports.
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contrast between billion-dollar river projects to provide navigation
benefits to sparsely-settled areas, on the one hand, and the forlorn and
archaic appearance of many basic port facilities, on the other, is indeed

Btriking. Technical obsolescence of many port facilities repels traffic,
he dual objective of a

drying up sources of funde for improvement. T

Federal program should be increased efficiency of ports and reduced ter-

| minal costs for the waterborne commerce of the United States. These

goals are hard to achieve under present conditions because the problem of

funds has been vastly complicated by the fragmentation of responsibility

¢ smong locel authorities, the States, various Federal agencies, and private
; interests.

:

% Recommendations

i‘J ;. 1. Establish a Federal Transport Investment Review Board, to coordinate

' | the Federal transport investment budget and long-run transport investment

= L

planning; to eliminate inconsistencies in the methods now employed to
jetermine the extent and distribution of tramspor?® investment; and to

provide a means of efficiently adjusting transport investment to economy-
wide objectives of reducing unemployment OT redistributing income.

'k - R e

», TInstruct the Secretary of Commerce to participate in any study of
post-1972 highway needs with a view to assuring implementation of the
cost elimination of bottlenecks; (b) possible

criteria of (a) least-
shrinkage in total size in view of the prior completion of the bagic struc-

ture of the Interstate Highway System; (c) greater flexibility, 1n terms
rticularly of avoiding the application of the most advanced principles

of high-volume design to light-density routes in sparsely-settled areas, as

well as the application of excessive geometric design standsrds in urbean

areas, especially where impairment or destruction of neighborhoods or
esthetic values would otherwise result.

~ Continue the Highway Trust Fund, but be alert to the prospect that a
~ombination of increasing revenues and reduced benefits derivable from

continuing highway investments may make possible a diversion of some of
+he Fund's resources as at least part payment for the indirect costs
thrust upon governments by the existence and use of the Interstate System.
gurthermore, because of the close connection between the use of highways

and the use of recreational facilities, some of the Highway Trust Fand
chould be diverted immediately to the new Federal fund for the development
of outdoor recreational facilities. The task force would suggest that this

' diversion be at least 1 percent immediately, and rise to 5 percent or more

| within five years' time.
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4. Place interstate toll roads on an economic and financial parity with
those pertiens of the Interstate System new financed by the Highway Trust
Fund. This ceuld be achieved immediately by Federal purchase ef all
€xisting tell roads. In any event, money in the Highway Trust Fund sheuld
be used te purchese toll roads whenever needed additional free highway
capacity could be provided less expensively in this manner than by new
constructien. Alse, the Federel Government could effer to purchase toll
roeads whenever it appeared that efficiency in the use of existing highways
or in the allecation of new highway investments was suffering from the
need to protect bondholders.

D« Meke an exception to the criteria of summing benefits te individual
pPrivate users in cases where transpert investment is an indispensable tool
for changing the wheole face of the econemy, as in Appalachia. But care-
fully restrict these exceptiens--te éxclude, in particular; such in-
vestments in high-income areas as those that may be contemplated for the
Northeast Corrider Preoject.

6. Inmstruct the Department of Commerce te examine the apprepriateness

of present forms of transport ownership and contrel in cases where the
transport investment problem may be complicated by erganizational weak-
nesses or fragmentation and overlapping of responsibilities. For example,
some form of public ownership or operation may preve to be essential,
aleng with public investment, in case it should be decided to make a
public commitment te the Northeast Corrider Preject; mereover, the
economic problems eof some of eur ports may prove te be inseluble

unless lines ef suthority are more clearly drawn and more clesely

related te over-all investment respoensibilities.

7. Begin immediately te,relate investment in the Federal airways te
revenues that can be eobtained frem user charges.

8. Give greater attention te the rehabilitatien and imprevement of
major ports. Some of the funds new deveted te additiens te the Iinland
wvaterways could profitably be diverted to this ebjective.
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IV. RATE POLICY

A. Gemerasl Considerstions

Rate reguletion stands st the very heart of relationships between
different modes of transport, crucially affecting the division of traffic
'betveen modes and thereby the overall efficiency of the transport system.
An eventual goal of public transport policy should be the elimination of
most or even 8ll minimum rate regulation and the use of market forces
rether then reguletion to establish most transport charges. Certain
practical economic, social and political problems, however ,. preclude the
early achievement of this objective or hasty movements in its direction.

The problems that have been built into the transpert system cannot

be solved at one stroke. Even their graduel solution, step by step, will

not be possible without painful disruptions, both inside and outside the#
trensport industry. Wherever long-prevailing regulation has built up a
rate structure substantially different from free market rates, industrial
1ocation patterns are likely to have developed which would be seriously
disrupted by an abrupt chasnge in rate policy. Moreover, some rate regulation
can be used to protect carriers with "inherent advantages” from short-run
rate cutting of less efficient carriers. In each situation the short-run
jnterests of consumers and shippers mist be balanced sgainst the longer-
term interests of consumers and the more efficient carriers.

We state, therefore, a price policy toward which the Federal Govern-
ment should strive as an ultimate goal. Practical problems prohibit the
jmmediate achievement of this gosl but, at the least, public action

should move in the proposed direction.

g 26




= o4

T -

B. Freight Rates

We believe it possible to begin now a program of legislative reform
that by successive steps will approach the long-run goal of greater re-
liance on competitive forces to determine transport rates. "Value of
service” retes based on the value of the commedity are obsolete now that
the effective ceiling on rail value of service 1is established by the costs
of moving goods by roed and inland waterway, and especially by private and
unregulated truck. This is particulsrly true in respect to large differences
in retes between commodities. Retes imposed on some commodities return
revenues much higher than costs in order to permit the transpert of others
Iat rates much below costs. This is largely outmoded in an economy that has
achieved ubiquity of transport service and a high level of diversification in
both geographic and product sense. Accordingly, we should reorient our
national transport policy toward the elimination of rates based on the
value of commodities, moving toward rates more closely related to the
costs of efficient transport.

The task force alse finds that legislative and regulatory change 1is
badly needed to improve equipment utilization, particularly in rail trans-
port. At the present time freight car utilization (movement) averages
welil below three hours a day. Yet crippling freight car shertages are

faced by many regions of the country during parts of the year. We believe

this is partly the result of the system of individual carrier ownership

of freight cars which does not provide incentive for investment in new
equipment. Often cars are off owners' lines Tor many months. The supply
of rolling stock is not s function that necessitates regulatory controls,

and consequently payment for the use of rolling stock does not need to be
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included in reguleted rates. KNeither the demand nor the supply side of
the market for rolling stock exhibits public utility characteristics.
Moreover, the present system, whereby shippers who provide their own
freight cars are required to pay regular tariff charges based on the
commodity or commodities being shipped, and then in return are paid
mileage gllowences by the carriers, is unnecessarily cumbersome and
discourages shippers from the ume of specialized equipment appropriate
to their needs.

Before meking end explasining specific recommendations, we wish to
emphasize that we would for the present make no changes in Sections 2
and 3 of the Interstate Commerce Act, or in similar provisions of Partis

II, III and IV of the Act, which afford protection against persenal and

-
E ¥ e
-

4

1. Eliminate the authority of the Interstate Commerce Commissien to
regulate minimm rates of sll carriers under its jurisdictien. This
freedom should be achieved gradually--for example it might be subject

to the proviso that during the first five years, the Commission msy,

upon protest in specific cases, limit reductions te a cumlative amount

of 15 percent per year of any rate in effect on Jamuary 1, 1965. In

this case, immmnity from regulastery review would apply teo actions reducing
rates te not less than 85 percent of base rates in the first year, nol less
t+hen 70 percent of base rates in the secend year, not less than 55 percent
in the third, etc. Rates reduced by this means, i.e., without regulatery

place discrimination.

Recommendations

. reviewyshould not be permitted te be increased under any circumstances

for twe years and thereafter only if, fellowing an Iaterstate Commerce
Commission hearing, it is found that prepesed increases rest upen changed
conditions other than the eliminatien ef competition frem ether medes.
These limitatiens en rate increases amount, in effect, te an extensien

" of the present limitations on railread rate setting in water-competitive

situations contained in parsgraph (2) Section 4 of the Interstate Commerce
Act.

5, Repeel paragraph (1) Section 4 (the "leng hsul, short haul" prevision)
of the Interstate Commerce Act. This provision was designed to pretect
jntermediate peints without cempetitive services from higher rates than
are enjoyed by more distant peints having tranapert alternatives.
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3. Eliminete the "rule of three" and sny similer limitation on the
i number of bulk commodities that may be transported on the waterways
| in & single tow without loss of the exemption. (A mix of net more
% than three exempt commodities per tow now enjoys the exemptien.)

4, Repeal the provision limiting the bulk exemption te commedities
handled by water cerriers on June 1, 1939.

5« Esteblish, under the chairmanship of the prepesed Department of

| Transportation, an interagency committee to formulate executive branch
positiens for presentation te the regulastory agencies in important rate
3 cases a8 well ag to formulate and present executive branch pesitions on
other importent regulatery issues.

| 6. Amend the Interstate Commerce Act to eliminate the requirements in

% Parts T, IT, III, and IV that carriers maintain rates based on "reasonable
| classifications". This will make unnecessary the introduction of evidence
i in rate cases pertaining to the value of the commodity as & Jjustification
of rates sbove appropriate costs. It will eslso foster se-called "FAK" or
freight-all-kinds rates, a major achievement in rate simplification.

7. Amend the Interstate Commerce Act to require rail and roed carriers
to sccept shipper~-owned or -leased equipment for transport. Moreover,
the law should permit shippers to lease equipment among themselves and
to and from car~-leasing companies freely and without regulation of
leaging terms. Retes charged for hauling shipper-owned or leased freight
cara or trailers sheuld be commensurate to the service being provided end
ahould net take account of the nature of the commedities being hauled.
Plan IV TOFC already provides & precedent for rates of this kind.

8. Instruct the Department of Commerce te initiate proceedings before
the Tnterstate Commerce Commission te eliminate frem TOFC tariffs, elther
specifically or by reference, the requirement that Plans IIT'and IV TOFC
rates be applied enly en mixed leads. This is tTo permit the epplicatien
of Plans IIT and IV to trailers and centainers regardless of contents.

9, Amend the Interstate Commerce and Federal Aviation Acts te previde
that in rate cases where the complainant is = carrier, the burden of
proef as to the reasonableness of the ratve shall be on the complaining
carrier. In the past, the burden of proef has been impesed on these
proposing changes in rates. This has enabled competing carriers to

impede rate changes unnecessarily.

10. Amend the Interstate Commerce and Federal Aviation Acts to deny
carriers the right te request suspensien of proposed rates. Carriers
4did not have this right befere 1940; since then the everwhelming majority
of suspensiens have been instigated by competing carriers opposing rate
reductions. Suspension proceedings are costly and inordinately time-
consuming. Thus, suspension procedure works in most cases To the
jisadventege of shippers. The right of shippers to request suspension

would remsin unimpaired.
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C. Passenger Rates

During the past 7O years, the travelling public has shifted from
virtuslly cemplete dependence on railrcad trains to almest equally cemplete
dependence on the privetely-owned sutemebile for intercity transpert. About
95 percent of intercity trips were made by train in the late 19th century;
abeut 90 percent are now made by sutemobile. Barring an important change
in the variety of means of transport available, the public seems likely to

continue to move predominantly by automebile in the foreseeable future.

Consequently, intercity public passenger transport ne longer has impertant

' probleme of menepoly, and increasing reliance can safely be placed upon

the price system in allecating resources.

(1) Reilroads - The long decline in rail passenger volume, tegether
with rising costs and the difficulty of drepping pessenger trains, involved
the railreads in their greatest single source of lesses. The passenger de-
ficit reached a pesk of $723,670,000 in 1957 and regularly throughout the
postwar period absorbed between 35 and L9 percent of net railwey operating
jpncome from freight. The Transpertatien Act of 1958 has facilitseted,

though perhaps not sufficiently, the discentimuance of passenger trains.

Recommendation

Amend the Interstate Commerce Act to give the railroads complete freedom

in setting intercity passenger fares. We urge that the States be encouraged
to follew suit. It cannet be argued that meximum rate regulatien preotects
the public from excegsive fares, nor can it be argued that minimim rate
regulation assures profitability ef intercity passenger service to the
carriers under modern competitive cenditions.

(2) Busses - Among intercity copmon carriers, bus gervice seems

asgured the dominant role in surface passenger transpert for the fere-

geeable future. Even though many States have granted motor carriers

30

e TR



Of passengers exclusive rights on certain routes , and even though there are
°nly two majer national bus networks, there are so meny alternatives to bus
8€rvice that the industry presents no sericus problems of monopely. In

8ddition, this is not an industry of heavy fixed coests or the other usual

characteristics of technological monopoly.

Recommendation

Amend the Interstate Commerce Act to allow mansgement complete freedom in
setting intercity bus passenger fares.

(3) Airlines - Air transport is characterized by exceptionally dynamic
growth and does not involve the large geographically fixed investments of
the railrosds. Consequently, the task force does not see need for con-

tinued rate regulation, except for the carriers still receiving subsidy.

Recommendations

1. Amend the Féderal Aviation Act to eliminate rate regulation of all
unsubasidizéd. domestic air passenger transport.

2. Urge the Civil Aeronsutics Board to encourage the setting of rates for

subsidized air transport at the highest level ceompatible with maximizing
carrier net revenue,
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V.. USER CHARGES AND DIRECT SUBSIDY POLICY

A. General Considerations

If economic demend for transport is te be the primary guide for
transport decision making, in the public as well as the private sector,
users of transport facilities should _be required to pay for them in
amounts commensurate with the costs incurred in their provision and use.
The presence of subsidies (whether direct or in the form eif user charges
below Government costs) faVors some carriers and regions at the expense
of others, and results in higher than necesssary tetal cest for the pre-
vision of transport service. Subsidy and user charge pelicies, therefore,
should be designed to bring private outlays and total cests of transport

closer together.

B. Problems of Implementation

In moving toward a more nearly pervasive equivalence of private
outlays and secial costs, we must recognize that part of pang public
transport investment was net based on this test, part was de%igzlea to
produce benefits beyond the realm of transpertatien, and part has become
obsolete as a result of economic and technical change. 1In many situations,
therefore, the assignment of cests to current users is inherently ar-
bitrary. Charges to be assessed against users of these facilities should
at least fully reflect the costs of current eperation and majintenance.
Future public investments in transpert facilities should be predicated
on eventuel full recapture of capital costs as well as meintenance and

meting costs.
The imposition of user charges for the first time, an increase in
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. ©xisting user charges, or & reduction in special bemefits to particular
modes of transpert or categories of users may well result in hardship.
To facilitate adjustment, it may be desirsble to raise user charges (or

reduce special benefits) te appropriate levels over a peried net exceeding

five yesrs.

C. Airways

Eneugh work has been done eon estimating amounts that may fairly be
charged special beneficieries of investments in aviatien facilities to
8tart on a comprehensive program to equate private eutlays and secial
cests. User charges can be impesed where myme new exist , and exist;ng
charges can be moderately increased witheut fear of doing injustice, '
As charges are further increased and revemes approach full recoupment,

more precise determinations will be required beth as to apprepriate

total charges and as to division ef charges ameng categeries of users.

The fellewing recommendatiens refleet this situation.

Recommendatiens

1. Imnstruct the Department eof Commerce with the assistance of the
Federal Aviation Agency, the Civil Aerenautics Board, the Treasury,
and the Bureau eof the Budget te centimme efforts te quantify benefits
received by various categeries of users of aviation facilities s te
ex'_plore alternative collection techniques and te devete more research
te Iperemental cests incurred on behalf of certain users whe create
peak traffic.

2. Renew recommendations te the Congress for airwey user charges. As
& beginning, the 2 cents per gesllon tax en aviation gaseline sheuld be
extended to jet fuels for commereial aviation and the 5 percent tax on
passenger travel by air sheuld be continued and extended to air freight.
Business and recreational flying (general aviation) pays enly the 2

cents Per gallon gasoline tax and thus pays enly a minuscule perticm
of its share of system costs. Initially, the gasoline tax for general

aviation should be increased to 10 cents a gallon and extended to jet
fuels and supplemented by annual license fees averaging $1,000 per
gircraft (varying with weight).
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of user charge revenues and new Federal expenditures on additions and
improvements te the Federsl airweys similar te the Byrd Amendment in
the highwey program. Transfer existing asviation gasoline taxes 1o
this fund from the Highway Trust Fund. We do net believe that this
earmarking of Federal revenue is a secund long-run device but as an
expedient for bringing public expenditures in this area inte an
appropriate relationship te benefits received it sheuld be adepted.

Do Airperts
Sinece World War IT, the Federal Government has made substantial

grants-in-aid to lecalties for the censtruction of airperts in erder

to develop & national airport system. Further extensiens of this gystem
now redeund almest exclusively te the benefit of lecal commnities and
should be finsnced by them. General aviation eirperts which in the past

have also been federally supperted are net, in eur view, sufficiently

veneficial to the general public te werrant Federal aild.

Recommendations

1. Terminate the Federal Aid Airpert program.

o, Urge greater coeperation between the Civil Aerenautics Board and the

Federal Aviation Agency in relating changes in commercial aviatien
operatiens, especially ef the subsidized lecal service carriers, to the

development of airperts and related airways system improvements. Pelicy
can enly be fully implemented by the creatien of a Department of Trans-

portation and the transfer of the operating subsidy program (until it
has been phased eut) from the Civil Aerensuties Beard te this Department

as the 1961 reerganization did with respect to maritime subsidies.

E. Airline Operating Subsidies

An efficient and dynamic local air transpertation system respensive

to public and privaete demand, requires s progressive reductiecn ef Federal

operating subsidies. We believe that the 50 percent reductien in operat-
ing subsidies envisioned by the CAB in its 1663 report, "Airline Subsidy

Reduction Program" can be substantially bettered.
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Recommendations

1. Terminste subsidies for helicopter operations. The benefits of this
long-continued experiment are largely confined to upper income travellers
well able to pay the full costs of such services.

2. Urge the Board to continue the evolutionary development of its Class
Rete Plan for subsidies to local service airlines so as to relate subsidies
more closely to sctual deficit segments, and to develop similar plans for
Alsske and Hawaii subsidized operations. The Board should also be urged tﬁa
enforce its use-it-or-lose-it policy and to revise use-it-or-lose-it
standerds progressively so that deficit operations will be eventually
eliminated unless benefitting localities are willing to make up the

deficits.
Fia W&témxﬂ

sufficiently detailed information is also available to initiate water-
ways user cherges. A beginning should be made by imposing a small tax on all
fuel used on the waterways. This will not materially affect users and will
not recoup more than a fraction of system operating and maintenance costs.

£ New waterways investments, however, should be allowed to go forward

only if full incremental costs can be recovered.

Recommendations

1. Ievy an initial tax of 2 cents per gallon on all fuel used on the
inland waterways.

o. Tnstruct the Department of Commerce to update and elaborate its studies
of inland waterway coests and revenues and to develop & more nearly com-

pensatory schedule of charges.

3. Create a Waterways Trust Fund with provisions for ultimate linkKing of
user charge revenues and new Federal expenditures on additions and im=-

provements to the inland wsterways system similar to the Byrd Amendment
in the highway program. (Bee further comments concerning the Airweys

Trust Fund above.)

G. Highweys l
Highway users in the aggregste come closer to reimbursing the Federal

covernment for its initial facilities investment than do either airway or

3>



waterway users. Particulsr categories of highway users, however, clearly
do net pay an equitable share of Federal-aid highway expenditures. Many

peak-hour users of urbasn streets and highways pay substantially less than

& fair share of the costs incurred on their behalf. Nevertheless, urban

highwey users in general are subsidizing the censtruction of Federal-aid

roads in rural areas.

Another category of users net paying its full share of costs 1is
intercity trucks operating on diesel fuel, taxed enly L cents per gallon.
Tncreased user charges to this categery should be ebtained in connection
with eny incresse in size end weight limite or permissien to operate
multiple bottems of the Interstate System. These changes will yield

public benefits through fuller utilization of the capacity of the

Interstate System.

Recommendations

1. Recommend increases (a) in the tax on diesel fuel from 4 to 7 cents
per gallen, (b) in the weight tax on trucks over 26,000 pounds gress

weight by an additional $2 per thousand pounds, and (¢) on treed rubher
by an additional 5 cents per pound. This will restructure highwey user

charges in the directien of equity, but it will not preduce revenues
adequate to meet expected inereases in the cost of completing the

Tnterstate System.

o, Instruct the Department of Commerce to continue its studies of
sccelerated highwey wear likely to result from liberalized tTruck size

and weight limits and te recommend any necessary further adjustments
4n user charges on heavy trucks by December 31, 1965.

Fe rnstruct the Secretsry of Commerce To assure, by participating in
any study eIl highway needs for the peried beyond 1972, a proper relation-

ship between cests and user charges.

. Instruct the Department of Conmerce to explore the possibilities
of developing schedules of differential user charges to contrel peak

craffic loads (congestion).
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V1, GOVERNMENT PURCHASE OF TRANSPORTATION

Carriers of all modes vie with each other for the transport business
Of the United States Government. Rivalry has increased in pace with the
©Xpansion of Government activities, especially since World War II. In-
evitably, pressures have developed in the carriers' efforts to retain a
"fair share" of the Government's business or to increase it. The argument
has been mede repeatedly that each mode, and in some instances each
carrier, is entitled to a share of the Government's business for the same
reasons advanced in defense of public subsidies: +to keep the carriers
strong during peacetime so that they can be of maximum service to the
nation in times of national emergency:; to assure facilities and services
adequate to the requirements of the Postal Service; to build national
prestige, Or tO make a contribution toward balancing our international
accounts.

These arguments, in extreme form, are a distorted interpretation of
the national transport policy expressed in almost identical terms in all
basic transport legislation. For example, the statement of National
Transportation Policy in the Interstate Commerce Act directs regulation
"all to the end of developing, coordinating, and preserving a national
transportation system . . . adequate to meet the needs of the commerce of
the United States, of the Postal Service, and of the national defense.”
Obviously the intent of the law is that the national transport system
meet the needs of the Postal Service and of the national defemse, not
that the use of transport by the Postal Service and the national defense

pe modified in order to support the transport system or amy of its
e]_ementsl
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Our present nstional transport system has ample capacity to meet the
Changing needs of commerce , the Postal Service and national defense, with
POssible minor and tresnsitional exceptions. The Task Force does not
Subscribe to the argument that the needs of the two govermmental activities
require the allocation of the Government's transport business in a manner
designed to foster the industry.

The United States Government is the largest user of the nation's
transport facilities. More than $4 billion is expended annually to trans-
port goods and people on Government account. The Department of Defense
alone spends $2 billion annually on transport; the Post Office Department,
more than $700 million and the Department of Agriculture, $350 million.

As in the case of Government expenditures generally, maximum shares of the
revenues stemming from them are looked upon by transportation companies

and their organized employees, and by counterpart Govermment program agencles,
as being of critical importance to their economic well-being. This, in no
small measure, accounts for the distortion of the statutory statements of
purpose.

The important effect has been that the Govermment, over a long period
of time and increasingly, has paid more for transport services. Moreover,
many of the services obtained have been of lower quality (and some of
higher than needed quality) in terms of speed, frequency of schedules,
g1ternative routings, protection of goods, and ancillary services than
would have been the case if the Government had directed its transport
nguremen't to the lowest cost adequate Eer?ice available,

Finally, in a discussion of Govermment procurement something needs
+o be sald about the controversial provision of the Interstate Commerce Act

(Section 22) under which the United States Government obtains tramnsportation
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Of its personnel and property at rates below those published by the

carriers for non-Government traffic and without regulatory proceedings.
The Task Force believes that the arguments advenced ageinst this provision
do not have sufficient merit to justify a policy change, either in the
Present context or in the context of the policies recommended elsewhere
in this report. One important argument in favor of retaining Section 22
is the freedom which it gives to the carriers and the Government to

experiment with rates, services, documentation and relasted practices.

Recommendations

1. Direct all Government agencles to procure transport at the lowest cost
compatible with adequate service.

o. TResist efforts to meke any major change in Secilon 22 of the Interstate
Commerce Act.
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“'WII. MERGER POLICY

A, General Considerations

Regulation of mergers should be consistent with the general objectives
of transport policy and must, therefore, be considered 1n that broader
context,

We hgve noted the massive growth of our transport system, the develop-
ment of new modes and improved methods, and consequent lessened need to use
transport as a device for promotion of economic growth and other natilonal
objectives. 1In the future, merger policy should give greater recognition
to these changed conditions, and it should also be adjusted to reflect the
changes in rate policy and in policy dealing with entry and operating

rights recommended previously in this report.

B. Railroads

public policy questions raised by rail merger proposals are complex.
Giving public policy a cast of leniency toward rail mergers might step up

the pace of modernization and ease the burden of uneconomic public service

obligations still carried by the railroads. Clearly, however, merger must

not be evaluated only on the basis of the financial strengths and weaknesses
of merger candidates or on possible improvements that would follow merger.

Merger will do nothing for areas served by carriers not attractive to

merger partners. Moreover, under present clrcumstances, the benefits

and other redundant facilitles and servicés may not be passed on to the

general public because much of the increased cash flow may simply be

withdrawn to pay fixed charges and retire debt--debt no longer reflecting
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éarning power and often 1little more than a legal and financial encumbrance.
In the absence of a close carreiatign petween debt and the economic
viability of underiying "assets", the maintenance of this debt via
mergers--or by any other means--is contrary to the public interes%.
Reorganizetion may be preferable to mergers of weak carriers designed
primarily to protect security holders, management and labor.

Alternatives to more lenient merger policy should also be'considered.
They include giving the railroads greater freedom to discontinue service
and abandon lines. This would tend to preserve whatever intra-modal main
line competition may exist. R

The recommendations made below and elsewhere in this report are
designed to bring about conditions more favorable to modernization aﬁd

cbst reduction which will benefit both the railroads and theilr users.

Recommendatlons

1. Enlarge the authority of the Interagency Committee on Transport
Mergers. This should permit the Committee To develop and present before
the regulatories alternatives to mergers proposed by the carriers and to

evaluate and suggest alternatives to merger.

o, Endorse railroad mergers when merger 8ppears +to be the best means of
achieving improvements OT disinvestment.

Revise Section 20b, Part I, of the Interstate Commerce Act to give

3.
greater jnfluence to equity and other junior security hblders in bring-

ing about reorganization.

of the Interstate Commerce Act to provide

that in evaluating aﬂy'prapased.mergﬁr the Commission must give dominant

weight to the effect of the merger upon adequate trensport service to the
‘with special reference to the effect upon the public interest of

). Revise Section 5(2)(c)

ublicr
zhe inclusion, Or failure to include, otherJrailroads in the territory
involved in the proposed merger. The Commission should also be required

to consider the interest of the carrier employees affected.



. Revise Section 5(2)(f) of Part I of the Interstate Commerce Act which
DOow requires that employees of merged carriers not be put in "a worse

Position with respect to employment" for a period of 4 years after merger.
Alternatives to the fixed time period, such as liberalized severance pay,

special retraining programs and compulsory retirement should be explored.
Care should be taken to make these programs consistent with similar

Programs being undertaken to meet similar problems elsewhere in the
€conomy.

C. 'Trucking

Merger in the trucking industry does not constitute a critical
problem. The industry characteristics are such that mergers are
unlikely to present problems of monopoly. In any case the trend towards
mergers of a decade ago has slowed because of the limited opportunities
for improving efficiency of trucking by enlarging the firm. If the
recommendations for freedom of entry and greater freedom of rate making
are adopted, it should not be necessary to place any special restrictions

on truck mergers.

D. Air Transportition
The task force believes that the number of air carriers providing

domestic trunk line service is not excessive and that the number should
not be reduced by merger. For the time being improvements in the route
gstructure of the carriers should take place mainly through certifica-

tion and decertification procedures rather than tThrough mergers.

E. Intermodal Mergers and Acquisitions

In the present context of Government regulation of common carriers,
the task force considers intermodal mergers to be generally contrary
to the public interest. We believe this to be true because such

mergers would tend to fortify any tendency to monopoly that may inhere
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in a more relaxed policy toward intra-modal mergers, and also because

they would tend to make the regulatory process more complex and
burdensome. Some of the advantages of transport integration for users
might also be achieved without intermodal mergers by encouraging the
concentration of non-transport functions in the hands of freight
forwarders.

We also believe that carriers should be permitted to enter non-
transport activities. This open door policy seems especially desirable
to the extent that particular transport sectors, such as the railroads,

face a problem of disinvestment in connection with presently redundant

transport facilities.

Once entry controls and minimum price regulation have been elimi-
nated, our objections to intermodal mergers would no longer be pertinent.
If anyone in the United States can enter the common-carrier trucking

industry, subject only to appropriate standards of safety and public

1iability, it would seem illogical and contrary to the goals of flexibil-

i1ty and experimentation which are stressed throughout this report to

forbid railroads to operate trucks.

Recommendations
_-_'_._._——-—-———'—_—_

1. Continue the policy of preventing all intermodal mergers.

o, Once minimum rate gnd entry control are Te€mo _
mmerce Act to remove all restrictions on

f the Interstate Co o
e ; be accompanied by repeal of

jptermodal mergers. This removel should
gection 5a of the Interstate Commerce Act (Reed—Bulwinkle.Act)'which
grants carrier rate associations immunity from antitrust prosecution

for collusive rate making. Transport mergers ghould also be subjected
to the full sanctions of the Clayton Act.

3. Exempt all freight forwarder activities from regulation.

b3
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VIII. OPERATING RIGHTS

A. Entry and Exit in Surface Transport
The present restrictions on operating rights are largely the result

of public regulation of other aspects of transport. These restrictioms
have been heavily influenced by the historical problems of the railroads.
There is little chance that new rail carriers will appear. Entry, in any
event, is restricted not so much by regulation as by the economics of the
Industry itself. In trucking, and inland and coastal waterway operations,
on the other hand; entry is severely inhibited by regulation rather than
by the economic characteristics of the industries themselves. FEcopnomically
there is no limitation on the mobility of capital from one route or service
o0 another in motor and water transport. It is the institution of the
certificate of public convenience and necessity which serves effectively
to prevent such mobility.

In particular, restriction of entry has been a consequence of rate
regulation. Rates held high, across the board or for specific commodities

or routes, generate either excess profit or excess capacity or other forms

of misallocation of resources. These in turn encourage illegal and so-called

grey area operations, leading to pressures for intensified regulation. In
the sbsence of restrictive regulation, resources would flow both in and out
of the industry, keeping rates reasonably close ©o the cost of efficient
operators.

We again emphasize the interrelationship of our policy recommendations.
specifically, entry control should not be completely dismantled in the

gpsence of commensurate reductions in rate comtrol. Dropping entry regula-

+ion would only sggravate excess capacity.
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Exit is a potential problem in trensport wherever regulation compels
the continuation of unprofiteble activities. In its extreme form exit means
the total disappearance of a transport fim;.l.; more ﬂﬂﬂﬂﬂﬂﬂlﬁf it means the with-
firmfal of capitel through abandonment of faci}ities and discontinuance of
S€rvices with releted reductions in employment.

The problem of abapndonment is concentrated in the railroad industry,

Wh_ere’ an estimated 35 percent of the national mileage is so lightly utilized

that abandonment should be contemplated. The problem bf discontinuance is

found in less sggravated form, at the State level, in bus operations.

| Public palj.cy éhmuld_ aim to facilitate required disinvestment and to
inqrease utilization of capacity where abandonment or discontinuance 1s not
;*equi;t:'ed. This reference to disinvestment is tc be understood in terms of
a Wé trgmﬂport gystem in which substantial new inveatmen_t will con'binﬁe
to be necessary both to meet expanding demand and to assure rapid absorpj:inn
of new technnlogy_. Wek expect large net additions to investment in highway
transport. The railroad industry can be expected to continue making large

cost-gaving investments, but it also needs considerable disinvestment as

already noted.

Recommendations
s o et

1. Permit freedom of entry to new firms who can obtain adequate public
14iability insurance and meet safety requirements, as rgpidly as rate de-
regulation is effectuated. (rn dealing with problems of highwey use, no
jistinction should be made between private and public, or between new and
existing carriers.) This implies repeal of the Jones Act which restricts

Jomestic shipping to U.S. built, owned and crewed vessels. Repeal would
penefit Alaskan, Hawaiian and Buerto Rican trade as well as important
segments of the U.S5. lumber industry.

p, Permit 'existing,fims to adjust routes, direction of movemenﬂts and
~ommodities carried in response to demand. In highway tramnsport, carriers

are usually limited by reguletion to a few commodities on rigidly fixed

tes and sometimes even to direction of movement. This leads to aggrava-
fﬁ'i‘én of the imbalance in traffic flow, i.e., the "back~haul" problem and

the inflation of costs and rates. The “back-haul" problem is a striking
example of regulation preventing full utilization of capacity in an effort
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to preserve archsic value-of=-service structures., Competitive forces

Would tend to break down value=-of-service rates and f£ill up capacity as

% consequence. If necessary, legislation should be introduced to pPro=
hibit the Interstate Commerce Commission from limiting truck operations

O one direction, to a limited number of commodities, to rigidly restricted
routes or through limited gateways.,

3. Reduce impediments to exit and to abandonment of facilities and dis-
continuence of service for all modes, This problem is mow mainly important
for the railroads because of their relative decline and because of restric-
tions on sbandonment, At present a railroad must secure a certificate of
public convenience and necessity to sbandon a line, The concept of public
convenience and necessity is vague., The Commission is typically confronted
With reasonably specific deta on losses s put by only general statements
Concerning demand. Moreover, simce the investment in a reilrosd's right-
of'-way is mainly irrecoversble s 8bandonment is the last resort. The
ubiquity of truck transport is at once the principal cause of railroad
abandonment and the principal reason vhy sbandonment of rail service will
no longer leave communities without transport. Consequently, we recommend
that railroads be granted the right to sbandon lines with adequate notice=-
presumably 90 days. The ICC's current policy of establishing priority of

purchase for anyone wishing to acquire sbandoned facilities for Ffurther
operation should be continued.

4o Grant to the railroads a similar right to discontinue trains and ferries.
The Transportation Act of 1958 represented a distinct advance over existing
State Jurisdiction by placing complete and final gauthority in the ICC, The
present system is not intolersble. There have, however, been examples of
long delays in authorization to discontinue hopelessly uneconomic passenger
trains.

5. Amend the Interstate Commerce Act to provide similar automatic right
to bus companies to discontinue service, regardless of the opposition of
State regulatory authorities. If the present ICC regulstion of passenger
train discontinuance is retained, bus companies should be provided with =
procedure parallel to Section 13a(2) whereby they might appeal tc the ICC
for discomtinuance of serviees required by State authorities.

6. Establish, under the chairmenship of the proposed Department of Trans-
portation, an effective, permanent instrument by which the tramsport policy
of the executive branch can be presented in such regulatory cases involving
operating rights as occur after sdoption of other recommended policies.

This should be the same instrumentality recommended in conmection with
rate cases,

B. Entry and Exit in Air Transport

At present, virtually all domestic air carriers require a certificate
of public convenience and necessity from the Civil Aeronautics Board. The

Federal Aviatlon Act authorizes the Civil Aeronautics Board to issue a
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Certificate but only on a finding that the public convenience and necessity
Tequires the contemplated service.

A carrier's certificate usually specifies the routes and the precise
points to be served, and in effect, denies the right to provide scheduled
Service to any other points. The number of carriers regularly serving any
market is rigidly limited for long periods. The certificate not only
protects the carriers' markets but also ususlly requires that he serve all
points in his protected markets.

Consequently, monopolistic profits cam exist in one merket while sub-
marginal returns are realized in another and management is prevented from
shifting resources so as to avoid losses and provide the public with
additionsl service where it is needed. Since no regulatory agency can be
promptly responsive to the changing needs of the economy, major distortions
in the use of the nation's aviation resources are inevitable. Uneconomic
markets are served at the expense of the most lucrative markets whose
earnings are devoted in part to cm_sﬁ-subsiﬂizaticm. Management is denied
the opportunity to develop the most efficient route patterns.

These problems are cgfl[plic&te{i by the arbitrary division of air
service between trunk and local carriers adopted by the Civil Aeromautics
Board in 1945 and by the large operating subsidies still being paid to
the local service carriers. The continuation of subsidies and the
segmentation of operating rights can only be justified in terms of the
nynfant industry” doctrine which now seems clearly imappropriate with

respect to both the local service carriers and the domestic trunk lines.
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Recommendations

1. Eliminate ultimately all barriers to entry into the industry and To
participation on particular routes. Simultaneously, remove all restric-
Tions on exit , @bandonment and discontinuance. These measures may create
Or aggravate pressures for subsidized service, but progressively more

rigorous standards of subsidy eligibility should help to meet this
PTroblem.

2. Permit Immedistely the trunk carriers to discontinue service on low
traffic segments. Transfer these segments to the local service carriers,
even if subsidy is tramsitionally increased. A tightened use~it-or-lose=it
policy and additional tests of public convenience and necessity (such as
the proximity of all-weather highwsys permitting travel to other airports
served by trunk carriers) should mitigate this problem.

3. Encourage the Civil Aeronautics Board to 1lift restrictions against
skip-stop operations for local service as well as trunk carriers.

4. Discoursge the Board from imposing any minimum number of round trips
per day to low traffic points on subsidized carriers. Development of
these markets depends not s0 much on the number of round trips performed

as upon the timing of arrivals and departures. In many instances the major
carriers cannot meet this problem taking into account total system require-
ments. The small, unsubsidized taxi operator serving a few pairs of points
offers a much more satisfactory solution.

5. Urge the Board not to certificate a subsidized carrier between points
where eixsting air taxi service is satisfactorily meeting needs.

6. Assign to the interagency committee, esteblished under the chairmenship
of the proposed Department of Transportation, responsibility to formulste
executive branch positions for presentation to the regulatory agencies in
important cases involving operating rights, entry and exit. (See Chapter
IV, Recommendstion 5.)



IX. INTERNATIONAL MARITIME POLICY

A. General Considerations

International transport policy faces problems crucially differing

from those encountered domesticelly--mainly for two reasons:

1. American carriers in international service compete with foreign
'l::&rriers whose cost structure is determined largely by the economic structure
of their home countries, typically involving far lower wage levels. American
aircraft producers and operp,tars 3 like prodgcérs of many agricultural and ine
dustrial goods exported on a large scale, have been able to offset the wage
differential by higher productivity and generally have lower unit costs than
their foreign competitors. In _shipbﬁgllding and operating, however, the United

States has been at a severe disadvantage ever since sailing ships became

outmoded.

2. As international transport 1is can&uct:ed largely outside the territory
of any one nation, unilateral Governmen_t regulation of it is narrowly limited
and involves complex problems in in‘te‘rna.tic:-nal relations. Governments often
ettempt to influence internatiﬂn_al transport through subsidies, restriction
of traffic rights, tax measures and by support of international cartels.
Many of these interventions interfere with the functioning of the market,
reduce the efficiency of transport, increase tax burdens, and give rise to
political friction with friendly natn.cms , including our closest allies.

In air transport, restrictions arise primarily abroad. In maritime
transport, U. 5. Government interference exceeds that of any other major
maritime nation, except the U.S.S.R., &nd beclouds the posture of the
united States e&s promoter of rélajtively free and competitive enterprise

and of increasing international commerce, economic integration and
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bolitical cohesion among free nations.

Practices which lead to inefficiencies and increased international
tension should be reduced by &ll countries to the minimum compatiDle with
overriding national interests. To make progress in this direction should
be a major objective of the U.S. international transport policy. In
pursuing this objective, we should seek maximum opportunity to exploit

our superior capability ip aviation and to decrease inefficient employment

of resources in maritime activities. This policy will bring the benefits
of more efficlent international transport to American and forelign shippers

and travelers.

Maritime policy has been a source of continuous concern since the

recovery of the merchant shipping capabilities of principal maritime

nations after World War II. Every administration has initiated studies
of maritime policy with a view to making revisions which would improve

the position of U.S. flag carriers and, at the same time, reduce subsi-

dies being provided unavailingly by the U.5. taxpayer. Maritime policy

is accordingly scrutinized in considerable detail in this report.

B. International Relations mﬁ_l:ications

Tt must be recognized that our maritime policy bas been a signifi-

~ant source of friction in relations with friendly nations. Although

some of the policy changes recommended will _further irritate some major

shipping countries, notably proposed efforts tp bring pressures 1o bear

on the conferences, most of the policies proposed below will provide

power ful bargaining counters for international negotiations.

The shipping nations which will resent & U.S. policy of 1imiting

conference power over freight markets will highly welcome the withdrawal
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of cargo preference and pa.'ss:e-:nger gervice subsidies and the limitation of
cargo operating subsidies. The shipbuilding countries will equally welcome
The termination of construction subsidies. Sc;me1 important nations will
benefit on both counts. Indeed, such benefits to foreign countries are
great enough to glve rise to the idea that the proposed policy changes

might be used in outright bargaining for concessions on other fronts.

It cannot be emphasized too strongly that every one of these changes
is proposed because it is in The interest of the United States and for no

other reason. At the same time advantages in foreign relations should be

gsought by a broad-gauge emphasis on the economic principles gulding

U.S. policy, challenging our friends to base the:llr own international
economic polleles on similarly enlightened principles in areas where their
comparative disadvantage is equally clear, as it is, for exgmple, in the
cﬂn:structian' of aircraft and provision of air service, Or in the pro-
duction of low-cost farm products, coal and electronic equipment. An

appropriate international forum should be chosen to further these ends.

1f enabling legislation is required to permitv representatives of the

United States to bargain on these matters, it should be recommened.

The Department of State must explain the purposes and powers of the

United States Government and, if possible, negotiate accommodations with

the principal nations concerned., We have, of COurse, the wherewithal to

maintain a large position in shipping and shipbuilding but, recognizing

our comparative cost disadvantage, W€ should refrain from using this

potentia.l power. We should leave leadership in these fields to nations

ostT
vetter equipped to supply vessels and maritime transport at lower ¢
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€specially if they in turn elimipate barriers which obstruct full partici-
pation of the United States in their commerce.

At the same time, we cannot reasonably be expected to let other
nations exploit their advantage in shipping by cartelization without
restraint, at the expense of the trade Gf the United States and other
countries largely dependent on services of the leading maritime nations.
Indeed the lowest freight rates compatible with competitively controlled

coata and a reasonable return serve the interest of the entire community

of free nations.

On this basis we should be able to rally other nations to our
position, especially the new nations who have been complaining about
exploitation by:ma}itime conferences, and also to extract a return from
the benefits'whicy our maritime policy changes will bring to others.
Their primary Justificatidn, hﬁ%ever, remains in the fact that they free

our own budgetary and economic ‘resources for more prn&uctive employment.
f .

C. SuREﬁrt of Maritime Industrieé

A number of U.S. Government programs are dgs%gned to support the
shipping and.shipbqildingiin&ustries. The present programs provide one
ship for the price of two and one ton-mile of transportation on en
.Amarican liner for the price of two tﬁn;MilES in a foreign bottom.

At the core of present programs are the operating and construction
differeqtial subsidies, maintained in substantially their present form

since 1936, In recent years, these programs have become mbrg costly. In
I

addition they have been supplemented by others, notably flag preference

for Government and certein Government-financed traffic, lqan guarantees,

tax abatement for ship replacement regerves, and vessel trade-in privileges.
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Reservation of domestic shipping to the U.S. flag, which has long exi:teﬂ:

8lso is designed to support the maritime and shipbuilding industries.

The entire complex of programs attempts to offset the disadvantage
arising from Americen costs. The methods of subsidy computation, however ’
tend to increase rather than reduce . this disadvantage as they eliminste
incentives for adjustment of ship and yard operations to American cost
conditions. Consequently, the burdens imposed on the budget and the
national economy have increased sharply and threaten to inerease further.

At the same time, benefits originally sought have become and are becoming
more and more questioneble because of military, technological and economic
changes to which the program is not fsuffieiently adapted.

According to Maritime Adminis:tratic;n estgi.mates, a direct Government
outlay of some $400 million per year for operating and construction subsidies
and for freight rate differenj;ials on some of the p:reference cergoes provides
at present sbout 12 ,000 shipyard jobs and “copsicler&bly less than full-time
employment” for 50,000 men in the sealaring lebor force; that is an annual
cost to the Government of about $7,_OUO per job. These expenditures are
said to enable U.S. flag ships to carry about 25 to 30% of U.S. genersl cargo
trade (exports and imports) plus 5%_ of dry bulk cargo tra.d%}f The Maritime

Administration further estimates that the cost of these progrems, if un-
changed, will mount to about $800 million by 1985 and the number of ships

and jobs and the American share in U.S. trade will drop substantially.

1/ In 1962 this added up to sbout 13.5 percent of total ocean-borne dry

.Zargo ®Xports and imports, but only 7 percent of total non-preference
8Tgo.
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Moreover, these estimates do not include direct costs to the Government

from high rates paid for its own cargoes, from ship trade-in allowances,
mortgage guarantees and tax abatement. Nor do They take account of the sub-
Stantial burden arising for the Americen economy directly from high rates
i:aid in cebotage trades and inﬂirect;l_y ’bhrough other reverberations of the
subsidy policy, including the reétardation of technological progress in
foreign and domestic shipping. Estimtes of the total cost to fhe Government
and the economy from other sources vary widely but uniformly are much higher
than those of the Maritime Ad.mi_nistr&tion. Its figures on cargo volume of
U.S. flag ships, on the other hand, include & large proportion retained only

because of cargo preference. In 1962 this was 5S4 percent of all dry cergo

carried by U.S. flag ships.
Yet, even the Maritime Administration's data provide ample justification

for the conclusion that the merchent marine and shipyard support programs
should be cut back and so revised as to reduce the burden on the American

economy and to yield more value for each dollar spent by the Government.

D. National Securitx

The prospective need for ship cepacity to support military action was
the most important force behind the Merchant Marine Acts of 1916 and 1936.
Military needs are still asserted by many who propose To maintain or enlarge
the present programs. This cla._:i‘.m i-s not suppprted, however, by the relevant

facts of today, the momd importent of which may be summsrized as follows:

1. Strategic planning increasingly emphasizes early and rapid deploy-

ment a8 the best means to limit conflicts and reduce casualties and other

costs. This is to be achieved by prepositioning of equipment and supplies

and by &n already large and rapidly expanding airlift cepacity designe& to
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cerry virtually all personnel and substential proportions of dry cargo

movements for even a sizeable‘military;canfrcntatien.

2. Even in the relatively improbable event of g large and prolonged
overseas war, the U.5. militery capability would not depend on 8 U.S. .
merchent marine of present size, let alone a larger one, because ==

a) through commercisl charter, cooperation of allied

governments and, if necessary, seizure, the United States
and ita allies could employ by far the major part of the
world fleet, regerdless of flag;

b) personnel movement still would rely almost entirely on

airlift;

c) present U.S. flag dry cargo tonnage (including the reserve
fleet) is itself far larger then probable peak needs; for
eéxample, it is several timgg 1a:ger than the pesk needs
experiencediﬁuring_the Kﬂregnjwar;

d) U.S. flag tanker capacitf can be supplemented by U.S. -
controlled tonnage under foreign flags, with most of the
crews retainable. |

3+ In an unlimited nucleer war, ship capacity is not likely to be

the major bottleneck.

L. Shipping needs for supply of war industries and of civilian

requirements during an emergency are reduced by existing stockpiles,

>+ There is no military need for subsidy of commercial shipyarg

Capacity becayse --

a) the availebility of ship capacity described above makes

1t unlikely that new ships will be needed rapidly even ip

—
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the improbable event of a large and prolonged war;

b) subsidized merchant ship construction accounts for less
than 20 percent of current shipyard activity;

c) experience during World Wer II shows that new shipbuilding
cepacity and work fbrées can be provided very rapidly from
scratch.

In view of these facts, there is no longer any general military .
Justification for continuation of ship operating or shipbuilding subsidiesT/
If there is any specific military need, ;t cannot be of large proportion

and it should be met under the a@minigtration and budgetary responsibility
of the Department of Defense. Vague assertions pf defense requirements

should no longer be permitted to "justify" general merchant marine programs

not required by other national interests.

E. an-Militarx National Interests

The second reason for support of a U.S. merchant marine alweys has
been the desire to have some sizeable part of the U.S. foreign trade
carried by American ships. To burden ﬁhe economy with expenditures far
this purpose would be irrational if less expensive ses transport under
foreign flags was unquestionably availsble to carry U.S. trade promptly

and efficiently. By and large, it is availeble and actually carries by

Tar the larger proportion of U.S. exports and imports.

l/ Current programs do not support the one type of sea transport which jg
of the greatest military significance--tenker movement Of liquid fuelg..
and yet there is no Defense Department indication that access %o such
cepacity is inadequate.
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Generally, there is no reason to expect discrimination against American

trade for nationalistic or competitive purposes. Foreign importers (or
exporters) are as vitally interested in efficient and economical movement

of goods from (or to) the United States as aré the American exporters (or
importers). Moreover, carriers of various foreign nations are in com-
petition on virtually every significant route, including carriers of nations

far more importantly concerned with the shipping business itself than with

production of or trade in the goods carried:

Limitations on the effectiveness of this competition arise, heweve?,
from the cunfErencﬁ ayste?.and from impediments to technolqgical'progress
and efficiency in théﬁU.S.,merchant marine. The conference system 1s in
direct conflict with the bﬁsic entitrust position of U.S. economic policy
and 1t can be tolerated only with adequate safeguards. While there is
little prospect that the conference system can be abolished, its abusesg
can be curtailed and American interest in efficient sea transport can be
safeguarded.

The power to influence conference béhavior and to accelerate the
adoption of co;t reducing techniques can direct U.S. maritime progress tg
the gervice of real national interests. Achifvement of these interegtg
does not depend so much cn th; size of the U.S. merchant fleet as on itg
efficiency, f;gxibility and entérprise. The subsidy program should be ggq
redesigned as to stimulate more efficient operating practices and the
adoption of cost-reducing technical improvements. This would serve the
réal purpose of facilitating our foreign trade. It would also more
€ffectively contribute to national prestige which often is ?ited as a

“-PaTate reason for the maintenance of U.S. flag shipping. No matter o

o1
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nation's prestige because of its heavy dependence on subgidy rather than

efficiency and excellence of performance. Our efforts to negotiate reduced

| barriers agalnst international tTravel and trade are severely handicapped
) by our protectionist policies.

Finally, reference must be made to one more aspect of national interest
in the mei'cha.nt marine--the creation of jobs for American workers. Under
the present B}'EtEm? this involves a subsidy of more than $7,000 per man-

year. Clearly, this is an uneconomic way of providing jobs and the equiva-

elsewhere at less cost as improvements of maritime programs reduce maritime

|
|
%
!
)
j lent of the, in fact modest, volume of employment at stake can be provided
.l
|
] employment.

{ \@ F. The Operating Differential Subsi dy

| .
*The shipping lines covered by operating differential subsidy receive

: each year cash payments equal to the difference between (a) whatever they
| have spent for crew wages and subsistence ; nie.intenance and repairs,

j‘ cértain supplies and insurance, and (b) {wﬁat they would have had to speng
for the same purposes and for the 331:19 size and manmer of operation if

weges and prices paid had been equal to the estimated average wages ang

Prices paid by the specific fu::-reigﬁ competitors on each specific route

o - LR —— ] .
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ser
ved. This procedure has a number of highly uneconomic consequences:

1. The costs which the operators bear are largely independent of

t

heir own actions. If they spend more, the Government pays any major
di ;

Iference; if they spend less , the Government gets the major benefit,

The
OPe€rators have little incentive (a) to resist increases 1n wages gpng

:
ﬁf
a
]
%

prices of subsidized items, (b) to employ subsidized cost factors as
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efficiently as possible, and (¢) to adjust their operating methods to the
American cost structure. Recapture and re-recapture provisions further
veaken the tie of operators' profits to efficiency.

2, To avoid unpredictable Government liabilities, the operating
differential subsidy can be paid only to the most nearly predictable type
of shipping--the regular liner operation which, throughout the world,
carries far less dry cargo than the more flexible irregular tramp trades
and specialized bulk carrier- operations.

3. To discharge its responsibility as dispenser of Government funds,
the administering agency supervises (as best it can) business decisions
which normally are the sole responsibility of management. Its approval--
at least formal--is needed specifically for:

-~ the routes to be served ("essential trade routes");
-~ the ports of call;
-- the minimum and maximum number of sailings;

-- the specifications of vessels;
-- the manning scale and crew wages; and

== numerous other operating and financial matters.

The fact that the sdministering sgencies have usually endorsed most
of the operators' decisions has not prevented this system from hﬂmperj_-llg
8 business which should be operated flexibly and from obscuring the true
division of responsibility between Government and operators to the
detriment of effectiveness and efficiency in the discharge of both govern.
mental and management functions.

. With wage differentials on the average accounting for SPPToximate] y

85% of the subsidy, the Government is a silent partner in wage bargaining

and all other labor-management disputes.
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5. ©BSince passenger and combination liners require g large catering

staff (about two-thirds of the crew as against one-fifth for cargo ships),
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they ebsorb about one-third of the operating subsidy (equivalent to about

$250 per passenger) without making any éignificam; contribution to the resal

or supposed purpose of the program.

4 6. The intimate involvement of administering agencies in the affairs

of the industry has led them to iders.tif;r the operators' interest with the

national interest. As a result, they have s 8t least until recently, re-

quired or encouraged subsidized operstors to adhere %o conferences so as

to help keep freight rates mlatimly high at the expense of the ij.S. economy

y whose freight payments go predomingntly to foreign operators.
To eliminate some of these weaknesses and minimize the others, the

operating differential subsidy program needs to be radically improved.

g Design of a substitute program-involves numerous and intricate details that

cannot be worked out by a temporary task force of part-time consultants.

Some basic guidelines, however » can be defined.

.-ﬂ_ Recommendations
: i ——————

1. Abandon the present method of computing the operating subsidy.
new method should be designed to allow wider scope for management init
reward efficiency ang penalize inefficiency, and should require mch 1

iativeF
Government involvement in ordinary busiress decisions.

e8s

a1 Three. genera) alternatives to the current subsidy fermila are under
o Eusaion: determination of the subsidy by competitive bidding; determing .
OR of subsidy on the basis of the difference between sverage costs of

American and fore : : L e o - _
ton-miles of ign operators in amounts related to dollars of reveme and

C8rgo; establishment of a "capital subsidy" by providine.
free or at very 1ow o | P Rg Vesse]g

The possibilities o : =
T basing subsidies on competitive bidding are
ing, but neither of the 0

Promis .
further amsyves ther methods sesm promising to the task force . ng;:h
but in cone Y8is is mede:d to develop a completely workable bidding System,

o successfy] ral, we woulg suggest contracts of seversl yearﬁ' duration for
c U.S. bidders who agreed to: (a) employ U.S. citizens ag Seamen
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(o {b) serve broadly defined trade areas (e.g., Atlantic Ocean) and (c) pro-
vide some minimum annual cepecity (say in ton-miles) within the area to be
f gerved. In revising the subsidy formula, the €xisting recapture, tax
. preference and mortgage guaranty provisions should be eliminated.

2. Discontinue the operating subsidy to passenger and combination ships
with substantial passenger accommodations. No new subsidy contracts for
such ships should be made and existing contracts should be renegotiated
to terminate them as speedily as possible with compensation for undue
hardship otherwise imposed on operators and crews. Contract settlement
terme should protect operators against losses and & modest portion of

| subsidy savings may be used to assist displaced seamen. A significant

| number of them can readily qualify for skilled jobs on shore , but others

mey need retraining or relocatlon or both, and for some early retirement
might be the best solution.

3. FEliminate the concept of the essential trade route and allow cargo

| line operators wide latitude in scheduling their operations. Relieve them
| of the requirement to operate American-built vessels exclusively and to

| use only American yards for repair and maintenance.

subsidy as quickly as possible in accordance with recommendation 2.
During the first six years of the new program, the remainder of the
operating subsidy should not be permitted to exceed this amount. The
| \& subsidy should be apportioned biennially by the administering agency
| among broadly defined areas so as to assure , &8 Tar as possible, the
. maximum beneficial influence on freight rates payable by American ex-
porters and importers. The total volume of operations subsidized will
depend on the improvements in opeérating efficiency for which the program
provides incentives and which will affect the subsidy required.

} 4, Reduce the operating subsidies by the amount of the passenger ship
|
|

| 0. DBase the amount of subsidies beyond the first six years on the
! €xperience of the transition period and set it at a level designed to
sustain a volume of U.S. flag service sufficient to exert & beneficial

influence on operating efficiency and freight rates but not larger than
necessary for this purpose.

;! 6. Renegotiate existing cargo liner subsidy contracts so as to transfer
Opeérations to the ney program without undue hardship or undue windfalj
benefits to the opérators. Compensation which may have to be made to
achieve a fair transition should be of a one-time rather than continuing
nature so as to preserve the basic characteristics of the new program.

G. Th 1€ Construction Differential Subsi_c_li

To be €ligivle for subsidy or to serve in domestic trades, operatorsa

i A — . - - e N Mgy WS | - . - =
.\_.f--r'-'-n—r' ks 2 = F el T sy - "

———

wl [T

MUSt now utilige only vessels built, maintained and repaired in Americgp

——— ¥
g-

b oa R et
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1
shipyards;"/ After World War 11, the Government sold war-built vessels toO

them at favorable prices. Where these are unusable (notably in passenger
service) or need to be replaced, acquisition of new vessels is subsidized
so as to reduce the operator’'s cost to the world merket level. U.S. yards
nave been agsured of the businegs without real foreign competition; hence

management and labor have had little incentive to adjust operations so &as

to reduce costs.

The estimated cost differential has now risen to 55% of construction

cost (60% for passenger vessels ); annual subsidy requirements have mounted

to about $120 million per year and will continue to increase substantially

under present programs for replacement of war-built ships. Construction 1s

also supported by Government allowances on the trade-in of replaced vessels,

mortgage guarantees and tax concessions on operators' funds.

Where a vessel was built has no bearing on the shipping services per-

formed. The construction program's sole function is tO support the ship-

building industry. It is int

national security. National security needs for this capacity have dis-

this expenditure of public

appeared, as was shown above. Consequently,

funds to support grussly'uneconumic operations should be terminated as

quickly as possible, subject only to honoring contractual obligations and

ship to shipyard owners and workers.

avoiding or compensating for undue hard
The hardship problem is not of 1arge proportion. About two-tbirds of

+her Government
private shipyard activity is supparted by Navy end 8OME O -

rTy west Comst lumber

to ca
reign vesse€ls ompetitive rates.

e not available at ¢
dened.

1/ Special legislation permits fo
to Puerto Rico if U.S. vessels 8T
This exception might well be broa
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orders. Work on merchant vessels sustained by subsidy supports only sbout

one-fifth of private shipyard*wofk and the employment of about 12,000 to
: b
15,000 workers, and work for domestic services supported only by cabotage

ig substantially smaller.
Transition and termination measures will have to be worked out in

detail. Meanwhile the following zuggestions may serve as guidelines.

Becommendations

1. Reduce new obligational authority immediately by one-third and the
remainder by one-fifth per year so as to terminate in five years.

2. Devote some portion of the remaining obligational authority to
facilitate adjustment of yards and workers. The residual should then be
used to subsidize "transition-period construction” on terms calculated
to provide a real competitive incentive to management and labor. The
vessels to be built under this transition program should be procured by
the Maritime Administration and sold or leased to U.S. operators by com-
petitive bidding. Any individual vessel that could not be procured on
the reduced subsidy terms from U.S. yards should be ordered abroad.

3. Do not require ship operators to utilize American-built vessels.
Operators should also be permitted to have their vessels mainteined and

repaired abroad.

k. Exclude hovercraft from the foreign bottom provision if they are
determined to be marine vessels. Their construction and operation should

be free from economic regulation or subsidization.

H. Cargo Preference Provisions

Approximately $150 million a year (about as much &S either of the

two subsidies) is now being paid by the Government for Government-

sponsored cargoes which under cargo preference 1aws must be shipped by

U.S. flag vessels. About one-third of this smount is normally recovered

by charging recipient countries with freight et world mbrket 78tes paysble

in their own currencies of which the United St

lerge amounts., The arrangement has & number of serious disadvantages and

tes already holds excessively
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does not make a useful contribution to U.S. merchant marine policy. Specifi-
cally:
1. The principle of cargo preference contradicts the basic U.S.

position in favor the freedom of the seas and elimination of international

trade restrictions, offends major shipping nations who are among our close

allies, and encourages other countries to follow the same policy.

2. While at present providing employment for U.S. flag ships, cargo

preference undermines the basic purpose of merchant marine policy because --
a) the US tramps, which carry over half of preference dry

cargoes, are war-built ships with high nlperating cost, do not

add to the competitive strength of the merchant marine, and

are obsolete;

the U.S. liners which carry the remainder (at least 40 percent
of their overall 1962 tonnage and considerably more outbound )

are thereby diverted from competing with foreign operators for

flon-preference cargo, especially U.S. export cargo, so that

the real purpose of the operating differential subsidy is to

SOom€ apprecisble extent nullifiéd.

3. Cargo preference raises the cost to the Government of transportj_ng

aid c
&I"Eo and Goven?ment-owned cargoes because, insofar as shiploads gre

invol I ]
ved, U.S. tramp opérators are the only ones who can bid ‘and they

0
Pe€rate inefficient vessels of wartime construction.

Recomendation
r—-— R

]

P&rcmht;c;zgo preference either immediately or in steps of, say 10

E]]illts Own + 10

should annually. ers of tramps that are no nger employak

b“ﬂge‘c-a:; ~-owed to sell their vessels on the world market. Some of thele

seamen 11:1. Savings might be’ devoted to retraining and placement of gi splaceg
other 3jobs or to retirement.

6L
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4. T. Maritime Rate Polic

Assuring economic pricing of maritime services is made diffieult by the

interaction of three elements:

| 1. The interests of other sovereign states which are importantly

involved,

2. The concept of freedom of the seas which is essential to the

| broader interests of the United States; and

3+ The conference system which is well established and invulnerable

3 to frontal attack by the Unifed States.

! It does not follow, however, that the United States is powerless in

I

| thi . ‘
| &8 area. A number of available policy devices may serve to exert

pPreéssure on the maritime rate structure so as to bring and keep it more

nearly in line with the cost of efficient service, which would stimulate

international trade and thus serve the primary interest of the United
States in this fielgd.

Eliminating the restric;tion of subsidized carriers to their own

n
essential trade route ;' & measure already proposed above because of its

intrinsic merits y would a.l.s’a reduce the po#er of conferences to exelude

cutsiders from their markets. Flexible operation of independent liners,

b | '
ulk carriers, and other tramps likewise would reduce the power of con-

f
€rences to maintain uneconomically high rates and should be encouraged.,

_.,.._ T e — » . o
gt SR ST P e P e . — —

Pe
rmittigg U.S. operators to buy vessels abroad, another measure recom-

mended'

| —

8bove for other reasons, would work in the same direction. So woulg

P s S = i

}

3
%
]
A
:

OPPosition to collugive agreements among berth operators to discourage
'b | 1
ulk ang tramp operators from topping off with "liner cargo."

& Above a11 » the vulnerability of American conference meémbers, at least,
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' provides the U.S. Government ﬂth decisive plmarer to influence conference
action. As long &s the problem is to prevent excessive rates, it is not
easential that fﬂre}gn flag operators be subject tTo these laws. The

following recommendations suggest means by which the power stemming from

the antitrust laws can be effectively employed.

Recommendatlions

1. Urge the Federal Maritime Commission to use its power to approve or
disapprove conference agreements &s & mMeans of influencing conference
rate decisions. It could, for example, apply & method similar to that
pursued by the Civil Aeronautics Board and, after consultations with
other interested agencies, indicate in advance of major conference
deliberations that certain results would not be acceptable.

| o, Require subsidized U.S. carriers that choose to participate in con-
| ferences to comply with Federal Maritime Commission guidelines on
| conference policy as the price of immunity from antitrust prosecution.

¢z§ 3. Continue and enforce the Bonner Act's 1imitations on dusl rate
contracts. |

4. TEliminate the legal requirement of filing rates 30 days in advance of
their effectiveness (introduced 1in 1962 and operating often as a bar to
rate adjustment). In practice, this requirement discriminates against

U.S. flag carriers.

. Eliminate ements to the fullest extent practicable--
: e T +rouble to esteblish and

there is a presumption that if they are worth the jasi

discipline they are monopolistic. The FEderailgéritiizugﬂiiriziiiénce i
sho con

supported by Commerce, State and Justice, » be detrimental to

existing pools aimed at elimination oI those found ¥
| U.S. commerce or contrary to the publliC interest. T?;ﬂitztiﬂzzPi;tzizzin
| through international consul tation should continue € o EneriTints

nate underlying causes which create demand for pools

gociations to encourage

6. Clarify the antitrust status of ghipper 88

3 them sntitrust
their participation in conference rate making. Affor
immunity if necessary.

gl orgsen
7. Avoid U.S. participation in aﬂy‘ig;z;z;zzﬂiystem.more effective.

3 cussion directed toward making the €O

**%**
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4.6, poliéﬁ' on international alr transport was reviewed in deptk only
£W0 year;gjggo and therefore has not been reexamined here. This is not to
gay that all problems were solved. bbr?over y in a fast growing industiry
like international air transport new problems are constantly arising. More
detailed investigation of emerging problems may be in order within the

next few years.






