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RAILROADS 11D THETR JUTURE IN THi, AMERICAN wCONCMY

27 Jenuary 1948

GrNrRAT MeXINLwY: Ladies and gentlemen, I take great pleasure
today in introducing to you Mr, Robert H, Young, who is chairmen of
the Bozrd of Directors of the Chesapeake 2nd Chio Rallway Company,
He vill talk %o us on "Railrosds and Thelr Future in the American
oconomy, "

I an porticulerly nlezsed to have Mr, Young with us today because,
a¢ I told him, he stands for advenced thinking in the railrczd game as
we like to think we do in military education, It is en extreme plecasure
to present to you Mr, Young,

MR, YOUNG: Ladies, gentlemen, and General FcKinley:. I feel very
much =2t home here today because the Generzl sreeted me by szying that
one of the reascns he wented me here today wee that I zm something of a
Balshevist and so is he. Perhsvs in the present circumstences, instezd
of calling curselves Bolshevists, we nad bettsr call ourselves rebels,
But I felt doubly at home because he reminded me very rmich of our
Cormander in Chief as he, looked ten years zge, vhen 1 first ceme into
the railrcad business ln 1637 snd bought the so-called Van. Swearingsen
Lmpire, )

The first offleial zct I did was to receive, one hour later, 2 sub-
noenz from the Truman Committee., I went down to Washington on the very
day on which I signed the check, and continved under examination there
for three or four days, ZPresently, Mr, Trumen wented to kmov what I
was going to do with the financing of these railroads, znd I very
naively, like o young boy just out of Texas, knowing nothing about the
big nost, seid I was going to open it up to commetition——znd I did, =and
I hrve been having trouble steying in the C20 ever since, So if I have
mrde any progress in the rallrcad industry =t all it is becsuse of the
leadership of ocur Commender-in-Chief a2s he insvired me with 1t en that
oceesion, sxcept for that leadership, I weuld not have been invited
here today by General McXinley, but lr, Fariecy wouléd probsb.y have been
invited here, So when Kr, "iallace or anybody else tells you the Presi-
dent is in lesgue with “all Strect, he moy use the Wall Streecters, but
you may be sure he will not join them,

Transpdrtatibn has been called the core of military sirategy, and
adequete trensportetion muet alsc include speed and contimuity, We have
been so far invelved in two wars where transportation pl ved a part
sgcond only to the part plsyed by the Army snd Javy, “orld “sr I brought
out distincet veaknesses in our trensportation machlne, the inadeguate




sidings, inndequate yards, inadegunte signaling, There was & shortage
of cars at that time, but thrt chortepe of cars was primarily dus to ted
disp@tching and the holding of muniticons st ports for badly scheduled
connections between the r-ils ~nd the ships, .

As you =11 imow, we got throush YWorld Yar II fairly well so far rs
freight is concerned, There were £ Tew bottlenecks ond diffionlties =t
terminsls, The frult, if eny, in "orld Wesr Il trensportstion -as in the
passenger field; we crme very near heving to rotion prssenger travel
becruse of the shortrge of wrssenger equipment, 3But by rnd lrrge we got
through these twe vrrs swfully well, The reilro~ds and those in Govern-
“ent connected with our trrnsportstion mechine hrve herped lrurels on
the rrilrords for their performsnce, But the grest denger in that is
tiint we will be led into ceomplrcency sbout ocur treonsportsticn machine,
so I ~m here todry to try to impress upon you thrt we crhnet continue
ta be complecent ~beut it,

There ~re two new feceters thnt rre being introduced inte World ¥er.
117, shovld it come, One ig thet ve ungquestion~tly this time ~re go-
ing te hrve the fretor of destruction, ¥e do not lmow how for that mry
rerch, bubt we knov thnt in World "»r I over B0 percent of our war tr-f-
fie moved out of ¥ew York Lirrbor, which wes = very ted concentrotion
~nd » drsngerous concentroticn, In Yerid Yrr IT, 28 percent of it mcved
out of Jev York dorbor, ¥hen connider~tion ir given to the fact that
only one-n~1f of one percent in “orld Wrr IT moved out of Boston in con-
trrst with 25 percent cut of Hew York Hrrbor, you get scme iden of the
1sck of proper utilizotion of our port facilities,

If ~11 the sgquipment in the Wew York ~res were suddenly made radio-
active, you crn see whnt & strrin might be put on our rrilro-~d system,
Or if scver-l bombs were dropped on ten greot centers of populntion
simalt~necusly, either from inside or without the country, you crn see
whet would hawnen to ~vrll-ble equipment, to s=y nothilng of the ngtro=
acmicnl incre=nse in the necessity of tr-onspertotion service oscrnsioned
by suddenly t-king 35 or 40 millicn people ~nd moking them homeless,
focdluss, ~nd cleotheless. So ~tomic enuvrgy mry very well have ve~kened
tiwe Ameriecn defense insterd of strengbhening 1t, becruse ten ~tomic
tormbs here might be the end of Americn, whereos with ten ~tomic tombs

~in Rusein probably 9C percent of thoe people wouldn't even Emow they had
teen dropped. They rre mach mors se¢lf-sustoining thrn we ore

How let us trke our presgnt reilro-d siturtion 2nd see how ii meets
 the needs of nesmcetime, Let us forget wvertime, I am not going to tell
you whet cur present reillrornd situetion is becruse the AAR would come
cut =nd give you their version ci ¥t. Ycu heve orobably re~d their
versicn of 1%, rnd whet is thet thers sre rdeguate tronspertation facili.
ties today, '




‘But here is what Kiplinger scid in his last issue, "Don't be opti-
mistic about reasl relief from the freight car shortesge, even though
glimmerings of hope have appeared from time to time in the rres The
chief -ectr of the situction are these:

"A large part of our freight cars are pre-"forld War I "

I might say at that point that we were discussing the averaze cge of
our freight cars driving over in the motcr today, «nd General KcKinley
seld "That is the first time I knew that freight cars sre of the femzle
sex." I said, "What do‘you mean?". He said, "Well, Iir, Venneman here
Just said that the AAR, when it reports the age of i%s freLght cars, dces
net report their age when they get %o be over 25 years of age,l

"A large part of our freight cars are pre-¥orlid War I, Rzilroads
rust continue to retire them rapidly,

"Car builders have just reached the moint of makins enough new cars
to revlace those scrapped every month,

”The shortage of cars is somevieres between 150,000 =~nd 20¢,000,

"During 1947 tetween 15 snd 20 percent of the gocds they (s shiopers)
wanted %o move 31m01y%d1dn't move by rail because of the car shertsgoe,
What did move sometimesmoved in curiocus weys: wheat in cosl cars, hiche
clace dresscd lumber in oven gondolss, and sewer nipe in cattle cers,
But the shivpers mede the best of it ~nd more, In 600 conmunities, car
efficiency committees of shippers mat pressure on anyone who delayed
freight movements,!

. .

Uowy thet is in peacetime, and it shows how rapidly the strndsrd of
living in this country has advanced, In 1947, we moved more freight
for peacetime than we did at the pesk of the var,

How, going brek to the first prewer year snd tekine the differwince
between our freight csr reguirements in thet yeer snd the purk of Torld:
Wer IT, we found thrt we needed 40C,000 more e~rs in w-rtime then we
¢id in percetime., So no we -~re movin~ inte orld Uer ITT vhere we ore
alo geing to brve the foetor of destruction snd the frctor of displnce-
ment of civilian personnel, ~nd we ~ro strrting cut, not with ~ sur-
plus~gze of 400,000 core, ~s we h=d in 1940, but witl ~ chortogze of
150,000-~rnd with » minimum wertime recuirenment of ~nn nddition=l 400,000,

Kow, whrt do we hrve in our freight car inventcry today? Inl325
we hrd 2,300,000 c~rs of »11 kinds, Fow we hrve 1,700,000, So in
spprozim~tely 26 yerrs, when our populn~tion wns going up 26 millions,
our freight crrs declined one-fourth, or 600,000 c+rs, It is true thrt
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some of thesg c~rs ~re bigger th-n those c-rs were, <nd it is true th-t
they sre being hrndled frster, but it is ~lso true thet they ~re much
older, At th~t time tlhose c~rs perhrps ~verrged 20 yerrs of ~ze; todsy
they ~vernge ot least 27 yerrs of roc, If you lock boek nt nny prssing
freight trein you see some of them leaning over this way and some lern—
ing that way, ond if we had to increasc the speed of those enars, we would
radically increese the cceident freter,

Now, in the prssenger cor field: In 1926 we had 48,000 passenger crrs
of =211 kinds; today we hive 26,000, You know how congested trovel is to-
dry on the rrilrosds if you wrnt to meke n reserveotion in a sleeping cor,

prréicul-rly in = private rcom,

The Pullmrn cars in 1926 regeressted 8,000; today there ~re cnly
2,000, Of those 5,000 cers-—they svercge. over 25 yerrs of nge--1,200 ~re
rir conditioned by ice, 100 rre not =ir conditioned at =11, =nd, of
course, many of our corches r~re not =ir conditioned, So thet is not »
gituntion tc be complscement ~btout, either with respect %o freight equip-
ment or possenger cqaulpment,

The motive pover siturtion i: ~dcquete, but the tendency recently
hrs been to repl-ce our corl-hurnine Jocomectives with Diesels, -~nd you
=1l know wiirt hrs heppened to the oil situstion, Seo there ~re things in
the transportstion system thnt rre zot henlthy, '

‘hy hes the railrord equinment descended to this deplorsble stote of
rff~irs? VYhen it comes 4o the :uestion of vpossenger ecuivment, I ern soy
that it his been almost » policy of the Ameriern reilrosds %o discour-ge
prssenger trovel, There is » feeling ~mong reilrord men that prsscnger
trrings interfere with the movement of freight. They feel that they do
nnt mnke rny money ovt of i35, ~nd I think thet most rnilrord operniing
mer todry would be very h~ppy if they i1d no prssenger trains ot ~11,

How th~t mry be »ll right from the meney-r-king strondpoint -nd from
the strandpoint of the convenience of the corernting men, but we know
that is ~ very dengerous strie of aff~irs for our noation~l defense,

Let ue stop ond look ~% our tot~l trrmsport-~tion ~nd sc¢e who hrs
teen rerndering the service; who has been encoursged by the Government and
who has been discouraged, In 1846 of 2l1ll the ton miles carried, the
rziirosds carried 68 percent; the trucks moved 7% vercent; the woterways,
inecluding the Great Lakes, meoved 13 percent; the airways moved one-teanth
of cne percent; and the nipe lines moved 10 percent., In the nassenger
field, the vailvays moved 66 perceént of =1l passengers; buses moved 25
percent; wabterwrys, 2 percent; alrwrys, 6 percent;‘and, of course, the
ripe lines, one,

Wow, first, the alrwrys r~nd the hirshwsys rre dependent upcn oil =nd
they rre dependent upon rubber; we know how drngerous these two things
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are to depend upon at the nreseant time.. The railroads are rendering
this great service without asking any subsidy of any kind from the
Goverrment, as contrasted with the fact that the waterway subsidy runs
up to the billions of dollars over the last few decades, The airways
subsidy we estimated at around 3,5 dilliocns in the last few years, and
the highway subsidy may run anyvwhere from 10 to 20 billions over the
last few decades, dependlng upon how we figure i%t,

The railroeds, instead of being subsidized, have psid 14 billion
dollars into the treasuries of the States ani the Hationzl Government
in tsxes, So from that asngle this arm of transportation, which is
doing the mokt for the country, is not only asking nothing @f the coun-
try but ig contrlbutlng,to it in taxes, ] .

Let us see how that vital arm of transportation, which is second
only to the Army and Favy, has been treated by the Interstate Compmerce
Commissiorn, which was created by Congress to foster a gocund transporia-
tion svetem, Let us see what thev 1ave been deing for the rallways in
tha form of rates,

We find thai in 1946, when the railroads rendered » bigger service
to the Uation even then they did at the peak of the wor; the reilrosds
earned 2.3 perceni on their net woith, which contrasts with nerrly @
percent which the electric power rnd gas industries were p;r*ittcd to.-
garn by regulatory authorities, erd nearly 7 percent which the fele-
paone companlgs were permitted to €ATN, : :

Now, that BVS percent wouldr't be so bad if 1t reflected but one
year, but it reflects a haebit on the prri of the Compission, 1If you go
back over the 17 years, back to 1930, you find that the sverage rate of
return the Commission n~d 21lowed the railro~ds on the Commission’s ocwn
velustion of the rerilrords is 2,7 percent. That is s starvetion vege
from rny point of wview, “hen you ecrn afford 20 »illion dellnrs for the
“Mrrsh~ll Plan, #nd in ¢ eity like Few York, when vou can afferé to poy
ous in & year of high prosperity, such =5 we hrd last yeor: i wenploy~
ment relief as mach as all the real estate taxes on ianhatten Isicad,
then it seems to me that you can sfford a few pennies for those rail-

ozds L0 enable them to buy some freight and passenger eguipment.

Le: us take the two biggest railrosd units in the industry‘énd see
what they were permitied to earn last year, The Fennsylvania garned slx-—
tenths of che percent on its net worth and the Wew York Cenlral earned
sbout four—tenths of one percent on its net worth, Those two rail-
roads probably represent 20 verecnt of our entire freight industry and
probably 35 percent of .our passenger industry, So when I now #nalyze
the passcnger eauipment situation for you, please do not blame rail-
read menagements too much, but put the regnon51b111ty over on the Inber—
state Commerce Commission,




Ls I =aid, we hod 48,000 »rssenger cars in the country when our
populotion was 26 million less then it iz bedny. Today we have 26,000
vegscenger cars., Those prssenger cars syorego more thon the ~ge thot
the Commission recognizes in its own trblcs. They eny when ~ cor gels
to be over 25 yenrs of cge, 1t is coupletely depreci~ted ~nd it ought
to be in the serep heap, Well, all of these 26,000 prssenger cors
svernge over 26 yunrs of age,

It is nearly three years now since W-day, Let us see -how rapidly
under this fostering thet the Commiscion as been giving the railrogds
the railroad menagements have set out to replace this obsclete, rattly
Junk, ¥We find thet in the past year there hive beew ordered less than
130 passenger cars, Divide 1850 into 26,000 and you find thot it will
take you somebhing like 150 ycars at that r=te to reolsce¢ it, if you can
get dell wiles, .

- %¥ell, now, that is an alearming situation, »nd the rsason for thay
is this: Ve in the &0 pleced =n order some two or three yezrs £g0

ct
o

replzce every onc of our cors on our mein lines, our passcnger cards,

and within tlie lrst six months we hove considercd buving an ~dditionnl
flect of cors to rent to these other reilronds who we know ore geling to
be begging for them, Ye went to the Pullman Comprny ~nd explored the
sltuntion, They cean't tell us yet vhen we ~re going to gzob delivery on
those crrs we ordered two or three yo-rs rgo; ~nd while we hove sot thure
looking ~nd weiting, the cost of those prsesenser cors hos gone up from
$80,0d5 2 unit to wh-t will nrobobly be, seo Ur, Bowm~h tells me, $170,000
nounily by the time we get thom, '

Fow, $170,000 Ter ~ Pullmmn c~r i3, to 1y nind, utterly ridiculous,
Th~t is ~beout four times ~g puch mer wnound ~s ~n ~utonobile, Think how
rmach more intric~toe rn sutomebile iz -nd how much prre~ter v-lue iz built
into =n cutonmcbile per pound th-n ie¢ built into - Pullm-~n cor; ~nd slso
toking into conslderntion th-i = possenger cor in 1800 cest. only 510,600
anéd now it costs §170,000, nnd th~t the ferc - reilro-d gets from -
prgsearer todry is 2.5 cents ~ mile, while in 1900 when the o-r cost only
one-scventeenth as rmach, you #ot a Z-cent fare. 3o thet is why you ot

nly 130 cars ordered in 1847, -:1d ycou vrobably won'!t get anything ordered
in 1948, because under my instrctichs Mr, Bowman decided not to order

the additional cars, ' One hundred percent replacement for the C&D is
enough, e don't intend to may $170,000 aviece for cars to rent to other
railroads,

Freight cars hrve gone down in price since 1946 hecause we called
atteation to tlw £oct about a year end a helf ago that - freight cer con-
sisted of 100 patented items, all of which vere sneeified by the railreads,
The nmenufocturer had to trke whet tioe cogineers of each cne of these rail-
ro~ds specificd. Onc of these nonuineturcrs of roilwny prntented doors,
ends, mmd sidcs dicd n few yenrs ~gos he left on cst~te of 20 millicn
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dollars, of which five million went to some 15 or 20 railrosd nresidents,
But wien thie C& got into tie ~icture znd c¢=lled attention to these 150
patented items that were going intc our freight cars, the Pullnan Commany
got busy cnd delivered us some all-welded freight crrs  on waich we
specified absclutely ncthing, for 53,600, when tliey were charging $4,000
for these patented cars,

I om heppy to say that the 'all Street Journal of 16 January reports:
"The new freisht cars with the component parts, such as roofs »nd sides,
‘formerly rurchased from other nanufac*urbrs, are now beln enginecresd ond
built by -the cémpany, Through this vnrocess, cars are edsier and cheaper
to menufccture snd the company always is sssured of enough warts to main-
tsin maximum production. A car con be produced at o cost geving of =bout
10 percent. Since the end of 1946 prices ver freight car have drovped
from over. $4,000 to arcund $3,600,"

So vhile Fullmen egquivment on passenger c¢ars was going up from
$80,000 to $170,000 under the old-fasioned methods of cstering to the
whims r~nd fencies of esch individusl re ilroad, your price of standard
freight cars has gone down in spite of rising meterisl snd wagce costs,
Thet is Just = samvle of whai can be done if the reilro~ds just get to~
gethcr on modcrnlzatlon 2nd stenderdization the vay sn sutomobile comnany
zoes sbout it instesd of allowing this helter-s kelter system of purches-
ing railway ecuipment to go on,

~

There was o time Men we could be blase shout the waste of material
anc the fret that the Pullmsn cars and the locomotives keot getting sc
heavy that reilrosds had to keep tnilding heavier bridges and structures
to tele care of the equipment., We in the C&0 think the trenc should go
the other way. Ve are presently designing a light-weight pascsenger cer
which will weigh one-fourth re¢ much yper passenger a8 present pnssenger
equipment. It will be three fest lower at tho roof, It will be two ond
2 half Teest lower at the rails, due to the fzet that 211 of this juni that
goes under n prssenger car--which incidenteally is very expensive-~is put
up in tiwe hesd-cndé cnr to servies the whole train, The ceatoer of grevity
will Te ¢ foot ond o half lower then in tlie present cors, Sinc: the cer
will be shorter coupled, it will be six inches wider, Thot six inches in
bedrooms is importent. Thet car can trovel with the sene snfety ~t 1580
rmiles per hour as present trains trovel ot 90 miles per hovr, 1t will
trke only one guarter =s nmech. horse power to drow it ot 90 milus per
hour rs present treins, ~nd, since 1t is so mich lighter ~nd reouircs sc
much less motive power, 1% orn go over grades ~nd rround curves thnt
presently will heve to be stroightensd 0t rcduced to trke c~rie of pres—
ently cxisting trains,

Yo 'hove to Lrve such n light-weight unit on thw rrile by 1848, Ve
think it is geing to completely rcevolutionlize prssenzer trovel in this
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-meit to meve by truck whsi 1t tolkt

country if tae relilro~ds ~nd the Government word it revelutionized,
Leayoe thuy don't, I don't know., 3=ut we “ru gdinr to mive them the

chrncu, Thrt is impertsnt from tiw strndeoint of m~terirls if nothing
vlee, ' ’

she 00 is doing exectly tiie samce kind of research znd develcrnment
In the motor power field as 1t 1s doling in the passenger car fielé, ‘e
are Cevelcping o cosl-burning gas turbine, That gag turbine will do
everything thet = Diesel will do and more, It will nct bturn cil; it wiil
burn cesl; it will go ¢ thousand miles without refueling; it will weigh
abont ocne-half to cne-third a2s much ax & Diesel welghs, e thirnk it is
geing to do the srme thing t+ motive vower thet this lighi-welcht train
+111 do to cossenger travel, This 11 ht-welght train will "be very
chen p to mznufacture becsuse 1t can be bulld on zn asserbly line like
an zvscmobile body or an zirplene body, znd it will nct cost four times
ag rmich ner pound 2z 2 complicated sutomobile, .

How, in the freight fleld, thot licht-weight trein has the seme possi-
biltities for fast freight, Vany of you n have resd the C&0 Rip Ven
Mnkle a8 which vointed out thrt all railro~d viest of the Missiesinpi
teday run on six-dezy schedulcs from t!e west coast te Chicego at the rote
of 18 or 19 milis en hour, ~hen veforc uhu var they cperated on five-day
schedules Vo urged *he reilroads to resumé those five~doy schddules bo re—

“lieve the box car ghortrge thet wes so critical last yenr, But no action was

t”kbn

I thinl: =rith this new llght—Winh* coy we csn mave freizht,; net at an
avercge speed of 18 or 18 miles an hour, but we cnan move that freight
2% nessenger troin spoeds, so thrt the pesscenger trains won't be inter-
Tering with freight movoment cor freight movement won't be interfering
with passengor movement, They will 213 by synchronized,

J-

I uld Tike 5o se. these long—roanss trucks tolken of? tshe hishwey
~hd IL1\¥ ted to thelr grover function, which 1e ng feewders to the roil-
roads; to heve one of thusc light-weight eors m'ncb:r'onlzv,d."1t the trucl,
so you weuld just tolke thoe truck body &% Chicngo #nd 1ift it off the
packer's truck onto the light-weight, flatear #ndéd move it down to Falm
Berch, Floridn, st the sare speed thrt the Breslkers Votel #cetc 1te mest
over tae hipghwry, Thrt i¢ importent from the stendvoint, net snly of con-
sumptlon of oil rnd rubber rrnd the sofety of wuople who use the highwsysa,
but it is imvortrnt from the standpoint of mrnopower, It trkes guu bundroed
ke five men to meve by reil. That, sives
you an index of how important it is to wou in your m=nooter studics,

TWows vhen it comes to the physicsl plznt, in 1916 we had Béé,QOO
miles of reailroad: today we have 287,000 miles, So =zs our populaticn goes
up, our rails go down, That again is ¢ reflection of the rate situation,




VoIt R
R I

You must wonder, I em sure, ko thals sitvation develcped in the
railroads, hov this importznt adjunct of our national defense could
have gotten into such a pitiable stste of affairs, Let us review the
history of railroads for just a few minutes,

In 1830, we had 140 miles of railreoasds, and even then the nrogressive
Yankce wes talking ebout the building of railroads to the Pacific Coast
In 1853, the United States Army engincers had sterted on & survey to
ascertaln the Most r”ctlc .1 ~nd eccnomicel route to the Pacific, By
1889, the Union Pacific hzd joined the Gast and the Vest, From 1869
to 1879 was the good olc ers of the reilrosd barcn, when competition
was unbridled snd they fought with guas for pesses through the moun—
tzins, Those vere the doy: cof Vanderbilt, Drew, Fisk, snd Huntington,
In 1879, the railroads hed gotten a llttle too obstreperous end the
Henburn Committee of the House of Representatives investigated and
discovered that the New York Central alone had indulged in 6,000 re-
bates to the oil, beef, »nd steel trusts, It was developed that A, P,
Stewert, the founder of John Wanesmaker, had sstabliched his fortunc by
getting all sorts of rebates on merch-ndisc, :

It was not until 1887 that the Interstatc Commerce Commission
was created by Congres= for the murpose of fostering competition, pro-
hibiting rebates, and gziving everyhody sn cgual rate, Hell, thet move
by the Govermment was 1mmcdiete1v countered by o move by J. P. Horgen,
the elder, who wrote » letter to all railrosd executives and invited
them to a conference in his library, In that conference he reprimanded
them severely for their competitive vractices and told them that was very
bad for businese and bad for the security merikets, and that they, the
benkers, would have none of it, Iven 1f the Government wanted competi~
tion, tuey did not, The railroed executives countered 2nd said, e have
to rgree egeinst competition becsuse you bankers ~re meking it so tough
for us by building tiese pars 1lel lines." So lir, ¥Horgen snld, e will
~oree not to build persllel lines if you fellows will esgrec to put us
on your executive committecs, Yiell, thrt egrecmount wes reached ~nd
thet was tiie cnd of free competition as we knew it in the cld free enter-
priso sense, ~nd that wes the beginning of governmeat regulation on the
onc hend end brnker usurpetion on the other,

Thet was in 1889, Then in 1894, the Pennsylvsnie =znd Hew Yerk
Central got together in an agreement to protect esach other as against -
all other railrosds, Although we don't know that the agreement is still
in effect, we think thest perhaps the only chenge in i1t Is that 1t prob-
ably includes the Union Facific., That may be-~I don't know--the answer
to vhy we had such a hard time getting s hog through Chicago without
changing cers., It mey rlso be the reason that 50 percent of the freight
in "orld Yar I wvent out of Yew York and none out of Boston, and in
World Wer II, 25 percent went out of Hew York =nd ~ half of one percent




out of BOSton. I don't kmew, I thirk that 15 zn unhealthy situsticn
and I think free competition would clear it uwp. I think if the C&0 were
alloved to rcoguire the wew Yorlt Centrel, ss it has been endeavering to
do to further coasolidetion, we migat imorove thoe nntionel defensc posi-
tion by teoling some of thrt dangerous ceoncentrrtion ~wry Ifrom Hew York
City. '

]
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Then in sbout 1896, the rellrords got together rnd formed somcthing
which ves erlled "The Joint Troffic Associrtion," consisting of 32

stern recds, Almost =t the snme time, there wes one erllod the
" idssouri Trrffic Associrtion," which represcnted the roads west of the
‘lesissiopl, and vy ~ ccincidonces there cuddenly sope~red = southoern
ssocintion, The purpose of those three assccistions was to agree on
e solicitation snd disiribution of traffic, The Supreme Court cut-
awed that in 1898, o

.
5ok

]

= ot

The railroad industry moved or, and in sbout 1906 the Few Haven
s0ld =t $200 a share =nd the Milwaukee and §t, Peul s=old =% $180 = shore,
Thes was the golden sge of the rallrosds, but from then on ‘they begen to
go dovntiill, The old ounership interests begsn to be sgueezed out by
that tine and you hod o combinnticon of the government intsrest and the
bonker intercsi, nelther onc of them having a direct interest in esrn-
ings, They both hod ftholr own politicsl considerntions,

Voury, you wonder whrt wmolitier) consideratien the Government had,

Lot us Look at tile rate oroccedinrs whiech have recently occourred, Ve
find thot, olthough the cost of the railrerds for lsbor cnd supplics cnd
fuel botween 1929 »nd the wer yesrs doubled, the first oppliertion the
roilro~ds mrde for o roate incremse wes in 1941, " Ye find bthat wiile thnt
rato inerersc wee belng dueboted Ty tgc,Commlsslon‘for,fivc yonrso—it
whs not IL;171“ coneluded until 1946--there bed been in the:moontime
two.or throo more wveoge increnses, So they were )t1ll dbbﬂtln “in 1946
S wogoe frd otiicr cost conditions rs they were in 1241,

Now, in thosu wrocuedings thore were 1,300 indfuon;'odﬁvintbrcc od
rt1vs wilo erre in to opuoue roto T“1iuf for these Toilronds, ~nd in-
CIuOLJ im thosc 13500 pertics were three ~gonclzs of Jsbincet rank, the
TVA, ~ad 85 sinte sgoncics., The other 1,450 reprosentoed neople like

Scers, Rocbuck ~nd Co,, who ecarn 50 percent return of tieir capital snd

- wiose chzlirmzn gite on the 1llinois Cﬁntral Board; ord the Tus indus tru,

Lok warns 20 percunt return on its espitel-ll bazg your pardon, the tuse
didnts Intérvene against the rallronds on the rabte increase, bub they
earn 20 percent on their emnitzl, The motor indusiry was there inter-
venirn;; ageinst this two-thirds of c¢ne . percent for the Wew York Centrel
~and the Pennsylvania, slthough tncy cern anywhere from 20, 60, 70, and

80 mercent, I know; I vscd to woric for ther, Seme of those tivicions
carncd zround a hundred oercent on thcir capital, And yel o conpany like
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Chrysler comss dovm eune Durns tlhe ‘ to keep the railroszds
from varning 2.3 percent, cven thoush Zhrle*“ is dependent on freight
cars and passeager cars, . can'i unlerstand it, laybe you genitlemen

can,

How, let us see whai the v

£ilzosds s8id about this xind of rate
treatment, kr, Faricy, in spite of the Fact $hat t“' Zennsylvenis
and the dew York Central carned nothing last yoar 1w greatest

'u OTli—

1

of secrvice they ever gewve, ir. Tericy came down ?nd atted the
mission on ihe back o faw lezre oo Lty these words: .;ﬂc Commission

28 zhown itself reslissi czlly zvare of the criticsl need of ke reile
rozds Ior sdditionsl i Vu?hv.to meet incredses in co-tkihlcn have z2l-
rezdy telen ulsece, rnd 2t the szme time it has sllowed itcelf ample
time fo com:lete 1ts study of the woluminoue records before it," Thet
is vhet Mr, Faricy sald, representing 120 rriirosds rnd 130 benker
nensgenents, who have no interest in tie reilroszds 2nd whe, &z I T n g
ere more interested in the shidrper's point of wiew then hey ~re in

the reailrosd!s point of view, becruse dirsciorsies of the reilronds =mre
not msde un of ovners of reilrosd securisics: mede un of wneonle
who saip, You +1il1l £ind that UVr, Chrorsler uwsed in the : York
Sentrel ZBoard, Obviously, the wresident of rs Gcntra;, with
Ur, Chrysler there determining hisselrry, isnl't ¢ to be snxious fer
rate increases 4f N¥r., Chrysler is cuossed to tiienm,

jan

u

Lore 1o whet we thi ghonid heove €214 shout 14, T am
S taellxing nov stout this rring of the railroads! oebition.
Bemember novw, costs hov 130 nercent, ~nd Treight snd
pastenger retes Are sii Licy vere in & “hon the Com—

?
selzing toestimony =nd the sirlines
crge In three de In the 1ight of
1 tyy I should sey it
¥ should hrve

mission iz devoting 5%
criee down Liore ond zod
tlie recordsz in thaess I
is nimost criminnl neg

4

i—-’C}

net gl ings mmiszion Is vre-
a ressi gorer . znc7u01p,
izcers of Oni

cre~tes  on portions of the cconony w cu tdb %ovaqnbdt ﬂgcncies in
puestion belicve it te ve thelr speci~l duty to foster ~nd protect,
in nonc of these procecdings heas soy ~rx of the Foder-l Zoveornment urged
before the Commission tiwe wrrsmount necessity of wrotceting nntional
security nor siown From the wublic stradpoint the closc conncction be-
tween rdequete railro~d reve “nd the netionsl seouritw, If govern—
ment :gcncics ~re golng i continve to cwperr bufore the Commission,
then their spverrrence shoul? ot x confined to rgcreies thot represent
caly g wort of the Jovermment's insereet, Otrer ~gancics thet heve just
it

~g grent sn intecest shiouvld mrke their nosition knom

11




. Under the Yational Seou“itv Act

n
L=
scurces 3osrd, of whiech the duty is to 2
it
|

the linicon tetween ihe L"tlwnﬂL
rzgaonsivle to t¢v Er631dent,

Treper ba

Yren %

cf tl re;aircﬁu't

macially the nesd in oo Interest
cverue necesgary to nzintain o sirong
sveben,  Un ooccaoloneg wien commlitecs of Cengress are consider—
stien legialsticrn, simileor remrosentaticn by the Iotionnl

A
nrees Znord HOLAd oe gouslly eonro;

i1—

ia b= gurch vay to bring

[
Tecauge rai
M wche 8CConanry roztus,

rnferds of meinteaence o

of our naticnnl treoncoortr
we weTe f0le Lo voke wo %
o B “"“’r, :

1.
‘.
=
ot
~

*‘nw’ crra

: ; 1250 weder thif

nisgic 3 . reilreede thero au Pl

inte the reilre=ds to cover th=i. ﬁhur~ our tronswertoticn systoerd ig
comins Trem, Iods not 'mow, wanless somethine ie done sbout rotes,

fThis 1s ~11

20 rercent

[EConV I T

kbt

—¢ o breins in
Vould Trole only ten milld




AN

bottlenceix -nd ensble trains to move through there without delay, The
lzst time I come to "ashington there were six or Seven possenger treins
strlled over in Alexendrie thréee snd four ond five hours l-ote: thot is,
in puncetime., IF thoey drep ~ bomd on ¥ashington, we will need somc
sceondary routes, ‘

The Rutland Railroad in New sngland, under this Commission foster—
ing of our railrozd industry, is today selling, all its securities, for
14 percent of the ro=zds guick-scrap value, nutting no value whatsocver
on structures or on the road bed., That is Tigured on taking up the
rails, The spikes will nay for tzking up the rails,

The CGentral of Georgia, which is performing & vital function down
there, Ls selling for but 54 percent of its quick-scrap value, The
Rock Islend, one of our greatest =nd most modern transportation systenms,
the link between the greot industricl anst and the gremt industriol
Galifernia, is selling for 75 percent of its ouickly salable equipnment,
the scrop value of the reils if you teke them up snd sell then to
Ruq31~ This is when our rrilrosrd: are rendering two or three tincs
‘sg much service o8 they were designed to render,

he Commiseion itself s0ld a2ll these securities ~nd mut their stanp
rov~l on them, then snid, "These securities nre in tle pablic

i st,® Two or three yesrs lrter the Commission crme =leng »nd

W them out, 8o you hrve the seme rgency of the Government thoit

~hes the peower to sell these sucurities hrving the vower to come along
snd wipc them out, It settles dowm to the point thrt either the Com—
mission will hrve » complete chrnge or you hrnve ~ government rgency of
“Cabinst ronk to vrotect this greet tronsportrtion system of ours,

O
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One solution to keeping the rrtes down -nd satisfying the politi=
cin~ng! de31re for ~n unhealthy rote system is to encournge consolide-
tion, Thrt ig whet the C&0 ie trying to do in the Fow Yorik Centr-l-
&0 OOﬂSOl-L”tlon, The Commission hng ~lrerdy turned us down, slthough
it cwproved exrcily the seme kind of interlocking besween tle 7 ennsylvenia
nd the UVorfolk & "--"ester“, petwecn the Lackrwanvas ~nd the New Vor Con—
tral, betveen the zrie rnd the Few Horven, They lct the brukers 49 the
vory thing without heorings thet they m-de r progressive group like the
C&0 undergo herrings to do; then they turned us down, So I am =~ grent
Telicver in the democrngy of foir ~nd equrl tre-tment, ~nd I think =
Texmn ought to ve trented just ns well =8 o bonker,

GENsRAL McKINLEY: I know we are going to have e lively question
neriod here, I want to stort it out by asking 2 question zbout your
new seuatty, light-weight, fast train, You szid all that stuff that
goes underneath will go in a car up front Does that mean that individu-
al breking will be done ‘avay with?

2

13 *
RN e T TT I g e T ITTIS N s
ERET & T Dy
ﬂ'r\\ [T ",(“.'.:‘/ U T i ';.

et s i e R



R, YOU¥G: Oh, no, the individusal breking will be there, That
meang tl:ot the air conditioning, heat, water, and 2ll that locks like
_Junlk, will be moved up front,

GENoRAL KeKINLEY: You still will heve individual sir brekes on
cech cart

UR, YOUIG: Yes. As = matter of fact, this train will stop at 90
miles an hour in two-thirds the distance that the present train will
stop, o

UR. BOWMAN: They have electrically controlled alr brakes,
GENLEAL McKINLEY: That sounds like a good train to me,
nR, YOUNG: The AAR wen't like it, though,

QUaSTION: I remember as long as 20 years ago hearing the same
argument with reference to the different treatment sccorded highways,
airlines, pipes lines, and waterways by meanz of government subsidies
that are beins denied the railro=ds, Your srgument sounds extremely’
logical, If the Government ig going to subsidize other means of trans-
porsation, it ocught to subsidize the reilrosds, 'hose fault is it thet
the Government hasn't done that, if it is logieal? Do you know? Why
in tlie world hasn't it done somcthing rbout this, assuming the Commiscion
is honest end wants to do tlic nroper thing?

‘ MR, YOUNG: Well, 211 I can esy is that there are no votes in it,

If you have 1,500 people down there against rate increases, including
thirse Cabinet offices and TVA, and ycu have railrosd menagers who are
only half-heartedly in favor of rate incresses--not even they are whole-
heartedly in fevor of them because they lLeve the Chairman of Sears,
Roebuck znd Co., who wants low rates sitting on the Board--you will never
get them, In other words, nrivete enterprise can drift into a bureauc-
racy just as badly as the ¥Yall Street bankers say governmeni buresucrecy
~can, I =m afraid that our railronds heve drifted into that state of
buresucracy.

Let ne ssy thisy The Commissicn, which in 1887 was formed to
preserve competition, just lsst week in its annual report to Congress
urged the nassage of the Bulwinkle Bill, which legalizes the end of
comnetition in the Tailro=ds, snd svch things as the western reilroads
were caught doing, vach ~greeing not to install air conditioning. Thet
is one of the dozens nf things they agreed, in writing, to do, which the
Jeprriment of Justice srys is » violatisn of the sntitrust l-wes, I am
sure President Trumen will veto this bill if it passes becruse I mow
how President Trumrn feels ~bout competition, Yet the Commission is
sponecring that Bill, ‘
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In the seme way the Commission opposed me on through service; they
opposed me when I put in the Rip Van Winkle ad, trying tc sct those
wvestern railrosds which travel on group schedulus to go back to fivew-
day schedules, The Commission toolk the side of the railroals, znd the
Commission todey is urging Congress (o remcve competition in the railroad
field, Once that is done, I get out, So far as I am concerned, the
modcrnizing of the (&0 and tie improvement cf our railroad system are
kopeless if that bill ever passes, because there will be nothing I can
do then, Thoere is very little I can do now, '

QUESTION: ¥r, Youug, in the lizht of what you have Just said, do
vou think the rzilroazds are in bad enough shepe Lo be naticnalized?

¥R, YOUNG: No, sir, because I think that would be worsg——if that
car be possible, I.think that the answer for the railrosds is to breszk
up the AAR, to make them subject 1o the antiirust lews, ard I am sure
thet ie what Prosident Trumzn wents, Once thet 1s done, once these
roilrord monogements cen feel froeo to put » new iden ints effect, there
will be improvement, There sre 131 railronds in the AAR, and you ought
to got at luest 131 new idces a year. One roilrosd president should
by good for cne new idea, 3But todsy 1 heve rcturlly hed them tell me,
MI will lose my job if I do anything progressive which the AAR opposes,”
Thet, I think, is o very unhealthy situation and one which the ICC
should not foster.

CUZSTION: lir, Young, what is your view on the gquestion of differ-
entinls in freight rates between the North and the South, that wers
aoporently 2galnst the interests nf the eastern bankers, that they are
trying to out through,

¥R, YOUNG: I think that is going to be 2 lonz step forward, There
again I think if the AsR can be broken up end the Bulwinle Bill defeated,
‘we can melke further progress in the direction of rates which will build
up compctition and disperse this highly concentrated setup which is so
dangerouns to our national defense,

QUESTIOW: Mr. Young, do you belicve if you 80 ge¥ incredsed rates,
it wil) be an inssiration for the brotherhoods to ask for increased
vages =nd start a2 spirall -

MR, YOUNG: That is sn intcresting thing, Before the Comnmission
finished the 1941 vroccedings, there had been threc wage increases, not
only pranted, but cnccvraged by government agencies, This last in-
crease, which the Commission is still debating, while it is still pend~

“ing; the railroad brothcrhoods heve come in and szid they want six days
pay for five days work, That is 30 percent, including cvertime, So
before we catch up with the flve or six incruases previcusly granted,
tl.ey arc talking about a new oneg, :
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QUESTION: Then you arc agsinst it,
LE, TOUHG: After all, if you went to mive Scors, Toobucl 40
rercent rnd Genersl kotors 50 percent, cad everybodr c¢lsc 30 or 40,
rather then the Few York Centrel's four-tenths of one percent ~ud
Pernsylvenic's six—terntihs of one percent, if yow think thot is fgond
for nationel defunse, let us have it. I em in fevor of W”Jﬁllu” rulc,

GaleldD MeXINLEY: Yaow pueh wos it wou sgaid the ?unnsylanii ~nd
the vew York Centrerl nouled of toe totrml volume?

SR, YOUEG: T would S0y i8 tc 20 percent on freighit treins nd 30
to 3B percent on pﬂsscngcr trrins,

GoliuRAL McKINLLY: Crrrying th-t big volume, if they only mrde four-
tenthis of wie percent ~nd six-tentls of ane percuat, then elimintting
thint pert, whet did the rees of then errn whieh will mrke it more thrn
Lt

KR, YOUEG: The whele industry for 17 years hes sverzged 2,7
vercent.

(GREERAL MeKIHLSY: Dut I say, tokine their echunk out, what did the
rest of them earn?

MR, TCUEG: The PennsyIVﬁni? :nd.the ¥, Y, Centrrl earned 2,7 percent
over tist 15 yuars als It was only later on that they begsn to. be
pinched. On the ﬂvcr"rp they perhaps did better over the 15— cnr period
than thie other reilroads,

»

GENLRAL HeKINLEY: ‘as that the average rﬂllroad or do you. mean that
the averazge was 2,7 pchLnt? :

FR. Y0UHG:  sither way, DLast year, I would say the inducstry, with—

cut the Pennsylvenina and the Jew York Centrel, carned four npercent,

GriERAL MeKIFNLAY; Hecauce they sre such a big chunk of it.

MR, ¥YOUHG: That is right. But that is only one year, Tor 17 years
they have had 2,7 percent ond you can sec whnt has haroencd to eguipment,

GEITLRRAT MCKILIEY: In finanecing, vhen you =re figuring their net
worth, do you fisure the eguivment trusts and 11 those things?

=R, YOUNG: I am figuring on the valusticn vhicech the ICC szid was =

gound veluation besced on 1913 values. Hdov, values sre two or threo or Tour

times thet todry, So if yeu figure it the vey the motor comprales figure
their volurniion, on todey's values, it might not be more thon one pcreent
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GENZRAL McKIFLEY: %Wh=t was golng on there for 15 yearst? If you sre
Tinenecing new ecuipment with equipment trusts rnd figuring all the oryments
in, with the rmortization snd interest pryments geing in as expense, the
vorcentage of errnings thrt you reported rs 2,7 doesn't heve to finsnce
your cquinment, does 1iiT '

HH, YOUNG: In the finsl anelysis new equipment has to be financed
either by the Government or by carnings or by new capital, Uow for 17
vears there has been ne new capital coming into the industry at =11, TFor
the ten years zfter the late var we were able to build up the reilrosds
by virtue of some five billicn dolleres of new caenital which vas ralsed
in the %wenties. 3But, now, for 17 years, under this fostering by the
Commission, we haven't been s£ble to find anybody foolish enough to buy
reilroad securities. You cannot finance a railroad todey. Ycou cennot
finence the crpansion of .thisg termin~l here today except by-.bonded dcbt,
You contt finence it by venture cepitel, onverybody is through vith reil-
rocds, Why should they put money into railro~ds when théey can put it in
buses nd ~irlines that get rete increnses through in two days?

QUESTION: ir, Young, I »m ~ 1littlc bit hazy rbout this c~r shortege.,
At the present time we hove » car shoringe becouse we h-ve a period of
prosperity. But supposing next year we hed a depression, then azpperently
we wouldn't have a car shortage., If war came along, we would immediately
heve = car shortsge again, Whot I would like to kmow is whether car
-shortrges sctually are figured on an over-azll basis over a period of
years of having a minimum or 2 maximam number of cars avallable; and also
vhether during a depression the Government should either purchase direct
or subsidize the building of freight cers so that in any emergency we
wonléd hove them available?

FR. YOUdG: I would say this: One of the most certain ways of ‘
getting o depression iz to dewrive the railreceds of rates so that at the
least sign of declining business railrosd menagements will lay off employees,
which they will hove to do in order to meet their pay rolls, So the surest
vay to get =z depression is to deprive railrozds of rates, The surest way
ef heving reserves of eculpment to meet 2 nationsl emsrgency is to make

he railreads heslthy, =0 that they sr¢ willing to create reservoirs of

cars to mest en emerguncy situstion, .
wven there the AAR is backward, I don't know whether you followed

those per diem proceedings last year in Congress, which created a lot

of publicity, but the csr rental per day which one reilrozd cherged

enother for the use of its cor when it wes off line was ~ dellar ~ day,

Thet wes bock in 1920, “hen we entered Yorld War II, =lthough the cost

of toiciug cpre of that cer hed gone up 2 grent deal, it wes 111 81,10

e, dey., The C&0, having been forehonded ond bullt up its cnr supply, wos

intergsted in getting ~ feir rentsl for its cars, It urgsd thet it would

17




‘stimalate the ordering of cars by these railroads that were short of
cars by these railroscds thet were short of cars if the per diem were

e 1ae& un to the econcmic cost of carrying the cer, which we figured -was
a minimum of $1,60. TFinelly, after = great dsal of pressure from Con-
sress, the Commissiocn raised the rote to §2, waich would'ctimuletc rail-
rozds to build up their cear supoly becszuse that was somewhere near & fair
rental, 3ut the ALR group of rallrosds is out to spike that now, Thel

" facter slone would help stimulate the wurchasing of cars--and the Com-
rission had to be forced by Congress to ¢o that and thie AAR had to be
forced by public opinion., I think the AAR is against it todey,

Tow, I am notb talkiné sbout subsidies, I am =not asking for subsi
fo;'raierst like airplanes, buses, trucks, and vaiterways, ALl I =m
asking is thet they be given e halfway-decent breck, I 2m not even asking
for & whole breck, Give them that and these reilrosds will go out and
bur eguivment. They will! go out and vprotect this country in an emergency,
They will lhsve surplus eguipment, They will maintein their secondary
lines at a higher standazrd then they need for routine businegs, 3Bub
they are not going to do it todey., We are heving today communism by con-
fiscaticn, I thought we vere Tighting communism, but azperently we are

not,

GEMZRAL McKIVLIEY: Mr, Young, ycu didn't disappoint us at all, I
ertainly want to thanl you very much indeed for all.of wus,

(9 Fcom r,/ 1948w450)s
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