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The Reglonal Ra11 Reorganlzatlon Act of 1973
| Walter J. wilisl/

- Ahetract
' The Regional Rail Reorganization Act of 1973 if imple-
fﬁented asvhow plenned will make many changes in approaches to
 rural deuelopment' 'Agricultural\eCOnomists throughout the U.S.
| should be aware of the challenges the approach used presents
fhto sound dec151on maklng, It is suggested the AAEA take the
vleadershlp in organlzlng a nat10na1 task force to develop guldee

'11nes for a natlonal transportatlon pol1cy

1/Pi'ofessor, Agricultural Industries Department, School

of Agriculture, Southern Illinois University, Carbondale,v
1111n01s



- The Regional Rail Reorganization Act of 1973
Walter J. Willsl/

| An important féctor in economio growth and development in
"the United States has beer aocess 1o an efficieht.transporta-
tion.system; oThis tranSp(rtationo;ystem hQS’provided a means
of moving raw materials ard finished prodoctﬁ throughout the
vast areas'of thernited States. Suoh.a transportation 575tem
has encouraged specialization in prodoction with the many ad-
'vantages resﬁlting from stzh spéCiaiization,

This vast transportation system has beén‘plagUed with
economic problems. At various timos it haé been subject to
. many abuses by most sectors of the éoonomy. By the very nature
of the transportation industry manybmilliohs of dollarsvhave
been invested in transportafion facilitieé byvbOthbthevpublic
'and‘the private sectors of-the'economy. .In tho ttuoking industfy,
much of‘the overhead for ioadbeds:has been provided by §Ublio
funds. The same is true for much of the maintenance of the
waterways and for much of‘the iﬁyestment'in airport facilities
and control syotems° On the other hand, the railroads have in-‘
vested similarly large amounts‘of money in developing and main-
taining their roadbeds. However, in their early development
they too were given rather substantial subsidieo by the goﬁ-
ernment. It is'beyond the scope of this paper to enter into
‘the érgument,of the types of subsidies paid to various sectors

of the economy, including transportation.

l-/PrOfessor, Agricultural Industries Department, School of
“ Agriculture, Southern Illinois University, Carbondale, Illinois.



EXcept.fof a few very brief periods during the history of
the United States, the tfansportation industry as a whole has
been faced with many serious financial problems. During the
early development of the United States the waterways and canal
systems certainly underwert a number of traumatic financial
crises. This was followec by toll roads which also had many
of the same types of problems. Thobeafly’hixtorybof railroads
in the United States is filled with references to financial |
difficulties. During World War I there was relatively little
money devotedAto maintenanze of roadBeds and equipment sovthat
follqwing that period,the railroads were not in good physical
or financial condition; | | | |

During the great depression many railroads underwént major
feorganization,and,bankrﬁptcy. A great demand for service was
again met by the rai1roéds during World War iI.

During World War II the railroads received‘very heavy use
and again inadequafe resources were devoted to maintenance ofb
physical facilities and equipment. Following World War II there
was a massive change over from coal to diesel power; there was
introduction of large amounts of specialized equipment. Many
railroads were unable to make the physical and financial adjust-
ments in resource use and in nécessary management changes to
meet‘the needs of a modern industrial economy.

To meet many of the changes that have occurred in the trans-
portation industry during the past quarter of a century a host
of short range piecemeal changes were attémpted. ‘During this

past quarter of a century most of the proposals to improve the



‘transportatlon system have been essentlally that of treatlng
d”gsymptoms rather than dlagnos1ng the causes of the d1ff1cu1ty
V:and attemptlng to do somethlng about 1t.vvt | |
” Durlng the 1950's and 1960'5 there was a move to merge

'many of the rallroads fee11ng that the problems w1th Wthh they

. were faced could be cured by mergers Butmmergers dldanF get,- e

“'; Qpat the heart of the problem

Class1c example of thlS is the merger of the Pennsylvanta
1Aand New York Central Ra11road systems w1th the subsequent f1nan-
“}c1a1 pllght that they are 1n. | | | |
| 7 Durlng thls same perlod there was the development of a
':ph1losophy of the use of ra11road resources to form holdlng
company conglomerates so. that even though the rallroads were
fdesperately cry1ng for add1t10na1 capltal the 11m1ted amount
iof cap1ta1 they had avallable Was be1ng converted to other sec-
tors of the 1ndustr1a1 economy One could even make an argu-
‘ment that those people respon51b1e for d1rect1ng the transpor-
‘tatlon system of the Un1ted States both 1n the pr1vate sectorof
| the economy and the government d1d not recogn1ze that transpor-'
2‘tat1on needs of the future was part of the1r respon51b111ty
After much de11berat10n the Congress passed the Reg10na1 ,
‘Rall Reorganlzatlon Act of 1973 PLQS 236. ‘This act was - s1gned
1nto,1aw on Januarypz 1974 The act 1s‘pr1mar11y concerned

with thegrailroad transportat10n'system'in“the'Northeasternv

: ,'United7States ThlS area has the greatest concentratlon of

'_bra11roads that are now 1n ser1ous f1nanC1a1 d1ff1cu1ty of any

area in the Un1ted States The act prov1des for tne develop-



,tment of an. econemlcally V1ab1e ra11road‘system capable of pro-
'y_v1d1ng adequate and eff1c1ent ra11 servrce to the reglon.i

| The Secretary of the U. S Department of Transportatlon
Wwas dlrected to prepare a "Comprehen51ve report conta1n1ng h1sf"
'conc1u51ons and recommendatlons W1th respect to the geographlc -
”zones in the mldwest and northeast reglons w1th1n and between' o
;whlch ra11 serv1ce should be provrded." Thls'report was trans~.3b

_m1tted on February 1, 1974 It 1s a report of approx1mate1y

':'-1100 pages. The report pTOV1ded for abandonment of approx1—

mately 26 percent of the ra11 11nes 1n the effected states,_ 1,
| wh1ch are those states north of the Ohlo and east of the Mlss—
1551pp1 excludlng Wlscon51n but addlng V1rg1n1a West Vrrglnla,,
";and the DlStrlct of Columbla.» In addltlon, 1t waS-proJected
‘:'that rall serv1ce other than that connectlng the metropolltan~‘>

areas in some of the other falrly large c1t1es would not be pro-

":v1ded ThlS had the effect of e11m1nat1ng ra11 transportatlon

Jto and from roughly some. 80 to 90 percent of the rural areas
enow hav1ng some type of ra11 transportatlon serv1ce. l |
s FOllOWlng the release of thlS report on February 1 durfng
the month of March a number of hearlngs were held at Wthh time

'varlous people had an opportunlty to make formal presentatlons

o 1nd1cat1ng thelr reactlcn to the report

| Subsequently the Interstate Commerce Comm1551on rsued a
"_lengthly document def1n1ng three terms that become of maJor
‘1mportance in taklng care of an add1t10na1 prov151on in the act.
'Thls prOV151on was that under certain cond1t10ns there would

be certaln sub51dy monles avallable up to 70 percent from the



' federal government W1th the add1t10na1 30 percent being prov1ded
- by the states to keep certaln essent1al lines in operatlon that
‘otherw1se would be closed The terms needing deflnltlon.were.,_

() revenue attributable,}(Z) avoidable cost,vand'(S) reasonablef

s rates of.return’on'investmentt Agaln 1nterested people were

"'1”g1ven a relatlvely short perlod of tlme, unt11 May 3, to react

to ‘the proposal. The final definition of these three terms

o was iSsued by'the Interstate Commerce Commlssron on July_l, 1974.

The next major activity thatbmuSt be completed by not later

”'f than October 29 1974 is for the Federal Rallroad Admlnlstratlon

fto develop a comprehen51ve rail plan for the affected area.

'The_affected states will then react to thls plan developed ;n.
}‘Washington to'ehOW how the railroad system Will be»organized‘tor_t
d'provide’the essentiaiﬂefficient transportation system needed o
'dfor economic growth . The”plan‘visualizes thatISOme'raiiroadS‘

'adw111 be prlvately owned, some w111 be pub11ca11y owned and pro-b'

id;.bably some w;ll,bersubSIdlzed The states are also expected

"Tptoldevelop'a raiiroad’plan‘£0r intra statevtrafflc.
v"%On’Mayr1,71974,’the director Of:thedRaii'ServicesfPlanning:

16ffi¢e‘issued a thirty-six pagevreport in which he pointed out

vdthat the report by ‘the Secretary of the Department of Transpor-

j:tatlon 1ssued on February 1 was unacceptable

- In two court cases in June & July 1974 varlous prov151ons

. Qf”the_act have been declared unconst;tutlonal by lower courts.

HoWever; higher courts have not had time to act on appeals.



There are many federai*agencies involvediin“thisfrailroad
' reorganlzatlon exerc1se
' The U S. Department of Transportation
The,Ra11 Service Planning Office (ICC)
The‘Interstate Commerce Commission (regulatory)
The Federai'Railroad Agency (USDT)
"In additlon, there are varlous state departments of trans-
vportation or other designated agenc1es, state regulatory author-
ities, reglonal planning groups, shippers groups and others W1th
maior conflicting vested interests in the}development of a sound
transportation sYsten | |
Because of the 1mpact of the actions that may follow there
is much emotion 1nvolved There is 1nadequate available data
to analyze the situation. xThe.Act and Washington agencies want
‘this plan pushed through to completlon in a m1n1mum of time. |
The various Washington agenc1es give many ev1dences of each
being more concerned with their relative bureaucratic position
_1n the flnal'system than in the eff1c1ency of the U.S. trans-
portation system,‘
‘There_are a number of reasons for agricultural economist
to watch the developments on this particularppiece of legislation:
1. ‘Many‘of the assumptions in thevuse and the study came
ffrom "Development and Evaluation of an EconOmic Abstrac-
tion of Light Density Rail Lines Operation." This ‘
study was prepared by the Federal Railroad Administra-
tionbin June,.1973. Although the report spends consid-

‘erable time pointing out the weaknesses of the data



and showing the viriations between observatiens to be -
quite high, by the.time thisvdata was used in the study
there was no longar any particularlreference to the fact
that the original data were. quite weak. Admittedly‘this
may have been the best data available.at the time they .
‘made the study, but just Eecause it Wasbthe data avail-
able thie does net insure that it is neeessafily valid.
At least a person could hope that goVernmental agencies
when they find these types of data discrepancies would

start doing something about them.

The U S Department of Commerce issued a report in August,
'1966 entitled "Cost Base Freight Rates—-De51rab111ty and
Feasibility." Thisvstudy pointed out many of the pre- -
vailing discrepancies in availabletinformation to ade-
quately analyze rail cost»uroblems.' Apparently no steps

have been taken to correct the data problems.

Febfuary, 1973 John R. Snitzler Associates, prepared a
report‘for the Transportation Warehouse Division, Agri-
cultural'MarketingvService,1U S. Department of Agri-
culture, entitled "Railroad Transportatlon Costs Sur-
vey'" in which they again pointed out the 1nadequaC1es
of existing sources of data to analyze the problem
facing anyone trying to more precisely anaiyze the
natureiof the total transportation problem. After
eeven or eight years of suggestions concerning infor-

mation inadequacies, professional agricultural economists



'should be concernzd with how 1mprovement can be brought

about in the adequacy of ‘the data, if ana1y51s of in-
adequate data is g01ng to be used as a ba51s for deter-

m1n1ng the extent to which transportat1on w111 be avail-

lable to rural Amerlca.

There is need to 1o much additional work‘on»evaluatihgiv‘

, v o | . _ o
alternatives and their consequences in rural develop-

me1t with differeit levels of rail transportation avail-

ability. These alternatives are corcerned not oﬁly

wizh transportati)n costs but also with the capital needs

and capital diélocations brought abOUt<by obsolensence
of faciiities with’changes in transportation Services.
Certainly there‘wilibbe_many VeryAsubstantial'changeS
in rurallcommunities-after rail service is terminated

in many of these areas. Most of the'rural development

work has in the plstvmade certain apparent assumptions

that transportation availability can be taken as giveu.

By the assumptions in this-U.S;'Department of Transpor-

tation study and by many statementS‘a person can pick

- up in the trade 11terature, 1t is apparent that rail-
roads would prefer to haul traln loads of product from

origin to_destlnatlon. Not every shlpper is able to

load train load lots and not every receiver is in a

position to receive train loads of product. At the

same”time'the Federal governﬁent is allegedly concerned

with maintaining markets that are if not oompetitive at



least ogilopolistic this proposal would encouregebthe'
development of mere monopolistic type firms and pracf
tices. While ‘it is recogniiethhat there-are some, |
economies ayailable in many types of bu51ness through |
vlncreased operat:onal efficiency w1th increased Volume,v‘:
it is also recognrzed that this couldphave some inter- |
vesting'implieations_so fer as pricing_efficiency is

» conoerned Some good arguments may also be made that
-many . flrms may well be 1arger than necessary for maxi-
mum}operat1onal efflclency ' There'may be‘d1seconom1es '
of'sizev Agr1cu1tura1 economlsts need to analyze the“
‘pricing eff1c1ency 1mp11cat10ns of transportatlon

.changes.

There 1s an exten51ve body of 11terature avallable on
'pr1ce theory that is generally recogn1zed by reputable
economists. This theory prOV1des some excellent tools
to conceptuallze problems and to develop solutlons to
these problems. ThevInterstatevCommerce Comml551on

and the:transportation industry have developed their
~own terminology ‘This results in their making meny
unsound dec151ons because of the type information they
collect and use. Before ‘sound solutlons to the trans-
portation problem can be~developed, it W111‘be necessary
for thejregulatory agencies and the regulated industries
to re-evaluate their definition’of terms and to start |
‘using the tools that can'help provide answers.‘»To the

agricultural economist it is an opportunity to make a
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contrlbutlon in 1h1$ area if there is some way that he

can galn access to the people who are respon51b1e for |
collectlng andvalalyzlng the data. So far transportationi
economlsts have generally been heavily 1nf1uenced by

the 1ndustry witl Wthh they were worklng

Werk on this'parjicular tfanspertation'TeOrganization»

 problem has been particularly revealing as an exercise

in politica1>ec6nbmy. This exercise suggests that

agricultural economists need to be continually aware of

‘the need to broaden their horizons so that'they can -

effectively participate in such an arena.

So far in working'on this problem, much of the infor-

mation has beenbpreparedpby the various Washington

~ based federal agencies. They then distribute the mat-

. erials fof formal statements and reactionsl.hFrequently'

a Very short leadvtime-is provided SinCe these var-

ious reports have a maJor bearlng on the dlrectlon of

itransportatlon policy in. the U.S. for the generatlons

to come 1t would seem more approprlate if these agenC1es

‘gave peOple an-opportunlty to discuss with them the imp-

lications of their statements so that there could be a

broader based approach. Essentially the Washington

agenties'are_asking for reactions‘on'rather narrow topics.
ﬁithout'ever givihg'an'adequate,oppertunity to discuss
the problem. The approach they use can well prohibit

an opportunlty to ever present 1nformat10n on the real

problems<at hand._;
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~If the approach for:the railroads in the northeastern
United States-is.euccessful,_theh One:could expect that
similar approachos-will be prOpesed'for the railreads
inveeeh of the other majox areae of . the U.S. By work-
ing onlyfenlone cection of the country at a time, the
remainder of the country uah'sit:backband‘feeiISecufe;t
Such a d1V151ve ¢pproach may be sound from the stand-
p01nt of belng atle to force sometthg through the
bureaucratic governmental maze but Lt is hardly the
type of epproach that’will be responsible for»devel—
; oping a sound cocrdinated ttaneportation pplicy:for.

the country.

Ih 1940 the U.S. came out With:a,natienalltrauepor-=
l-tation pelicy. There*have been manf changes in this
‘country since then. It is suggested the development
vof a transportatlon pollcy by default is hardly a pro-‘
"cedure‘that leads to:sound dec151on.mak1ng,’ This part-
icular pIOpOSei provides us with nofmore of'an approach'
to a coordlnated transportatlon pollcy for the future

" than we had 1n the 1950'5 or the 1960 s.

'Since agriculture has such a heaVy stake in whetutran—
spires in transbortetioﬁ,»it is suggeeted the'American
Agrlcultural Economics A55061at10n take the leadershlp

:1n organlzlng a nat10na1 task force to develop guldellnes
for a national transportatlon pollcy_for thevUnlted States.

SuCh.a‘policy.includes much more thau‘rail trénéportation;
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