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I have selected this subject because of my 
interest in the railroad industry and my desire to 
analyze a few of the problems facing the industry 
today, and the prospects for solving these problems.
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INTRODUCTION

The year 1965 was a year of progress for the 
railroad industry in many important respects. The 
advances made by the industry were associated with 
a high-level economy that set new records in produc
tion and incomes. It marked a continuation' 'of an 
upward trend over the past four years in which the 
railroad industry has shared in the continuing growth 
of the nationfs economy, and it would almost seem that 
the time of crisis faced by the industry from the 
middle 1950?s through 1961 has passed.

However, there is still a very real fear that 
the recent successes and the present improved out
look may bring back once again the complacence which 
the industry has been fighti..^ -o hard to shed.
Despite the recent upward trend, some very great and 
serious problems remain in the railroad industry. 
Railroad profits remain low, compared with other 
industries. In fact,, the entire U. S. railroad 
industry earns less in a year than either General 
Motors or AT&T.
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It Is the purpose of S.vls paper to discover 
what some of the railroad industry's problems are, 
how they developed, and the prospects for solving
O  * *  •
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PLAN? AAD EQUIPMENT

The railroad plant consists of the roadbed ana 
rails over which the rolling stock is moved,- terminals 
such as freight yards and depots for both passenger 
and freight traffic, the locomotives, passenger, mail, 
and express cars, cars of various kinds for hauling 
the wide variety of freight presented for shipment, 
as wel_ as roundhouses and other facilities for ser
vicing and operating the trains.

The estimated net investment in railroads in 
the United States in 1965 was approximately $35*0 
billion, covering a mileage of about 212.000 miles 
of line. The operating revenues for 1965 were $10.1 
billion, an increase of three percent over 1964, 
and the highest since 19575s total of $10.5 billion.“ 

For the one hundred years from the middle of 
the nineteenth century to the middle of the twentieth,

•yx3urton N. Selling, A Review of Railroad Opera
tions in 1965 (Washington: Association of American 
Railroads, i960), p. 9.
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•do re~lroads were by almost any standard the most 
important ags..cy of inland transport in this country, 
and down to 1920 practically the exclusive means of 
land transport for intercity purposes. Railroad
transportation is provided primarily by private com
panies operating on an intercity basis, utilising 
their own road, terminal, and equipment facilities. 
There are also some terminal and switching companies 
as well as' industrial railways which serve the manu
facturing plants which own them.

There are several ways to trace the trend of the 
development of railroad plant and equipment over the 
years. One way might be to examine the number of 
operating railroad companies in the United States and 
railroad mileage in the United States. In 1900, there 
ware 1,224 railroad operating companies in the United 
States operating over 253,000 miles of trade. By 
1964 the number of operating companies, including 
line-haul railroads and switching and terminal com
panies had decreased to 772, and railroad mileage 
had increased to over 330,000 miles.'“

2Ibid, p. 14.
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Neither the number of operating rail-road com
panies nor railroad mileage in the United States are 
good indicators of trends in railroad grouch or in 
their capability. Nearly every railroad system exist- 

. ing today is a combination of pre-existing segments. 
The consolidation process is nearly as old as the 
industry itself. At the present time, there is much 
activity going-on with respect to railroad merg rs 
and consolidations. Also, the basic railroad'net
work was established in substantially its present 
form by the early part of this century. However, 
the capacity of this plant for transportation ser
vice has continued to increase in important respects, 
more than miles of line is involved. Technological 
changes, including improved communications, signal
ling and yard facilities, stronger rail and track 
structures, and greater length and speed of trains 
have increased the effective or practical capacity 
of railroad facilities.

A significant technological change in railroad 
plant has been the use of heavier weight of rail in 
main tracks. I- 1920, 33,902 miles of main track 
were laid with 100-lb. or heavier rail, and the
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average woight per yard of rail in main tracks was 
02.2 pounds. This had increased to 136,505 miles of 
main track in 195'-'? with the average weight increas
ing to 102.0 pounds. By 1963, the number of nin_.es 

• of main track laid with 100-lb. or heavier rail had 
reached 147,132 miles, with an average weight per 
yard of rail of 106.6 pounds.^ The use of heavier 
rail permits heavier and faster trains to operate, 
and thus improves railroad service.

Another technological change in the railroad 
industry’s plant and equipment has been the growth 
of mechanical signalling devices, which has affected 
both the efficiency and the safety of railroad opera
tions. In 1910, approximately 51,500 miles of road
were protected by non-automatic block sign,_s. By
1956, approximately 26,000 miles cf road were pro
tected by ..on-automatic block signals; 61,600 miles 
protected by automatic block signals; and 26,000 by 
centralized traffic control. Thw installation of

3Interstate Commerce Commission, Sev-ntv-Seve^th 
Annual Report on Transport S,v • tistics in the Unitea States for the Year Ended December 31 196~3 (l;’ashing-
ton: Bureau of Transport Economics and Statistics, 
1964}, Part I, p. 9*



central! cd traffic control has done much to increase 
the capacity of railroad facilities. For example, 
the capacity of a single-line track can be increased 
by 75 bo oO percent with the installation of a cen
tralised traffic control system.“-'

One cannot trace the development of the rail
road industry without tracing the growth of railroad 
motive power. • The recent revolution in railroad 
motive power has greatly changed railroad operations 
in many respects. During the post-war period, almost 
all the nation’s steam locomotives have been replaced 
by the more.economical diesel locomotive. The num
ber of steam locomotives reached an all-time high in 
1915s when there were over 63,000 owned or leased by
the railroads. Steam locomotives have been all but
replaced by diesel locomotives, and in 1965, approxi
mately 23,000 diesel locomotives were included in 
the railroad industry’s inventory of equipment.

Although there has been a decline in the num
ber of locomotives, this does not mean that there

p. 29.^Behling, loc. cit..
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».as been a decline in the railroad's capacity to 
haul itw traffic. Increased horsepower ana tractive 
effort have proved the diesel locomotive's superi
ority over the steam locomotive. The tractive effort 
represents the maximum force that may be verted at 
■she rims of driving wheels at starting. The tractive 
"effort has increased from 23,666 pounds in 1905 to
over 61,530 pounds in 1960.̂ This increase has
allowed the railroads to decrease ins locomotives, 
but still haul longer and- heavier trains. Also, 
the use of diesel power for long hours of, uninter
rupted service is an improvement over the limited
use of steam locomotives for shorter periods of time.

If one were to trace the development of the 
equipment trend of the railroad industry through 
numbers alone, he would arrive at the conclusion
that the industry is declining. An examination of 
inventory of equipment would show th_t in 1955 a».

5Interstate Commerce commission, Seventy-Fcurth 
mual Renort on Transport Statistics iu the^United 
wyir.es for the ho- '/• Ended Deco.-" ber 31, 196~0~~(bTashing 

ton: Bureau of Transport Economics and Statistics, 
1961), Part I, p. 5.
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estimated 2, COO, OOO freight cm.rs we re owned by the 
industry, and at the end of 1965, the *r.ventory of 
freight cars had reclined to an estimated 1,600,000. 
However, the carrying capacity of freight cars and 
the pulling power of locomotives has increased each 
year, so that the average freight car placed in 
service in 1965 had a carrying capacity of seventy- 
eight tons, compared to the fifty-four con average 
of cars retired during 1965.°

A major factor in evaluating total fleet capa
bility is the private freight cars owned -by individ
ual industries. During 1955-1965, private freight 
cars increased by 10,000, and helped, along with 
increased car capacity to meet one shifting needs 
of the nation's shippers. A 30,000-car decline 
occurred in the n...:.b -r of private refrigerator cars 
curing this period, but there were incre- _s of
10.000 tank cars, 10,000 covered hopper cars, and
20.000 flat cars. Of the approximately 60,000

6”A Review of 1965,” Railway Aye Weekly, January 
24, 1966, p. 54*
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ui'os of- new equipment installed :..i 1565 j near~y 
on^-fourth cf the installations were private cars.

In tracing the development of railroad plant and 
equipment, one can see that the industry has pro- 

• grossed in definite areas. Nearly all the steam 
locomotives have been replaced by the more economi
cal- diesel locomotive. There have been vast improve
ments in roiling stock, which has progressively in
creased in'capacity and suitability for specific 
needs. This includes the three tier, rack-type car 
for transporting autos, the mechanically refrige
rated car, cars equipped with various shock-absorbing 
and protection devices, and the successful use of 
trailer on flat car service, or the s -called piggy
back service.

Such are the elements in the railroads* efforts 
to modernise the industry and bring it back to a 
real competitive basis with othee ...odes of transpor
tation. Improved plant and equipment are two ways 
cf attracting shipper, but this is not enough. 
Efficiency of service is ...Iso important, for if an 
industry is to pride itself on ~.eing a low cost



.9

carrier, it must o f f e r  an e f f i c i e n t  s e r v ie ^  t c  its
^  U U  ■»



CHAPTER II 

EFFICIENCY FACTORS

Over the years there have been continuous 
. improvements in the efficiency of railroad opera
tions. Tables I thru’ 3 reflect some of those 
efficiencies that can be traced statistically.
Table 1, "Performance Averages, Class I Rail
roads in the United States,” reflects a growth 
through the.years of greater speeds, heavier loads 

-..per car, longer trains, and greater availability 
and service output of locomotives.

An important conclusion about the efficiency 
of the railroad is brought out quite clearly in 
Table 1. The performance averages rise especially 
in years of large traffic volume. There was a 
sharp increase in net ton-miles per car day in 1941- 
194$ and in 19$6. There was a 6% increase in 1956 
over 1955? and a 67% increase m  1941-1945 over 
the previous five year average. With lower utiliza-

7Interstate Commerce Commission, Transport 
eio?, April, I960, p. _.



TABLE 1
Performance Averagef.

Class I Railroads 1: i the United 0 ates

Per Per Per Per'
Train
Miles

Locomotiv 
Locomot

Milos Pc •; ■ T- v

Year
Train 
m i '

j.i\ .X5.1
Hour _

Loaded 
Car-T O 1 e

Cr
P I,

Per Train Freight Par ng
Avg. 1921-25 702 7,959 27.3 506 11.4 79-9 143.1
Avg. 1926-30 766 10,021 27.0 553 12.6 67.6 156.0
Avg. 1931-35 7 06 10,994 25*6 4.10 15.5 92.0 165. Ó
Avg. 1936-40 612 12,949 26.9 604 16.4 103.6 160.9
Avg. 1941-45 1,072 16,701 31.9 1,012 15.6 121 .1 214.6
Avg, 1946-50 1,153 16,609 32,0 971 16.3 117.3 223.5
Avg. 1951-55 1,313 23,293 32,3 965 16.0 132.3 263.6

1956 1,422 26,149 33.0 1,023 16 < 6 150.2 326.5
1957 1,439 26,833 33.4 975 16.6 145.9 339.2
1956 1,430 27,146 23.O 662 19.2 142.0 335.6
1959 1,443 27,671 33.3 950 19.5 145.1 327.3
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•¿ion some of the performance averages receded in
-  O 'w ' ; S S li- 0II yOc;i* ¿uth cuRucn as 195Sf f - ~95^s net ton-miles 
ter car-day decreased 10$ c....pared to 1957- This
indicates cnite clearly that railroad efficiency and: 
economy depend on high vo_ume.

Table 2,° "Estimated Savings in Fuel and Repair 
Costs; Diesel vs. Steam Locomotives,v shows the 
economies of diesel power. The year 1957 was chosen, 
as thi_ was the year when a lar_e number of diesel 
locomotives were built to replace steam locomotives. 
Savings in fuel and repair costs are shown in Table
2, which indicates a save•ngs of
as a result of the shift from s'
motives.

Table 2 depicts the saving;
costs only as the .suit of the
diesel locomotives , There have sen substantial 
savings in other areas as well. Greater loans, 
longer trains, greater flexibility of operations,

^Interstate Commerce Commission, Operating 
'Statistics of Large RailroadsVarious Statements, 
1957.
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TABLE 2
Estimated Savings in Fuel and I: 

Diesel V3 * Sts. iceor. t
V»  ̂*v 0iX '1 ' -- 3

o_ c*.w -l x”uci——x*03.cls .¿.¿1 u»no \J*ìx 0e.̂  0 uites - Year 1957
I Cl; '. Amount

— » Fuel :
r\,X d'Steam locomotive fuel consumed 

■ during year :
> *> Coal (tons)' $ 4,772,703
5V • Fuel ci_ (barrels) 622,446
5. Estimated additional steam loco

motive fuel required to hau le 
;work performed by diesel, loco
motives :

-
/*O w Coal (tons) 66,926,263
7, Fuel oil (barrels) 67,009,404
8 * Unit cost of fuel:
9. Coal per ton $6.29

1* o • Fuel oil per barrel $2.91
XX * Coso of additional steam loco

motive fuel required, to handle 
work performed by diesel loco- 
motives :

12. Goa-. 0̂ x 9) 559,300,000
13. Fuel wil (7 x 10) 253,200,000
14. 10 CclX 812,500,000
15. Cost of diesel fuel actually

CC«iO wUUCd jOj .j pUv> j UOU
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\j

; r •A* *î o Jr—. w/ V —  O  V-- V _

Die
S3 Vu. - O ' - in b u d  and Jlepr-.r 

Stc.nn Lo ccvative 3
j  o  j

pia r . I Railroads in v* V* ^
o _____ _ c ; v _ States - Year 1957

Item ¿mount
1ft# Apparent saving attributable to 

^~.3sels $429,000,000
17. Repair Expense:
IS. Cost of steam locomot • m pairs 36,373,271
19*. Es- imated additional cost of t earn

locv .onive repairs if work handled 
by diesels had been handled by 
steam locomotives ' 901,100,000

aiw * Acuua_ cost 06i diesel locomotive
repairs 453, s-OC 000

Apparent
dieseli

saving âocrlou o<̂ ol̂  </o
11,7,700, COO

22. Total estimated
repair costs only

saving, fuel and
876,700,000
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./..o s— ninaG—Oil Cj. wator suppxy — acn-.2.ties j j_ess 
-train on _nil and track structure, and greaser 
-afety of locomotive operation _re only a _ew cl 
tie savings accrued -o the industry as a sh_.it to 
diesel, power from steam power.

Table 3»^ "Labor and Fuel Utilization,” con- 
'pares the railroad industry and one motor carrier 
industry in the areas of labor and fuel. The rail
road industry has always prided itself in being the 
most efficient carrier of g^oas between two points. 
Table 3 depicts the fact that the railroad industry 
i- able to .generate more ton-miles per freight-ser
vice employee and more ton-miles per gallon of fuel 
than the motor carrier industry. *. great amount of 
the efficiency of the railroads must be credited 
to the facts that diesel units require less fuc_ 
proportionately to move fr ght greater distances, 
and the automation of the rail industry that has 
taken place over the pasc five years.

9Interstate Commerce Commission, Seventy-Soventh 
nraal P.roort cm Transport Statistics in ohe U:~~ yon 

States for the Year Eg d December 11, 1963, Para'l' - 
Railroads and Part Ylx - Motor Carriers.
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’ABIE 3
_3.

Class I Raiiroai
U  U  .-1  — <-> J . - '  -

■ - 19*3

■  * ^  vvi ■ ■  , C*

2. Average number of employ
3*. Deduct: Maintenance of. Way 

Employees
4. Employees excluding maintenance

of way
5. Fr night“Service employes

v80.3/a■ of Line 4) 1/
~  i  -  ■■ - . V  A.6. Fuel and power

service)
7- Gallons of fuc.

putsa on bas
equivalent at 9-4 cents a 
gallon}

8. Ton-miles per freight-service 
employee

9- Ton-miles per gallon of fuel

o_o, CGO,OoO, Oeo 
734,010

1CS.&U

740,817

'$364,336,601

3,875,921,000

830,161

Class I Motor Common Carriers of General Freight 
___________________ Year 1963____________________

1. Ton-miles in highway service
2. Average number of employees
o . r uej .o ior revenue ec moment

347,900,000,000

846,000

824,452,072
4. Gallons of fuel consumed in highwayservice 2/ 5,319,045,000
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TABLE 3 \continu A)
¿>1<J O {J ± CommonVe general 'SI '

1-963

c • Ton-1 Tile: n< cn’o_oyee 411,229
per gallon of fuel o5

follows :
Freight service operating 
expenses lexcl. maintenance
02 wayj

;enge3Pas: 
expenses 
of way)

service operating ( excl. maint e ■ oanc e

Tote

Millions

$5,033

1,233 
$6,266 
60.3%

Zj Computed on basis of 5 vehicle-miles per
gallon and vehicle-mile fu_ case o f 3.1
cents equals cost per gallon of _5.5 cents. 
Too . fuel coot of 624,452,072 vline 3) 
at 15-5 cents a gallon equals gallons.



28

as a wno_o nas oo oe givenThe railroad i .dustry 
credit for taking many steps to increase its efficiency 
of service. LV. a span of ta nty years from -946-1965, 
the industry has spent approxinately 322,000,000,000 
in improvements inch as new communications systems, 
push-button classification yards, mechanized railway 
maintenance equipment, the construction of 20,000 new 
diesel locomotives and 2,000,000 new freight cars, 
and over 30,000 added mile- of centralized traffic
control. -.0

All of ;hese improvements have been undertaken 
in an effoi- to maintain or increase the industry’s 
share of traffic, both freight and passenger. While 
the industry has been able t- increase ins r-venue 
ton-miles, for freight, the revenue passenger miles 
hav_ decreased soeadily over the last fourteen years.

-^Behling, foc» eft., p. 30.
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CHAPTER III 

RAILROAD TRAFFIC

The railroad industry, for many years was 
oractj-cally one 0xe.Lus2.v0 means ox land transport 
■for intercity purposes. In 1920, the total volume 
of intercity freight traffic, excluding coastwise 
and inter-coastal shipping, was 500 billion ton- 
miles. The railroads hauled ¿4 percent of this, 
or' about 420 billion ton-miles; inland waterways,
15 percent, or 75 billion; and motor vehicles, less 
than 1 percent. In the same year, the total volume 
of intercity passenger traffic was approximately 
65 billion passenger-miles. It was estimated that 
09 percent of this was by public carrier, the rail
roads providing about 57 bili_^~ passenger-miles, or 
op percent of the total. Intercity automobile and 
air transport was virtually nonexistent .J"L

— •National Academy of be 
cion, A Collection of Papers 
ortation Research Conference 
ational Academy of Sciences,

fences, u S . Trans-orta- 
Prepared for the Trans- 
’Washin - t on, D.C.: 
1961), p. 21S.
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Irrora about u913 until ■ irose;-. ne rax
roads3 position as the exclus- \ r ; nieans of la tiU trans
p Q1* sj licit«» civt e/GjTILC jTcL oGCi j ana a t ' ‘.d 0 vili 0» O» -1» the
railroaas transport only about 45 011 G of L/aJ.0

—il̂  0 _ * o x t y ^on-mixes ox r  -• —v -vX - ---^ and 0 O —

the intercity passenger miles. The total volume 
of rail freight increased from 420 billion ton-

1965, but 0-13 p 0 C 0 H’G 3 ̂ 0
CcLi*-?~01TS decreased from

rVc~h to 4Ŝ *' on wiie ^r nand, -..ne passenger ora; —
fic showed a drastic percentage decrease ..as well as
an acsoluto aecrccise. Passenger t-*;.__c decreased
from 57 billion passenger-miles to 1? billion and
from 85 percent to 3 percent of the Weal intercity

1 opassenger movement.—
V5r’Vl •*& WVii.—Ull the railroads J-0 u>'G
”7*t> O "i «uà -Lx! 11X0 area of sv., »->. «-%8- alOX w

distance hauling. Other modes of transport proved 
to be more efficient and economical, thus taking 
over much of the rail-roads® short distance hauling.

12pailro-d Industry Revi a; - 196*1 (New York: 
Hmyden, Stone 8 Co., Inc., 19©5), p. 4.5 2
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The railroads have manager re maintain their primacy 
as the haulers of long-distance froiglu traffic with 
an average haul per ten in 19-5 of 4of miles as 
against 25? miles per ton for Class I common carriers 
by motor ana 142 miles per ton for contract motor

In 19o3> the United States Government Bureau
os Ciie C i.sus conducted a oo*—.iocl——y i.ra—opoxm ac—on

Survey to measure the volume and characteristics of 
shipments to markets (or other de---nations) outside 
of the local area of the p!hu.t, during 1963, by 
essentially all manufacturers. The following table 
shows the mode of shipment us-d predominantly by the 
uwenty-four shipper groups, taking into consideration 
weight only.

Gf 24 -elected industry classes, the railroad 
industry led all other modes of transportation in 
seven classes. These included the canned and frozen 
food', paper and allied products, basic chemicals, 
lumber and wood products, primary iron and steel 3

3 Ibid



TABLE 4J '•

T- i of _Cpiy 'or 
Mot^r Private

Mode of Ship '■ Used by Shipper Groups -in 1963Census of Transportation

S ectc,d.Jnrv ]ty Class. Carrij ' Tirol r Rail Other To; ■*
1. Meat & Dairy Produce's 30.1 41.8 71.9 ; 27.6 .5 100.0
2. Canned and Frozen Fo Isand Other Food Products, 

incept Meat & Da.-1': „ 
Products 22.6 17.1 39.7 59.2 1.1 100.0

3. Cand. ; Beverages and 
Tobacco Product 32.5 46 J 76.6 19.4 2.0 100.0

4. Textile, Mill and J 
Prod cts 65.3 19.0 6 V. 3 13.5 2.2 100.0

5« Apparel and Related Products 62.0 11.2 73.2 9.3 17 5 100.0
6. Paper ¿aid Allied Products 33.1 13.9 47.0 49 9 3.1 100.0
7« Basic Chemicals, Plastics, 

Materials, Synthetic 
Rubber and Fibers 23.4 9.5 32.9 54.2 12.9 100.0

8. Drugs, Paints, and Other 
Chemical Products 3 4 »4 20.7 55.1 41.7 3.2 100.0 ww



TABLE 1:
(contenue ')

Type of Car;, 'lcr

Mode of S.’ "y ' Used by Shipper Group;-, in I963
Census of Transportation

Selootrd JnduF'’''- G .Lao s
Motor 
Ce ’

Privâte
T i-v' P

Total 
T- o-P R?pl 0 v-p riy>i ’

Pétrole & Coal Produc to 9.3 7.5 17.0 7.3 7 3 . 5 3.00.0
Rubber & Plastics Products 63» 4 6.7 72.1 25.4 2 . 9 3.00.0
Lurabor &
Exe- pt

Wood Products,
Furniturc 14 e/;. 29.7 44 . 1 5' 0 .1 9 100.0

Furr ' are, 3 ' ' iu\ , & 
Mioc. Manu.ucturcd
Products 1. .0.6 32.3 73.3, 26.9 » 100.0

Store, Clay, and Glas 
Products 30.4 29.ô 60.2 35.2 4.6 3 00. u

Pi. ..ary II . 1 & Steel PiOdi 36.4 4.1 40.5 52.G 6.3 100.0
Prima: y Ronferr ns a d 
Me.tal Froduct; 33.9 11,0 ■ /. 4*9 51.4 ; 3.7 100.0

Fabricated Métal Produ s 
Except Métal Cans 42. Ô 31.7 74.5 22.3 3.0 100.0



TABLE /,
( coni; 5 )

Mode of Shi}' ont Ur. i by Sl ipper Groups in 1963
Census 0f Transpoi 0 .ion

f / '■ ■ ' 'I J\ V ' C'* ' ''
- r‘ P.c o'" Cai' j, Priya c 

Carrier True’-
/f
lotai-
Truck R| i] Other .te"

1 7 . Metal Cons and I" so. 
Fabricated Meta]. 
Product:' 55 «4 ]5.0 70.4 27.1 2.5 100.0

18. Indr trie1 Mach«, Except 
Electrical 65 cO a «2 73.2 21.0 5.6 100.0

19. Mac him y, Ere >t Elec
trical & Industrial 50 .6 q 7 60 «3 37.0 2.7 100.0

20. C ore rani ca.t ion P:<' 0 duet 
and Parts 56.0 8.8 64.8 22 . /; 12.6 100.0

21. Electrical Products and 
Supplier 49.5 13 «/; 62« 9 37 cl 100.0

22« Motor Vehicles and 
Equipment 42 «2. 5.7 47.9 51.2 . 0 • 7 100.0

23« Transportation Equip« 
Except I'.: tor Vehicles 38.B 21.7 60 c 5 39.5 100.0

VO



T A B LE  h ■
(coatin d j

Mode of Shipment Used by Shipp Groupe in 1963
Ceiioue of Tra  ̂ . cog. !

Selected Jndr Class
Type of C?r]

M Pri\ ate x: Ccil
Carrier- T'* -K-.) True’' Other 1 ' '

Jnstruments, 1hotograp'
I; v'} ' j YAP r a . ■
Ciock; 69.6 6./; 76.2 13 «3 6.5 100.0

14u.S. Bug ecu of th Cenrus, 1963 Censv.-- of rYrar. ' ,ti< , Reports 1-24.

V
Vi
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•‘-V -v ,*“»  d  i'" ■' •■*: '* * **«*\ *r  o  *■-. v>  r ^ í i . “-“  ••- -• • "  -*•- •>+
J —  ^  V—  «_> j  - - — U. Li.»-/ C * i « . V w *  W  - 0 _  V_. w  C-.d' V-/ - 0  ^  C ______ \___ ¿..'w' w> W  i.

V v  — — —  'w  —  s.  ̂ C---  — C .  V/ d ^  «— ,•>*•• * 0 " • •  U  ©

A p p ro x im a te ly  1 ,4 3 ^ ,0 0 0 ,0 0 0  te n s  o f  v a r io u s  

com m odities w are i  ..volved in  th e  1 9 6 3  Census o f  Trans- 

p o r o a t-o n . m a s  amount, v.-e r a — ro ad s hau—ca 

a p p ro x im a te ly  4 7 0 ,0 0 0 ,0 0 0  t o n s ,  o r 3 2 „ 7 $  o f  t h -  t o t a l  

tonnage.*0  When w e ig h t and d is ta n c e  f a c t o r s  w ere  

both t  hen inoo c o n s id e r a t io n , th e  r a i l r o a d s  im proved  

t h e i r  p o sit-io n  c o n s id e r a b ly  in  « 1 1  o f  th e  in d u s tr y  

c l a s s e s .  R a ilr o a d s  have become p r i n t - p a l l y  lo n g  « _ s -  

canee c a r r i e r s , w hereas motor c a r r i e r s  have cap tu red  

most o f  th e  s h o r t -h a u l t r a f f i c .  The Census o f  T ra n s

p o r ta tio n  allowed t h a t  m otor c a r r i e r s  h au led  mo to  o f  

th e  t o t a l  to n s sh ip p ed  d is t a n c e s  Ices th an  200 ...„ le s ,  

and th e  ten d en cy  to  sh ip  by r u - 1  in c r e a s e d  a s  th e  

v.„ w vc...v.e os che snipm ent .¿.mo.. „ „  e a .

The Census of Transportation show- that the 
sise of shipment i« also a major factor in the dis
tribution of tonnage among carriers. Private truche 
are the predominant means for transporting shipments

” s . .i. ̂...
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of less than 10,000 pounds. motor- carriers handle
the. major share of letermev— ate size shipments
v_0,GG0 - 40,000 pounds), and railroads are she
prime carriers of shipments over 40,000 pounds.

-16 - . „Ta c_o p ._3 a rose at emeu a ox _ ao o 4, s no tv-ii g t ..c
'railroad industry's share of traffic, taking into 
’consideration boil weight and distance.

Taking ton-miles into consideration, the rail
roads were the leading carrier eleven out of the 
twenty-four shipping group lasses, proving if' n to 
■be principally long-distance haulers.

In the., late 19th Century, the railroads enjoyed 
a virtual monopoly of land transportation. Accord
ingly, they were in a position to charge rates which 
were essentially based on what '-’the trafr_c would 
bear.” This was elabora.sd and formalized into the 
ao-callcd ”value of service” theory of rate-making. 
Simply orated, this holds that the service of moving 
a Ocir»—Ocii ox u-i.enionci.s .̂o grec^e^r w.-.c«n chc*.t ox. v.0*— x_
J'va cIOa — t# r m. V v «a. s C/ « — .am w —- O VP — ^ gP —a c/ jf* Ju f-j- - '»P JL U» tr.

16Ibid.
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TABLE 5
Mode of Shipment Used by Shipper Groups in 1963 

Census of Transportation 
(Weight and Distance = Ton-Miles)

Type of Carrier Selected Industry Total
¡s Group Truck Rail Other Total
1 52.6 46.3 1.1 100.02 23.7 74.6 1.7 100.03 50.3 46.9 2.8 100.04 70.3 25.3 4.4 100.05 68.8 10.0 21.2 100.06 25.3 70.9 3.8 100.07 13.8 61.8 24.4 - 100.08 32.1 61.1 6.8 100.09 3.0 5.7 91.3 100.010 56.3 37.0 4.7 100.011 16.2 83.8 100.012 51.6 48.4 — 100.013 42.1 51.2 6.7 100.014 24.3 61.7 2.5 100.0

15 24.8 73.2 2.0 100.016 54.3 40.6 5.1 100.0
17 56.1 41.6 100.018 74.6 25.4 100.0
19 48.5 51.5 — 100.020 52.5 29.0 18.5 100.021 46.9 48.4 4-7 100.022 30.2 69.8 — 100.0
23 60.0 40.0 — 100.0
24 61.2 28.2 10.6 100.0
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the cost of providing the service, using a simple 
overall average to determine profitability, and did 
not consider the effect of the physical size of the 
commodity relative to its weight. This theory was 
completely accepted by the railroads, by the Inter
state Commerce Commission, and since they had little 
or no choice in the matter, by shippers as well.

Following World War I, the development of the 
internal combustion engine into a reliable instru
ment for hauling merchandise provided the background 
of a major revolution in transportation. , This de
velopment of a more reliable transportation vehicle 
supplemented by the building of new roads which ulti
mately became today’s network of nationwide highways, 
gave a start to the railroads’ greatest competitor, 
the trucker. One of the industry’s major mistakes 
was the failure to properly evaluate the value of 
the truck as a transportation medium and to recognize 
the impact of the truck as a supplementary transpor
tation tool.

Not only did the number of truckers increase 
rapidly beginning in the mid ’20’s, but in order to
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attract the railroads most valuable traffic, they 
posted rates well below those of the Class I carriers, 
rates based upon the trucker’s costs plus a fair re
turn upon investment. All the while the railroads 
stubbornly clung to the value of service concept.
It would be interesting to speculate upon what the 
history of transportation would have been subsequent 
to 1925 had the railroads adhered to the realistic 
pricing concepts formulated by the utilities, while 
at'the same time aggressively exploiting trucking 
services as supplemental to its railroad services.
The combination of an increasing number of truckers 
providing greater flexibility of operations, better 
service, and lower rates proved an irresistable lure 
to shippers who turned in increasing numbers to truckers 
to satisfy a portion of their transportation needs.

Largely as a result of the trucker’s new rate 
concepts, and the continuing stubborness of the rail
road industry adhering to what even then were obsolete 
rate theories, the railroad industry began to lose, 
at an accelerated rate, its most valuable traffic, 
that which had provided the industry with its highest
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unit revenues. In turn, its growth was definitely- 
slowed and its existence actually imperiled since loss 
of its most valuable traffic was reflected, not only 
in a decline of gross revenues, but even more impor
tantly in a sharp decline in net as well. The W i n  
forces of the prolonged depression of the ’30’s and 
the competition of the truckers, actually forced some 
twenty major railroads, operating one-third of the 
industry’s total mileage, to seek refuge of the Courts, 
with a number of important carriers, including the 
New York Central, the Southern Ry. and the Southern 
Pacific, being saved from a similar fate only by the 
intervention of World War II. Such was the impact 
of this new competition that even in 1963, ton-miles 
hauled by the Pennsylvania and by the New York Central, 
two of the nation’s most important railroads, still 
did not equal those hauled in 1929, a decline of $.3% 
and 11.9% respectively having been experienced.

During the period of 1956 thru’ 1961, freight 
traffic statistics for the railroad industry showed

17Railroad Industry Review - 1965 (New York: 
Hayden Stone & Co., Inc., 1965), p. 23.
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a decline. However, since 1961, freight traffic 
statistics have shown a continuous rise for the 
industry. This increase has generally been credited 
to (1) rising economic activity in the United States, 
(2 ) greater participation by the railroads in the 
Nation's traffic growth, and (3 ) the carriage of

13heavier loads in larger cars. However, on the 
passenger side, traffic has shown a continuous decline 
for the last fourteen years.

,19Table 6, "Comparative Traffic Summary: 1955- 
1965" compares the freight revenue ton-miles and 
the passenger revenue miles, showing the gradual come
back by the freight and the decline in passenger usage 
of the rails.

Railroad passenger revenues have been subject 
to even more competitive influences and have declined 
sharply despite increased passenger fares. This is 
reflected in a relative decline of passenger revenues

l^Burton N. Behling, "A Review of Railroad 
Operations in 1965 (Washington, D.C.: Association 
of American Railroads, i960), p. 19.

1 9lbid, p. 20.



43

TABLE 6
Comparative Traffic Summary: 1955 - 1965

Year
Revenue 

Carloadings 
(Thousands)

Piggyback 
Carloadings 
(Thousands)

Revenue 
Ton-Miles 
(Millions}

Revenue 
Passenger- 

Miles 
(Millions)

1955 37,636 163 623,615 23,526
1956 37,645 203 647,077 23,135
1957 35,500 249 613,194 25,334
1956 30,222 273 551,667 23,269
1959 31,015 417 575,529. • 22,047
I960 30,441 554 572,309 21,256

1961 23,590 591 563,361 20,233
1962 23,722 706 592,362 19,902

1963 23,371 797 621,737 16,494
1964 29,027 390 656,639 13,245
1965 29,554 1,031 695,000 17,200
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vis-a-vis freight revenues over the past 35 years,
20as shown in Table 7.

One reason for the decline of the passenger 
business is that through passenger service suffers 
from high labor costs. On a trip between New York 
and Chicago, an overnight service, a twelve to six- 
teen-car Pullman train today finds itself saddled 
with a crew of six men, and with five or six crew 
changes. A costly dining service is also part and 
parcel of a "name train consist.” The disproportionate 
number of railroad personnel may be contrasted with a 
Greyhound bus whose personnel consists of a sole 
employee who drives, collects fares, gives direc
tions, and loads and unloads parcels.

Through passenger service is further handicapped 
by its seasonal characteristics, by its relative 
slowness vis-a-vis airlines, by its improper pricing 
(most Class I railroad fares east of the Mississippi 
are higher than corresponding airline fares), by

20 Interstate Commerce Commission, Transport 
Statistics in the United States for the Year Ended 
December 31. 1965 (Washington, D.C.: Bureau of Trans- 
port Economics and Statistics, 1966), p. 303.
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TABLE 7

Year

Class I
Freight 
Revenues 
(Millions)

Railroads
Passenger 
Revenues 
(Millions)

% of Passenger 
Revenues to Freight 

Revenues
1926-1930 Avg. $4 ,6 11 $ 905 19.63$
1931-1935 Avg. 2,724 392 14.39
1936-1940 Avg. 3,267 419 12.63
1941-1945 Avg. 6,141 1,341 21.64
1946-1950 Avg. 7,134 972 , ,13.62

1951-1955 Avg. 0,542 632 9.74
1956-1960 Avg. 6,456 692 6.16

1961 7,739 625 6.07
1962 7,991 619 7-75
1963 6,146 566 7.22 ‘
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vexatious delays in purchasing tickets, and last, but 
not least, from the competition of the private auto
mobile which is increasing almost geometrically as 
more and more superhighways are built.

Despite these handicaps, the handful of "name" 
t.rains still being operated generally earn their way 
despite large dining car losses and despite their 
seasonal characteristics. There remain only a rela
tively few trains being operated which can attract 
year around patronage. Some further inroads may be 
made in the hard core of rail passengers by the one- 
hour New York-Chicago and two-hour New York-Los 
Angeles service which may be offered when the new 
2000 mph supersonic transport plane is in opera
tion, probably in the early ’70's. Thus, the out
look for passenger service appears somewhat dismal.

The position of the railroads in the nation's 
transport structure has changed drastically over 
the last forty years. As the suppliers of long
distance transport service by land, the railroads 
are the principal mode for the country. They are 
still the principal common carriers of freight for
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intercity movements, and they are our most pervasive 
form of mass transportation. It seems reasonable to 
assume that they will occupy this position for some 
time to come. However, the impacts of changing 

‘ technology make such generalizations difficult.



CHAPTER IV

REVENUES, COSTS, AND EARNINGS

There are many problems on different railroads 
and in different parts of the country, but when every
thing is put in a nutshell the biggest problem is 
still to earn an adequate— not an exorbitant— profit.
In order to analyze the problem, one should look at 
the trend in revenues, costs, and earnings for the 
railroad industry as a whole.

Average unit revenues, such as revenues per ton- 
mile and per passenger-mile have increased much less 
than the consumer price index. To the contrary, since 
195# freight rates have been reduced resulting in 
a reduction in revenue per ton-mile, whereas the con
sumer price index has increased. As shown in Table 
Ô, the Interstate Commerce Commission freight rate 
index dropped from 121 in 195# (1950 = 100) to 107 
in 1964, a relative decline of 12 percent. Average 
revenue per ton-mile, which can be affected both by 
freight rate changes and by changes in composition

Interstate Commerce Commission, loc. rit.. p.306.
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TABLE 8
Freight Rates and Revenue Averages 

1955 - 1965

Year
ICC Freight 
Rate Index 
(1950=100)

Revenue per 
Ton-Mile 
(Cents)

Revenue per 
Passenger Mile 

(Cents)
1955 108 1.370 2.604
1956 112 1.384 2.684
1957 118 1.445 2.839
1958 121 1.463 , 2.9OO
1959 ; 118 1.445 2 .95I
I960 116 I .403 3.011
1961 114 1.374 3 .O79
1962 112 I .348 3.110
1963 109 I.3IO 3.179
1964 107 1.284 3.168
1965 (est.) n.a. 1.260 3.200
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of traffic, also declined by 12 percent, from I .463 

cents to I .264 cents in the same period. In 1965, 
this average made a further decline to an estimated 
1.260 cents per ton-mile, or 14 percent below the 
1956 average. By way of contrast, the Consumer Price 
Index of the U.S. Department of Labor increased by 
nearly 10 percent over this seven year span. Rate 
reduction by the railroads tends to act as a counter- 
inflationary force in the Nation's economy.

On the other hand, revenue per passenger-mile 
as shown in Table 6, reflects a generally.upward 
trend in passenger fares. The estimated 1965 average 
of 3.2 cents represented an increase of about ten 
percent since 1956. A major factor in this increase 
has been a rise of one-fourth in average commutation 
fares since 1956.

Table 9 , ^  "Operating Revenues: 1955, 1964, and 
1965" provides a breakdown of estimated operating 
revenues separated between freight, passenger, mail, 
express, and all other. The table shows that during

22Behling, loc. cit. p. 9
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Operating

Freight 
Passenger 
Mail 
Express 
All Other

TABLE 9
Revenues: 1955» 1964, and 1965

1955 1964 1965 (‘est.(Millions) (Millions) Millions )
$ 0,530 $8,455 $ 0,735

743 57Ö 550
287 329 310
118. 80 75
420 ___m

$10,106 $9,057 $10,100Total
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the past decade there has been a trend toward lessening 
the importance of passenger-train service, as passen
ger, mail, and express revenues combined amounted to 
only 9.3 percent of 1965 revenues, compared with 10.0 
percent in 1964 and 11 .4 percent in 1955* Each of these 
three accounts decreased in 1965, compared to 1964, 
but mail revenue, estimated at $310 million, was $23 

million greater than in 1955* Freight Revenue was an 
estimated $8,735 million in 1965 and accounted for 86.5 

percent of the total revenues. This was a $280 million 
increase over 1964 or about a three percent increase, 
and about $200 million more than in 1955. This in
creased freight revenue was largely the result of a 
greater volume of traffic carried at lower average 
rates, as was reflected in Table 8.

Related to operating expenses is naturally operat
ing expenses. Table 10^3 depicts the trend in operat
ing expenses over the past decade. Operating ex
penses in 1965 increased from $7,736 million in 1964 

to $7,790 million. The increase, as shown in the table

23ibid, p. 10.



53

TABLE 10
Operating Expenses : 1955, 1964, and 1965

1955 1964 1965 (est(Millions) (Millions) Millions
Maintenance of Way $1,307 $1,226 $1,225
Maintenance of Equipment 1,780 1,764 1,760
Transportation 3,770 3,921 3,995
Traffic, General & Other 701 ĉ-

, (Vto Ö10
$7,646Total $7,730 $7,790
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was due mainly to an increase in transportation ex
penses, although the ratio of such expenses to reve
nues showed a slight decline. Total maintenance ex
penses in 1965 increased only slightly over 1964. 
Compared with 1955 and reflecting efficiencies from 
mechanization, total maintenance charges decreased 
by approximately $190 million, but the depreciation 
charges included therein increased by $150 million 
in the same period. Transportation expenses in
creased $225 million over the ten year period, and 
"traffic, general and other" categories also increased.

A study, of railroad costs must certainly include 
a look at the trend of labor costs, as compensation 
paid to employees amounted to almost $4.75 billion 
during 1965 for the entire railroad industry.^
The trend in railroad employment during the past 
decade has been downward, while the total payroll 
has remained fairly stationary. Railroad employment 
averaged approximately 640,000 during 1965, or about

24"a Review of 1965,” Modern Railroads. January,1966, p. 61.



55

25,000 or 4 percent below the 1964 level.^ Total 
wages, however, increased in 1965 by $67 million 
over 1964. This increase came as a result of in
creases in wage rates made effective during 1964 
and further increases effective in 1965.

Since 1941 wage rates have risen approximately 
212$, and prices of miscellaneous commodities pur
chased by the railroads have more than doubled, while 
ton-mile rates have risen only 40$. During the past 
decade when inflationary influences became less pro
nounced than in the immediate post-Korea period, 
hourly wages rose from $1.$9 bo $3*00, or 59$, where
as ton-mile rates actually decreased from 1.4780 to 
1.2600 or 15$.

In 1962, railroad earnings were restricted, but 
wage increases of 10.30 per hour were granted the 
non-operating employees in accordance with the pro
ductivity formula of the Kennedy Administration.
The cost of such increases to the railroad industry 
exceeded $100 million annually, a sum which compares 
with 1965 net earnings of $925 million.

25lbid.
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The railroad industry receives these requests 
annually for wage increases in excess of productivity.
At the same time, the industry suffers from restricted 
finances and is in constant need of furnishing an ever 
increasing amount of ton miles and passenger miles to 
pay one hour of wages. This is reflected in Table 11. 0 

. During the period in which the railroads enjoyed 
a monopoly of land transportation, an era dominated 
by "what the traffic will bear” concept, the carriers 
became saddled with costly extra services demanded 
by some major shippers. Among others, such services 
includes special switching, en route diversion, free 
loading and unloading times, and processing time en 
route. Since these services were costly, such freight 
handled requiring these added benefits provided little 
or no profits, and in some instances were handled at 
a loss. Gradually, archaic industry pricing resulted
in an accelerating loss of the industry’s high rated>
and most profitable traffic to other modes of trans
portation (that would have no part in soliciting such

^National Academy of Sciences, loc. cit.. p. 221. 
Behling, loc. cit.. p. 27.



.TABLE 11
■Class I Railroads

Number of Ton-Miles and Passenger-Miles to Pay 
One (1) Hour of Wages

-Period
Average
Hourly
Wage

Ton-Mile
Revenue

1926-30 Avg. $0.65 1.077^
1931-35 Avg. 0.66 1.013
1936-40 Avg. 0.73 0.961
1941-45 Avg. 0.91 0.942
1946-50 Avg. 1.34 1.190
1951-55 Avg. 1.91 1.406
1956 2.16 1.334
1957 2.31 1.445
1953 2.49 1.463
1959 2.59 1.445
I960 2.66 1.403
1961 2.72 1.374
1962 2.75 1.343
1963 2.73 1 .3 10
1964 2.35 1.234
1965 3.00 1.260

Ratio Ton-Mile Revenue &
Passenger- Passenger-Mile Revenue 

Mile _____to Hourly Wages
Revenue Ton-Mile Pass. Mile
2.3490 60.353 22.3152.136 65.153 30.399
1.319 75.963 40.132
1.372 96.603 43.611
2.223 112.605 60.2792.630 135.369 72.637
2.634 156.069 30.477
2.339 159.362 01.367
2.900 170.193 65.362
2.951 179.239 37.7673.011 139.594 36.343
3.073 197.962 86.369
3.110 204.000 88.4243:173 212.213 87.476
3.163 221.963 89.962
3.200 233.095 93.750
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traffic) while the railroads kept relatively non
prof itable traffic requiring such extra service.

The nature of rail costs is not generally under
stood. To a very large degree, operating expenses 
are determined by the size and condition of the 
physical plant, the minimum service required to remain 
competitive, and overhead costs such as property taxes 
and interest. A large proportion of railroad costs 
are fixed, though over a period of years the level at 
which they are fixed may be lowered due to techno
logical changes, declining labor costs, apd ytiliza- 
tion of total plant. Once sufficient traffic has 
been obtained to cover fixed costs, additional volume 
may be handled for a very small part of the revenue 
derived therefrom.

Railroad costs should be understood in the light 
of limitations of length of haul, size of shipments, 
and failure to obtain maximum use of freightcars.
The railroad industry suffers from relatively high 
terminal and switching costs, and even for the coun
try as a whole, the average car moves only 47-5 miles 
per day. Such factors are responsible for the industryfs
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high unit costs for distances up to 400 miles.
Since the high costs cannot be absorbed by the car
riers, but are of necessity reflected in the rate 
structure, truckers enjoy an almost insurmountable 
cost and service advantage up to this distance.
This is particularly true of less-than-carload 
traffic, which incurs even higher handling costs.

Containers provide a partial answer to truck 
competition, since they do permit less than carload 
costs to become competitive to truckers at distances 
in excess of 400 miles. However, to meet, barge compe
tition over.relatively short distances, railway cars 
well in excess of today’s 100 ton capacity— possibly 
in the range of 250 tons which even now can be accom
modated on most Class I railroads without too large 
a capital investment— may be required.

Table 12^7 shows the earnings and related data 
for the years 1929 through 1963 in an attempt to 
demonstrate the changing fortunes of the railroads,

^7Raiiroad Industry Review - 1963 (New York: 
Hayden, Stone & Co., Inc., 1964), p. 4.



Avail. Fixed
for Chgs

Oper. Fixed Fixed Times
Tear Rev. Chers _Ch£S Ernd

Millions of Dollars
1963 $ 9,560 $1,062 $364 2.Ö9X
1962 9,439 960 367 2.67x
1961 9,169 796 369 2.l6x
I960 9,514 868 374 2 .32x
1959 9,626 1,005 375 2.68x
1956 9,564 1,035. 360 2.72x
1957 10,506 1,160 369 3.14x
1956 10,551 1,291 364 3.55x
1955 10,107 1,341 367 3.66x
1954 9,370 1,099 382 2.88x
1953 10,664 1,356 405 3.35x
1952 10,561 1,316 442 2.98x
1951 10,391 1,159 420 2.76x
1950 9,473 1,256 42 8 2.94x
1949 0,560 901 421 2.14x
1946 9,672 1,172 425 2.76x
1942 7,466 1,610 659 2.46x
1929 6,200 1,590 693 2.29x

TABLE 12 
s I Carriers

Net 
Inc.

Cash
Divi
dends Main. Trans. Oner. Wage

Gross
Profit
Margin

Millions 
$651 $383 30.5$ 39.5$ i8 :2* 48.4 $ 

48.6
10.7$

571 367 30.7 39.8 9.3
385 356 30.5 40.4 79.2 47.8 8.5
445 385 3 1.0 40.3 79.5 49.0 8.3
578 403 30.9 39.6 78.4 48.4 10.4
602 372 30.8 40.1 78.9 49.3 10.5
740 426 3 1.8 39.0 78.4 48.5 11.9
£76 432 31.3 38.3 76.8 47.9 13 .8
921 447 31.4 37.3 75.6 47.0 15.3
682 374 32.9 38.7 78.8 49.4 11.7
903 382 33.4 36.3 76.3 47.5 15.4
825 338 32.8 36.9 76 .1 47.9 16 .0
693 329 33.0 38.3 77.4 48.2 14.5
784 312 ,3 1.6 36.9 74.5 46.2 17.3
438 252 33.7 39.8 80.3 48.9 1 1 . 1
698 289 3 1.6 39.5 77.3 46.9 14.9
902 203 26.9 30.0 61.6 37.1 30.0
897 490 32.8 33.1 71.7 N.A. 21.3

o
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particularly during an era marked by the greatest 
industrial prosperity this country has ever known.
The years 1929 and 1942 are added to the table, since 
1929 marked the peak of the earnings of the Glass I : 
carriers in the period of prosperity of the 1920fs 
and 1942 marked the peak of World War II earnings. 
Comtnencing in 1943, the imposition of heavy war time 
taxes restricted earning results of the industry.

1955 represented the railroad industry’s post
war earnings peak. Following the 1955 business recov
ery, gross revenues, net income and gross*profit mar
gins of the.Class I carriers declined sharply, whereas 
transportation and wage costs increased. However, the 
downward trend of net earnings, so marked in the period 
1956-61 was reversed in 1961 thru’ 1963, due in part 
to accounting "guideline” credits reflecting changes 
in depreciation schedules permitted under Treasury 
regulations.

*The year 1961 marked the low of the railroad 
industry's fortunes over a ten year period. It is 
interesting to contrast this with the recovery year 
1963 which had the lowest operating ratio since 1956
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and the highest gross profit margin since 1957* The 
transportation ratio was also the lowest since 1957 
despite lower revenue of almost $1 billion thus 
attesting to the marked increase in operating effi
ciency developed by the industry in these intervening 
years.

2 gTable 13, ’’Ratio of Return and Net Income: 
1955-1965,” shows further the progress made by the 
industry in recovering from their earnings deteriora
tion of the late 1950's and early 1960’s.

The rate of financial progress made by the in
dustry over.the last ten years is far from spectacular, 
when compared with other industries. It is estimated 
that corporate profits in 1964 will be two-thirds 
higher than in 1955, while the railroad industry has 
yet to regain the 1955 level. Electric and gas 
utilities enjoy a return on net worth of more than 
10 percent and manufacturing corporations earn 14 
percent, but the improved net income of the railroad 
industry as estimated for 1965 is less than l+h percent 
of the rail shareholders' equity.

2^Behling, loc. cit.. p. 7.
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TABLE 13
Rate of Return and Net Income: 1955 - 1965

Year
Net Railway 

Operating Income 
(Millions)

Rate of Return 
on Investment 

after
Depreciation

Net Income 
After Fixed 

Charges 
(Millions)

1955 $1,128 4.22% $921
1956 - 1,068 3.95 876
1957 922 3.36 740
1956 762 2.76 602
1959 : 746 2.72 576
I960 . 564 2.13 445
1961 536 1.97 365
1962 726 2.74 571
1963 606 3.12 651
1964 816 3.16 696

1965 (est.) 925 3.55 775



CHAPTER V

CAPITAL REQUIREMENTS

Although the financial position of the railroad 
industry has somewhat improved in recent years, for 
many years the industry has been at or near the thin 
edge of financial stringency. Among other conse
quences, these conditions have affected the ability 
of the railroads to finance capital expenditures for 
the improvement of railroad facilities. This problem 
has, of course, been most serious for tho^e carriers 
with earnings even below the average for the industry.

Table 14,^ "Capital Expenditures for Additions 
and Betterments" summarizes the record of railroad 
capital expenditures for additions and betterments 
over the period 1926-1965, denoting the efforts of 
the railroads to increase the level of such expendi
tures in the period since World War II. After 195#, 
there was a sharp decline in such expenditures, and

^ Railroad industry Review - 1965 (New York: 
Hayden Stone & Co., Inc., 1966) p. 34.



TABLE 14
Capital Expenditures for Additions and Betterments 
Class I Railroads in the United States— 1926-1965

Tear
Expend.for 
Equipment 
(Millions)

Expend. for 
Roadway aiid 
Structures 
(Millions)

Total Capital 
Expenditures 
(Millions)

Expend. 
Ajd. to 
1929 Dol. (Millions)

1926-30 Avg. $ 306.9 $505.0 $ 611.9 $617.3
1931-35 Avg. 59.2 147.6 206.6 241.9
1936-40 Avg. 200.5 144.9 345.4 360.7
1941-45 Avg. 323.3 207.9 531.1 460.5
1946-50 Avg. 712.6 303.0 1,015.6 617.3
1951-55 Avg. 762.2 366.7 1,146.9 595.9
1956 * 621.4 406.5 1,227.9 563.0
1957 1,007.7 367.0 1,394.7 607.7
1956 479.7 256.3 736.0 314.2
1959 567.5 250.5 616.0 342.0
I960 615.5 303.7 919.2 364.2
1961 470.0 176.4 646 • 4 270.2
1962 569.6 243.1 632.9 336.2
1963 765.0 260.1 1,045.1 436.9
1964 1,140.0 277.3 1,417.3 592.4
1965 1 ,300.0 300.0 1,600.0 666.6
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it was not until 1964 that capital expenditures 
surpassed 1956. The figures shown in column 3 of the 
table become more significant when it is realized 
that to take advantage of technological and other 
changes the railroads should for an extended period 
make capital expenditures of at least $1.5 billion 
annually. Such a level of capital expenditures has 
not been attained in any year of the postwar period 
until 1965*

Table 14 also reveals that railroad capital 
expenditures in recent years have in reality,been 
much lower than the actual figures would seem to 
indicate. From column 3 it would appear that the 
capital expenditures of $1600.0 million in 1965 was 
way above the average of the 1926-30 period. However, 
when the greatly diminished purchasing power of the 
dollar is taken into account an entirely different 
picture is presented, as may be seen in column 4»
On this basis, the capital expenditures in 1965 
were equivalent to only $666.6 million in 1929 dol
lar values. In real terms, railroad capital expendi
tures in the postwar period have gone down, not up 
compared to the 1929 period.
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One of the major factors limiting the ability 
of the railroads to finance needed capital improve
ments has been the gross inadequacy of funds generated 
through depreciation charges in the inflationary post
war period. This can be illustrated by an example.
A' freight car acquired in 1929 cost approximately 
$2,$00.3® To repiace such a car with a modern car 
after thirty-five years of use now costs in the 
neighborhood of $15,000.^ It has been necessary to 
make up the wide difference with borrowed funds or

t 'retained earnings. However, the low level of rail-' 
road earnings has limited both the ability to carry 
fixed charges and to finance equipment replacements 
and improvements with earnings left after taxes and 
small dividend payments. In 1929 the railroad indus
try generated sufficient funds internally to cover 
capital expenditures by a substantial margin. However, 
such funds generated in 1965 were substantially less

^National Academy of Sciences, loc, cit.. p. 201.
^Behling, loc. cit.. p. 6.
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than the capital outlay and required additional debt 
financing.

Table 1 5 , "Depreciation Rates" shows the 
average depreciation rates on railroad property, 
using the year 195# as an example. The table sepa
rates depreciation between classes of fixed plant and 
of equipment. The average rate for depreciable fixed 
plant, including both roadway and structures, was 
1.69 percent and for equipment it was 3.66 percent. 
The very long depreciation lives represented by such 
rates have made the railroads especially vulnerable 
to inflationary influences, have thinned the flow of 
funds from depreciation and have contributed to an 
accumulation of obsolescence. This problem is still 
an acute one, even though in 1962 the Treasury 
liberalized depreciation schedules.

3^The Developing Transportation Revolution 
(Chicago: Railway Systems and Management Association, 
I960) p. 16.
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TABLE 15
Depreciation Rates

Class I Railroads in the United States— Year 1956..

Dépréciation Dépréciation Average 
Base Charges Deprn

Kind of Pronertv (Millions) (Millions) Rate
Shop and enginehouses $ 601.6 $ H.5 1.91$
Communications systems 166.9 4.5 2.70
Signals and interlockers 721.3 20.7 2.67
Roadway machines 166.6 9.6 5.62
Shop machinery 26S.3 ; 6.5 . 2.42
All other road accounts 6,314.6 66.2 1.37

Total road 6,239.5 139.2 1.69
Locomotives 3,765.3 174.5 4.61
Freight-train cars 6,217.2 192.6 3.10
Passenger-train cars 1,277.6 41.2 3.23
All other equipment 439.1 20.3 4.62

Total equipment 11,719.2 431.6 3.66
Total road & equipment 19,956.7 570. Ô 2.Ô5



CHAPTER VI

RAILROAD CAPABILITY AND UTILIZATION

One of the greatest obstacles hampering rail
roads is the freight car shortage. Car shortages 
have existed for many years, and during peak load
ing seasons they will probably always exist to some 
degree.

An obvious answer to the freight car shortage 
is to buy more freight cars. In 1965, the railroad 
industry purchased an estimated 6S,000 new freight 
cars; however because of the retirement of older 
cars the nation’s fleet dropped by over 9,000. If 
the railroads tried to have enough cars to meet all 
needs under present-day practices, they would have 
many idle cars sitting around most of the time wait
ing for shipments. Furthermore, these cars would 
have to be scattered around the country so that they 
would be available in all locations.

Idle cars mean wasted investment and lost profit. 
The average freight car in 1965 made not quite thirty 
trips during the year, meaning that freight cars were
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idle a large percentage of the time.-^ It is doubt
ful if anyone really knows how many freight cars are 
required to handle present-day business, and until the 
industry learns to utilize its cars to the fullest 
extent, no one will be able to make an accurate esti
mate.

Car utilization is the key to increased freight 
loadings and to decreased car shortages. So long 
as there are cars sitting idle, railroads will not 
be living up to their capabilities as efficient pro
ducers of transportation. Three of the brighter inno
vations of recent years for improving car utilization 
have been unit trains, specialized cars, and piggyback 
service.

A unit train is a train that hauls one commodity 
on a continuous basis, usually between the same origin 
and destination. An example of this is the unit coal 
train. Coal hauled on a unitized train basis can be 
hauled at rates considerably lower than for normal 
movements, usually from a mine to a plant site such

^Modern Railroads, loc. cit.. p. 60.
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as a utility company. Usually the plant site is 
located fairly close to the mine, and the coal can be 
loaded at the mine and unloaded at the plant site 
within a twelve hour period. No terminal or switching 
costs are involved in the movement. The train is 
always operated as a unit, never broken up, and is 
shuttled back and forth from mine to plant site by 
the railroad. Turn-around time in a unit train has 
been so speeded up that cars can usually make a round 
trip in forty-eight hours from mine to plant as con
trasted with twenty days for the average coal move
ment. A unit train can make on the average three 
round trips a week as compared with eighteen round 
trips annually for coal hoppers in conventional 
service, or an improvement in the utilization factor 
of some seven times.

The future of the coal industry may well be tied 
to the low transportation costs which result from unit 
trains. New mining techniques, taken in conjunction 
with lower transportation costs can now reduce fuel 
costs per million BTU from 35£ to 30£. Within a 
decade, depending upon the date of mechanization at
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the mine, it is foreseen that coal costs may be lowered 
even further, to perhaps 1$ to 20£ per million BTU, 
and proportionately lower for utilities located real 
close to a mine. Assuming that such cost deductions, 
will allow coal to hold its own, energy needs a decade 
from now are expected to provide the Class I railroads 
with gross revenues of $1.75 billion from hauling bitu
minous coal in comparison with only $1 billion from 
revenues received in 1965.^

The use of specialized cars is another innova
tion the railroad industry has employed to improve its 
capability and utilization. The industry has developed 
countless types of special cars: flat cars for con
tainers of various sorts; tri-level automobile cars; 
wood rack and wood chip cars; tank cars with a capac
ity twice that of the older types; potato cars with 
special loading and unloading conveyor belts; over
size hopper cars which unload cement rapidly; high 
cube automobile parts cars; flat cars with egg shell 
covering for hauling steel; a 110-ton aluminum hopper

34Railroad Industry Review - 1965 (New York:
Hayden Stone & Co., Inc., 1966). p. 29.
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car, primarily used for hauling grain; a 70-foot 
easy load, easyunload all door box car with roll 
up sides extending the length of the car; a "Super 
Cushion" box car with special hydraulic shock absorp- 

. tion devices; an open type lumber hauling "chain car" 
which eliminates up to 80% of manual loading costs; 
and.a rapid bottom dump coal car permitting unload
ing of as many as 100 tons in thirty-eight seconds.

A specialized car used for hauling automobiles 
where economies are particularly noticeable is the 
tri-level car. Whereas a tri-level flat car,can 
accommodate .12 standard or 15 compact automobiles, a 
truck trailer can only handle six automobiles. As a 
consequence, the railroads with a crew of only six men, 
can haul 60 tri-level flat cars containing 720 standard, 
or 900 compact cars, whereas to haul a similar number 
of automobiles would require either 120 or 150 highway 
carriers, and either 120 or 150 drivers depending on 
the overall consist. Each car will make ten to twelve 
round trips per month or three times the utilization 
of at least an average freight car.

Specialized cars are tailor-made to fit the
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requirements of a given shipper, making it possible 
to solicit traffic which hitherto has never been 
handled by the railroads. A classic example of such 
a commodity is tobacco, which up to relatively recently,

> was never handled by the railroads because of high 
losses due to rough handling, and because of high 
rates. Specialized Jumbo cars, designed to haul 
110 tons of hogsheads for the tobacco industry, have 
proven successful in servicing the needs of the tobacco 
shippers with the result that a small but increasing 
amount of tobacco traffic is now being handled by the 
railroads.

Another development of consequence to the railroad 
industry is piggybacking, a combination of two types 
of transportation which in effect displaces, principally 
for hauls of 400 miles or more, the box car with the 
container on a flat car for a portion of the carriers' 
high rated traffic.

Piggyback traffic was relatively insignificant 
until 1954, when an Interstate Commerce Commission

35ibid, p. 30.
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decision allowed the railroads to haul truck trailers 
without obtaining motor car certificates and as a 
consequence thè railroads could solicit this traffic. 
Originally, the growth of such traffic was relatively 
modest because the railroad industry lacked the 
necessary equipment and technical skills needed to 
solve the problem of getting trailers on and off flat 
cars rapidly and economically.

The development of piggybacking lead to five 
basic plans:

Plan I - Railroad carries truckers! trailers
Plan II - Railroad carries its own trailers
Plan III - Railroad carries shipper-owned or 
leased trailers, also trailers of forwarders 
and shipper cooperatives

Plan IV - Same as Plan III except shipper 
provides flat cars as well as trailers

Plan V - Railroad and truckers are partners, 
each carrying truckers' trailers for part 
of journey

The future of piggybacking seems assured. Its 
impressive growth by year to year figures beginning 
in 1956 is as follows:

36Behling, loc. cit.. p. 17«
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Total
Carloadings

(000’s)
Piggyback Piggyback

Carloadings % of Total
1956 30,226 276,071 O .92
1959 30,991 416,506 1.34i960 30,441 554,115 1.62 ■:
1961 20,590 591,246 2.06
1962 20,710 706,441 2.46
1963 20,067 797,474 2.76
1964 29,027 690,000 3.07
1965 29,554 1,031,000 • 3-49
A Vice-President of Marketing for an Eastern Rail

road, A. E. Bayliss of the New York Central, predicted 
that piggyback-container traffic in 1975 would be ten
times the 1962 volume or 200 billion ton-miles as com
pared with 30 billion ton-miles in 1965.^ To 
achieve such a goal, a 17% annual increase, compounded,
would be required. This is a higher rate than that of 
recent years, but many authorities believe that it 
can be attained.

Piggybacking provides advantages to the railroads 
in reducing the percentage of empty miles hauled, cur
rently about 30%. Whereas refrigerator cars hauling 
produce from the West to the East usually return empty, 
containers now used by Pacific Fruit Express, for 
instance, are also used for loading dry cargo on their

•^Modern Railroads, loc. cit.. p. 64



return trip. In most instances such dry cargo is 
currently being transported westward by truckers.
Use of containers also reduces damage to merchandise 
hauled, which damage presently costs the industry in 
excess of $130 million annually. Greater car utiliza
tion is attained since piggyback trains are for the 
most part operated at speeds in excess of 60 miles per
hour, with an 64-hour coast-to-coast schedule cur-

36rently being offered to shippers.
The need for better car utilization cannot be 

overlooked or shrugged off as something that will 
always be there. Through high utilization, unit 
trains, piggybacking, and a limited (though growing) 
fleet of specialized and high-capacity cars do far 
more than its proportionate share of the total trans
portation job, providing shippers with fast service 
at low cost. It also releases general purpose cars 
for other tasks. Until all cars are utilized to 
their fullest extent, car shortages will continue to 
exist and railroads will continue to lose valuable 
revenue.

36"utilization - The Key to Improved Car Supply,” 
Modern Railroads. August, 1965, p. 65.



The railroad industry has nearly stopped the 
downward trend in their share of the freight market. 
However, to serve all customers better and thus to 
start their share climbing again, the industry must 

> maximize car utilization.



CHAPTER VII

PROBLEM AREAS

There are several major problem areas that cur-; 
rently face this railroad industry. In a poll con
ducted at the end of the year 1965, leading railroad 
management personnel saw the biggest problem of 1966 
as being excessive governmental regulation. Con
nected with this problem are the problems of rapidity 
of' change, growth of other modes of transportation 
and financial problems of the industry.

Rapidity of change has been the outstanding 
characteristic of transportation in the United States 
over the past several decades. Principal among these 
changes in the period since the First World War has 
been the sustained and rapid development of other 
forms of transportation besides the railroads— by 
highway, by improved waterway, by pipeline, and by 
air. Growth of each of these has accelerated in the 
period since the Second World War. While the develop
ment of these other means has unquestionably con
tributed in many important respects to the greater
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strength and versatility of the United States' total 
transportation complex, it has also created serious 
problems for the railroads not yet resolved.

For the railroad industry, the growth of these : 
other modes of transportation has presented many 
problems of adjustment to new and often drastically 
different competitive conditions. Their impact was 
submerged only temporarily by the tremendous require
ments and the performance of the railroads during 
World War II.

The railroad industry has complained-that under 
existing conditions, they do not have an equal oppor
tunity to compete. As private enterprises, the rail
roads bear a full line of costs, including the costs 
of providing, maintaining and paying taxes on their 
rights-of-way. Except for the pipelines, which are 
specialized carriers of a few commodities, the 
competitors of the railroads by highway, waterway, 
and airway operate on public rights-of-way which are 
not subject to taxation as property and in which the 
carriers bear none of the costs and risks of owner
ship and capital investment. These commerical operators
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are free to use or not to use the public rights-of- 
way as their own interests and conditions of business 
vary from time to time. Even if such carriers were 
required to pay their full share of the right-of-way 
costs in compensatory user charges, such costs would 
be variable with their operations, with no fixed 
responsibility to bear the costs of right-of-way 
whether business conditions be good or bad.

The development of user charges has been very 
slow. Coramerical operators on waterways pay nothing 
for their use, except in the cases of the'Panama Canal 
and the St..Lawrence Seaway. Also, the commerical 
airlines and other aircraft operators pay no user 
charges toward the costs of the Federal airways. 
Commercial operators on the public highways do pay 
certain user charges, but considering their size and 
weight, their large annual mileages and their operating 
characteristics, the user charges are disproportionate 
compared with those paid by automobiles and other 
ordinary light vehicles.

Although transportation has become increasingly 
competitive, the railroads contend that they are
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subject to a monopoly-type regulation fashioned many 
years ago. For the most part, the competition with 
which the regulated railroad must endeavor to con
tend is not subject to regulation. This is the 
essential basis for the contention that the rail
roads, as a kind of transportation enterprise which 
requires large volume in order to achieve low unit 
costs, must have greater freedom to compete, especially 
in the matter of rates and charges for their services.

In each year of the postwar period the railroad 
share of total intercity freight and passenger traf
fic has declined. There has been a persistent drop 
in freight traffic from 67 percent of the total in 
1946 to 43 percent in 1965. According to the latest 
available data, for the year 1965, the freight traf
fic volume relationships between the regulated rail
roads and their predominantly unregulated competi-

39tors shapes up as follows:

^Transportation Association of America, Trans
portation Facts and Trends (Washington. D.C.: Trans
portation Association of America, 1966), p. 10.



Railroad 
Highway 
Waterway 
Pipeline 
Air

Except for the relatively small part over which 
the state commissions have jurisdiction, all railroad 
freight traffic is subject to regulation by the Inter
state Commerce Commission. I.C.C.-regulated motor 
carriers carried approximately 34 percent of the high
way ton-miles in 1965, while 66 percent was handled
in privately operated vehicles, by for-hire carriers

* '
exempt under the Interstate Commerce Act, by for- ’ 
hire carriers operating wholly intrastate, or by for- 
hire carriers operating without authorization.

A similar breakdown of waterway traffic between 
regulated and unregulated can be made for comparative 
purposes only on the basis of tonnages rather than 
ton-miles. While there may be some margin of error ~ 
in using tons to represent ton-miles for this purpose, 
owing to possible differences in average length of 
haul as between regulated and unregulated traffic, 
such discrepancy could not be great enough to affect

43.2 percent
23.3 »f

15. Ô TT

17.5 «
0.2 TT

Ï00.0



materially the general picture. Approximately 10 
percent of the total traffic on the Mississippi 
River System (including its tributaries) is subject 
to I.C.C, regulation, with the other 90 percent 

, being accounted for by private operations, large 
volumes moving under regulatory exemptions, and 
intrastate traffic.^

The situation as to regulated and unregulated 
traffic for the railroads and their principal competi
tors can be summarized as follows:

Mode Regulated Unregulated
Railroad 
Highway 'River and Canal

100.0 percent 
34.110.8 "

0.0 percent 
65.9
89.2 "

Recasting these proportions brings out that 85 
percent of this intercity freight traffic that is 
subject to I.C.C. regulation is railroad traffic:

Railroad
Highway
River and Canal

Percent of 
Regulated Traffic

65.312.91.8
Under these conditions, it is evident that the 

railroads do not have an equal opportunity to compete

40ibid.



36

with other forms of transportation which are largely 
unregulated and which operate on public untaxed right- 
of-way. The industry claims that it needs less regu
latory restraint in pricing their services, within 
the limits of compensatory rates, so as to attract 
the volume traffic essential to the realization of 
the- low-cost potential of railroad service. This 
further points up to the fact that the railroad prob
lem is essentially a money problem— a persistent prob
lem of financial stringency affecting the railroads 
generally and some of them extremely.

Before- any analysis can be made of the future 
difficulties of the railroads, it is necessary to 
know something of the present rate structure. Rates 
and costs go hand in hand. It not only is necessary 
for the rail line to know what it costs to perform 
its own service, but it should know what it costs 
its competitor to perform a similar service, and the 
approximate cost to its customer in using the diffe
rent types of services. The customer may have not 
only the option of selecting several different modes 
of transportation, but also may be able to consider



changing his business location, to take advantage 
of the more economical service.

The present rate structure of the railroad in
dustry is a holdover from the period of complete 
monopoly by the industry and has not been revamped 
to meet the changing conditions. One item may move 
below the out-of-pocket cost of handling it, and 
another may move at a rate which will yield ten times 
the out-of-pocket cost. However, the value of the 
service can be no more than the cost of having the 
service performed by some other mode of transporta
tion.

The depression of the 1930fs followed closely 
on the heels of truck competition, and the rail and 
truck lines sought and obtained legislation through 
the National Transportation Act, which was intended 
to distribute the available business so each would 
have an equal opportunity. Unfortunately, the re
sults did not turn out as expected.

It is not uncommon today to see one rate yield 
$0.20 a loaded car mile, and another rate yield $1.20 
a loaded car mile, where the rate yielding $0.20 a
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loaded car mile is the more costly service to the 
rail line. The National Transportation Act, in effect, 
froze the rates between the competing forms of trans
portation. In consequence, the truck lines sought 
out and obtained, through superior service, much of 
the high rated traffic which had yielded substantial 
profits to the rail lines. Later, when some rail 
lines tried to reduce rates to regain that traffic, 
they were not permitted to do so.

Other rail lines were reluctant to seek a reduc
tion in rates to regain lost traffic because, of the 
possible effect it would have on other rates. That 
is, the railroads feared that other rates also would 
have to be reduced to be comparable. This fear was 
not borne out by facts, because the trucking industry 
has sought and will continue to seek out virtually 
all traffic which they can haul at a profit. Unless 
rail rates are reduced, where practicable, to a level 
below truck costs, the public will pay an extravagant 
and unnecessary price for its transportation, in the 
form of direct cost to the transportation agency and 
an indirect cost in the form of highways and subsidiary 
roads to carry such traffic.



Truck costs are not the same for hauls of the 
same distance between all points because they are 
influenced by the traffic that can be secured for the 
return trip. They often secure back hauls at rates 1 
below the one-way cost, if the rates in the other 
direction exceed the cost by a sufficient margin.
Rail lines must haul the remaining traffic.

When volume is sufficient, rail lines cannot 
hope to compete with pipe lines for petroleum or other 
products susceptible of transportation by this method. 
Much of the petroleum products not carried by pipe 
line have been carried by truck at rates two to three 
times the cost of rail transportation, and the rail 
lines have not been permitted to reduce the rates to 
regain the traffic.

Where volume is sufficient and waterways easy 
to navigate, rail lines cannot hope to compete with 
water transportation of certain commodities. Water 
transportation excels in economy, in particular where 
heavy commodities can be transferred between the land 
transportation units and the hold of the ship by 
mechanical means.



Air line freight traffic is still limited and 
highly specialized; the cost is relatively high for 
mass transportation.

In terms of basic economic factors railroad 
transportation is not outmoded, although the new and 
rapidly developing other modes do have a proper place. 
To the extent that there have been technological lags 
in the railroad industry, they are attributable pri
marily to financial limitations and not to waning or 
weak potential or to any reluctance on the part of the 
industry to accept technological innovations, and 
modernization. An improved environment for the rail
roads and a strengthening of their earnings and 
financial position are the key factors that would 
give rise to increased capital expenditures for 
technological improvements, leading to greater 
economy and efficiency and to advancing capability.



CHAPTER VIII

PROSPECTS FOR THE FUTURE

Contrary to many peoples* thinking, the railroad 
industry is not a dead industry. Instead, the indus
try is well into the beginning of a vast revitaliza
tion, and its potential very great indeed. It is 
a vital part of the American economy and there will 
always be a need for such transportation.

To get an idea of how railroaders see the future, 
a poll was conducted by a national transportation 
magazine^ of all the presidents of U.S. Class I 
railroads, plus a group of railroad department heads. 
These people were asked their views on the greatest 
problem and the greatest opportunity facing the 
industry as a whole. The following ten opportuni
ties were the most oft-listed among the responses:^

1. Better service to customers— through 
marketing, equipment, schedules

4-1 "Railroad Management Looks Ahead ... 1966," 
Modern Railroads. January, 1966, p. 71»

, Ibid.
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2. Mergers
3* Improved car utilization
4. Computer control of operations and management
5. Reduction of government regulation
6. Become part of customers ntotal distribution"

system
7« Close inter-railroad cooperation to improve 

service
$. Creation of super railroads
9* Coordination and integration of service among 

modes
10. Applied science in the railroads
Some of the heads of the nation’s railroads felt 

that while there are many problems on different rail
roads and in different parts of the country, the big
gest problem is still to earn an adequate profit. 
Removal of regulatory discrimination would be one way 
of helping the industry earn such a profit. If the 
railroads cannot have greater freedom to charge lower 
rates as their rising efficiency allows, whatever 
else railroads may do will avail little. Given such 
freedom, the railroads should be able to increase
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their usefulness to the public through the applica
tion of new technology and ingenuity to produce the 
kind of service each shipper wants and needs at the 
lowest possible over-all cost to him.

M. M. Christy, president of Western Pacific 
Railroad felt that the industryfs greatest oppor
tunity for true growth and a sound financial future 
will be a re-orientation on an industry-wide basis 
toward customer service, which will attract and 
create new business rather than merely meet existing 
customer needs.

Several of the industry's presidents stressed 
the role of marketing innovations and equipment 
utilization. The railroads have already demonstrated 
the impact of innovation with the success of the auto 
rack car and piggyback. If the industry is to get 
a larger share of the transportation market, it will 
be the result of ideas such as these. The marketing- 
sales function, in comparison with the operating func
tion should be raised to a high level of importance. 
Most railroad thinking is still traditionally cost

. i
and operations-oriented rather than market-oriented.
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Market orientation means customer orientation. It 
does not mean that railroads neglect costs, but rather 
the emphasis is placed on profitability. The rail
roads should be permeated with a marketing, or customer- 
oriented philosophy.

Better car utilization should be considered one 
of the industry1s greater opportunities. The rail
road freight car of today is an expensive transpor
tation container. It pays its way only when its 
wheels are turning, and the industry must improve car 
utilization if the railroads are to continue to pro
vide efficient and low-cost transportation. One of 
the greatest problems is to provide an adequate sup
ply of the desired types of freight equipment to 
handle the many shippers' need at all times. Achiev
ing this depends not on finances, but on maximum car 
utilization.

Reduction of government regulation must also be 
considered as one of the industry's greater oppor
tunities. The Transportation Act of 195& established 
the principle that rail rates should not be held up

. i
at artificially high levels in order to protect the
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traffic of competing carriers. Since 195#, however, 
although the Interstate Commerce Commission has 
occasionally allowed the railroads to post new rates 
which are competitive with other transportation modes, 
they have been reluctant in many other cases to allow 
widespread competitive rate adjustments. On some 
occasions, when the Commission failed to approve lower 
rates as requested by the carriers, the railroads 
have successfully sought the reversal of such decisions 
in the Courts. If the railroads can satisfactorily 
prove that a proposed lower rate can cover their 
costs and return a fair profit, there is little rea
son to deny such a request, even though it will take 
traffic away from a competing mode. The Transporta
tion Act of 195$ strengthened this belief of the 
industry.

The position of the railroads in adjusting their 
rates to competitive levels would be strengthened still 
further were transportation legislation first proposed 
by President Kennedy, and later by President Johnson, 
passed by Congress. This legislation would com-

. i
pletely deregulate certain kinds of traffic such as
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bulk commodities and agricultural commodities, and 
greatly improve the industry*s competitive position.

The railroads are regulated by the Government as 
if they still held a monopoly of land transportation. 
Even though the Interstate Commerce Commission has 
increasingly approved the railroads* request for put
ting into effect flexible freight rates, in some 
instances involving train load rates, unitized train 
rates for coal and wheat, and tri-level auto and special 
piggyback rates, on balance the Commission has main
tained outmoded cost and rate concepts which have pre
vented the railroads from posting competitive rates 
on an ever-widening series of commodities. Permission 
is still required from the ICC even to move a mainline 
switch a few yards, or to build a siding. Less govern
mental regulation will allow the industry greater free
doms and greater opportunity for regaining traffic 
from competing modes of transportation.

Another opportunity found in the railroad in
dustry today is the applied science and research being
carried out by many railroads. Each year the rail-

. <
roads* concern for the freight customer becomes more

.'Hr
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marked. Each year more railroads set up marketing 
departments. The essence of this marketing approach 
is that you seek to learn all you can about the 
customer's distribution problems— not just what he 
thinks he needs in transportation. Then you seek 
ways in which railroad service can be integrated into 
the total distribution system with maximum benefit to 
the customer and a profit to the railroad. Unit trains 
for grain and coal, piggyback and container services, 
and rack cars for carrying finished autos are just a 
few innovations that have resulted from the marketing 
approach.

Stemming from the new concern for the customer is 
the increase in railroad technology research. This 
is most obvious in the growing number and variety 
of "super" freight cars. Railroads look at the 
specific costs and revenues of a proposed service and 
decide on the purchase of special cars on the basis 
of what they can do for the railroad's profits as 
well as for the customer. To compete with other 
modes of transportation, the railroads must offer 
, their customers low rates or other kinds of savings,
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which usually means larger cars, and cars tailored 
for the commodity to be carried.

Research in the areas of traffic control, yard 
operations, and track maintenance are also being car
ried on by the industry. Full automation of train 
operations is still some distance off for most inter
city railroads, but it will get a boost next year 
when a new rapid transit line is opened in Montreal

jt

to serve the world's fair. The 3i-mile line will 
be fully computer-controlled.

Another area of research presently being carried 
on in the industry is "real-time" control and opera
tions management. Under this system, train movement 
data funnels into a center by means of transmission 
over a system-wide microwave radio network. At the 
center, computers process the information, and repre
sentatives from each department of the railroad have 
desks at the center, so that operating decisions can 
be made on the spot from virtually of-the-moment 
information. Computer technology is affecting every
department of railroading. It is improving managerial

1 . <
controls, which in turn will be reflected in revenues 
and profits.
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To make any of the opportunities workable, the 
industry must have trained employees and officers.
One of the most remarkable changes in the industry, 
and perhaps the keystone upon which all others hang, 
has been the revolution in managerial attitudes. Only 
within the span of the last decade has the traditional 
railroad approach to sales, service, costs, technology, 
labor, and public relations been radically changed.
The sharp decline in profits in the late *50*8 forced 
every railroad to face the basic and overriding need 
to develop traffic, for no matter how sharply costs 
were cut, rising profits so essential to moderniza
tion could not be realized in the face of declining 
traffic. As a result, the industry has reversed many 
of its long-standing practices. No longer are ship
pers forced to absorb railroad cost increases through 
higher rates— cost increases which usually resulted 
from wage increases greatly in excess of productivity. 
This practice alone had succeeded in diverting much 
of the industry's high-rated traffic to competing 
modes•

iThe realization that control of operating costs 
in the face of contracting traffic were not sufficient

; ’

V,
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to arrest declining profits and that something had to 
be done to increase such traffic came slowly to most 
railroad managements. Gradually, toward the end of 
the 19501s there emerged a new generation of younger 
and more aggressive leaders.

These managements realized the need to develop 
still more operational savings, in part through use 
of computers; the need of developing market techniques 
to supplement the new rate concepts; the need of co
operating with shippers in providing specialized equip
ment to serve specified industry needs; and the need 
of improving service.

Several examples illustrating the effect of such 
a change in thinking may be useful. With respect to 
personnel, the industry is increasingly seeking, mostly 
from sources outside of the railroad industry, skilled 
personnel in the field of sales, trucking, electronics, 
and computers. Also, the industry is trying to improve 
the calibre of its second-line management through 
special training programs, in some instances sending 
their more promising juniors to attend specially

* . 1
,designed courses at schools such as Harvard and

\
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Stanford. An increasing number of railroads are turn
ing to the colleges to fill their executive training 
programs•

Railroad service has been drastically improved. 
Running and switching times have been so reduced that 
net ton-miles per car day increased from 367 in 1954 
to approximately 1,200 in 1965* an all-time high. 
Emphasis is now placed upon rapid delivery of cars 
in contrast to the old attitude of indifference to 
how soon a car was delivered. Freight running times 
have been speeded up so that some coast-to-coast con
tainer and/or piggyback trains are run at almost 
passenger train speed. On some perishable runs from 
the Vest Coast to Chicago, fifth morning delivery is 
now scheduled, and the future should witness even 
faster and better service.

Present day executives are providing the indus
try with dynamic leadership. These new railroad 
managers are willing to examine a new idea rather 
than rejecting it solely by reason of tradition. 
Management philosophy has been changed to include

*
increased emphasis upon traffic and upon profits.
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Management techniques have been vastly expanded by 
both technological and methodological innovation. 
There is no reason to believe that this same type 
of energetic management leadership will not continue 
into the future to continue the industry's revitali
sation.



CHAPTER IX

UNION PACIFIC RAILROAD COMPANY

The purpose of this research paper has been to 
analyze the railroad industry, viewing its development, 
problems, and prospects, and attempting to discover 
whether or not the industry*s future is one of promise 
or one of eventual failure. The history of the indus
try since I960 would seem to indicate that the future 
can be one of unlimited opportunity if the railroads 
will continue to expand the progress made in the last 
six years. While the paper has applied to the rail
road industry as a whole, this chapter will apply to 
the Union Pacific Railroad, in order to see if one of 
the nation*s largest and most prosperous railroads is 
following the current trend of the industry.

The Union Pacific Railroad Company was incorpo
rated in 1362. It was endowed with a land grant, a 
right-of-way, and given a loan of government bonds.
It was built by a construction company, the Credit 
Mobilier. The work of construction was carried on

1
at a time of high prices, and with a rapidity which 
very much increased the cost.
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The history of the Union Pacific, itself one 
of the most important railroads in the United States, 
may be considered as a fair example of the history 
of many other railroads. While the history of every 
road has certain characteristics which are peculiar 
to that road, the development of each system has many 
features in common with the development of many, if 
not a majority, of other systems. Many railroads 
have been aided by land grants. Nearly all railroads 
built during the period of great railroad construc
tion* that is, the 1360's thruf the 1330*s, were 
built by construction companies, the stockholders of 
which were themselves promoters of the railroads. 
After completion, railroads have been managed in 
many cases with a view to manipulating the stock 
market rather than with a view to administering them 
as agents of transportation. Often the consequence 
has in the past been either exorbitant rates, or 
railroad failures, and in many cases both.

Like other railroads, the history of the Union 
Pacific reflects periods of turbulence, but because

. iof its geographic location, the railroad has faced



fewer problems than most of its eastern brethren.
While many railroads are In the beginning of a 

rebirth| the Union Pacific has taken advantage of 
the natural resources It possesses and its geographic 
location to become second most profitable railroad 
in the nation; the Southern Pacific being first.

In 1965, the revenue freight business on the 
Union Pacific established an all-time high in number 
of tons handled and in ton-mile volume. 64.8 mil
lion tons of revenue freight were hauled by the rail
road, which represented an increase of 3.1 percent 
over the previous year. The railroadfs ton-mile 
volume of 3 8 . 8  billion was an increase of 5*2 percent 
over 1964. Due chiefly to the acquisition of larger- 
capacity freight cars, the increase in ton-miles was 
accomplished with a small decrease in loaded freight 
car-miles, and this contributed to a decrease in freight 
train mileage.

Almost all major commodity groups showed in
creases in tonnage handled, as indicated in Table
16, "Tons of Revenue Freight Hauled by Union Pacific

. *
, in 1965*" Such increases for widely diversified



Table 16
Tons of Revenue Freight Hauled by Union Pacific in 1965

Farm products 
Metallic ores 
CoalNon-metallic minerals, except fuels 
Food-and kindred products 
Limber and wood products 
Pulp, paper and allied products 
Chemicals and allied products 
Stone, clay, and glass products 
Primary metal products 
Transportation equipment 
All other

Total

Increase ( + ) 
• Tons in 1965 Decrease (-) vs

14,330,725 -1,309,838
5,307,029 + 486,311
4,716,459 + 425,010
5,643,339 + 162,527
7,166,464 + 135,375
6,611,317 + 425,4091,705,910 + 232,342
4,065,563 + 468,047
3,685,197 + 39,822
3,435,737 + 346,9641,077,422 + 134,549
4.650.413 + , 43Q,i>72

64.819,595 +1.977.469

or126i
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commodities, other than farm products, are evidence 
of the favorable business conditions throughout Union 
Pacific territory in 1965» The decrease in farm 
products was principally due to a drop of about 
1,200,000 tons for sugar beets because of lighter 
1965 production and a heavier carryover movement 
in 1964 from the previous yearfs crop.

Trailer-on-flatcar traffic, while contributing 
a relatively small percentage of total freight reve
nue, showed a continuous gain in 1965. A signifi
cant development that will affect future trailer-on- 
flatcar traffic was the inauguration on December 6, 
1965i of arrangements for handling trailers of highway 
common carriers on railroad flat cars through Union 
Pacific territory. This arrangement should restore 
to the railroad a substantial volume of traffic that 
heretofore has been moving by highway.

Another important step taken in 1965 to improve 
the profitability of Union Pacific’s freight service 
was the discontinuance of less-than-carload service 
over most of the railroad. The volume of small- 
, shipment traffic had been steadily declining over
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the years, while the cost of its handling had been 
increasing. Since other types of service are avail
able for satisfactorily handling this traffic, the 
Union Pacific has largely withdrawn from such business, 
thereby releasing sorely needed boxcars for much 
greater utilization in handling carload shipments.

While operating revenues for 1965 showed an 
overall increase of $20,000,000 over 1964, the passen
ger portion of operating revenues showed a decrease of 
$707,000 under 1964* This marked a continuing decline 
in passenger revenues that has taken place since 1962.

Passenger revenues amounted to $23,6lg,OgO in 
1965, and represented only 4.3# of total operating 
revenues. The year 1962 was the last year that passen
ger revenues showed an increase over the previous year. 
In 1963, passenger revenues declined 9.4#; in 1964, 
passenger revenues declined 2.4#; and in 1965, passen
ger revenues declined 2.9# under 1964. The number of 
revenue passengers carried in 1965 decreased by 44,000 
under 1964, and marked a continual decline since 1955* 

Like operating revenues, operating expenses in-
. 1

creased in 1965t but by not as much. Total operating
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expenses Increased by 2.1%  over 1964» while total 
revenues increased by 3*3^. The principal reason for 
the increase in operating expenses was an increase in 
wage rates, effective January 1, 1965» Other major 
factors that raised expenses in 1965 were the increase 
in volume of freight traffic handled, a more extensive 
track renewal program, and an increase in net charges 
from bills exchanged with other railroads for main
tenance and operation of joint facilities. Analysis 
of operating expenses for the Union Pacific shows that 
the expenses follow the trend of expenses for the 
nation's railroads. Total maintenance expenses in
creased only slightly over 1964» and the main in
crease in operating expenses was due mainly to an 
increase in transportation expenses.

The trend in labor costs has been upward over 
the past ten years, while the trend in railroad 
employment on the Union Pacific has been downward.
This too, follows the trend for the railroad indus
try. The average number of employees decreased by 
600 in 1965 compared to 1964» but total wages paid 
increased by $9,300,000, from $234»100,000 in 1964
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to $243,400,000 in 1965. This was due mainly to a 
wage increase of nine cents per hour granted non
operating employees in 1964 and made effective in 
1965.

Gross expenditures for new equipment and other 
improvements to transportation property in 1965 
totaled $121.3 million, which was the largest in the 
Companyfs history. This included $105.2 million for 
new equipment, $1.8 million for rebuilt equipment, 
and $14*3 million for road property. Capital out
lays of this magnitude are an essential measure for 
obtaining and handling increased business.

Plans were also initiated in 1965 for a major 
expansion of Union Pacific's computer center over the 
next three years, for the purpose of supplying a wide 
range of up-to-the-minute operating data to all levels 
of management so promptly that necessary decisions and 
action can be taken almost as events occur. Because 
this system will be designed to provide "complete 
operating information," it is called "COIN" for short. 
Computers will be linked with the Companyfs micro- 
wave radio network and data originating at numerous

lr
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strategic points, such as freight agencies, yards, 
and traffic and dispatchers' offices, will be flashed 
to a central office for processing and immediate 
retransmittal to originating points as well as to 
appropriate executive, operating, traffic, and ac
counting offices. The new system will require four 
computers to be installed in stages from February to 
November, 1967. Some of the many benefits expected 
from such a system include improved car handling, 
better train performance, more productive utiliza
tion of motive power, more efficient yard,opera
tions, reduced clerical time, and improved service 
to Union Pacific's freight patrons.

Union Pacific has to be considered a leader in 
the railroad renaissance, and much of its success 
has been due to an aggressive leadership displayed 
particularly in the past several years. The Union 
Pacific management has placed its emphasis upon in
creased traffic and profits, and investigating ave
nues of sound investment. There is every indica
tion that such leadership will be dominant in the 
.railroad for many years to come. Gone are the days
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of the speculator executives, and in their place have 
emerged dedicated leadership determined to make the 
railroad industry once again a highly profitable and 
respected entity of American society.
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