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FOREWORD
Agricultural transportation is important to all of us.

It is a vital link in the production and marketing of our
farm products. The prosperity of our agriculture is
highly dependent upon obtaining materials such as fuel
and fertilizer from distant sources and upon access to
national and international markets for farm products.

The agricultural transportation system is highly
complex, made up of railroads, waterways, rural roads
and interstate highways, and sometimes even the air-
ways. Private and public sectors, large and small firms,
and all levels and types of government play a role. Over-
all, the system is remarkable in handling the increased
demands as more commodities are shipped nationally
and internationally each year.

However, the problems facing agricultural transpor-
tation are difficult, persistent, and far-reaching. Solu-
tions will not be simple nor will they be inexpensive.
Those who propose solutions have to consider both
need and expense. The impact of inflation upon con-
struction costs has contributed to the problem. In recent
years we have not been rebuilding and replacing parts of
our agricultural transportation system as fast as they
have been wearing out or becoming obsolete. Manage-
ment skills must be sharpened and attention must be
paid to improving and conserving our existing transpor-
tation facilities until long-term solutions can be found.

Those who are interested in agricultural transporta-
tion will find this volume well worth reading. It is a
collection of papers and discussions from the seminar
Rural Freight Transportation: New Policy Initiatives.
Participants included several members of the national
Rural Transportation Advisory Task Force as well as
representatives of farming and agri-business, trans-
portation, government, and academia. Most, if not all,
viewpoints on the issues are represented. These discus-
sions are frank, to the point, and frequently show some
of the reasons why transportation policy decisions are
difficult.

I wish to thank the University of Minnesota Agricul-
tural Extension Service, the Minnesota Department of
Transportation, the Upper Midwest Council, the North
Central Regional Center for Rural Development, and the
co-sponsors for holding the seminar and providing us
with these proceedings.

Albert H. Quie
Governor of Minnesota
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INTRODUCTION
Luther J. Pickrel

The seminar at which these papers were presented
was held January 6-8, 1980. Less than 48 hours before
the seminar began, two events occurred which had a
significant bearing on this seminar. One was expected,
but the other came as a surprise and shock to agriculture
and to many in the transportation industry.

On Friday afternoon, January 4, the staff director of
the Rural Transportation Advisory Task Force delivered
the group's report and recommendations to the appro-
priate Congressional office. At approximately three
o'clock that same afternoon, the White House an-
nounced the now-controversial "grain embargo" against
the Soviet Union. As more information became avail-
able, it was learned that other commodities were in-
volved as well, but the popular term was and at this
writing still is "grain embargo."

The seminar was planned some months prior to Jan-
uary 6 in response to a number of needs and concerns
expressed by farmers, transportation people, agri-
business firms and others in the area. In addition, it was
felt that the Task Force report warranted study and dis-
cussion by representatives of state and federal gov-
ernments, the academic community, and agricultural,
transportation, and other concerned leaders.

Perhaps a word should be said here about the Task
Force. It was established November 2, 1978, by Public
Law 95-580, and was co-chaired by the secretaries of
agriculture and transportation. The membership of the
Task Force, as shown in Appendix II, was drawn from
the transportation industry, shippers' groups, and aca-
demia. Ronald Schrader, Director of the Office of Trans-
portation, USDA, describes the work of the Task Force
in his paper, the first one in this Special Report. A
summary of the Task Force recommendations is given in
Appendix III. Four members of the Task Force partici-
pated in the seminar. Their papers are included in this
report.

One of the Task Force members described our trans-
portation system as a "mess." In an economy such as
ours and with our geographical dispersion, efficient and
economical transportation is not a luxury, but a neces-
sity, Harold Breimyer says.

The linkages between transportation and a viable
economy are many. In the agricultural sector, develop-
ments during the past decade have tended to emphasize
the linkages. For example, the dramatic expansion of
export markets translates into increased demands on
our transportation system. And while it is true that the
states in the Upper Midwest region are especially vul-
nerable to these swings in demand and to the sometimes
erratic behavior of the transportation system (and politi-
cal decisions), "ripple effects" soon spread to other re-
gions and economic sectors as well.

ISSUES
From the Task Force recommendations, the

speeches, and the discussions, a set of issues began to
form rather quickly.

Lack of a national transportation policy: Dick Braun,
Bill Smith, and John Snow, among others, placed great
emphasis on our lack of a national transportation policy.
Braun says that without such a policy to guide state
decisions, we are making policy more or less in a panic
situation on a day-to-day basis. Smith says that the lack
of an equitable national transportation policy is prob-
ably the chief (but not sole) culprit in all the major issues
besetting freight transportation.

Why do we not have such a policy? Smith and Snow
describe with eloquence the "sputtering efforts by vari-
ous administrations, secretaries (of transportation), and
Congressional groups to develop a policy acceptable to
those whose approval is required." Breimyer in fact
despairs that we will see a national transportation pol-
icy before a major national crisis such as war forces it.
The difficulty of the task is illustrated by the fact that for
the past several administrations, the record shows a
remarkable continuation of policies. According to
Snow, this is because the best options have been ex-
hausted. The easy ways have all been found.

Each of the modes of freight transportation offers its
own set of challenges, enigmas and riddles. Each has its
own set of grievances. But each is needed and each has
its own important role to play.

Railroads: In the view of some people, this is the
mode which is critically ill. The cures are not readily
apparent and most of the prescriptions appear to be
costly. Snow urges deregulation as one first step. He and
others say more money without major accompanying
changes will not produce constructive, lasting results.

John E. Murray, vice president and assistant to the
president of the Association of American Railroads,
elsewhere reports on a conversation he had with top
officials of the Russian Railway system after they had
visited the United States and studied our railroads.
He asked them to summarize their impressions of our
railroad system in one word. Their response—under-
utilization. There are four competing lines from Chicago
to Minneapolis, for example. The total structure of the
system needs revision to meet current needs.

Much has been said by people in this region and
elsewhere about "line abandonment." Most of this ex-
pressed concern is about rural trunk lines since that is
"close-to-home" and is where many of the companies
are beginning to cut back. But some observers suggest
that greater savings can be achieved if major parallel
lines were restructured for a more efficient total system.

Highways: The trillion dollar investment in our
highways, the rapidly increasing dependence on trucks
in spite of the devastating energy crisis, and the severe
problems of maintenance which result in our "using
up" $11/2 million of our highway system for each $1
million we put into it pose another set of threats to our
total economy and reflect our pressing need for an effec-
tive and viable transportation policy. The total highway
system is involved. The interstate system is
deteriorating badly even before it is completed, and state
and local roads and bridges are in increasing difficulty.
These raise anew the set of questions about the adequacy
of our present system of user fees (Braun, Marshall,
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Fruin, Snow, et al.). These in turn amplify questions of
relative economics of the various modes for some jobs
and locational economics of some of our agricultural
production enterprises.

Transportation and cheap energy have played a ma-
jor role in the relocation of a number of agricultural
industries, including the development of the broiler in-
dustry in the Southeast and the lettuce industry in
Southern California. Now serious questions are raised
about the economic inability of these industries to face
vastly different transportation costs.

Inland Waterways: Early in our nation's history, riv-
ers and canals played major roles in our commerce, in
determining the location of cities, and in our national
defense. They are still important, but in relative terms
they have occupied a back pew for a long time. This is
unfortunate in the eyes of some. It seems waterways
should be making a much larger contribution to our
freight transportation system, given the energy efficien-
cies claimed by those in the business. Wilson, for exam-
ple, cites the following fuel efficiencies by mode:

Barge-400 ton-miles per gallon
Rail-200 ton-miles per gallon
Truck-70 ton-miles per gallon

The major problems for the waterways seem to be the
inevitable "pot-kettle" game of intermodal feuding over
who is subsidized; the conflict between environmental-
ists and navigation; and for the Upper Midwest, the
disruptions caused by delays in correcting the major
bottleneck of Locks and Dam 26 at Alton, Illinois.

The Task Force and its work, as Wilson said, should
be viewed as one forward step. Many more are needed.
We hope this seminar and Special Report will also con-
tribute to calling attention to these issues so important to
our agriculture, our region, and our nation.

ACKNOWLEDGMENTS
The editors, who also served as co-chairmen of the

seminar, wish to acknowledge with gratitude the assist-
ance received from a number of sources which made the
seminar possible.

First we acknowledge the Upper Midwest Council,
the Minnesota Department of Transportation, the North
Central Regional Center for Rural Development, and
others whose financial assistance and ideas contributed
in a major way to the success of the program.

We wish to acknowledge the work of:
Fred E. Tunks, free-lance publications editor

Kathy Frank Chesney, extension editor
Miriam Rykken Schulz, program assistant

They and those who co-sponsored the seminar join
us in the hope that this report will be useful as a refer-
ence on these important issues. Last but not least, we
wish to express our appreciation to the participants who
contributed in a major way through their ideas and their
discussions. We hope this will be another useful step
toward better transportation.

Luther J. Pickrel Jerry E. Fruin
Program Co-chairman Program Co-chairman
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Highlights of
the Rural
Transportation

Task Force Report

Ronald Schrader
Director
Office of Transportation
USDA

BASIC PROBLEMS
Today I would like to outline some of the problems

that have confronted us since we opened the office of
transportation at USDA two years ago. These problems
are why the U.S. Congress passed legislation that pro-
vided for the Rural Transportation Advisory Task Force.

The 1973 highway act eliminated about two-thirds of
the highways from federal funding, and most of those
highways are, of course, in rural areas. We have 25,000
miles of rail branchlines that are going to be abandoned
in the near future. Freight that normally goes on those
branchlines will have to go on those rural roads and
bridges that are no longer eligible for federal funding.

Most of our rural roads and bridges are in.horrendous
condition. It is estimated in several studies that it wil 
take hundreds of millions of dollars to adequately up-
grade all rural bridges and roads in this country. Obvi-
ously, that is not going to be possible.

Of the 20,000 towns in this country that have 50,000
or fewer residents, only 313 have public transit of any
kind for the elderly and the handicapped. We have had
200 rural communities lose air passenger service since
air deregulation. We have had air freight rates go up an
average of 23 percent in the last two years because of
airline deregulation. We have two major railroads bank-
rupt today and we have two more railroads in the
midwest that are nearly bankrupt. The Chicago and
Northwestern showed a loss of $10 million last year. The
Illinois Central Gulf shows a net of zero on its ledger.

We have had tremendous rail car shortages the past
two years. The actual problem is poor rail car utilization
partly caused by trackage under slow order; the cars
can't travel more than seven to nine miles an,hour be-
cause of bad track maintenance.

Shortages are also caused by disappearance of the 40-
foot narrow-door boxcar, which has been historically
used by grain shippers in this part of the country. These
cars have not been built since 1967. I think there are
59,000 or 60,000 of these cars left. In 1971 there were
200,000. They are the only cars that work adequately on
small, non-maintained branchlines. The big, covered
hopper cars just do not work on some branchlines.

Another problem is terminal congestion in Kansas
City, St. Louis, Minneapolis, and other major cities.
Such congestion causes delays of 10 to 20 days.

The railroads have labor problems. There's the hun-
dred-mile rule that says rail labor can go 100 miles in
one day to get one day's pay. If they go 200 miles they get
two days' pay; 300 miles, three days' pay; and so forth.
The 12-hour rule says the workers can't work more than
12 hours in one day. If they get close to the terminal and
the 12 hours expire, they stop, take a cab into town, and
come back the next day to complete the run.

Trucks are running cross-country 80 percent loaded.
As you know, there are about 10 states along the Missis-
sippi River that have 73,000 pound weight limitations as
compared with 80,000 pound limitations throughout
the rest of the country. This difference in regulation
wastes energy and hinders productivity.

We have other regulations that vary from state to
state. At each border-crossing trucks are held hostage to
changes in rules and regulations. When haulers get to
their destinations they have to pay a lumper fee of $40 to
$100 to have their trucks unloaded. Regulations are forc-
ing empty backhauls. There are exemptions for raw agri-
cultural commodities, but none for processed foods,
fertilizer and other farm inputs. And, of course, the route
configurations that drivers are forced to follow are some-
times ridiculous.

We have problems with packaging and with pallet
sizes. There are 150 different pallet sizes in the food
processing industry alone. In Europe there are only four
different pallet sizes.

There are 2,500 sizes of boxes in this country. In
Europe there are only about 70. How does one find the
right pallet for the right boxes for shipment, for example,
from truck to barge to rail and to airline without expen-
sive labor problems? What can be done to get the 30- to
45-minute time period needed for the unloading or load-
ing that now takes six to eight hours because boxes and
pallets have different configurations? There are no con-
siderations, most of the time, for intermodal containers.

The waterways have another problem. In the 1970s
our exports, especially of grain, increased dramatically.
Grain inspection activity between 1970 and 1976 in-
creased 59 percent. Rail loading volume increased about
8.5 percent during that time. But barge loadings in-
creased 63 percent. You can see that the vast majority of
the additional grain has gone by water. But waterway
capacity has been reached. Locks and Dam 26 has delays
of two to four days. The Welland Canal on the St. Law-
rence Seaway between Lake Erie and Lake Ontario has
reached its capacity for the most part. The Bonneville
Dam on the Columbia River has reached its capacity.
There really isn't much room for export traffic capacity
expansion on the major river systems.

THE TASK FORCE
The Rural Transportation Advisory Task Force was

established by Congress in response to the special trans-
portation problems of agriculture. Public Law 95-580
directed the Administration to establish such a group to
provide:
• Recommendations for determining essential trans-

portation needs of agriculture on a continuing basis;
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• Recommendations for establishing a national agricul-
tural transportation policy;

• Recommendations for methods of identifying impedi-
ments to an adequate agricultural transportation sys-
tem; and

• Specific recommendations for an adequate agricul-
tural transportation system.
To assure that the Task FoKce would address agricul-

tural transportation issues from a broad perspective,
Public Law 95-580 specifically required that it include
representatives from agricultural and transportation or-
ganizations and from the academic community. The
secretary of agriculture and the secretary of transporta-
tion were named as co-chairmen.

The Task Force looked at all the problems that I've
Just outlined before coming up with their recommenda-
tions. As indicated by Luther Pickrel, our conference co-
chairman, we have four people on the program who
served on the Task Force. Harold Breimyer, Stoney
Stubbs, Phil Baumel or Dick Wilson can fill you in on
some of the specifics of the Task Force.*

Not everyone agreed with everything the Task Force
recommended, but I don't think that anyone really ex-
pected unanimity among 14 persons representing vast
differences in viewpoint and opinion. But I do think thatthe Task Force came up with a report of which the
Participants can be proud. I think that Congress can pickand choose from the report in order to provide good
legislative direction. I think the report can provide a
resource for some good regulatory reform on the part ofthe ICC (Interstate Commerce Commission) and similar
groups.

Copies of the Task Force final report were just circu-
lated, as required, to members of the House and Senate
agriculture committees and to the ICC chairman. It willbe available to the public later. I can now give highlightsof its recommendations.

RECOMMENDATIONS
The Task Force recommended, concerning essential

needs, that the secretaries of agriculture and transporta-
tion, along with the Land Grant University system, de-
velop and publish estimates on current and future
agricultural commodity movements by commodity,
mode, and region.

The secretaries of agriculture and transportation andthe ICC chairman are instructed to monitor the transpor-
tation system's performance in serving agriculture, es-
Pecially those conditions the Task Force identified as
hindering efficient rail movements of farm outputs and
inputs.

USDA should increase its applied research activities
in technology associated with agricultural transporta-
tion, such as refrigeration units for rail cars, better han-
dling methods, standardized packaging, and similartechnological improvements.

The Task Force recommended that further studies be
made on people movement. We felt that we did not have
enough time or expertise to get into that area.

*For a complete list of Task Force membership, see Appendix II.

We recommended that the executive and legislative
policy processes be scrutinized to see if they are adequate
to address the transportation issues in a unifying, inter-
modal, and interregional manner. Right now, the Con-
gress has 10 to 15 different committees working on
transportation. We in the executive branch of govern-
ment have all kinds of different units responsible for
transportation. The Task Force recommends some kind
of unification and abetter method of arriving at solutions.

We had three major recommendations regarding reg-
ulation and cost recovery.
O The primary objective is to insure that there is effi-

cient movement of agricultural products and farm
supplies.

• Efficient movement should be achieved primarily
through market forces.

O Where no effective competition exists and there are
users who are willing to pay the full cost of providing
service, some rate and service regulation should be
provided.
We recommended that public funds provided to con-

struct and maintain the transportation system, such as
locks and dams, be clearly identified and the possibility
of recovering those funds from the beneficiaries be con-
sidered. Recovery of funds should promote an efficient
and competitive balance between modes.

The cost of advancing non-transportation or social
goals such as foreign policy, family farm policy, and
export policy should be assumed by the public and not
the carriers.

Waterways
The recommendation on the Mississippi River sys-

tem is for the Corps of Engineers to accelerate its con-
struction schedule for rebuilding Locks and Dam 26. As
you know, this is about an 8- to 10-year project, and the
Task Force felt very strongly that by the end of the 8- to
10-years that system would have already reached its
capacity for one, 1200-foot lock. The Task Force also
recommended that Congress immediately authorize a
second, 600-foot lock at Locks and Dam 26 and take the
study for that second, 600-foot lock out of the ongoing
Upper Mississippi Basin Commission study. In effect,
the Task Force said that they didn't feel the study was
necessary.

The recommendation for the Canadian-controlled
Welland Canal calls for continued U.S.-Canadian dis-
cussions on expanding the canal.

On the Snake and Columbia River system, the Task
Force recommended proceeding immediately with the
study of the economic and environmental feasibility of
rebuilding the Bonneville Lock and rehabilitating the
John Day Dam. This position was taken so that we don't
have a delay similar to that on the Locks and Dam 26
project on the Mississippi.

Highways and Trucking
The Task Force recommended that Congress:

• Target more federal aid to interstate and other major
highways,

9



O Expand the scope of federal responsibility on these
highways to include maintenance,

O Reduce the number of highways directly eligible for
federal assistance,

O Devote the highway trust fund to highway uses only,
O Make appropriate changes in federal highway user

taxes to cover the change in federal role (increase
taxes or have additional fuel taxes), and

O Provide an incentive program to increase the level of
state funding for non-major highways.

(The purpose of the last recommendation is to con-
centrate federal funds in fewer miles, to remove federal
requirements on smaller highway projects such as spe-
cial federal design standards, relieve the states of the
responsibility of maintaining major highways, and in-
crease the responsibility for rural roads and bridges.)

The Task Force felt very strongly that there should be
a limit of not less than 80,000 pounds on trucks and not
less than 65 feet on all trailers including twin trailers, if
they abide by those limits. The federal government
should design an incentive program, under the financ-
ing program, which would include a state's adherence to
the federal weight and length standards as one criteria
for receiving an increased level of funding for major
highways. The desired effect is to provide for an in-
crease of up to 15 percent in the vehicle payload to help
save energy, to give us more productivity, to reduce the
cost of long distance trucking of some perishables, and
to tie together federal size and weight limits and federal
financing of major highways.

The Task Force also recommended that Congress
consider legislation to provide incentives to states to
resolve problems of the varying state licensing regula-
tion problems; in other words, to somehow arm-twist
the states into having a uniform licensing procedure.

Concerning federal regulation of trucking, the Task
Force recommended that feeds, feed grains, feed ingre-
dients, grain mill byproducts, fertilizer, agricultural
limestone, and other soil conditioners be added to the
list of exempt commodities under the agricultural com-
modities exemption from ICC trucking regulations.

The Task Force also recommended that the restric-
tions under the Agriculture Co-op exemption that limit
the non-member co-op movement to 15 percent be in-
creased to 50 percent.

The Task Force recommended a standard contract
for agricultural truckers. The secretary of agriculture
would have the authority to develop standard contracts
for trucking fresh fruits and vegetables. Also, the secre-
tary would have authority to develop both the waivable
and non-waivable regulations for contracts and would
establish shipper responsibility for loading and receiver
responsibility for unloading as non-waivable contrac-
tual provisions. That would take care of the lumper
problem.

The Task Force also recommended that USDA con-
tinue to provide cost, rate, and other information that is
useful to truckers. The USDA Office of Transportation
recently started putting that information out on a weekly
basis. On a monthly basis we put out information on per-

mile trucking costs. This information is available in our
office and through truck stops around the country.

The Task Force recommended that driver-hours of
service time stay at 10 hours. There have been move-
ments to push it back to eight, and other movements to
push it up to 12.

The Task Force also recommended that ICC, USDA,
and DOT study or keep a close watch on the effects of air
cargo deregulation on fresh fruits and vegetables. They
should also find out if railroads are going to discontinue
hauling fresh fruits and vegetables, if so, that should be
reported to Congress so that it can take whatever mea-
sures might be necessary.

Railroads
The largest number of pages and recommendations

in the report dealt with rail transportation.
The first and probably most important item was the

contract rate system recommendation. Under current
regulation, contracting for rates and service is not en-
couraged or attractive to either shippers or carriers, for a
variety of reasons. There are three tiers to the Task
Force's recommended system. The first tier is to allow
shippers and the railroads to negotiate contracts for
rates, service, equipment and so on. In the event a rail-
road refuses to negotiate, the Task Force recommended
the creation of the second tier which is a "regulated"
contract, meaning that the shipper can declare himself
captive, no matter where he is, and the railroad must
give him a contract and the shipper must guarantee the
railroad all his commodities or a substantial portion of
them. The third tier is a continuation of the present
common-carrier obligation for those shippers who can-
not or do not want to contract.

The Task Force felt this three-tiered approach should
be an integral part of any regulatory reform package. We
also wanted to make it easier for railroads to adjust their
freight rates. But we felt very strongly that the captive
shipper must be protected. That was the reason for the
second tier—the regulated contract. Those regulated
contracts would be administered by the ICC.

Equipment that is set aside for contract cannot ex-
ceed 50 percent of all the equipment the railroad owns,
so at least 50 percent must be kept for common-carrier
service operations. The equipment that is used for con-
tracts will be exempt from ICC car service orders.

It was fecommended that there be some change in the
0T5,* a change which means that you— the shipper—
could buy or lease a car and during times of car surplus
the railroads could not force you to use their car instead
of your car. We feel the 0T5 has to be changed for this
contract approach to work. The rates specified by the
ICC in the regulated contract can be no less than the
railroad's full cost of providing service or the rates pro-
vided for comparable negotiated contract, whichever is
greater. The common carrier obligations would con-
tinue for shippers who did not wish to get involved with

*0T5 is the Association of American Railroad's agreement under which all
railroads agree to compel the user to use railroad-owned equipment when
railroad-owned equipment is in surplus.
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contracts. The railroads would be obligated to give them
at least the service that they are currently getting,
whether it is good or bad.

The desired effects of this contract rate approach are
to protect captive shippers and receivers, to insure car
supply for contracting shippers, to encourage invest-
ments in equipment by railroads, to allow shippers to
negotiate service standards, and to help shippers and
railroads to plan and forecast their car needs over a
longer period of time. For example, Burlington Northern
could have contracts in North Dakota and Montana for X
number of shippers for X number of years for X number
of bushels or tons. That means that they can better plan
the use of their equipment over a longer period of time.
We are trying to encourage cost-based rates and to

allow shippers and railroads to work out agreements
that may justify maintaining some branch lines that
would otherwise be dropped.
We also recommended that the redeemable prefer-

ence share loan program be expanded to include a focus
on improving rail lines necessary for export transporta-
tion. This program is under the 4R Act and currently has
money for rehabilitation. We are asking that Congress
direct that this money be increased and used for export
rail lines. The contract rail approach, if it does work,
will not work in the short term and certainly will not
work to the extent that it will give the railroads enough
money to rehabilitate these lines. So in the short term, in
order to get these lines back so that we can run trains
over them at reasonable speeds, we are asking that this
redeemable preference share program be expanded and
better utilized.

We also recommended that USDA and DOT develop
and implement a program to provide information and
technical assistance to all types of railroad users on howto take advantage of contracts. In other words, we ask
that USDA and DOT use their expertise to give the small
elevator operators around the country a chance to nego-
tiate collectively. This might help give them the same
kind of break contractually that perhaps the larger com-
Panies, like Cargill and others, might have.

We are recommending a demonstration fleet of free-
running rail cars-500, 50-foot-box cars and 500 cov-
ered hoppers. This fleet would be owned and controlled
bY the railroads, with special insignia on the cars. The
railroads could use the cars if they came into a terminal.
The fleet would be available on a first-come, first-served
basis. The entire fleet could be moved, for example, to
Florida to pick up phosphate at that time of year or into
Kansas for the wheat harvest, or into Minnesota and
North Dakota for the grain harvest.

The Task Force did consider nationalization of railrights-of-way, but rejected it, saying the fixed rail plant
should remain in the private sector.

They strongly recommended an expedited processfor rail line abandonment procedures. If there are no
Protests the abandonment should occur in 75 days.Abandonment should be permitted after 195 days if all
hearings are conducted and no appeals are filed. If an
appeal is filed, all supporting data should be available to

the users at the time the railroad issues its -notice of
intent to abandon so that the users—the shippers— can
have the data that the railroad used in making the
determination that they were going to cut off service.

The Task Force also recommended assistance for
branchline rehabilitation and that the Farmers Home
Administration's business-industry loan program place
top priority on branchline rehabilitation.

We recommended that a rural transportation cooper-
ative concept be instituted via a demonstration project
much like the old Rural Electrification Administration
which used low-interest loans to enable electric co-ops
to provide service to rural communities. We are looking
at the possibility of using a specific designated area of
need to see if such a program would work. If it did work
for branchline rehabilitation, the program could also be
applied to bus service, airline or airport improvement,
or other needs of rural communities.

We didn't explore rail mergers and consolidations in
much depth. The group, I think, believes that well-
chosen mergers can be a means of improving service and
should be encouraged.

The last item is the labor and management recom-
mendation. The Task Force recommended that DOT,
ICC, and the National Mediation Board work with rail
labor and management to promote the objectives set
forth by the Task Force. Should negotiations break-
down, rail labor work rule problems remain unresolved,
and labor and management are .unable to solve those
problems—which would be a hindrance to the effective
use of the railroads—there should be legislation avail-
able to set up a procedure for compulsory binding arbi-
tration on the work rule issue.

We also listed a large number of performance indica-
tors that ICC, DOT and USDA would be responsible for
monitoring in order to find out if the things we recom-
mended have some effect. We are to report annually to
Congress the effectiveness of implemented Task Force
recommendations. The measures used include such
items as the percentage of car fleet, by car type, commit-
ted to negotiated and regulated contracts; equipment
purchased for contract services; measurement of car
shortages calculated separately for negotiated contracts,
regulated contracts, and common-carrier service; and a
number of other items.

We tried to be as practical as possible in this report.
I'm not sure if you agree with the result, but that was our
intent.

Discussion
Q: Will copies of the Task Force report be available to
anyone interested?
Schrader: We will be happy to send the report to every-
one here.
Q: I have heard of recommendations before at other
places, and one thing that strikes me is that we have an,
awful lot of recommendations without too many specif-
ics about how to get it done. What kind of process are
you going to go through and how many years will it take
to get results?
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Schrader: Progress will depend on what kind of recom-
mendations we are talking about. There are legislative
recommendations, for example, that are entirely up to
the U.S. Congress. I see Reider Bennett-White is here. H 
is the staff director for the Senate Agriculture Commit-
tee. We have talked several times and I think the com-
mittee is rather anxious to begin hearings on many
recommendations almost immediately.

There seems to be a great deal of interest from both
the House and the Senate. Congressmen have asked us
every time we go before them in House or Senate com-
mittee meetings questions that indicate interest:
"Where is this?" "When is it coming out?" "What are
we recommending?"

Sen. Howard Cannon has a bill on rail deregulation
that includes two parts of our contract rate approach.
But he does not have the regulated contract for the cap-
tive shipper. We think that it is not a good bill without
the regulated contract and it should be in there in order
for USDA, at least, to support it. We don't think the
contract rate approach will protect the shippers we are
mostly concerned about. DOT does not necessarily agree
with the view I just gave.

Q: (William Gelston, St. Lawrence Seaway Corp.) Do
you think the Task Force's recommendations will solve
all the problems, or will they just have to do until we get
something better?

Schrader: I doubt that Task Force members believe this
will solve all transportation problems. This was a ten-
month study. We did not do a great deal of research. We
used research results from the past on various parts of
the transportation system.

I don't think that anyone on the Task Force would
want to say that the recommendations absolutely will
work. But we did have a large number of individuals
who had worked in the transportation industry for a
long period of time. They had a great deal of expertise,
knowledge, and background, and I think that their rec-
ommendations were on the practical side. Maybe the
recommendations are short-term to a degree. If we were
looking at longer-term solutions the Task Force might
have recommended a little differently. Some recom-
mendations are Band-Aids. The Locks and Dam 26 one,
for example, was certainly a Band-Aid approach; it's
only a six- to ten-year recommendation. But it is looking
at a situation that currently exists and trying to predict
what will happen if that facility is not rebuilt in a short
period of time. Where does the traffic go if it doesn't go
down the river? The railroad system, as we know it right
now, may not be able to handle the increase.

Harold Breimyer has four or five dissenting views
and I think they make a lot of sense. I think the major
dissenting view was on the contract rate approach. We
had some Task Force participants who weren't so sure
that that was the right way to go. They said it wasn't
enough deregulation, and it was too much. So I'm
amazed that we got as much unanimity as we did.

We also had minority reports. Stoney Stubbs doesn't
agree completely with certain aspects of the trucking
recommendation. Others do not agree with other parts.

But for the most part, votes were not close. On most of
these recommendations the winning votes had well over
the majority.

Q: I don't understand what you're saying about trucks
moving at 80 percent of capacity.

Schrader: If truckers are abiding by the law they are
loaded to 80 percent of their capacity because they load
to 73,000 pounds instead of 80,000 pounds. They have
to load to 73,000 pounds in order to go through the states
that restrict loads to that weight. So they are losing 15 to
20 percent of their total carrying capacity because of
those more restrictive state regulations.

Q: Did the Committee look at methods other than the
usual, such as user fees, gasoline taxes, etc. to finance
highway construction and maintenance?

Schrader: I don't think so.
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Conquest of space intrigues the spirit. Whether the
orbit be close to home or celestial, we like to move. We
treasure scooting from front door to office and pub, and
we get rhapsodic about rocketing a man to the moon.

Next after moving ourselves comes shipping things.
Here again our appreciation covers the spectrum. We
like to be able to mail a letter, roll a car of coal or wheat,
or send Voyager 11 10 look at Jupiter.

All means of transport, from the trivial to the planet-
probing, have features in common. We are concerned
here with those of an economic nature, and they are four;
transport requires a vehicle, power, a corridor, and di-
rectional control.

Something about the human psyche leads to giving
f.irst attention to the familiar. So it is that transportation
ls usually visualized in terms of means of conveyance,
the vehicle. In railways it is the train. In highway trans-
Port it it is the truck or bus, on rivers the barge, and in the
air the airplane. To use a cliche that may be appropriate
to our topic, that emphasis puts the cart before the horse.
The trickiest problems in rural freight transport do not
c.oncern our wheeled machines. Instead, they surround
first the corridor—the pathway for movement—and sec-
ondly the means of control.

Let's think a moment about corridors. Transporta-
tion is defined in terms of termini. Few people climb
aboard a train just to see the countryside, and no farmer
Puts his cows aboard a cattle car just to give them a ride.
Ot.ir interest in transportation is to get someone or some-
thing from here to there. The focal points are the termini.
Between them lie the corridors.

We think of corridors in terms of rights-of-way for
rail, a lake or river for barge, a highway for truck, and
even a limited passageway in the air for planes. But
again the tangible nature is not what bothers us. The
Problem arises in the terms of access and use, really the
idea of property. It opens up issues of ownership, access,
control, and of course reward. As to ownership, it is
hardly conceivable that a shipper would be expected to
°wn the corridor of shipment. Concerning use, a corri-
dor can often physically accommodate one or a hundred

passages equally well. As to reward, ancient tribesmen.how high a tribute they could collect by control-
g a mountain pass. The potential for extortion never

uisappears.
, A similar barrage of issues could belet loose regard-
ing institutions of control of transportation, and I will
mention some later. My purpose at the moment, how-

ever, is to set the tone for further remarks. I admit can-
didly that my way of looking at freight transportation—
what economists call the frame of reference—differs
somewhat from that contained in the report of the Rural
Transportation Advisory Task Force, on which I served.
Lest this appear to be a veiled rebuke of the work and
report of the Task Force, whose members I hold in high-
est respect, I hasten to add that my sharper criticism is of
the assignment given the Task Force in the first place.
The commission or task force technique is a good one
but useful only within certain limits. It is best applied to
finding a solution to a problem laid out for it. It is better
suited to problem-solving than problem-defining. I al-
lege that the essential nature of the problem in rural
freight transportation has not been delineated percep-
tively; expressing it in pedestrian terms of too few rail
freight cars or delayed delivery impedes rather than
helps.

To put the matter differently, the Task Force was
composed of four shippers, eight carriers, one regulator,
one researcher, and one philosopher. I am of course the
philosopher; in that role I comment here.

ESSENTIALITY OF TRANSPORTATION
The anchor-points to my philosophical interpreta-

tion are the essential yet subordinate nature of freight
transportation, and the extremely high overhead ele-
ment in cost structure. These give a public utility aspect
to transportation. That quality is implicit; it cannot be
wished away by any flight of rhetoric. But freight
transport is not purely public utility, and in its mixed
make-up lies what Shakespeare called "the rub." Policy-
making would be easier if transportation were purely
private or purely public.

Transportation is not a final product. It is an interme-
diate service. I have previously written that transpor-
tation as a service activity is self-effacing. It is to be
measured not by its own performance and efficiency but
in how, and how well, it contributes to the efficiency of
those it serves, that is, the shippers whose products it
carries away and the receivers whose essential goods it
delivers.

This idea does not reject goals of efficiency for a
freight carrier. What it does say is that what may be
efficient for the carrier may not be equally definitive of
efficiency for those for whom it carries. This is the heart
of it.

As an instance of conflict of interest I often cite
railroad companies' wish to keep their rolling stock
fully utilized, alongside the fervent desire of shippers to
have cars available when they need them. This is the
peak load issue. If freight capacity is to be available for
peak loads, some cars will be idle at other times. In other
words, railroads want close to 100 percent utilization,
but shippers want a cushion for peak loads, which trans-
lates to some idle capacity at other times. Conflict of
interest between shipper and carrier is built in; it has no
villains. But it is a big and difficult part of policy-making
in freight transport.

The second anchor to my argument is the high ingre-
dient of fixed cost in transportation. This is well known.
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I include all "real" costs, irrespective of who bears them.
The biggest portion is not the cost of rolling stock but of
the corridor—the right-of-way. Whatever the right-of-
way, a lot of expense goes into constructing it or main-
taining it or both. Yet once it is available, it can carry one
or many vehicles per day.

Intermodal differences in financing the right-of-way
and in access to it explain a large part of the contentious-
ness in transport policy. In a sense all modes were ini-
tially provided right-of-way at public expense. Land
grants essentially paid for railroad track. But railroads
have had to finance maintenance and reconstruction for
so long that it is fair to say that they now pay for their
right-of-way. Trucks pay user charges for highways.
Barges have been getting their waterways free. User
charges are beginning only now.

Big overhead cost in transport, including cost of
power and all rolling stock, forces strategic pricing. It
would be silly to pretend otherwise. There will always
be some strand of value-of-service or what-the-traffic-
will-bear in pricing of transport. A few economists
dream up aphorisms such as fully allocated costs or
rejection of cross subsidization. These deteriorate into
numbers games, but more important is that they amount
to what the economist Kenneth Boulding calls subop-
timization. This is the false doctrine that goals for a
company can be parcelled out to its operating units.
Boulding chastizes that suboptimization often means
finding the best way to do something that shouldn't be
done at all; but more appropriate here is the business
world's wisdom that the only line that cOunts is the
bottom line. Any business firm will take on an activity
that offers a reasonable promise of contributing toward
the firm's overall goals, irrespective of whether a clever
accountant calls it "compensatory." So it is, and so it
must be, in transport rate-making.

A WILDERNESS AND A CITY
Transportation is carriage-service through the corri-

dors that link businesses, communities, and even whole
nations together. The quality of transportation is judged
by how well the linkage is done. In our geographically
dispersed economy, quick, economical transport is not a
luxury but a necessity.

The test of transport quality is not to be found in
conventional physical performance ratios. Nor are
financial criteria easily set up. I prefer to turn philosoph-
ical once more, to repeat the idea of transport as self-
effacing, and to say that the supreme test of a transport
system is how well it enables the participants in our
economy to carry out the economic activity to which
each is best suited. In economic language transport
ought to facilitate economic enterprise according to the
principle of comparative advantage. Granted, this is an
idealized goal, and it does not exclude geographic re-
moteness as a negative factor. But it fits with viewing
transportation as a service activity.

A transport system and its rate structure bear crucial-
ly on the terms of competition among businesses and
areas that ship, and also among those that receive. The

rate structure can be chosen to support whatever com-
petitive pattern is preferred for our economy.

Transportation economist Philip Locklin quotes a
line that dramatizes the potential impact of rate-making:
"The power to make freight rates is the power to turn a
wilderness into a city or a city into a wilderness." Thus
we idealize our goals but must deal with the power
involved in strategic (i.e., discriminatory) pricing.

Strategic rate-making puts enormous power in the
hands of the rate-maker. It is a power so great that for a
century it has been shared between private carriers and
the public. It will continue to be shared. The administra-
tion's proposals to turn rate-making for both rail and
highway freight transport over to carriers do not have a
shadow of a chance of being adopted, nor should they.

And so long as the public interest continues to be
expressed, it will take the form of preserving common
carriage and of providing surveillance over rate-making
for it. Fundamental principles will not change. The serv-
ice to be performed and charges for it will be determined
jointly. For all modes some component of public financ-
ing will be involved—including railroads! Overhead
cost will be recovered where it can best be recovered, but
the rule against unfair or unjust discrimination will
work to restrain both over-exploitation (high rates) and
predatory tactics (low rates designed to knock out a
competitive carrier or mode). These are the principles,
and for my part I prefer to express them in these terms.
The only final test is the test of reasonableness. This
traditional language is more appropriate, I believe, than
newer coinages such as "captive shipper."

If our transportation system is truly expected to facil-
itate trade and commerce for all the United States, the
principle of common carriage with rates to fit dare not be
abandoned. It's as bald as that; why waste words in
camouflage?

A FEW IDEAS
Even though I regard philosophy as a necessary pre-

liminary to action, I grant that it is easier to philosophize
than to prescribe. I have a few ideas, and will offer them.

First, we have a lousy transportation system. The
rails are the worst. The United States ties with Canada
for the poorest railroad system in the industrialized
world. We do not have a railroad system. We have 76
short lines (or whatever the latest count of companies
may be). There is no coast-to-coast railroad. I am sympa-
thetic to the arguments against mergers, but in general I
favor mergers with, of course, aggressive Interstate Com-
merce Commission (ICC) oversight of their composition
and performance. End-to-end mergers at least ought to
be pursued vigorously.

Second, rail transport must be the backbone of
freight transportation. The Task Force so insisted, and I
am entirely in agreement.

Third, the interstate highway system is in many re-
spects a glorious achievement. But the federal and state
governments are combining to do it in. Its maintenance

'J. H. Beale and Bruce Wyman, quoted in D. Philip Locklin, Economics of
Transportation, 6th ed., Richard D. Irwin, Homewood, IL, p. 468.
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is not being funded at all adequately. Furthermore,
Putting ever heavier trucks on highways will hasten
deterioration.

Fourth, policy-making for transportation suffers just
flow from preoccupation with current experiences. This
is why I labored previously to define the transportation
mission. One would think that the overriding problem is
getting trainloads of grain to export points. Countless
times during Task Force meetings members were
warned against lapsing into that easy characterization. I
am afraid that as a group we lapsed frequently. Not only
are there problems other than in shipping grain to the
oceans, but in my judgment the hardest nut to crack in
farmers' shipping is not movement of loaded trains but
in the collection function. The Task Force report will
carry a page of encomium to unit trains. Its late addition
With strong endorsement forced me to register my oppo-
sition. If unit trains were the answer we need only desig-
nate one rail line from Kansas City to Texas for southern
runs and another for northern, and run the trains loco-
motive to caboose, non-stop. We would not worry about
service to points en route. The grain would move.

I also found it necessary to object to the recommen-
dation for advance contracting of freight cars. Essence of
?fly opposition to contracting as well as to unit trains and
indeed all concessionary multiple car rates is that these
are far from competitively neutral. On the contrary, they
are so preferential to shippers (or receivers) in best posi-
tion to use them that they do not justify serious consider-
ation. Or to soften my language a bit, these devices are
unyielding so long as basic inadequacies remain. They
only reallocate the victims of inadequacies. Shortcom-
ings in freight carriage must be relieved first. Then de-
vices such as forward contracting for freight cars can be
employed without unjust discrimination.

FORGING A NATIONAL POLICY
Now to conclude with a few positive suggestions.

The first almost embarrasses. It is a call for a capacity to
develop and implement a national transportation pol-
19y. The fractionation in both the executive and legisla-
tive branches, replete with highly uneven coordination
between the federal and state governments, is a national
candal. These are not promising times for improvement
in our capacity to govern ourselves, but even so if we
want a good freight transportation system we have got to
develop the proper policymaking instruments. The first
step is to dedicate ourselves to the task.

Second, there simply must be a comprehensive state-
bY-state plan for transport infrastructure. Rail and high-
way planning must be done jointly, complete with
mapped categories of highway capacity and mainte-
nance, and of branch rail lines that will be retained.
Decisions about roads and local rail lines cannot be
Made piecemeal. My own bias favors keeping a substan-
tial number of rail facilities, because there still is a basic
economy to getting freight for distant movement aboard
a car as close to origin as possible. And as energy be-
comes ever more costly, the advantage in favor of rail
Over truck is manifest. I allege that part of the present

appeal of truck transport represents living off previous
investment in highways, particularly the interstates.
Nonetheless, generalizations are not helpful; only case-
by-case analysis within overall rail and highway plans
makes sense.

I am guessing that less costly methods of performing
the rail collector function are possible. At our hearings
several witnesses testified in favor of the collector train
arrangement. Other witnesses alleged that restrictive
work rules are a major handicap. If this be true manda-
tory change may be necessary.

Third, I am almost convinced of the desirability of a
national freight car fleet. Every time I hear it said that
shippers must provide their own cars I wince. That is the
sure-fire way to get an inefficient transportation system.
The device is made worse during slack times when
carriers show preference for using their own cars and
rejecting the shippers' cars. Here is another instance of a
conflict between economic interests of carriers and of
shippers. So I propose that all standard cars be com-
bined in a national fleet, to be put into service via a
computerized assignment and record-keeping system. I
would add about a 10 percent component of publicly
financed cars, as a way to pay for the peak load cushion
that is in the public interest but not in shippers' individ-
ual interests.

Except for my comment about planning branchlines,
I have not touched on transport corridors, which I called
the hardest nut to crack. There is some support for na-
tionalization of rail roadbeds. One argument in favor is
that we will end up subsidizing the rails heavily in an3r
case, and this might be the best way to provide subsidi-
zation. Also, nationalization would end the monopoly
that each company now enjoys on its own right-of-way.
If roadbeds were nationalized several companies might
use a single roadbed. In fact, one can speculate that in
the best railroad system individual companies would
get their identity not from the right-of-way they owned
but from the power and the carrier service they per-
formed. Expecting a single company to provide all four
ingredients—power, carriage, corridor, and directional
control—may be an anachronism.

I am not sure I am quite ready to make this my fourth
recommendation but it is worth considering.

Fifth, and still in the corridor category, is the rail
infrastructure of freight yards, classification yards, junc-
tion points, and such. A few witnesses and scattered
studies have addressed this matter. My impression is
that we are hamstrung with obsolescent facilities. Mod-
ernization might be one of the most useful steps that
could be taken. A substantial amount of public funding
would doubtless be necessary.

As my sixth idea I touch on an issue that received
little consideration by the Task Force. It is the rail rate
structure. It could extend to the comparable rate struc-
ture in regulated motor carriage. The rail structure is a
royal mess; it is extremely complicated. It is packed with
selective concessions, small and large. Moreover, it im-
pedes orderly freight transport because it creates over-
load pressures on routings that happen to carry an
attractive rate, and discourages other routings. The act-
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ing general sales manager of USDA told the Task Force
that with regard to the rate structure for grain for export,
there is a "hodgepodge of different rates brought on by
special interest groups." As a result, "port facilities have
grown where rates are favorable. This not only is unfair
to some producers, but in terms of efficiency, it does not
allow flexibility of movement . . ."2

If I were czar, I would mandate a two-thirds reduc-
tion in the size and complexity of the rail freight tariff
books. I don't know what fraction of cut-back I would
impose on regulated truck tariffs.

Seventh, I support the Task Force call for compul-
sory arbitration as a last resort in updating of rail work
rules.

My eighth and final suggestion is a note of concern
and regret. The biggest problem lies with the rails, and
the national program necessary to modernize them
would wreak havoc with the existing organizational re-
lationships within the railroad system. Even though the
present state of affairs is deplorable, some companies
have good records. The restructuring I see as inescapa-
ble would in many cases not be fair to them. This is
unfortunate. I would of course want to minimize inequi-
ties but they cannot be entirely avoided.

Lest this negative aspect be allowed to govern, I add a
note of prophetic alarm. The present freight transporta-
tion system is absolutely unacceptable. If our nation
continues on its path of induced frustration in all public
affairs it will do nothing very constructive about trans-
portation. But a crisis will arise eventually. It will ex-
plode if we get into any sort of military operation. In that
event, quick dramatic action will be taken. It probably
will amount to total nationalization. Fear of this debacle
ought to goad us into precautionary action. I doubt,
however, that it will.

'Fred Welz, Acting General Sales Manager, USDA, to Tom Poerstel, Office of
Transportation, USDA, July 30, 1979.

The Need for a
Rural
Freight

Transportation Policy
Richard Braun
Commissioner
Minnesota Department of Transportation

In looking over the group, I see a lot of familiar faces.
Not only have I seen many of you at other conferences,
but I've met some of you through this same type of work,
particularly relating to highways and railroads. I'm
happy that there are several legislators here because in
transportation funding that's really where it all ends up.
There isn't much we can do that doesn't require some
sort of legislative change or increase in funding, either
general revenue funds for railroad and transit work or an
increase in the highway trust funds for highway work.

I consider transportation to be one of the most vital
issues facing the nation and the Upper Midwest. There's
a great need for a rural commodity transportation policy.
When you think about it, a lot of us operate without a
policy in our day-to-day operations. In the absence of a
formalized policy, we are sort of making orje up on a
day-to-day basis anyway. It seems to me that as first
speaker, I ought to talk about the dictionary definition of
a policy. A policy is a strategy for making a decision. It
isn't the decision, it's the strategy. That's the way we
look upon policy development at the state level.

There is a definite need for adequately maintained
transportation facilities. There is a definite need for
more equipment to move commodities. There is obvi-
ously not enough money—not enough money for high-
ways, railroads, or any other mode. Therefore, we must
have a policy if for no other reason than to determine
how to allocate resources.

As we look at things from the perspective of the
Minnesota Department of Transportation (Mn/DOT),
there are several concerns. The first one is the lack of a
comprehensive transportation policy. When we don't
have it, we in effect make policy in a panic situation on a
day-to-day basis. The next concern is inadequate roads
and bridges. Beyond these two are ongoing railroad
abandonments and bankruptcies—a very serious aspect
of transportation movement of commodities in Minne-
sota at this time.

A large number of cities in Minnesota are not served
by a 9-ton road. I hear about that several times a week,
sometimes mildly, sometimes very vocally, from inter-
ested citizens, community leaders and legislators. Most
of the cities over 5,000 population have a 9-ton road, but
many towns with over 400 population do not really have
such a year-round outlet. A city such as International
Falls with over 5,000 population doesn't have a 9-ton
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outlet, and it would cost $20 million to provide it. Thata cost would use up much of the entire program for the
year.

Federal aid available for non-interstate use equals
about $30 to $32 million a year. Obviously we have state
funds in addition to the federal funds, but the total
amount will not provide a lot of cities with 9-ton roads.
So financing is a very serious problem. Fritz Marshall,
our assistant commissioner for technical services, will
be covering that later in your program. He will also be
talking about the critically serious bridge situation.

Many cities are requesting that we raise the allow-
able tonnage from 9 to 10 tons per axle. We do that
Wherever possible. We raised 15 to 18 cities to the higher
level during this last grain movement crisis. However,
we can't allow 10 tons next spring. Most of the limits
Will have to go down to 9 tons, some even lower.

I recently reviewed a letter from one of our district
engineers in Bemidji with recommendations for next
Spring's highway limits. I didn't total them, but I bet you
for every road where he intends to increase the tonnage,
he's considering six or seven roads for a reduction,
sometimes down two or three tons. You can imagine the
hollering that will produce.

Too many limits are going to be lower next spring
than the limits we had last spring. The only way to avoid
that problem is to spend some money on the facility to
reinforce it to withstand the higher load limits. We also
have many requests for four-lane roadways. There can't
be any more four-lane roadways constructed unless we
do something about funding.

We've had 31 rail line abandonments in Minnesota
in recent years with 17 or so still pending. We are trying
to help the situation with both the federal 4R program
and also our Minnesota Rail Service Improvement Pro-
gram. But those funds won't rehabilitate very many
miles. The estimate is that $47 million is required for
railroad rehabilitation work at this time. Mn/DOT does
not defend the need to retain every rail line scheduled
for abandonment. It is our feeling that we have an obliga-
tion to point out what occurs under an abandonment,
What the shippers' rights are, what the procedure is, and
to assist the people who will be affected by that aban-
donment. We should not arbitrarily state that no rail
lines should be abandoned. In our opinion, we also have
to be very careful about abandonment of rail beds that
have any possibility of being used at a later date.

In the area of water transportation, we feel that there
should be user fees. We have assisted in attempting to
extend the navigation season on the Great Lakes.

We are actively involved in studies of energy effi-
ciency as it relates to transportation and fuel alterna-
tives. However, there's a special concern here. We are all
for gasohol. We have installed it in our Rochester dis-
trict. We're going to be doing it statewide in all of our
district headquarters. But every time we do this we are,
in effect, reducing the revenue available to construct
highway facilities because of the gasohol tax exemption.
Also, we would very much like to move into the demon-
stration of electric vehicles. We made an application for

federal funding that was turned down, but we are in the
process of trying again. The point is that no matter what
type of fuel a vehicle uses, it still needs a roadway. If the
vehicle ran on prune juice, you still would need a road.
That costs money, and that's the problem.

Fortunately, we have a governor working hard for
increased funding for several modes. For instance, he
has proposed a sales tax on gasoline as the number one
way of increasing funds for highway construction and
maintenance. This would apply the 4 percent sales tax
to gasoline.

Last August I had to announce a cutback of 61 proj-
ects totaling $122 million in highway construction. If we
don't do something more for highway funding soon, we
will have to announce another cutback that could be as
high as $150 million because we will not be able to
match federal aid. The actual lack of funds on the state
level is not that high ($33 million) but if you can't match
the federal dollars, you lose the money on a 90/10 basis
on interstate and 75/25 on the majority of other pro-
grams. There are possibilities of doing some bonding for
the completion of the interstate.

We have been working for several months toward a
state transportation policy for movement of rural com-
modities. Gov. Quie recognized the need for an effective
policy, and directed that it be developed. I've had the
opportunity to be the chairman of the task force on the
public side and John Himle of the Minnesota Agri-
growth Council is chairing the private side.

The public side has nine agencies involved: Duluth-
Superior Port Authority, University of Minnesota, Mn/
DOT, Minnesota Department of Agriculture, Minnesota
Energy Agency, Department of Economic Development,
State Planning Agency, Public Service Commission, and
Pollution Control Agency. These agencies, it was felt,
would have the most impact on trying to assist the pri-
vate sector in solving rural transportation freight prob-
lems. I emphasize "assisting the private sector" because
that's really the way that we see our role. We receive
information from these agencies as well as other agen-
cies in the following areas:

• How they perceive the problem. What they really
think the problem is.

• What should our agencies be doing to help solve this
problem?

• What constraints do they see now in solving the prob-
lem, and what tactics will be needed in the future?

To date, we've been able to draft these policies in a
general way. Most of this has been done by the private
sector. We've tried to identify some immediate needs
that could be taken care of within the next 18 months.
We don't want another study lying on a shelf with noth-
ing really happening. We have to come up with some
concrete recommendations that can be implemented in
the short range. We want to identify the problems, de-
velop solutions and then go to the legislators for changes
where necessary.

The private side has provided policy statements.
These statements say this is what we should be doing
and this is how we should be going about it. The agen-
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cies have taken the policies and placed them into action
statements.

Gov. Quie has pointed out that, in his opinion, the
solutions are on the private side. Our (the public side's)
role is to smooth the way. And I want to assure you that
we mean business in that respect. Discussion

(Session following presentations by Ronald Schrader,
Richard Braun and Harold Breimyer.)
Q: You discussed the notion of a comprehensive transpor-
tation policy in your plan, yet the Task Force findings call
for rededication of the highway trust fund to highways
only. It seems to me that consistency would demand that
transportation funds, wherever generated, be dedicated to
the transportation system. Has that been decided as a
priority?
A: One member of the Task Force wanted very much to
have a combined intermodal trust fund. But he didn't get
very much support, probably because no one wanted to
face up to the question of how to divide the fund.

I don't think there would be much disagreement with a
composite kind of dedication to the problem, but the ac-
tion, I believe, would not start with the fundings. They
would start with the mechanisms. It is likely that if this
were the route taken there would be some changes in
funding.
Q: I would like to have any of you comment on what seems
to be a major change in transportation. The American
public is moving, by force more or less, to much smaller
and lighter cars. A light car needs maybe 3 inches of
concrete, but a truck needs 9 or 12 inches. How much
longer do you feel the motoring public is going to be
willing to pick up a major share of the cost of highways
they don't need? Will this tend to put more business back
on rail?
Braun: You have brought up a subject that has been dis-
cussed for several years within the Minnesota Department
of Transportation. On the federal level there is a study in
progress to determine how the costs of highway facilities
should be allocated among highway users. We did some-
thing similar on a state level last year, but not to the
satisfaction of some of us. You are going to have to buy the
same right-of-way regardless of the sizes of cars. In most
cases the same size shoulder is needed. Perhaps the same
lane width won't be needed as cars become smaller.
Trucks come in very heavily where structure and mainte-
nance are concerned.

We tried to determine whether trucks were paying
their fair share, and we are going to take another look at
that very shortly with a different set of assumptions be-
cause things are changing rapidly.

If you look at gasoline consumption as projected by our
state Department of Revenue, our Department of Finance,
and the Minnesota Energy Agency, gasoline consumption
and the revenue derived from it are expected to decrease.
The current estimate of decline is about 9.5 percent. This
is not true with diesel fuel, which is projected to increase.

The most difficult aspect of all this is that the greatest
problems probably won't come from the major highways. I
think the toughest part will be local roads. And this in-
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volves more than the thickness of the concrete, particu-
larly in states like Missouri and Minnesota which have
lots of bridges. To put it bluntly, lots of farmers think that
they should have the privilege of backing 73,000-pound
semitrailers up to their farm doors. I know of a situation
Where three public bridges are used by only two farmers.
Well that is a luxury they can't have.

I think that politically the most difficult task is
determining the extent of public responsibility for rather
remote roads built up to a capacity of heavy tonnage.

Q: I made a decision in 1975 to ship grain as a unit train
shipper and put up the facilities to do so. I put semis out to
bring grain to the elevator and I shipped a 25-car train or a'
50-car train consistently 12 months a year. I wonder what
is wrong with that kind of train unit utilization?
Breimyer: The answer depends upon the question. There
is nothing wrong with that kind of car utilization. But
there are other considerations. To what extent do we de-
sign facilities to service that kind of volume? Do we not
also serve other kinds of shipping? Should it be a matter of
Public interest to continue serving shippers that can't use
such large volume? These are the kinds of questions that
we really can't answer yes or no.

Tradition says we must continue to try to serve the
smaller shippers and smaller communities, simply as a
Part of what we want to do. In a sense this is not econom-
ics; it is philosophy. But we can't keep all the small eleva-
tors. We can't keep all the branchlines.

How far do we go? I don't really want to argue with you
very much on this point, but to put it rather sharply, we
Could design a rail freight structure that probably would
d,rY up every small business in the northern plains. I don't
tnink we should do that, however, because they are a part
°f our economy too. So where do we draw the line? I don't
kn ow,

Q: (Francis Mortier, Marshall, Minn.) Why can't we use
t„hese good small elevators along with terminals?
',reimyer: In many cases we can. One of the recommenda-

iuons of the Task Force is to promote shipping associationsor that very purpose.

9: (Russ Thompson, Cenex) I'm concerned because I
?elieve our transportation problem is really a social prob-
'eln. Do we really have to wait until a crisis comes? Are we
linable to solve the problems? How do we go about form-
ing a coalition and really get down to the roots of what's
naPpening and what to do about it? Can we really get
anything accomplished before all of us with special inter-
ests start working together?
,I3reimyer: The Task Force did touch on this. We did plead
'or better attention to addressing the issue of replacing
conflict with cooperation, but we didn't try to set out any
kind of format for doing this, which probably was a mis-
take. I think we should have tried.

All economic problems are partly social. They have
to be. When the Senate and House hold hearings it
Would be better if about three committees appeared to-
gether, not just one alone, such as the Task Force. I
iWould like the Department of Transportation and the
Vepartment of Agriculture to get together and report to
ooth the secretaries together. In Kansas, the governor

took leadership in bringing agricultural interests to-
gether last year. It looks to me like this seminar was a
pretty good effort to get legislators, bankers, shippers,
millers and so on to address the transportation question.

Braun: I'd like to comment from a state perspective. I
just went through a legislative session in 1979 trying to
get the gas tax increased, with absolutely no success. I
think that action does kind of take a crisis. Some of our
district engineers said, "Well you're not going to get
their attention by saying that they are not going to get
any more four lane roads. Let the existing facility go to
hell and then they'll see the potholes and then they will
know that there is a problem."

As a prudent administrator, I don't think you can do
that. I think you have to protect an investment. In Min-
nesota that is a $16 billion investment. You can't let that
go to hell and then say that we've gotten their attention.
Politically, you have to figure out what you can do.

Somebody talked a minute ago about towns not all
having an elevator or certain towns drying up. We had a
republican governor at the start of the last decade who
said some small towns deserve to die. He didn't live that
down for five years. It was a real political problem for
him.

I think that politically we are going to have to give a
real push to get some more funding. It is going to take
practically a crisis situation.

During the coffee break here I returned a call to the
governor's office about highway funding. He's going to
visit 14 cities this week on his four constitutional
amendments and he has decided to talk about highway
funding at all 14 of these cities. I'm going with him
starting at 9:30 tomorrow morning and I think it is going
to take that kind of push to give the awareness to the
people that there is something wrong with the transpor-
tation facility.

What is here today isn't going to last if we don't find
additional funding. Facility expansion is even more
remote.

I frankly think that to say that we are all going to get
together on some grandiose policy and move ahead right
now isn't the way it's going to work. I think that we are at
the crisis peak now. The professionals recognize this but
the public isn't really well enough aware of the situa-
tion. I don't blame the legislature at all for not voting for
a gas tax increase or any other increase in funding if the
people that are behind the legislators are not asking
them to do it. That is suicide. The objective has to be at
the grass roots level to give proper awareness of the need
for protecting our investment and increasing the facility.

Schrader: I assume that the question we are attempting
to answer was based, partly at least, on the point that Dr.
Breimyer made a little while ago: our transportation
system is just bad.

There are many people who do not think that our
transportation system is bad. When you look at the ex-
port figures in the last month or two months you see that
we've reached a new record each week. During one week
in November we had a record of 118 million bushels
exported, the highest ever. Last year we reached a record

19



of 101, 102, 104 and 108 million three or four weeks in
succession. Three weeks ago we reached a new record of
131 million bushels.

The figures keep climbing and our system, in the
eyes of a lot of people, including people on the Task
Force, is not as bad as Dr. Breimyer indicates that it is.
Maybe all that is needed is some patch-work. We need to
solve some problems, fix a few things up. The system
isn't that bad. Let's not throw it away, tear it down and
do away with it.

Regarding your point about DOT and USDA getting
together, we kid a lot about that. Each department has a
different perspective. DOT has the perspective that does
not take into account the USDA perspective on shipper
problems. DOT's primary interest is railroads and there-
fore we disagree on a lot of issues. I think the Task Force
perspective was generally conservative and for that rea-
son the Task Force did not agree with Dr. Breimyer in the
initial policy statement where it was stated that they felt
the transportation system should rely on the free market
system by and large.

Breimyer felt that we ought to recognize the fact that
the government plays a very important, integral part in
this whole system and we ought to recognize it. The
Task Force didn't want to recognize it, just as they didn't
want to say that should all other measures fail then we
ought to nationalize the roadbed rail system. They
didn't want to say that either because of their perspec-
tive.

Q: (Philip Raup, agricultural economist, University of
Minnesota) As I look back over the last 50 years, the
main thing that is different in our transport system has
been the very great ability to load the cost of maintaining
and providing the roadbed for truck freight movement
on to the users of personal automobiles. The conversion
of personal automobile gas tax revenues into roadbed
construction for truck freight hauling is the biggest sin-
gle economic distortion in the total transport system, as
far as I can tell.

In any society other than ours a major tenet of tax
policy has been to tax those goods that were habit-form-
ing and had very low elasticities of demand. In other
words, people wanted them and wanted them bad
enough to pay almost any price. We tax alcohol under
that theory. We tax tobacco under that theory. So-called
sumptuary taxes have been the backbone of the tax sys-
tems since at least the times of the Greeks and Romans.

The one remarkable thing about the United States is
that we have one of the most habit-forming drugs in the
form of gasoline and we have confined the taxation of
gasoline to the construction of roadbed, which is exactly
the same policy that would prevail if we used all liquor
taxes only to construct more bars.

Did the Task Force consider the one key element in
this composite tax and expenditure system which is the
good roads amendment of the various states? That is
what dedicates the state highway revenue funds to be
used only for roads and bridges. If those good roads
amendments are not disturbed it will be painful. The
only other alternative would be a very active increase in

federal participation in the construction and mainte-
nance of roads and highways, because the federal gas tax
and the dedication of the highway trust fund could be
changed more readily, quicker than could the repeal of
the various states' good road amendments be achieved.

So, if you are going to use an increase in the gas tax
revenue to improve the highway system and tax it as it
would be logical to tax it and maintain a ratio that
prevailed until about three years ago, we would have to
have a gasoline tax today at about 350 a gallon. That
would just about restore the ratio that prevailed about
four to five years ago.

We are not going to have that, quite obviously, and
the reason is the dedication of all these revenues to the
construction of roads and highways only. If we can't
divide up truck transport and automobile transport so
they run on different roadbeds, because of economics,
then we are going to continue to subsidize the truck
roadbed with passenger car traffic. To me the only logi-
cal thing to do is to increase the tax and use part of the
revenue to subsidize the railroad bed. But we couldn't
do that because of the good roads amendments.

Did the Task Force get into this hornet's nest of
problems? If not, why not? Maybe they're cowards, ra-
tional cowards.

Stoney 'Stubbs: I don't remember us talking about this
sort of thing specifically other than pushing for some
legislation devised by Congress to provide incentives for
the states to cooperate.

Schrader: We batted various ideas around. One foOtnote
is that, in a sense, the waterways had a better or maybe
more generous funding than the trucks in that the Corps
of Engineers has assumed the full cost of providing the
waterway right of way.

I have a love-hate relationship with railroads. They
do bear the cost of their roadbed for the most part and
this is a difference in modes that I think is a very real
fact. Maybe we should just go ahead and nationalize the
roadbed. But there is an intermodal difference and it is a
major concern.

Braun: I'm not answering you about what the Task Force
did, but I do have some comments about the use of trust
funds. I used to be quite concerned about that, about
what was going to happen to the trust fund from a high-
way orientation standpoint. I don't have that concern at
all anymore. I wouldn't be too bothered if the trust fund
didn't take all the money from highways and say that it
had to be used for highways.

There would be a couple of problems, though, if
changes were made. One has to do with the lead time
that is needed before you can construct a new facility. In
our work there is about nine and a half years right now
for any major facility from the time that you think about
the project until you can actually put it under construc-
tion. That is because of the location report, the design
report, the environmental impact statement, the project
development report and on and on and all the federal
and state requirements. Somewhere there has to be some
assurance of continuity.
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Cases are always made between states as to how
much gas tax is levied, for example, completely forget-
ting that there are other sources of revenue that go into
the monies that are used. Wisconsin's gas tax is 7 cents
and ours is 9 cents. Gee! Why aren't we as efficient as
Wisconsin? Last session Wisconsin picked $60 million
out of general revenue and put it into the building of
highways. Nobody talks about that part. Why not com-
pare Minnesota with Iowa where the gas tax is 10 cents
and the diesel is 111/2 cents?

As long as the money goes into highways there is a
group that helps us get additional funding. If that money
did not go into highways I think we would lose the
allegiance of the good roads people who are the same
People who protect this constitutional amendment.
There was an attempt made a couple of years ago to get
rid of it and they didn't even come close because it is
Part of Article 14 of the Constitution and it has to be
changed with a referendum.

There are other funds, however, that currently go
into the general fund that could be rationalized as being
Part of the highway atmosphere. One of them is the
excise tax on cars. The 4 percent excise tax on cars
generates $100 million a year that goes into the general
revenue fund. You could rationalize that maybe that
Shouldn't go in there.

There is another option that the governor has been
Pushing. It would eliminate the sales tax on gas and take
that 4 percent and use that for transportation. That
wouldn't necessarily have to go into a trust fund because
that is actually a sales tax. If you wanted to keep nearly
th. e same ratios between the state, the counties and the
9ities in the gas tax you could (1) take 2.5 percent, put it
in.to the state, and even say the state had to use it for
highways, if you wanted; and (2) take the 1.5 percent
that goes to the counties and cities and say they could
match some of the transit facilites. There are ways to
Play around with the existing financing without taking
on .the hardnose guys who are really saying, "You are not
going the change the constitutional amendment. That is
a dedicated trust fund."

I'll be darned if I know how we can get enough
People interested right now to realize that there is a
crisis. I would say that over 50 percent of the legislators
really don't care that much. They've got a pretty good
load. Maybe they need a signal somewhere to fix up an
intersection, but beyond that they don't worry about 9-
t°n. vs 10-ton or four lanes unless they are going up to
Mille Lacs on the weekend. Then you hear complaints
about the Princeton bypass and the Mille Lacs bypass
and the rest. It is very hard to generate that interest
Without a crisis.

Pickrel: I'm puzzled by that observation just a little bit.
lia.ve you passed. some rule that urban legislators can't
rive 1-94 between St. Paul and Minneapolis? If they do

that how can they not be aware of some of your prob-lems?

48ratin: One time during the last session I was speaking
°,a group of suburban legislators from the west side of
minneapolis and Bill Crawford, our district engineer

from the Minneapolis district was along. They asked, "If
they get a gas tax will they fix up 1-94 between Minneap-
olis and St. Paul?" To them that is one piece of road and
they don't even know that it is going to take $20 million
to put that back into shape in the next two years. How-
ever, we are trying to get interstate funding for a pretty
good piece of it.

Q: (Brian Schmiesing, Southwest State University, Mar-
shall, Minn.) If recommendations are to be made there
must be objectives first. When the Task Force talked
about its recommendations, was there any discussion
about what type of transportation system would meet
the needs of rural communities so that they would have
some potential for growth in the future? Was there any
discussion concerning objectives for meeting the mobil-
ity of rural development?

Schrader: We talked at length about the problems of
rural development, particularly concerning people
movement. We had at least five outside groups come in
and discuss the importance of this concern. In some of
those studies that I made reference to earlier, we learned
that only 2 percent of the small towns have bus service.
The Task Force members finally decided that they did
not have the expertise nor the time to get into the kind of
detail that a lot of rural development groups were urging
that they should. And rather than get into it halfway they
did not get into it at all.

The same is true of your question on state funding.
On financing in general I think that the Task Force just
ran out of time, particularly regarding this issue of going
into the details of how you apply state programs and so
on and the kinds of fundings that might be available. We
had 10 months and we just ran out of time.

Braun: Could I add just a little on that rural transit
question because I think maybe I have a slightly differ-
ent perspective. I'm getting concerned on how much
rural public transit we can afford. Someone earlier in the
program made a statement about peak hours and what
we are going to design and build for and items such as
that.

Minnesota is out front right now in public transpor-
tation in rural areas. Michigan is ahead of us and I think
one or two other states perhaps, but the legislature pro-
vided funding of $4.5 million for some demonstrations
two years in a row. And we are involved in over 70
projects, with 33 of those being para-transit demonstra-
tions. But we have to take a look at what we're really
getting for that money. I'm not talking about commodity
movement. I'm talking about people movement. The
first couple of months we ran the Montevideo test, the
subsidy was $238 per ride. Now that is a little high, I
think. You eventually can get that down. We aren't
doing very well on Amtrak to Duluth. I don't remember
the numbers any more. It cost about $19 to ride Amtrak.
The passenger was charged $11.50 but we could put him
on the Greyhound bus for $8.50 and we weren't paying
any subsidy. You kind of wonder about the arithmetic
with that.

Then somebody came up with the idea that we wer-
en't big enough thinkers. We ought to run a ski express
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up to Duluth on Friday night and back on Sunday night.
Well, that sounded like a hell of an idea. We gave it a try.
The subsidy was $300 per passenger. We could have
flown them to Denver, they could have skied anywhere
they wanted to for 300 bucks. I'm all for being a big
thinker, but I think somewhere you've got to stop and
take a look, particularly on passenger movement, as to
what it's worth and what you want to spend. End of
sermon.

Could I add one more quick point. We were told in
our Task Force sessions that the Washington, D.C. sub-
way system, which runs in a very concentrated popula-
tion area, can't make it. There are hundreds of thousands
of people there to ride the subway but it still loses
money. If a system like that can't make it in Washington,
how can we possibly run a system out in the rural areas?
This futility told us that we just couldn't get involved in
a big discussion of people movement in rural areas.

Q: (Wes Hallman, Associated Motor Carriers, St. Paul)
Wasn't the real reason we couldn't get the gasoline tax
passed last year because the governor went as high as the
C.P.I. (consumer price index)?
Braun: I think that that was one of the problems. There
were several problems. You had a new governor. You
had a bunch of new legislators. I was a green commis-
sioner at that time although I've been at this business for
some 31 years.

I think, in retrospect, we hung on to the consumer
price index tie too long. That was the one the governor
wanted to go with and I didn't try to talk him out of it. He
still thinks that it is a great idea but if you'll note what he
said recently he's not tied to anything. He's tied to what-
ever brings in increased funding for highways. He's ad-
vocating the sales tax on gas, but if somebody comes up
with a better idea that's the one he's going to go with.

In the early part of the legislative session I felt very
good that the governor was out front. He said, "By gosh,
I'm going to push the gas tax increase. I'm going to be out
front. If somebody gets bloody, I'm willing to get
bloody."

I thought, "Man, that's neat! What else could a guy
ask for from his boss?" However, as the session went on
things became darn political. The issue practically be-
came a noose, and the governor was the guy out there.

This time around his approach is to do whatever is
needed to get additional funding and sort of leave the
vehicle—and we have identified nine ways of doing
this—up to the legislature. That is where the decision
belongs.

Q: What progress is being made toward the concept of
joint state and county maintenance?
Braun: The state has to assume the maintenance of trunk
highways because the counties are already maintaining
their own roads. There is only one state in the nation that
has its counties actually maintaining the trunk high-
ways, Wisconsin. One other state, Michigan, has 14
counties that do this. Both of those are based on a his-
toric tradition that was established long ago. If there
were any changes in the Minnesota, Wisconsin or Mich-
igan systems, you would get into a real mess.

I am aware of studies that compare our maintenance
costs in Minnesota with the maintenance cost per mile
in Wisconsin. Actually, we are happy to report that per
mile we are under the Wisconsin maintenance cost.
That is the best place to make a comparison because that
is the only state where the counties handle all mainte-
nance.

We have about 120,000 miles of highway in Minne-
sota and they have about 15,000 miles less than that in
Iowa. Yet, Iowa's maintenance costs are just slightly
higher than ours. We spend between $75 million and
$80 million each year on the routine maintenance of our
facility. We spend about $15 million a year on ice and
snow control.

Q: (M. W. Bottomley, Pioneerland Shippers Associa-
tion, Winnebago, Minn.) I've found that things get done
when people really want them done. And the best way
that I know of to make anyone appreciate the railroad in
their town is to experience what we did in Winnebago.

When we first started holding our meetings, apathy
was rampant. Nobody wanted to do anything. But things
warmed up when we read in the newspapers that rail-
road abandonment was bound to be in our future. So we
organized our association and contacted the Department
of Transportation and found that they had done a very
comprehensive and very conclusive survey of transpor-
tation problems related to all three modes: railroads,
highways and waterways.

I think we should address ourselves to all three of
these modes. We need them all. We need our railroad
transportation to move our grain out of the Grain Belt.
The remark was made that some people think our rail-
roads are adequate and all right. I would like to take
them down to where we live. I understand the North-
western Line down there is going to lose $10 million.
The Milwaukee Railroad has been in bankruptcy.

Our people down there are willing to invest. Every
elevator on the line has $45,000 in the pot. Every fertil-
izer dealer has $20,000 in. We raised over half a million
dollars ($521,000) and we didn't listen to "no" from
anybody. We simply wanted a railroad and we are going
to have a railroad. We have a viable railroad.

We ran a survey—a realistic survey—concerning the
amount of transportation and amount of business that
could be done by the railroad on our line. We got to-
gether with the railroad officials and the Department of
Transportation, which has funded our rehabilitation,
program—a third from the state, a third from the ship-
pers and a third from the railroad. We have partially
rehabilitated railroads in southern Minnesota so we can
ship 100-ton hopper cars. But I think it's necessary to
secure more federal money to further improve our basic
lines to major markets.

I think the state of Minnesota should step in and help
finance the so-called branchlines or low-density lines.
Shippers need to participate too. As soon as people get
their money into something they want it and they take
care of it. We've gotten our money back at $65 a car. In
the first two quarters the total came to $94,000. And this
was accomplished during a time when the railroad was
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shut down much of the time because of construction. We
also need some improvement as far as our terminals are
concerned. We need this to handle the demand that's
there. Official projections tell us that by 1982 our pro-
duction of grain is going to increase 18 percent. It has
been said that the Mississippi River has reached its
capacity because of Locks and Dam 26; then our rail-
roads have to carry the growing burden. And to do this, I
think that local participation is what we need.
Braun: We think that what's happened in the Winne-
bago area is a very good example of what we would like
to see happen throughout the state.

State legislators, as I said before, did appropriate
money for our rail improvement program, and we take
advantage of the federal 4R Act wherever possible.

Earlier Dr. Breimyer said we can't hang on to all the
railroads. I feel that way also. We can't oppose all aban-
donments. I think our department has an obligation to
Point out the ramifications of the railroad abandon-
ments. Options are available. A viable railroad could
occur after some renovation.

We are fulfilling an obligation of trying to inform
People. But we're not doing very well, I think, in ration-
alizing the long-term needs of the railroads and also the
Preservation of the rights-of-way even if we can't ratio-
nalize the continuation of the service at this time.

I also feel that it is important that there is some local
money invested. I don't know if the one-third, one-third,
one-third was right but somehow there has to be some
local money, local interest and local incentive. There
Could be a problem, though. If after you put up that kind
of money and rebuilt the line and then rates were made a
Penny cheaper on trucks and shippers use trucks, there
wouldn't be much gain.

I'm all for continuing programs such as the Alden-
Jackson line. I know of some studies going on—one in
our department—to figure out what railroads are really
viable and what would it cost to renovate them. The
numbers are above $50 million. But I would hope that
through a series of years we could stage out these im-
provements. And hopefully that is the way we would do
Much more work at that time.

Q: (Bill Sternad, mechanical engineer, Wayzata, Minn.)
You mentioned that we have 120,000 miles of highway
In Minnesota. How many railroad miles do we have?
Braun: I think it is 7,000. Maybe something over 7,000.
S. ternad: From a philosophical point of view, we think
in terms of a few miles of railroad track. I don't think we
think about the $75 million a year it costs to maintain
our highway system and the cost of building the high-
Ways. We seem to let the rails be an easy target for
abandonment. We don't think of our roads in the same
Way as we do the rails.
Braun: That is a good point. Just to clarify a couple of
things, the $75 million I mentioned is only on the 12,000
Miles that are on the trunk highway system. So there is a
factor of ten in here. The 120,000 miles is the number of
Public miles which includes the counties and the town-
ships and the streets. A lot of times we are maintaining a
Pretty low-level facility for the benefit of one or two

families, for example, and I think a hard look should be-
taken at this.

I recall a previous commissioner in the mid-1960's
who did some calculations in northwestern Minnesota
and found that the revenue generated from the trunk
highway was not sufficient to plow the road in the win-
ter much less do anything else. But that's our system.

What we would like to do is to take a look at the
functional classification of all roads and then the juris-
diction classification. The 62-Crosstown highway of the
Twin Cities probably ought to be on the trunk highway
system. France Avenue probably ought to be on the city
system or whatever.

Breimyer: This point illustrates what I thought I was
trying to say. The differences among levels of govern-
ment—federal, state and national—and among modes in
the type of financing makes it very difficult to arrive at a
really rational transportation policy. And here is where
the economists are correct. The cost is the same irrespec-
tive of who pays it. In other words, if resources are used
those resources should be costed irrespective of whether
it is borne privately or publicly.

Q: (Cal R. Ludeman, state legislator, Tracy, Minn.) The
trouble is we're looking for a man-made solution to our
problems. What we need is a miracle.

I wonder if the Task Force considered the fact that
people seem to opt for a free market system to provide
for our transportation. When we convince ourselves that
the free market can provide for itself by supply and.
demand then we don't need to talk so much about gov-
ernment solutions. There is the miracle of the consumer
and the seller getting together.

All of a sudden we're talking about compensatory
rates and everything else. What would happen if they
didn't exist? The country elevators would combine and
make a unit train. The railroads would see that there was
a profit down the line if there was enough grain to be
moved. That means some elevators would go and that
some branchlines would go. Miracles go and miracles
come. Railroads would see the economics of new lines.

I think it is time for a lot of new thinking, some really
free market thinking on the whole transportation sys-
tem. I think we should have roads for trucks and roads
for cars. I think we should have 70-ton rails and 100-ton
rails.

What would things be like without transportation?
Some people would be left out there without a market or
a way to get their goods to the market. Maybe a miracle
would provide for the transportation. Maybe farm land a
little farther out would get a little cheaper to compensate
for the economic disadvantage.

Breimyer: Yes, the Task Force did consider what you're
talking about. Excuse my candor. The Task Force said
chaos would prevail without transportation. Only
briefly did we consider total deregulation. On trucks we
didn't give it one hour's discussion. No, the American
public would not accept the total remaking of the coun-
tryside that might result from total deregulation. It isn't
even a viable option.
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I want to correct one thing. I do have an individual
position related to our initial thrust that said, we want to
be a free market first and then if there is any social cost to
identify it as such. What I said was that where the Task
Force saw a role for government involvement, we put it
in. Where we saw that the private sector would do it, we
put it in. I would say that the Task Force report is pretty
much neutral in terms of any kind of philosophical
slant. I think it is really quite problem-oriented.
Schrader: I would agree with what Breimyer just said. I
think that they were very up-tight about saying some of
the things that they were actually doing in the recom-
mendations further on. They were up-tight about talking
about nationalization. They were up-tight about talking
about government participation, but in fact they recom-
mended government participation at every turn. And
they did reject completely and totally deregulation of
truck and rail.

Q: How long did you talk about nationalization of the
rail line? You should have used at least the same amount
of time as for deregulation.
Schrader: We had before us at the very beginning of the
Task Force assignment the bill that was submitted to
Congress by the Administration. This bill asks for all but
total deregulation of the railroad after five years. The
Task Force rejected it totally.

A Perspective
On National
Transportation
Policy

W. K. Smith
Vice President, Director of Transportation
General Mills

I will start my comments with a couple of assump-
tions, statements I believe to be true.
O This country has been without an effective and equita-

ble national transportation policy.
o The lack of an effective and equitable national trans-

portation policy is a culprit, probably the chief (but
not sole) culprit in all of the major issues besetting
freight transportation.
I will give you some supporting evidence. First, on.

May 5, 1976, Congress enacted the Federal-Aid High-
way Act of 1976 (Public Law 94-280, Section 154) which
included:

1. Creation of a National Transportation Policy
Study Commission (NTPSC) and

2. A mandate to that commission to recommend
to Congress those national transportation poli-
cies which are most likely to meet the needs
of safe and efficient movement of goods and
people.

The NTPSC, in its Final Report to Congress, June, 1979,
ended the preface to the report with this statement:
" . . Improved transportation policy for the
United States is definitely in order . . . It is the
hope of (this commission) that the recommenda- .
tions will be carefully reviewed and acted upon
to achieve an equitable and efficient use of trans-
portation resources."
Congressional creation of the NTPSC and the report

of that commission are my first proof that this country
has had a lack of effective and equitable transportation
policy. Other evidence comes from the National Acad-
emy of Public Administration. In their project, The
Great Railway Crisis: An Administrative History Of The
United States Railway Association, there is this finding
(paraphrased):

We have seen how many problems besetting
(transportation) have grown historically, become
exacerbated in modern times, and interacted with
one another in complex ways, including a tend-
ency for each problem to heighten and worsen the
effects of all others. Clearly there is no easy, single
explanation . . . .
However, if there is one candidate for chief cul-
prit, it is the lack of an effective and equitable
national transportation policy.
There have been attempts to state such a policy. The

Transportation Act of 1940 contained the first compre-
hensive statement of national transportation policy. It
gave recognition to the principle of an inherent and

di
P(
te
in
fo

ar
•
•

•

•

Tt
st
Se
du

Co

It

Th

icy
(DC
flit
cat
lac]
tio/
on

ide,
Cor
Cor
19
brji
cie
• A
• F
• F
•S
•
• u

DO'
Adi

the

24



tp-

ta-

ng

on
;h-
ch

79,
t:

)ort
[try
ion
ad-
The
['he
•ing

The
pre-
7. It
and

•

distinctive economic advantage of each method of trans-
portation. It called for a coordinated transportation sys-
tem—the development of each method of transportation
in a balanced and equitable way. And it called for the
fostering of sound economic conditions for all.

Unfortunately, the 1940 National Transportation Act
was only a part of the Interstate Commerce Act. It had no
application to:
• Aviation regulation by the Civil Aeronautics Board,
• Aviation promotion by the Civil Aeronautics Admin-

istration (later the Federal Aviation Administration),
• Highway development by the Bureau of Public Roads

(later the Federal Highway Administration),
• Inland waterways development by the Corps of

Engineers,
• Port navigation by the Coast Guard, or
• Any private transportation.
The 1940 policy, because of its limitation to the Inter-
state Commerce Act, had absolutely no influence on vast
segments of transportation needs and developments
during the 1940s, 50s, and 60s.

In 1961, a major study of the U.S. Senate Commerce
Commission held:

• . . an adequate statement of national transpor-
tation policy must incorporate both the promo-
tional and regulatory activities of the government
so that they will be coordinated to foster the best
possible development.

The study added:
The (present situation) has produced a general
program of preserving the status quo which is in
direct opposition to the overall objective of a dy-
namic transportation system which can best
serve . . . the country.
The 1961 study's conclusion was not to eliminate the

Interstate Commerce Commission (ICC), which admin-
istered the inadequate 1940 national transportation pol-
icy, but instead to create a Department of Transportation
(DOT). The creation of DOT was intended to be a defi-
nite step toward removing one of the fundamental
causes of our nation's transportation problems—the
lack of an agency to facilitate and coordinate the promo-
tion and regulation of the transportation industry, based
on long-term public interest.

The 1961 Senate advocacy for a DOT was not a new
idea. The same idea had been advocated by the Joint
Committee on Reorganization in 1923, the Brownlow
Committee in 1937, and the Hoover Commission in
1948. Finally, in 1967 the federal DOT was created,
bringing together the existing promotional/safety agen-
cies of:
• Alaska Railroad,
• Federal Aviation Administration (FAA),
• Federal Highway Administration (FHA),
• St. Lawrence Seaway Development Corporation,
• Urban Mass Transit Administration, and
• U.S. Coast Guard.
DOT immediately created an internal FedeKal Railroad
Administration (FRA).

The congressional 1966-67 charge to DOT included
the development of transportation policy recommenda-

tions to be presented to the legislative and executive
branches. But DOT was in no position to move quickly
in the direction of a comprehensive and balanced pol-
icy. For one thing, such achievements cannot be made
by DOT alone but require strong White House and con-
gressional leadership and support. Secondly, DOT was
instantly beset with all manner of transportation prob-
lems so that its dominant style immediately became one
of a classic government bureau—reacting, coping, fire-
fighting. Finally, DOT was ill-equipped to do anything
much of a substantive nature for railroads since there
were no rail promotional activities in the federal govern-
ment to bring to DOT. (In 1967, the DOT's newly created
FRA consisted of only 364 people. It was dwarfed by
other DOT components, including the FAA's 46,781
employees, the Coast Guard's 6,495 civilian workers,
and the FHA's staff of 6,209.

The first secretary of transportation was Alan Boyd,
1967-68. He did not bring forth a recommended national
transportation policy. The second was John Volpe 1968--
72, and he produced A Statement On National Transpor-
tation Policy (Proposals for an effective new approach).
The third secretary was Claude Brinegar, 1973-75, and he
did not bring forth a recommended national transporta-
tion policy. The fourth secretary, Bill Coleman, 1975-76,
issued A Statement Of National Transportation Policy.
It primarily consisted of "objectives" to stimulate discus-
sion of issues. Coleman's term also produced a major
effort called National Transportation Trends and
Choices, which had policy-making aspects, but which
was buried by the fifth secretary, Brock Adams.

Adams, 1977-79, did not produce a recommended
national transportation policy. His not doing so proba-
bly reflects the existence of a "new kid on the block," the
National Transportation Policy Study Commission,
which I referred to earlier.

I believe the Democrat-dominated Congress in 1976
had become tired of waiting for the Republican execu-
tive branch of 1968-76 to come forth with a national
transportation policy. With impatience, the Congress
created its own agency, the NTPSC, to recommend a
policy. Congress requested the commission to report
back by Jan. 1, 1979, later extending the deadline to
June, 1979.

While that body was at work, Congress brought forth
another group to look specifically at rural transporta-
tion, the Rural Transportation Advisory Task Force co-
chaired by the U.S. secretaries of transportation and
agriculture.

Congressman Bud Shuster, Penn. is chairman of the
NTPSC. He promised, after issuing the NTPSC final
report, to introduce omnibus legislation to the Congress
in early 1980, which would implement the policy rec-
ommendations contained in that report.

Maybe by the end of 1980, the nation will have devel-
oped the needed national transportation policy. Maybe.

Proponents of a national transportation policy have
far outnumbered opponents for the past five or six dec-
ades. Departments, commissions, and task forces are
created to recommend policy. Yet we still do not have
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the policy. Why not? Because of the complexity of the
issues, vested interests, and an inadequate constituency
for transportation. Another reason, and to me, it's the
major impediment to the development of a national
transportation policy, is the revolving-door in Washing-
ton, D.C.

Most policy development positions in the federal
government are filled by people who either are elected
every two or four or six years or appointed by those
elected officials. As soon as one assistant secretary for
transportation policy has learned the difference between
a boxcar and a van-type semi-trailer, that person is gone,
and another is on the scene to begin the learning curve.
In the policy development area of the secretary's office in
DOT, there have been at least six assistant secretaries
in the past seven years. That is a difficult environment in
which to develop and implement policy.

The future of this policy subject could be strongly
influenced by the NTPSC report. Their policy recom-
mendations are based on six "themes" or principles:

1. National transportation policy should be
uniform.

2. There should be an overall reduction in fed-
eral involvement.

3. Economic analysis of intended federal actions
should be performed.

4. When the transportation system is used to pur-
sue non-transportation goals, it should be
done in a cost effective manner.

5. Federal involvement in transportation safety
and research is required.

6. Users and those who benefit from federal ac-
tions should pay.

The policy recommendations developed from those six
principles are in five areas:

1. Regulation
Economic

2. Ownership and operations
Private
Government

3. Finance, pricing, and taxation
4. Planning and Information
5. Government Organization

I do not have time to comment on the themes and
recommendations of the NTPSC. I will say I believe the
commission's effort is substantive and has the potential
to produce an effective and equitable national transpor-
tation policy.

I believe that if this nation had a transportation pol-
icy, many issues of recent years could have been more
quickly, more equitably, and more effectively resolved.
Included among such issues are Locks and Dam 26,
railroad bankruptcies, economic regulation, and high-
way funding and maintenance.

Having a national transportation policy (one that is
relevant, effective, and equitable) will not by itself mini-
mize issues or hasten their resolution. But having it will
eliminate the chief culprit that heightens and worsens
the many problems besetting transportation.

Discussion
Q: (Dudley Russell, taxpayer and consumer) We haven't
heard a lot of detail here about Conrail. Would you bring
us up to date on that rail system?
Smith: Conrail has been putting down a thousand miles
of new rail every year. And they have been doing some-
thing called resurfacing. They have been doing that to
the tune of 8,000 miles a year, and they've been buying
lots of locomotives, rebuilding lots of freight cars, re-
building a lot of yards. They've made some major ac-
complishments in management. The top couple of
layers seem to be pretty well set right now. But there still
are some major problems as you go further down
through management—too many people in the wrong
places and the wrong kind of people in other places and
that sort of thing. Their management controls are getting
better, though.

I'm privy to the reports by their public auditors,
Coopers Lybrand, and the audit committee of their
board of directors. Those reports were very critical for
the first two years, 1976 and 1977. They had some very
tough auditor's language. They're into their fourth re-
port. Conrail got Coopers Lybrand to think it is doing
better on management controls. That's quite an accom-
plishment according to a visit I had with our auditors at
General Mills. I asked, "How long will it take to correct
this kind of critical language in the audit report?" One
answer was: "That's going to take years and years." But
apparently, Conrail did it in three years. At least I hope
they've done it.

I think there are more pluses than minuses in respect
to Conrail. But there are still some big minuses. Manage-
ment still moves very slowly. Service is not bad relative
to other railroads, but that still leaves a lot to be desired.

Conrail's $3.3 billion debt is secured by you, the
taxpayer. You're the mortgage holder on Conrail. And I
think your $3.3 billion is well protected. I'm not saying
that you're going to get your $3.3 billion back. You're not
supposed to get it back until after the year 2000 anyway.
They still have a long way to go.

Q: (Mike Martin, Oregon State University agricultural
economist) In January, 1976, I heard you speak on the
same subject and at that time you were reasonably opti-
mistic for Conrail operating in the black within a fairly
short period of time. History has proved that your opti-
mism, at least at that point in time, was not well
founded. What went wrong?
Smith: Lots of things went wrong. One of those things is
what's happened to coal. The nation's big swing to coal,
which was going to take place after the energy crisis of
1973-74, has not swung in the East because of a lot of
environmental issues. Something like 50 million to 100
million tons of coal have not shown up. And that's the
biggest error in projections for the business.

I again refer to the slowness of management. But I
don't fault the people who made the projections. The
whole world, the whole country was wrong on the coal
thing. I think some of the planning work can be ques-
tioned. The plan was too optimistic.
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If I were involved in doing it over again there would
be a major change in fiscal year planning. Instead of
expecting everything to fall into place and having things
happen as planned from the start, there probably should
have been a learning period of a couple of years or so. It
was a big matter of about 90,000 people brought together
from seven different businesses with new management
at the top. All that was just too much.

Actually, Conrail will have been in operation four
Years in April of this year. I think all but about 14 or 15
months of these four years have been an accomplish-
ment. I think that from about Jan. 1, 1977, through mid-
1978, maybe 18 months, there was too much fat and
complacency.

Q: (Jim Ruen, The Farmer magazine) If you ask a lot of
railroad people and shippers where the freight cars are,
they will say Conrail's got them. Is Conrail really that
much to blame?
Smith: Well, to start with, most of the box cars have been
scrapped. The fate of box cars in this country over the
last 15 or 20 years has seen the number slide from
400,000 to under 200,000. Most of the ones still used
have the 50-foot wide door. The narrow-door cars are
Just disappearing. There are about 10,000 narrow-door
box cars sitting on Conrail, or at least there were, and
those probably will all be scrapped. They may rebuild a
few of them.

Now does Conrail hold cars from Burlington North-
ern longer than the Chessie holds cars from Burlington
Northern? We haven't been able to find that they do. I
don't think Conrail is the culprit that a lot of people
allege.

Q: (Orb o Sorenson, Kansas State University agricultural
economist) You have talked about the quality of treat-
ment between modes. As I understood you, and correct
me if I'm wrong, you said that when investments are
Made in locks and dams and funds are set up for high-
way development, similar funding should be provided
for the railroads. Is there something we should be doing,
some public investments we should be making in the
railroads currently? Or perhaps public investments
Should have been made in the past in railroads. What
Comment do you have about this consideration?
Smith: Perhaps it will help to know what the U.S. Secre-
tary of Transportation has said as sort of an official
guideline. In October, 1978, the secretary put out a book-
let called A Prospectus for Change in the Freight Rail-
road Industry. It's referred to as the Prospectus. In this
booklet the U.S. Department of Transportation (DOT)
says that between 1976 and 1985, in order to meet the
Projected growth of the country in different areas, the
railroads need billions of dollars for new freight cars,
locomotives, tracks, and other equipment. Whatever is
generated from profits, depreciation, private borrowing
and other internal cash flows will still be less than
necessary, with somewhere around a $13 billion to $16
billion deficit. The federal government is going to have
to come up with that difference, in one form or another.
Or, the secretary says, we may want to do away with the
Interstate Commerce Commission (ICC) to save money

against that deficit. So if you are persuaded by the argu-
ments that are in that report, then you will write your
Congressman to do away with the ICC. If you are not
persuaded by the secretary's arguments, and you. don't
write, and the Congress doesn't do away with the ICC,
even if the secretary is right, you are going to have to
have your Congress vote loans or loan guarantees or
whatever to come up with the $13 billion to $16 billion.

I personally discount the estimated deficit. There is a
big gap out there on the railroad's ability to generate
money vs. its needs, but I think a great deal of the deficit
could be obtained by improving efficiency in the rail-
road industry. Some of those improved efficiencies are
not going to be a great joy to rural areas because it may
mean the railroads aren't going to run one locomotive to
get one hopper car on a branchline. That's not very
efficient. They might even do away with the branchline
or do away with narrow-door box cars and so on and so
on. There are a lot of other efficiencies that I think are
obtainable and would not make you unhappy.

I think the railroads are getting a handle on managing
their locomotives and freight cars. Things are better now
than they were, and I think they are going to continue to
improve. I think there are billions of dollars in savings
that are not yet obtained by efficiencies. And if there is a
gap of a few billion dollars and the ICC is still doing what
it's doing, then it might be that we're going to have to
make some changes.

In New England, the work that I do with the United
States Railroad Association includes a study with the
New England Regional Commission. One of the things
that we have looked at is the ownership of the roadway
by the New England states. I'm not sure we are going to
come up with the recommendation of having the entire
Boston and Maine become the property of the state of
Massachusetts.

New England has been very strong on this idea of the
railroad right-of-way being a public right-of-way oper-
ated privately. Burlington Northern would still operate
over the track but it would not be owned by the Burling-
ton Northern. That concept is very, very strong in New
England. Sen. Edward Kennedy, if he were to become
President, would probably not hire a secretary of trans-
portation that did not believe in that particular approach.

Q: I recently saw a study by the AAR (Association of
American Railroads) indicating that about 85 percent of
the rail ton-miles are moved on high density lines. That
leaves 15 percent of the traffic on mileage to be subsi-
dized in some way or abandoned. Would the railroads
be able to be profitable if they operated only on their
high density lines?
Smith: I think that the figures you are referring to actu-
ally came out of a study by DOT in 1977. According to
that study, if you were to do away with that 15 percent of
low density lines, you would pick up just under or just
over $100 million a year. The railroad industry would
pick up somewhere around $100 million, which appar-
ently would go to the bottom line and would be able to
disinvest by selling off property and scrap iron and all
that kind of thing and come up with quite a few hundred
million dollars more. So there are hundreds of millions
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of dollars in possible savings. That's good, but that's not
billions.

In my opinion there is more potential for savings in
the corridors of excess capacity. Minneapolis/St. Paul to
Chicago, according to the DOT, is a corridor of excess
capacity. You've got five major railroads with a lot of
capacity: Burlington Northern, the Milwaukee, Rock
Island, Chicago and Northwestern, Soo Line. Kansas
City to St. Louis, and Chicago to St. Louis are corri-
dors of excess capacity, according to the secretary of
transportation.

One railroad president who goes from St. Louis to
Kansas City said there are seven or eight lines serving
that run. He said, "I'd love to get out, but I don't want to
be first."

I have a hunch there are more dollars in corridors of
excess capacity than in scrapping the 15 percent. The 15
percent is mostly rural.

Q: Given the large proportion of traffic on high density
lines, have we not pretty much exploited the scale econ-
omy to capacity? So how much more efficiency can we
get into this?
Smith: There is an answer to that in a recent study.
Everything has been studied. That's the trouble with this
country. Too many studies. Yes, a lot of these studies are
paid for by the organization that I work for, the United
States Railroad Association. And the good professors
that do the studies indicate that they think there are still
savings, there are still rather substantial economies ob-
tainable on high density mileage.

Q: I would like to have you explain the economies back
to the rural areas. Let's talk about what happens to the
farmers and other people who are directly related when
so-called cuts for economies eliminate or damage rural
railroads.
Smith: The most intelligent thing I've read is a report
which I think was based on a light density line study
done by the DOT in 1977. The DOT study showed that,
nationwide, this sort of thing doesn't really hurt a lot of
people. But when you start looking at Iowa and Minne-
sota and some of the other states around here, there are a
lot of agricultural commodities that need shipping. My
gut feeling is that there would be an unfavorable eco-
nomic impact on a lot of rural people if you eliminate all
that mileage.

The Task Force
Report
and

the Trucking Industry
Stoney M. Stubbs
Chairman
Frozen Food Express, Inc.

INTRODUCTION
We have discussed the need for intermodal coopera-

tion and the problems we've had over the years. As an
example of such problems, I would like to read this letter
addressed to President Andrew Jackson, Jan. 1, 1829,
from Gov. Martin Van Buren of New York.

The canal system of this country is being
threatened by a new form of transportation
known as railroads. The federal government must
preserve the canals for the following reasons:

(1) If canal boats are surpassed by railroads,
serious unemployment will result. Cap-
tains, cooks, drivers, hustlers, repairmen
and dock tenders will be left without
means of livelihood, not to mention the
numerous farmers that are employed in
growing hay for horses.

(2) Boat builders will suffer and tow iron,
whip and harness makers will be left
destitute.
Canal boats are absolutely essential to the
defense of the United States. In the event
of the expected trouble with England, the
Erie Canal would be the only means by
which we could ever move the supplies so
vital for waging war.

For the above-mentioned reasons, the govern-
ment should create an Interstate Commerce Divi-
sion to protect the American people from the
evils of railroads and to preserve the canals for
posterity.

As you may well know, Mr. President, rail-
road carriages are pulled at the enormous speed
of 15 miles-per-hour by engines, which in addi-
tion to endangering lives and limbs of passengers,
roar and snort their way through the countryside,
setting fire to the crops, scaring the livestock, and
frightening women and children. The Almighty
certainly never intended that people should
travel at such breakneck speeds.
According to what we heard at our public hearings

around the country, we have come full circle because
some of the railroads still are running at 15 miles-per-
hour. To be absolutely fair, I think the railroads should
have an opportunity to respond to that when their time
comes.

You heard earlier that in spite of pressures from the
Department of Transportation (DOT) and the U.S. De-
partment of Agriculture (USDA)—the Administra-
tion—the Rural Transportation Advisory Task Force
took no position on trucking deregulation. One of the
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reasons we didn't take a position on this, I think, is
because by and large most agricultural commodities are
already exempt from economic regulations.

But, before I get into the trucking phase of the Task
Force report, I want to take a little time to tell you what
regulation in the motor carrier industry means. We are
regulated in four areas: entry in the field, protection of
the public, safety, and prices. I want to go into each of
those briefly.

There are three ways of entering the motor carrier
business.
• Purchase: If you want a truck line you just go find one

and buy it. If you had that in mind, you should talk to
some trucker friends before you do it because they
may tell you some things that might discourage you.

• Grandfather grants based on the Motor Carrier Act of
1935: There were a lot of truckers in operation in 1935
and if one did the proper thing in the proper manner,
you could secure permits or operating rights by
merely applying for what you had already been doing.

• Application procedure: This is now the prominent
means of getting into the motor carrier business. File
an application with the appropriate regulatory peo-
ple. They have a quasi-judicial procedure you go
through to get support from shippers. In many cases
you get opposition from competitors and eventually
some judgment is made.

The reason the entry procedure has been criticized
rather severely for the past few years is for the system's
failure to grant more applications. Actually, the most
recent record indicates that about 92 percent of all the
applications that are filed are granted in whole or in part
by the Interstate Commerce Commission (ICC). In the
case of our company, all of our operating authority was
secured by the application procedure. We have filed
over the last 30 years probably 350-400 applications and
have been successful in about 90 percent of them. So
when anyone says that the motor carry industry is a
Private club, that you can't get in, that's not so, because
You can.

Regulation for protection of the public requires in-
surance of various and sundry kinds. A prudent person
Operating a truck would carry insurance. There is an-
other, however, very important protection that comes to
You with this permit—the requirement to serve. If you
secure operating authority from the regulatory body,
You secure along with that the obligation and the re-
quirement to perform common-carrier service. This sim-
Ply means that you have to perform without prejudice.
We have to treat everybody alike.

Two areas of safety are regulated: driver and ma-
chine. The driver has to meet certain minimum qualifi-
cations to drive in interstate commerce. And it is the
requirement of the motor carrier to see that any driver
the carrier employs or uses meets those minimum re-
quirements. The same thing is true with the machine.
We have about as many safety requirements on over-the-
road tractors, for example, as you would have on your
car in terms of seat belts, break-away windshields, igni-
tion controls, noise, and comfort in the cab.

Price regulation is probably the most sensitive of the
four areas. Many people have the c'oncept that the pric-

ing on motor carrier service is established by the govern-
ment. That is not true. Pricing of your services is a
management decision. There are certain requirements
you have to meet, but many decisions are left to the
discretion of management.

You have to file and give 30 days notice of any intent
to change a rate. That notice is available to any inter-
ested party, shipper, competitor, Chamber of Com-
merce, or public. If that filing is challenged, then you are
required to support the position you have taken. We
have had some challenges, for example, before the ICC
that have lasted as long as seven years!

DEREGULATION

Deregulation is a buzz word. If you were to ask any-
one in this room if they favored more government regu-
lation or less government regulation, the answer would
always be less. So let's see what the think-tank people
are saying about the benefits of deregulation in the mo-
tor carrier industry.

They say it will reduce empty miles. There is just so
much freight available and if you empty one truck to
load another one, you are going to have the same empty
miles as before. Now, I don't know why people on the
banks of the Potomac don't understand that. They don't
realize that we have a flow and imbalance of traffic in
this country that is not going to change if we pass a law.

Let me give you an example: Abilene, Texas, is a
town of 150,000-200,000 persons. It's a consuming
town. It produces very little in terms of outbound ship-
ments. Now if motor carriers are taking 10 truck loads of
freight a day from the Dallas-Ft. Worth complex to Abi-
lene, and they can only bring two loads back, you are
going to have eight empty schedules coming back. You
can pass all the laws on this side of earth, but you are not
going to create trade to fill those eight empty schedules.

Also, we have among some motor carriers a special-
ized line of equipment that precludes return payloads;
automobile carriers are an example. Other examples are
livestock carriers, bulk and tank operators hauling pe-
troleum, cement and other one-way cargoes. By the very
nature of these specialized businesses, they load out for
destination and come back empty.

Some economists have said that deregulation will
reduce prices. There have been all kinds of figures ban-
died about: $16 billion, $10 billion, $5 billion savings.
But there is no hard evidence for any of this. As a matter
of fact, one professor from your university in the next
state admitted that he used $16 billion as an extreme
because he said if you tell the story big enough and long
enough, eventually Congress will believe it.

There may be some reduction in prices from deregu-
lation between large cities where there is an abundance
of truck-load traffic. But what about the small towns?
What about the rural communities? Who is going to
serve them? We happen to think there will be little or no
service available to the smaller communities where
smaller volumes of traffic are involved.

Here's an example of what I'm talking about. There is
a major freight line in Texas called Central Freight Lines
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that is in intrastate traffic. This line operates just within
the state at a volume of about $90 million a year. Central
serves 825 communities on a regular basis. Central has
already made a survey of its business and has decided
that it is going to reduce its service by 35 percent of those
825 communities, if we have deregulation. Central
would just drain those communities of its routes.

The deregulators say there will be improved service
if the motor carrier industry is deregulated. Well, that
may be true in some instances, but I'm not really sure. I
know what deregulation would bring in our company.
The requirement to serve that is imposed on us would be
eliminated. We would eliminate some of the service we
have been giving to some of the smaller communities.
I'm not sure that there's somebody out there somewhere
that would take up that slack.

I think we have had a little bit of an example of what
deregulation might do in our experience so far with
airline deregulation. Air cargo was deregulated a little
bit ahead of the passenger side. The costs went up about
22 percent in the first 12 months of deregulation of air
cargo.

When this was called to the attention of Mr. Kahn,
who was largely responsible, he was quoted by the press
as saying that the rates were probably too low to begin
with.

Let me give you a little personal experience as to the
advantages of airline deregulation for passengers. I live
in the Dallas/Ft. Worth area. I started going to Washing-
ton for the Task Force meetings in March, 1979. On my
first trip the coach roundtrip fare from Dallas to Wash-
ington was $256. In July, it hopped up to $266. In Octo-
ber, it went to $286. In November, it went to $298. By
December 1, it was $326.

Now that has really been a wonderful and outstand-
ing accomplishment in deregulation of airlines. Sure
there are some special fares if you can qualify, but by and
large the business community—people like you who
have to make quick, often unplanned trips—are subsi-
dizing the special airline fares for other people.

How do you equate that with what can happen to the
freight rates when deregulation comes? People will take
advantage of the lower rates if they are available and if
they have time to read and search 300 rates to find the
lowest one. But I don't know if anyone is going to have
time to do that.

You know what has happened to airline service in
many of the smaller communities. It has either been
completely eliminated or severely curtailed. The other
day American Airlines announced that it would no
longer serve Oklahoma City, a sizable city, that is impor-
tant to the Southwest economy.

TASK FORCE STATEMENTS
Now I want to talk with you specifically about the

trucking industry statements made by the Task Force. I
was the only representative for the motor carrier
industry and sometimes I was sort of the voice in the
wilderness.

Our first recommendation was that there be a change
in the federal role with respect to federal aid programs to

encourage state funding for non-major highways and to
target more federal aid to interstate and other major
highways. We think that could be implemented through
a four-point program: (1) developing incentives to in-
crease the level of state funding for non-major highways,
(2) making appropriate changes in highway user's taxes
to cover the expanded federal involvement, (3) expand-
ing the scope of federal involvement on interstate and
other major highways to include maintenance, and (4)
reducing the number of miles of highways directly eligi-
ble for federal assistance.

You may think it strange that, as a motor carrier
representative, I would go along with an organization
that would involve increased user taxes. We feel, in our
industry, that if we are committed to paying our fair
share, that we have a responsibility to go along with
whatever it takes to construct and maintain the highway
system. There are some people in Washington who will
argue that we don't pay our fair share. On our side of that
issue, I think, is the fact that private carrier trucks con-
tribute 42 percent of the money that goes into the high-
way trust fund. We operate only 17 percent of the
vehicles. I'm not sure that proves anything but I think it
is a fact that you should know. If it takes increased
federal or state taxes to improve or maintain our high-
way system, we would be willing to participate.

We recommended that states allow twin trailers, and
that states having load limits of less than 80,000 pounds
and vehicle limits of less than 65 feet be encouraged to
increase their maximums up to the limits on interstate
highways. We have a block of states along the Missis-
sippi River from the Canadian border to the Gulf of
Mexico that do not permit twin trailers or weights in
excess of 73,000 pounds. If you are a carrier operating
east-west, particularly with commodities such as fresh
fruits and vegetables off the west coast, you have to load
your vehicle at 73,000 pounds maximum for that entire
trip. That is about 15 percent less than you could haul if
you had the 80,000-pound limit all the way.

The 73,000-pound limit means it takes 10 trucks to
do the work of 9. Because of the increased fuel consump-
tion and equipment and manpower usage, the consumer
has to pay more for what he or she consumes. Whether
you are an exempt operator or operate your own trucks,
you have the same problem, which is insufficient use of
manpower, fuel and equipment. The same thing is true
with two trailers. If you have twin trailers, you have
about 56 feet of loading space. Without twin trailers, you
have 42-45 feet of loading space.

There have been suggestions for some sort of incen-
tive being offered to get these maximums changed, such
as withholding highway funds, but it is hard to tell if that
would really bring change. Someone has already said
that it's easier to get weight limits changed than it is to
fund highways and maintenance. Well, I wish he'd have
been with us this past 10 years, because it took us 10
years to get the federal limits raised from 73,280 to
80,000 pounds. I don't think it took the highway people
that long to get money.

We have a multitude of state regulations. It is too bad
you can't get in a truck and put a license plate on it and
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drive it across 10 to 15 states just like you can your car
Without state-to-state interference. We operate in 23
states and our drivers have a big brief case full of permits
for each of these states. There are reports that have to be
filed—fuel reports, tax reports—but little or no uniform-
ity between the states. We think report filing needs to be
simplified. This would avoid circuitous routings for a
guy trucking from Texas to Chicago who doesn't have a
Permit for Arkansas and has to go through Oklahoma
and Kansas and up through Iowa to get there.

The Task Force recommended that feeds, feed ingre-
dients, grain mill byproducts used in feeding, fertilizer,
agricultural limestone, and other soil conditioners be
added to the list of commodities exempt from ICC regu-
lations. The Task Force thought it would help the farmer
to have exemptions on his inputs as well as his out-
!::iound shipments. Professor Breimyer and I stood alone
1.11 oPposing this, but we lost. I have a different view with
respect to this particular recommendation. I don't
believe it will help the farmer.

Now let's consider the agricultural co-ops. We have a
recommendation that legislation be enacted to remove
the 15 percent restriction for agricultural cooperative
movements for non-members. A few years ago there was
a 50 percent exemption for doing business with non-
members. Several of what I call pseudo-agricultural
transportation cooperatives sprang up and began to
transport commodities under the guise of that exemp-
tion. This was a painful problem for the bonafide co-ops.
In addition, a Congressman from New York began to
make a lot of noise about the removal of tax exempt
status for co-ops, which of course got a lot of attention.
As a result, with the support of the bonafide agricultural
co-ops, Congress passed a reduction to 15 percent in
1968. Some of the information we received on the Task
Force indicated that an enforcement of this 15 percent
"ad been inadequate. I will oppose this recommenda-
tion on the theory that if enforcement is the problem,
You can't cure it by increasing the exemption from 15 to
So percent.

The Task Force recommended the enactment of leg-
islation that will give the secretary of agriculture the
authority to develop standard contracts for trucking
fresh fruits and vegetables and to establish certain rules
and regulations covering those hauls. As I understand
the Agricultural Marketing Act, there are certain re-
9uirement5 of shippers and receivers. But in the middle
is the trucker. His commodities are unregulated. Many
of the haulers of fresh fruits and vegetables are individ-
ual operators. They have a number of jobs in which they
have difficulty with either a shipper or a receiver. They
get a load of soft fruits, for example, to haul from Phila-
qelPhia to the west coast, and along the way there's a
uroP in the market. A receiver comes out and looks at it
and says this stuff is in awful condition. He says he can't
take it. What does the trucker do? He tries to negotiate
and he negotiates himself out of $100 or $200 of his
t,ransportation costs and the receiver then accepts the
load. The shipper has no negotiating power with respect
t° the transportation.

If there are a lot of trucks available, the cost goes
down. If there are very few trucks, the price goes up. I
think the professors call that the free market. Whatever it
is, it puts a hell of a burden on the trucker, who is
basically at the mercy of the shipper and receiver. Dur-
ing the trucker's strike, groups were organized to work
on the problem. Independent truckers, truck brokers, all
kinds of people made up those groups. They want to
establish some rules that will offer some reasonable
protection to the transporter. But we are faced with a
situation in which the USDA in one breath is favoring
additional exemptions and in another breath favoring
additional regulations.

The same working groups recommended that the
USDA publish historical freight rates for fresh fruits and
vegetables from the past week. This would have a wide
distribution at truck stops and brokerage houses, or
truckers could be placed on a mailing list. This would
give truckers an idea of what happened last week for
negotiating what he might get on his next haul.

Another idea is to monthly publish some costs as-
sembled from reports on operating trucks. Some think
this information would be helpful to the trucker. Believe
it or not, in most cases the fellow operating an individ-
ual truck doesn't have a very good concept of his over-all
costs. Sure he knows what he pays for fuel or to recap a
tire, but he doesn't know his over-all costs. Frequently
because of that lack of knowledge he will have a tend-
ency to accept movements at substantially below his
cost levels. Because of this, these.people are disappear-
ing from the scene.

There are fewer independent truck operators today
than there were last week, last month and last year. If
this particular segment of transportation is important to
the agricultural community, and I happen to think it is,
this slide has to be stopped in some manner. We hope
these recommendations will help.

We looked into hours of service for truck drivers. The
current hours of service rules were passed about 30
years ago. Then most of our roads were two-lane and
black top. In Washington, D.C. we have groups of people
who feel that 40 hours a week is a standard work-week.
They think that if a truck driver works 60 hours a week
that's a social injustice and by jiggers something ought to
be done about it.

There were proposals to change the hours of service
rules and a series of hearings throughout the country. As
far as I know, there is no support for this at all. There was
no support from the motor carrier industry, regulated or
unregulated and no support from private carriers. The
Teamsters said, "We'd be glad to work 8 hours if you pay
us for 10." That would hardly be acceptable, of course.
So as a result of the opposition, the DOT went under-
ground and withdrew all of the proposals. The Task
Force recommended there be no change in the hours of
service.

When the time comes to implement some of these
matters from the legislative standpoint, I think the Task
Force is going to need help from every segment of the
agricultural community. We hope you can support
many of these recommendations when the time comes.
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Discussion

Q: (Bill Sternad, consulting engineer) Here's a question
concerning the states along the Mississippi River having
lower axle weight limits. Has anybody made any studies
to determine whether the highways in those states are
deteriorating as rapidly as in states where they have the
higher weight limits? In other words, is there any proof
of the value of their restrictions on the weights, or lack of
proof?
Stubbs: Well, I can respond to that in a limited way. By
and large, weight and size restrictions are politically
rather than factually based on highway deterioration or
damage. There are some studies underway. I think there
is one going on at the Texas Transportation Institute, for
example, to attempt to make a determination of the
relationship between deterioration and weights. I think
the DOT also has some studies on this subject underway.
Q: (Jim Ruen, The Farmer magazine) When all the states
get to the 80,000-pound level, is the push going to be to
the next highest permit level? Where are we going to set
the final arbitrary limit?
Stubbs: I think one of the reasons that a study hasn't
been produced along the lines of your question is that
the former secretary of transportation was publicly op-
posed to any increase in the federal limits. As a matter of
fact, his posture was to roll it back until the energy thing
came along and then he sort of muted his opposition.
But he didn't do anything to support an increase in
weights.
Q: (Worthington Daily Globe representative) Some peo-
ple have said that 30 percent of the trucks are over-
weight. Others have guessed 50 percent. Still others say
it was more like 80 percent. I'm sure the trucking people
who would respond to this problem would say it is a
policing problem. Well, let's get back to the point that
was made earlier in this conference about the distribu-
tion of resources and where to put those resources. Do
you put them in the enforcement part or where?
Stubbs: I would say this enforcement situation is really a
brutal thing. I think the motor carrier has a responsibil-
ity to load his vehicles legally. That is the first consider-
ation in the enforcement arena. The second, of course, is
the work of the state police. I hear all the time that we
cannot be effective on enforcement because we do not
have enough money to employ enough patrolmen.
Q: (Worthington Daily Globe representative) Are fines
adequate?
Stubbs: I think that increasing emphasis on enforcement
and the money that it costs is far cheaper than highway
rehabilitation, if heavy weights cause the damage. Re-
garding fines, there are two areas to think about: the size
of the fine monetarily, and the related penalties, such as
laws which require unloading if the truck is loaded a
certain percentage above the legal limit. This unloading
penalty is a very effective enforcement tool. For exam-
ple, if you have a load of meat on and you are 500 pounds
overloaded, what are you going to do in Abilene when
you get caught? So we have an unloading provision in
Texas.

Q: (Dudley Russell, taxpayer and consumer) Weights of
grain trucks can very easily be regulated any time that
the state wishes to do so. Practically all grain unloaded
in Minnesota, Wisconsin and other nearby states carries
either state or federal weight, so the weight of the grain
coming out of the truck is known. That information is
available to the states or the federal government. All
they have to do if they want to be sure nobody ships
more than the correct weight is require that the net or
unloaded weight of the truck be stenciled on the side of
it and then simply pass a law saying that no elevator
shall pay the farmer or whoever ships it for any more
grain than the official weight less the net weight shown
on the side of the truck.

Mr. Stubbs, you mentioned that your company re-
quested and obtained rights to serve a lot of cities. I
would have to assume you did so because you felt traffic
was available from those cities. You have stated that if
you have deregulation, you would no longer serve some
of these cities. What happened? Did traffic dry up? Why
would you no longer want to serve them?
Stubbs: Perhaps I did not make myself entirely clear. My
company also transports many perishables, and less-
than-truckload quantities (small shipments). Under our
requirement to serve, we have certain routes on which,
in effect, we make distribution of these smaller perish-
able shipments. There are some of those routes which I
would not call profitable and these would be the routes
that we would drop, not the truck-load business.
Russell: Why can't you just raise the rate?
Stubbs: Well, you soon price the people out of business.
If the .guy is buying 1,000 pounds, for example, and he
lives in San Angelo, Texas, at some point he can no
longer afford to buy that product and retail it. There's a
limit for what you can charge for any service.

Russell: If you say that you would have to charge more
and that price would put him out of business, this indi-
cates you are doing it now for less than cost. If so, others
are picking up the tab. Why should they?
Stubbs: They shouldn't. Maybe that is one of the evils of
regulation.

Q: (Larry Kiser, Burlington Northern) The Task Force
apparently has recommended expanding the list of ex-
empt commodities. Presumably that would apply only
to motor carriers. The past year the railroads were
granted an experimental exemption on a certain list of
fresh fruits and we're playing with that right now to see
whether or not that will work. But I think from a rural
transport standpoint that allowing further exemptions,
particularly on things like fertilizer, will further erode
the railroad branchlines. We are not exempt from haul-
ing the grain out, or would we be for hauling the fer-
tilizer in. Would you support similar exemptions for
railroads now and permit head-to-head competition on
these lines?

Stubbs: I don't know that the motor carrier industry
would have any particular objection. The one thing we
did hear all across the country was that the railroads had
something passed for them four years ago or whenever it
was, and they have taken little or no advantage of the
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rate flexibilities that were included. We did hear that
criticism fairly uniformly, that the railroads had a tool
and many of them did not use it.

Q: Let's refer again to a company like the one you cited in
Texas, serving 825 towns. If under deregulation that
Company or any other company pulls back services to a
small town simply because it can no longer afford to
continue as in the past, might there be other local carri-
ers to fill the gap? What problems would you anticipate?
Let's say deregulation involves no rate regulation. What
Problems would you anticipate would exist between the
local carrier and larger coast-to-coast carriers?
Stubbs: There are more and more transcontinental carri-
ers putting end-to-end mergers together, and they have
found in their own financial circumstances that this is a
better way for them to operate. As a result, they give a lot
of traffic to the smaller regional carrier who is now
making these deliveries and these pickups for him. To a
degree this may continue under deregulation. We are all
kind of guessing as to what may happen. I think it will
resolve itself down to revenues and costs as to where
service will be and who will get it.

Q: (Cecil Selness, Minnesota Department of Transporta-
tion) One of the gentlemen in our discussion was asking
for expansion of exemptions and the other was asking
for no expansion. Are we to believe then that there is a
cost difference in unregulated trucking and regulated
trucking? Is that cost reflected only by filling out the
regulatory forms?
Stubbs: The costs are the same. The exempt carrier is
subject to the same safety regulations, load limits, and
Permit fuel requirements as the regulated carrier. So the
advantage, I presume, is that it would give the exempt
carrier more flexibility on return movements. Whether
or not it will be cheaper is something else again.

Rural Roads
and Bridges:
A National
Dilemma

C. Phillip Baumel
Professor of Economics
Iowa State University

HISTORICAL PERSPECTIVE
Many of today's rural roads were built in the 1900s or

earlier when overland transportation for both passen-
gers and freight was limited to horse and wagon or
railroad lines. Farms were small and farmers needed
road access to homes, schools, churches, and markets.
Technological change soon took its toll on the rural
roads and bridges. First came the steam engine and the
4- to 5-ton threshing machine. Some of the bridges col-
lapsed under the weight of these machines. The discov-
ery of large petroleum reserves in Texas and Oklahoma
spurred the development of the automobile and small
truck industries during the 1920s and 1930s. This cre-
ated a need to get rural America "out of the mud." Roads
were surfaced, and some bridges were replaced to ac-
commodate the trucks with gross weights of 6 to 7 tons.
About 70 percent of today's rural bridges were built
before 1935. By 1950, about 50 percent of the local rural
roads were improved to all-weather roads with a stone
base.1 Thus, the widths, grades, bases, surface designs,
and capacities of many local rural roads and bridges are
based on the traffic needs during the 1930s and 1940s.

Rapid technological change since the late 1930s has
had a major effect on the type of agriculture in the
United States. Large mechanical equipment, pesticides,
herbicides, fertilizer, improvements in crop and live-
stock breeding, and improved and enlarged livestock
feeding have greatly increased the productivity of each
farm. Advanced agricultural technology creates pres-
sures for larger farms. In most instances, the only way a
farmer can obtain more land is to buy or lease from
neighboring farms, thereby reducing the total number of
farms. The number of farms in the United States de-
clined from about 6.7 million in 1936 to about 2.7 mil-
lion farms in 1978. The average size increased from
about 180 acres to about 400 acres per farm during the
same period. The large reduction in the number of farms
means that some rural roads may no longer be needed for
access to homes, schools, and markets. Many observers
believe that the number of miles of rural roads might be
reduced without reducing access to the remaining
farms.

Agricultural technology also has changed the type
of roads and bridges needed in rural America today.

'In this paper, local rural roads and bridges refer to those rural roads and
bridges that are not in the federal-aid system.
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Most rural roads and bridges constructed before 1950
were designed for gross loads of 7 to 8 tons. Today, it is
common for farmers to use a tractor and two wagons to
haul 600 to 650 bushels of grain with a gross weight of
28 tons to the local elevator. Many bridges are 55 feet
long or longer so that the entire load is on the bridge
simultaneously. An increasing number of farmers are
buying tandem axle trucks with gross weights of 23
tons. The reasons for the trend to larger farm trucks
include the ability to haul grain faster at harvest time,
fuel efficiency, and lower cost per bushel.

Farm-equipment manufacturers have been forced by
farm consolidation and farmer demand to create larger,
more efficient machinery. Present day disks and row-
crop cultivators are up to 54 feet wide. These types of
equipment can be folded to 18- to 20-feet wide. But even
the folded equipment will not pass through the 16- to 18-
foot widths of many local rural bridges. One county
engineer in Iowa reported that the entire railing and
posts from two wooden bridges located about 1,000 feet
apart were missing one day in 1977. There was no doubt
in the engineer's mind that some frustrated farmer used
a chain saw to "widen the bridge" to accommodate his
wide farm equipment. Moreover, wide farm equipment
uses almost the entire width of the road, creating hazard-
ous conditions for approaching traffic.

As farm size has increased, feed fertilizer, and petro-
leum delivery trucks and bulk milk trucks have become
larger. Tandem-axle trucks with gross weights of 23 tons
are common on rural roads and bridges. I'm told that 80
percent of the bulk milk is picked up in tandem-axle
trucks. Feed mills and fertilizer plants are increasingly
moving to tandem-axle trucks for farm delivery. New
fertilizer spreading equipment weighs up to 73,000
pounds when loaded. There are two reasons for this
trend to larger vehicles. First, there are cost advantages
in fewer vehicles, trips, and driver hours. Second, there
are energy advantages. The change to tandem-axle
equipment increases payload approximately 65 percent
where as the fuel consumption increase is only about 20
percent.

In 1975, the U.S. Congress permitted states to set
higher weight limits for trucks on the interstate system.
Some states have adopted the federal limits and have
raised the weight limits to the federal standard of 20,000
pounds per axle, 34,000 pounds per two-axle tandem,
and 80,000-pound maximum overall weight. There are
no weight limits on implements of husbandry—farm
equipment—in many states. We're seeing wagon and
tractor combinations with gross weights of 60,000
pounds, some up to 72,000 pounds on rural roads. More-
over, this weight often is distributed on fewer tires than
a truck-trailer combination or a tandem-axle truck,
which significantly increases road damage. The intro-
duction of low-cost unit-grain trains in the Corn Belt
states has encouraged the use of larger farm vehicles to
haul grain longer distances.

Increased rail branchline abandonment results in
repetitive application of heavy weights and thereby
shortens the life of pavement and bridge structures. The

increased traffic resulting from branchline abandon-
ment does not, however, lead to the conclusion that
halting branchline abandonment will solve our rural
road and bridge problems. A recent study suggests that
abandonment does not have as great an impact on rural
roads and bridges as many people believe. Findings
indicate that movement of grain in 60,000- to 70,000-
pound tractor-wagon combinations will increase if the
branchline is upgraded. This type of equipment may
cause more damage to the road system than the tandem-
axle or semi-tractor movement occurring if the line
should be abandoned. Upgrading the line would shift
traffic away from tandem-axle and semi-truck move-
ment, yet these are vehicles that pay taxes to rebuild and
maintain the road system. Essentially, the rural road and
bridge problem is independent of the rail branchline
abandonment issue. Much of the traffic and damage to
the rural road system will occur regardless of the rail
upgrading/abandonment determination.

The declining rural population has resulted in a re-
duction in the number of rural schools. To help mini-
mize the cost of transporting school children longer
distances to fewer schools, school boards are purchasing
72-, and more recently, 89-passenger school buses.
Loaded buses of this size weigh in excess of 9 tons. There
are 4,400 local rural bridges in Illinois and 4,490 bridges
in Iowa that will not safely carry a loaded school bus.
About 80 percent of school bus travel in Iowa is esti-
mated to be on local rural roads.

The recent emphasis on increased coal production to
substitute for petroleum as a source of energy for electric
generation also has a major impact on local rural roads.
Fifty-eight percent of all coal produced in Appalachia in
1974, or about 221 million tons, was transported by
truck for part of its journey from the mine to the ultimate
consumer. About 80 percent of this coal was trucked to
rail or water transshipment points. Most of the trucked
coal was hauled in semi-trailer units. A 1974 survey at
truck weighing stations in Appalachia indicated that
gross weights were 5 to 25 percent above legal weight
limits, with six-axle units averaging 91,490 pounds of
gross weight. About 25 percent of the coal traffic was on
local rural roads.

Nationwide in 1975, 75 million tons of coal moved
directly to market by truck. In addition, a large portion of
the 487 million tons that moved by rail or water was
transported by truck from mines to rail or water loading
points. Therefore, increased emphasis on coal as a major
energy source will impose even greater repetitive weight
problems on local rural roads and bridges in coal-pro-
ducing states.

Increasing weight limits, the lack of any weight lim-
its on certain types of vehicles, and increasing volumes
of heavy weight traffic have added to the local rural and
bridge problem.

Rural Road Financing
In 1976, there were about 3.9 million miles of roads

in the United States. Just under 1 million miles of roads
were in the federal-aid system. The federal-aid system
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includes the interstate, primary, secondary, and urban
highways. Roads in the federal-aid system are eligible
for construction, reconstruction, rehabilitation, restora-
tion, and resurfacing funds from the Highway Trust
Fund. No federal-aid funds are available for road or
bridge maintenance.

About 560,000 miles of local urban streets and about
2.3 million miles of local rural roads are not in the
federal-aid system. The rural or urban off-system roads
and streets are not eligible for most federal aid. Rural
and urban off-system roads and bridges are eligible for
very limited amounts of federal funding under the Safer
Off-System Roads Program.

The following examples are taken from Iowa and are
typical of rural road and bridge problems throughout the
Midwest.

The state of Iowa has 4,490 bridges posted at 9 tons.
The estimated cost of bringing these bridges to 23 ton
standards is $300 million. Additionally, 7,000 bridges
are posted less than 23 tons with upgrading costs esti-
mated to be $374 million. Total upgrading costs in Iowa
for these bridges is $674 million. For the U.S., there are
65,000 bridges under 23 ton standards with upgrading
costs estimated at $10.6 billion.

The annual cost of maintaining and upgrading the
Iowa rural road and bridge system is estimated to be
P60 million. Contrast this with the $180 million com-
ing into Iowa's counties annually for roads and bridges
and it becomes apparent that there simply is not enough
revenue. Current revenue sources are approximately 33
Percent property tax, 40 percent user fees, and 27 per-
cent miscellaneous.

The analysis of revenue disbursements highlights a
key issue. Sixty percent of the revenue spent on rural
roads and bridges is going for maintenance, with only
forty percent to rebuild the system. In Iowa, only 1 out of
every 3 miles and one out of every three bridges that
wear out are being rebuilt.

SOLUTIONS
Continue the present sources and levels of funds for

the local rural road and bridge system.
This alternative would mean that there would be no

ria. rge increases in property taxes or road-use taxes to
anance the reconstruction of the local rural road system.
On the other hand, counties and townships would face
increasing maintenance costs to repair existing surfaces
and bridges. Moreover, many bridges would need to be
closed without additional replacement funds. Perhaps
More importantly, county and township governments
could face increased exposure to large tort liability
claims from damages resulting from deteriorating roads
and bridges. Courts historically have been generous to
these kinds of claims.

Make large increases in state and federal funding forthe local rural road system.
Potential sources of state funds include increased

state or federal fuel taxes, increased state registration
Irees, increased funding from state and federal general
Rinds, and a shift of state funds from the local urban

street systems to the local rural road system. It is un-
likely that the present political climate would permit
raising the fuel and registration fees enough, or shifting
enough funds from state general funds and from the
local urban street system, to meet the increasing needs of
the rural road system.

Reduce the minimum local rural road and bridge
reconstruction and maintenance standards.

The minimum standards for local rural roads and
bridges are generally based on design guides published
by the American Association of State Highway and
Transportation Officials. In some instances, the design
plans must be approved by state agencies.Future recon-
struction costs could be reduced by lowering the mini-
mum design standards on low-volume off-system rural
roads. Costs could be cut by reducing the widths of
rights-of-way, of shoulders and bridges, and by reducing
the thickness of the pavement by reducing maximum
grades. Lower minimum standards, on the other hand,
could make driving more hazardous and could result in
increased maintenance cost through greater erosion
from steeper slopes, faster deterioration of pavements
and bridges, and reduced snow-storage capacities.

The accident rate per vehicle mile traveled on local
rural roads is about double that on interstate highways.
A majority of the local rural roads are low-volume roads,
and costs can be reduced on these roads in many ways.
Reduced road and bridge reconstruction and mainte-
nance standards further may increase the accident rates
on the local rural road system.

Abandon some rural roads.
An editorial in the Des Moines Register recently

stated:
"County roads that served dozens of farms 40
years ago may be serving only two or three farms
today. Many roads that were once vital to a coun-
ty's well-being have become, in effect, private
roads although the county is responsible for their
upkeep. Such roads no longer belong in a county

• road system."
While some observers believe that abandonment is

the fundamental answer to the lack of funds for rural
road and bridge reconstruction and maintenance, it of-
ten costs more to abandon a road than to rebuild it.
District courts have tended to make large awards to
landowners for the loss of access from the abandonment.
Other costs associated with abandonment include ad-
ministrative and legal costs and reshaping costs. The
following costs were the maximum costs per mile in-
curred in abandoning 510 miles of local rural roads in
Iowa from 1972 to 1976:

Type of Cost 

Administrative and legal
Reshaping
Damages awarded by court

Maximum per Mile

$ 2,000
24,000

105,000

A 1969 study identified 3,700 miles of rural roads in
Iowa that were potential candidates for abandonment. If
not abandoned, reconstruction costs were estimated to
be about $31,000 per mile, and maintenance costs were
estimated to be $400 per mile. Many county engineers
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believe that only a very small number of off-system rural
roads will be abandoned unless laws are changed to
permit counties to remove a secondary access to prop-
erty and incur smaller or no damage claims from the
property owner. There is a need to study the additional
costs to property owners from the loss or partial loss of
access from abandonment compared with the costs of
reconstructing and (or) maintainingthe local rural roads
and bridges.

Return portions of the local rural road system to
states and (or) place a portion of this system under the
Federal-Aid System.

This alternative would require reversing action
taken in 1976 in transferring portions of Federal-Aid
System to the off-system local road system. At that time,
about 240,000 miles of federal-aid rural secondary roads
were transferred to the local rural road system, which is
under the jurisdiction of counties or townships in most
states. The entire burden of financing the reconstruction
and maintenance of these roads also was transferred to
the local agencies.

Reduce and enforce weight limits on local rural
roads and place weight and width limits on "imple-
ments of husbandry."

This alternative undoubtedly would reduce mainte-
nance costs of existing roads and bridges that would
need reconstruction. However, a reduction of current
weight limits and placing weight and width limits on
"implements of husbandry" could increase the costs
and energy use in moving these products to market.
There is a need to study the reconstruction and mainte-
nance costs of increased weight limits versus the in-
creased costs of agricultural production if lower weight
limits were imposed.

It is clear that there is no one easy answer to the rural
and bridge problem. The final solution will likely in-
clude combinations of the alternatives discussed. The
best solution can be determined only through studies
and public discussion of the detailed costs of several
combinations of the alternatives.

Discussion
Q: (Roger Vaun, Associated Motor Carriers) You always
talked about roads and bridges, but I think what I heard
you say is that the real problems are the bridges.
Baumel: Well, the bridge problem is dramatic and easy
to demonstrate because you can show pictures of com-
bines and honeywagons falling through them. When
you have an accident, it's dramatic. The roads are just as
serious a problem. Many roads will be embargoed in
Minnesota and Iowa in late February as we get into the
thaw. The heavy trucks and tractors and wagons are
going through the surfaces of some of these county
roads. I might say that the road problem is probably
more severe in the northern parts of the country where
there is freezing and thawing than in the south, and it's
obviously more severe in the more humid areas. The
problems are less severe in the southwest than in Iowa,
Minnesota, the Dakotas, and Wisconsin. When I was out
at Odessa, Washington this past summer the county

roads that we were hauling that grain over were really in
pretty good shape because it was very dry. You don't get
that freezing and thawing.

Q: (Bruce Hagen, North Dakota Public Service Commis-
sion) Are the user taxes high enough to take care of the
costs involved?
Baumel: Obviously, higher user taxes are another alter-
native for dealing with this problem. The cost of rebuild-
ing and reconstructing roads has escalated. However,
few state legislatures have been able to raise fuel taxes
nor have county supervisors been able to raise property
taxes. Certainly, higher user taxes are an alternative that
should have been on that list.

Q: (Jim Ruen, The Farmer magazine) You mentioned the
rail abandonments and that more and more farmers will
have to go to tandem trucks to relieve some of the pres-
sure imposed on the roads by the large wagons.
Baumel: Well, rail abandonment would tend to make
the trucks even more economical relative to the tractor-
wagon combination.
Ruen: Are you advocating having the farmers pick up
more of the user tax that they have been traditionally
been getting away from?
Baumel: Well, that's another alternative to have a user
tax on farmer-owned vehicles. Again, none of these
choices are anything that any politician is going to em-
brace enthusiastically.
Q: (Paul Bradford, State Representative) The farmer is
picking up a considerable amount of tax because of the
valuation of his land out there right now. And I am sure
that he's paying his fair share of taxes. The last farm I
acquired is 160 acres, I'm paying over $1,600 school tax.
I'm sure that many persons in the district that have the
$100,000 home and maybe a $50,000 job may be paying
$300. We have to look at it that way.
Baumel: I wouldn't argue one way or the other on
whether you're paying your fair share or not. I don't
know. The only point I'm making is that we clearly are
not getting enough money into this road and bridge
fund.

Q: (Don Larson, Ohio State) I think on the revenue side
of this road and bridge problem there's another potential
arising because of the interest in gasohol in some states.
And there are states interested in exempting the gas tax
on gasohol.
Baumel: It exacerbates the problem.

Q: (Mike Martin, Oregon State University) One thing
that strikes me about this is that the most palatable
solution for most people always seems to be that more
federal aid be granted one way or another.
Baumel: I didn't say that was the most palatable. I said it
was an alternative.
Martin: It seems to me that one of the problems is the
Task Force. The Task Force addressed rural transporta-
tion as though it is somehow separate and apart from all
the transportation and funding. My impression is that
there is a sincere feeling among people living in the
urban areas that rightly or wrongly they've been subsi-
dizing people in the rural areas through their income
taxes and other revenue since that seems to be where the
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money generates from. Did the Task Force attempt to
address the issue of how you would rectify rural trans-
portation problems with what the people in the urban
area perceive as their needs and their best interests?
Baumel: Well, we didn't have information, Mike, on
what urban people feel about rural transportation. We
did pass a recommendation in which material would be
developed to try to educate the public on what these
transportation problems are and try to educate the urban
people. I want to take exception to your comment that
the Rural Transportation Advisory Task Force looked at
rural transportation in isolation from the rest of the
System. I don't believe that's true; in fact, we recognized
from the very beginning that agricultural transportation
is simply part of a total system and that it has to fit in
there.

Q: (Mike Svoboda, Southwest Regional Development
Commission) I was wondering about the role of tech-
nology and increasing the life of the roads. I've been
reading about Petro-mat and other research into mois-
ture barriers.
Baumel: Well, I'm not an engineer so I can't comment on
that technology. I can say this much; no matter what
technology is used, it's going to take money and the
money isn't there at the present time.

Q: (Elmer Bridges, Long Lake) I'd like to make a comment;
When you talked about taking some of those miles back
from the federal government, I think that's a fallacy.
Baumel: It is an alternative though.
Bridges: I would rather ask the federal government to
give us some of our tax money back and control the
money from the local level instead of routing it through
the more expensive route.

Rural Roads
and
Bridges:

A State Perspective

Fritz Marshall
Assistant Commissioner
Minnesota Department of Transportation

Minnesota ranks in the top 10 states in the nation
when we compare total miles of roadway. In many re-
spects this is a definite plus feature, particularly when
we consider overall mobility of our citizens for the pur-
poses of business, private or personal needs, and recre-
ational opportunities. Coupled with this mobility, of
course, is our ability to move commercial goods.

When it comes to improving or even merely main-
taining this vast roadway system, however, as with
nearly everything else we experience on this planet,
there comes the payment for these facilities. It is the
second half of this scale I would like to address here
today, namely, the payment or more specifically the
non-payment and abuse of the system.

If we look at the roadway system of Minnesota, we
find that it totals more than 120,000 miles. We can
further break this down into approximate figures as fol-
lows: 12,000 state, 90,000 counties and townships, and
19,000 cities.

In fiscal year 1978 almost $1 billion was spent on
roadways in this state (two-thirds of this figure on con-
struction and one-third on maintenance). I can identify
the source of this funding as follows: 37 percent state, 23
percent city, 14 percent counties and townships, 20
percent federal, and 6 percent special authority. In order
to bring the problem of my discussion here today into
sharper focus, I would like to share with you the State
Maintenance Cost Index, 1969-1978:

Labor 91% increase
Equipment 51% increase
Materials 79% increase
Labor 50% of budget
Equipment 25% of budget
Materials 25% of budget

Please note the dominance of labor in these figures.
I would also like to point out that the severe inflation

we are experiencing coupled with decreasing revenues
has had a net result of causing real expenditures for
maintenance to continually decline. We simply are not
keeping up with needed maintenance of the roadways.

If we look at the 12,000-mile state trunk highway
system, we find that 55-60 percent of miles are classified
as year-round 9-ton routes. In order to facilitate the
movement of goods, many miles of these roads have in
fact been designated as 10-ton routes. The remainder of
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the system is structurally deficient and needs spring-
load posting to survive. As a matter of fact, several hun-
dred miles of the state system are what we call "old
turnpike" sections constructed of poor material in the
days of the horses and scrapers. About all we have done
to these roadways is place additional bituminous surfac-
ing; the cores remain structurally weak. For the most
part these posted highways were added to the state sys-
tem through the years by legislative action. They were
formerly county roads.

To give you an idea of the magnitude of our annual
expenditures on maintenance of the state trunk highway
system, the following figures represent the maintenance
budget for a recent fiscal year:

Surface repair
Shoulders and approaches
Roadside and drainage
Traffic service
Snow and ice control
Bridge repair
Miscellaneous
Total Budget:

$12,729,973
6,532,591

14,965,437
10,940,270
22,983,409
2,710,889

79,527

$70,942,096

In addition to these substantial figures we are cur-
rently doing our best to hold to a $20 million-per-year
bituminous resurfacing program. This is primarily a 11/2
inch overlay of bituminous on the existing roadway.
Based on an average of $40,000 per mile, this expendi-
ture represents approximately 500 miles per year. For
the most part, this overlay program does not add struc-
tural strength to the roadway. It extends the life of the
surface and improves ride characteristics. I would also
like to point out an annual expenditure of many millions
of dollars (recently $35-40 million) on bridge deck
repair and deficient bridge replacement on the state
system.

The figures I have given you here today are very large
dollar amounts. In spite of these annual expenditures,
however, our system continues to grow older and in
more need of repair. We are not keeping up.

I would like to now shift gears and talk about another
perplexing problem, namely, the movement of agricul-
tural products, the "immovable feast" as the late Sen.
Hubert Humphrey so often referred to them. During the
last two decades there has been a major shift in the
movement of grain and fertilizer from the railroads to
over-the-road trucks. The farmers and grain elevators
claim this change in mode took place because of their
inability to obtain boxcars and service when needed.
The railroad people claim they were abandoned by the
shippers and, therefore, had to cut back service. I am not
here today to debate this issue, but rather to state that it
did occur and thereby placed a heavy burden on the
roadway system of this state.

These are heavy commodities as witnessed by the
fact that there are many cases where the state highway
patrol, in weighing grain trucks, finds gross weights of
120,000 pounds and even more. We know from a decade
of road tests in Illinois during the late 1950's and early
60's, and from many subsequent tests around the coun-
try, that roadways sustain severe damage from these

weights. A single axle load of 20,000 pounds does 50
percent more damage than an axle carrying 18,000
pounds. We also know that tandem axles carrying
34,000 pounds inflict 25 percent more damage than the
same axles 'do at 32,000 pounds. Heavier axle weights
than these will cause correspondingly greater damage
along a logarithmic curve of increase.

We know that all heavy trucks inflict damage into a
roadway, not only to the surface but more seriously
down into the subgrade and very core of the road. We
also know that this damage is unforgiving and cumula-
tive in effect. With this knowledge structural designs of
new and reconstructed roadways are calculated. Until
very recently, the state highways were designed using
what is called an N-18 factor. For example, if a 35-year-
life roadway was contemplated for construction, pro-
jected traffic counts would compute the number of
18,000-pound axle weights that would pass over this
segment of roadway in 35 years. The depth of base,
subbase, and thickness of surface would then be calcu-
lated and used to sustain these loads for that period of
time. Heavier loads such as the currently legal 10-ton
per axle on designated highways, and overweight loads,
therefore, have the effect of substantially decreasing the
life expectancy of a roadway. We recently adopted an N-
20 factor in calculating structural designs of roadways to
accommodate 10-ton per axle loadings.

How serious is the overweight factor on grain truck
movements in this state? At a recent state senate trans-
portation hearing a member of the Farmers Union Grain
Terminal Association stated that they had checked their
records for the previous year on over 200,000 truckloads
of grain. By knowing the approximate empty weight of
the truck and the load invoiced for payment, he thought
approximately 30 percent of the shipments were in ex-
cess of legal weights. I think figures such as this point
out a problem of serious proportions.

I have centered my discussion here today on the
movement of grain. We have other heavy commodities
that move on our roads and highways such as fertilizer,
forest products, as well as many other materials and
items; however, none have the magnitude of grain
movement in this state.

Other states are looking into problems similar to
ours. Recently, Utah published a report on coal move-
ment in that state. The report noted the highways used
and proposed for consideration the construction of
super-strength highways for the movement of the coal
with a special tax based on tons per mile to pay for the
roadway facilities. In Utah the problem is confined be-
cause the coal mines are located in a rather small geo-
graphical area and the demand by industry is also
located in a well-defined area rather than spread
throughout the state. Such a proposal could therefore
have merit.

Looking at the Minnesota situation, however, we
find the problem somewhat more complex. Trunk High-
way 2 across the northern part of the state carries large
volumes of grain from Montana, North Dakota, and the
Red River Valley to the port of Duluth. Trunk Highways
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200, 10, 210 and 34 also carry large volumes to Duluth.
We can further complicate this picture by adding the
highways serving the river ports in the Minneapolis-
St. Paul metropolitan area and Winona.

Our agricultural industry, by its very nature, is ex-
tremely diversified. Every acre of tillable ground has the
capability and often produces a product with a destina-
tion at one of our inland ports. With the compelling need
to move products and the energy crisis, we are continu-
ously being asked to allow larger trucks and heavier
payloads to move on our highways. One of the major
reasons given in these requests is fuel efficiency. Larger
and heavier loads mean fewer trips which must mean a
savings in fuel, right? Maybe not.

A recent U.S. General Accounting Office (GAO) re-
port on truck weights stated that it is not fuel efficient
overall to continue to raise truck weights. Our own liter-
ature review on this question adds validity to the GAO
report. We have found figures showing that gross
weights up to 120,000 pounds will realize fuel savings
from 8 to 17 percent in spite of lower miles per gallon
due, of course, to fewer trips. We also find, however, that
fuel inefficiencies occur due to poor roadways. Losses
on bad roads in miles per gallon on heavy commercial
trucks have been as high as 40 percent. This does not
take into account the additional energy expended in the
reconstruction of a damaged road.

Our current estimate of the cost of replacing the
12,000-mile state trunk highway system is $16 billion. If
we add replacement costs for the roadways under the
Jurisdiction of the counties, townships, and cities, this
figure becomes even more astronomical.

I see some hopeful signs of positive change, however.
In my discussion with truckers at meetings throughout
the state, I hear comments by the legal haulers to the
effect that they now look at the illegal or overload
trucker as taking money out of their pockets. They see
this in two ways. First, the man willing to carry an
Overload places the legal hauler at an economic disad-
vantage, and second, the overloads are damaging the
legal haulers lifeline to market. The courts are also
Showing signs of realizing the seriousness of weight
violations by increased fines this past year rather than as
SO often in the past, mere token penalties. Finally, the
legislators have become very aware of the overweight
Problem. Several legislators have come forth in the past
few months and offered to carry bills that would help
enforce legal weights.

The Minnesota Department of Transportation
(Mn/DOT) will continue to test the structural strength of
state highways with the purpose of allowing more 10-

mileage designation if the roadway can sustain these
Weights without excessive damage. Mn/DOT will also
continue to work closely with the Department of Public
Safety and the Minnesota Highway Patrol on an aggres-
sive weight enforcement program to reasonably protect
the far-reaching roadway system we are, blessed with
and preserve this system to move agricultural and other
Products in the years to come.

Discussion
Q: When you go hunting out of season, the game warden
confiscates your gun; how would it work to confiscate
trucks? Did anyone ever propose that?
Marshall: We have a pretty tough bill before the legisla-
ture that would do a lot of things. You see the problem at
the present time is that they don't get caught that often.
I've had North Dakota and Montana truckers tell me that
they run with the overweight and they carry $100 bills in
their glove compartments because if we catch them one
out of ten times, and they can talk the judge into a $100
fine, they're making money. So we have to catch them
more than one out of ten times and the fine has to be
more than $100 so we can discourage this.

Q: What would be the matter with this man's suggestion?
Marshall: That's suggested in the bill. That bill is getting
a lot of attention. Some of these trucking associations are
saying confiscation is overpunishment. It would be a
tough bill to get passed. No one thing is the answer to an
overweight problem. That is just another tool. We need
more portable scales, more fixed scale sites, and more
members of the patrol working exclusively on weight.
The bill is a many-faceted approach, but is just one of the
things that would help us.
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One reason why I am particularly pleased to be here
is that it makes me feel good to know that we in Canada
don't have a corner on all the world's transportation
problems. There is no doubt that you have many of the
same problems that we have, and you have a few differ-
ent ones. Actually, we have something that you don't
have and that is a national transportation policy. But I'm
not sure it does us any good. We also have a potential
solution and a common scapegoat, Crow's Nest Pass
rates. Many people feel, I think particularly on your side
of the border, that those statutory or Crow's Nest Pass
grain rates are causing a lot of difficulty. Yet there is not
much being done about it. I suppose part of the problem
(and I suspect you share this same situation) is that the
Canadian wheat is about 13 percent protein and 87 per-
cent politics, which doesn't leave much room for eco-
nomic analysis.

I will discuss branchline abandonment in Canada,
and some of our capacity problems in the grain move-
ment system. Then, I would like to spend the rest of my
time talking about the statutory grain rate issue.

In terms of branchline abandonment, there have
been quite a number of major steps forward in the last 5
years. As of the end of 1974, all of our prairie branch-
lines were frozen and protected from abandonment.
Since that time we have had another phenomena com-
mon with your experience and that is a multitude of
studies and commissions of inquiries by various levels
of government. I think we have made some progress in
deciding the fate of 6,300 miles of railway branchlines
that were sort of up in the air. We have abandoned
approximately 2,000 of those miles. We have put about
another 3,000 miles into the permanent branchline net-
work that is protected to the year 2000 and the remain-
der are still awaiting final decision. During that time, we
had a commission of inquiry, of which I was director of
research. Then, for what we left undone there was an-
other study group. Just recently there was a parliamen-
tary inquiry, and then a political show. We are down to
probably 500 miles that need to be sorted out yet. We
could talk about whether some of the decisions were
right or wrong, but I don't think that that would be
particularly productive.

Over the last several years and going on for another 5
or so, approximately $21/2 billion dollars will be spent on

improving the through-put capacity of the Canadian
grain handling and transportation system. This includes
terminal expansion on the West Coast and country ele-
vator expansion. I think a very important aspect is reha-
bilitation of branchlines. There is a tendency, at least in
Canada and I sense here too, to view prevention of aban-
donment as something good. Unless the lines are reha-
bilitated, they are not going to be much good to you
either. Canada is in the process of spending close to $1
billion on rehabilitation of branchlines protected to the
year 2000. Also, we have gotten into some rather messy
purchases of grain hopper cars by the Canadian Wheat
Board, provincial governments, and others. But I think
there are some definite improvements in the capacity of
the Canadian grain handling and transportation system.
I'm not so sure there are enough improvements that we
can pick up those 17 million bushels that you are not
going to sell to Russia; in fact I'm quite sure that we can't,
even if the government decides to try to pick up some of
that slack.

CROW'S NEST PASS RATES
Let me turn to the statutory grain rates. These freight

rates are very controversial; they are basically unre-
solved and probably cause some of the most thorny
problems in both transportation policy and agricultural
policy in Canada. They have been studied to death. They
have been called a variety of things, among them the
"Magna Carta of the Prairies," "the worst anomaly in the
world," the "holy crow," and a lot of other things.

There were a number of concerns just before the turn
of this century about the monopoly position of the rail-
ways in western Canada, concerns about finding mar-
kets for eastern Canada, and about the Americans
moving into the prairie region and British Columbia for
the rich mineral deposits, particularly coal. We also had
a fair bit of farmer unrest in the prairies. These concerns
led to the Crow's Nest Pass agreement in 1897.

Essence of the Agreement
There was a subsidy paid to the Canadian Pacific

Railway of some $11,000 per mile, not to exceed $3.6
million. Here is the decision we are particularly con-
cerned about—a reduction of freight rates on grain and
flour by 3 cents per hundredweight (3o/cwt.) There was
also a reduction of freight rates on west-bound settlers.
These rate reductions were made in perpetuity. Finally,
the Canadian Pacific Railway was to convey to the fed-
eral government some 50,000 acres of coal-bearing
lands.

Why did the government get into a deal like that and
why did the Canadian Pacific Railway enter that agree-
ment? The government was concerned about promoting
the development of mining in western and southern
British Columbia. Officials were concerned about integ-
rating southern British Columbia into the Canadian
economy; about expanding markets for eastern manu-
facturing groups and about stimulating agricultural set-
tlement and economic expansion on the prairies. There
is another concern that finds its way into a lot of Cana-
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dian transportation policy; they wanted to establish the
principle of government rate control in the national
interest, whatever that meant.

Why did the Canadian Pacific Railway (CPR) get into
this deal? First of all, they were going to get a subsidy of
about one half of their construction costs. An interesting
observation on that is they were going to build the rail-
ways anyway and this just happened to be a way of
getting half the costs covered. The construction of the
rail line entitled CPR to a land subsidy from British
Columbia; it would also give the CPR a link into a rather
mineral-rich region of British Columbia. Great Northern
railway officials were moving as fast as they could up
into that region and it was a matter of who was going to
get there first and win that potentially profitable rail
traffic.

What has happened since the late 1800's? During the
first 25 years, these rates were in effect for only 7 years.
Because of various situations including competitive
pressures from other rail companies the ceilings really
didn't mean very much. There was little significant im-
pact of this Crow's Nest Pass agreement on freight rates
up until 1925. That year the agreement was cancelled,
but the rates were made statutory (they were set by the
Parliament of Canada), and the only way that these rates
can now be changed is by changing our Railway Act.

Here are examples of the magnitude of these rates:
The rate from Winnipeg to Thunder Bay, which would
be approximately 450 miles is about 140/cwt. By com-
parison, grain rates are probably 3 to 6 or 7 times as high
in this part of the United States. Those rates were set in
1897 and they still prevail today. During the period 1927
to 1951 nothing much really happened. The general
impression was that the rates were profitable for the
railways. It wasn't until after WWII that the question of
Whether or not the railways were in fact making money
on these rates was discussed. Starting in 1951 we had a
series of commissions of inquiry during which the
Crow's Nest Rates came into question.

The first commission of inquiry, the Turgeon Royal
Commission, took a look at the rates and ducked the
issue.. They left the decision up to Parliament. They
basically said, "Yes, we think there is a problem, but it is
UP to the government of Canada to do something about
it." The next commission of inquiry, the MacPherson
Royal Commission, also looked at the problem and they
allowed that, "Yes, maybe the railways are losing
money on the movement of grain under these statutory
rates." Again they suggested that something be done; but
nothing was done.

The national transportation act passed in 1967 was a
rather major philosophical departure from what had
been the major transportation policy in Canada. We
moved much more in the direction of deregulation, es-
sentially letting the market set the rates within very
broad limits. But a very major exception was the statu-
tory freight rates on grain; those were left untouched.
What the government did at that time was-to establish a
subsidy on uneconomic branchlines. When the railways
Were operating on branchlines that were deemed uneco-

nomic, they theoretically could recoup their losses. I say
theoretically because there were problems implement-
ing the plan. But in effect at least a significant part of that
branchline subsidy was really a subsidy on the Crow's
Nest Pass grain rates.

Then in 1975 we had the Hall Commission on rail-
way branchline abandonment, and the Snavely Com-
mission on the cost of moving grain by rail. Carl Snavely
is a transportation economist from the United States. We
had to bring in somebody who was unbiased. So we
went to Washington, D.C. and had Snavely come and tell
us what it cost to move grain by rail. He did a rather
interesting piece of work.

I think the basic conclusion that one could reach
from Snavely's work is that there really shouldn't be
much argument over whether or not the railways were
losing money on the movement of grain. The users of the
service, or the farmers, paid about $89.7 million for
grain movement. The federal government, basically
through the branchline subsidy, put in about $52 mil-
lion and the railways, through cross-subsidization, put
in another $89.3 million. Or if you look at it on a propor-
tional basis, the farmers were paying about 39 percent of
the cost, the federal government about 22 percent, and
the railways about another 39 percent. So even if you
disagreed with some of the costing techniques, even if
you were off by a few million dollars here or there, I
think the answer was fairly obvious that, yes, the rail-
ways were losing money. Just to show that this wasn't a
one-shot phenomenon Snavely redid his analysis in
1977, 3 years later, and found the proportion shifting
even more. The farmer paid only 32 percent, the govern-
ment 18 percent, and the railways just about half,
through the process of cross-subsidization.

The first inclination after looking at something like
this is to say, "Why would anybody in their right mind
even feel that these rates should stay?" To get back to my
point earlier we talked about our wheat being 13 percent
protein and 87 percent politics. I think the 87 percent
politics is hard at work here.

PERSPECTIVES
There seem to be a lot of perspectives on the statutory

grain rates. There is certainly the railways' perspective
that they are losing money. Their argument is that if you
want improved service, you have to at least pay them
enough money to move this commodity so that they can
maintain the branchlines and buy new equipment.
Ten there is the grain producers' perspective. They

are the main beneficiaries in terms of a higher net return
per bushel. They are also the main beneficiaries in terms
of capitalized land values. It has been argued that be-
cause of policies such as the statutory grain rates, the
economy of western Canada has been oriented toward
the wheat or grains economy and is not as diversified as
it should be. There is some debate as to how much of an
impact on land values the policy has had. It has been
estimated to be anywhere from $10 to perhaps $125 per
acre. The argument that you will get from some farmers
has been that because of the geographic location of grain
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production in western Canada and because of the price
instability of grain, having a subsidized or essentially a
low freight rate on grain is beneficial to the western
economy. The other popular argument uses the impor-
tance of grain as a foreign exchange earner. Grain is, I
think, the third most important earner of foreign ex-
change in Canada, and the argument is used by a lot of
groups that if we are going to stay competitive in world
grain markets we need low freight rates in order to gener-
ate the foreign exchange so the rest of the people in the
economy can buy their Japanese cars, Taiwanese radios,
and other imported items.

From the standpoint of the grain producer there are
some problems with these rates. The first one is the
reduced level of railway service. This manifested itself,
allegedly, in lost grain sales. Also, the reduced level of
railway service has manifested itself in the Canadian
Wheat Board getting into the business of buying hopper
cars. The Canadian Wheat Board does not have any
money of its own; it basically deals with the farmers'
money. Nevertheless, the Wheat Board purchased 6,000
to 8,000 hopper cars out of the pool accounts—the farm-
ers' own money, and that hasn't gone over too well with
some groups. It is being argued that perhaps this is an
underhanded way of undermining the statutory grain
rates.

The higher land values resulting from the statutory
grain rate subsidy makes it more difficult to get into
farming. Another argument against such land capitaliza-
tion is that the established Canadian grain farmer gets all
of the benefits of the statutory grain rates. But there have
been a number of studies recently, and one specifically
on rapeseed. The Japanese consumer gets about 58 per-
cent of the benefits from statutory rapeseed rates and the
Canadian rapeseed producer gets 42 percent. No one
could argue as to whether that is exactly the right break-
down, but it is not a matter of the farmer keeping all of
these benefits.

The next question that comes up from a grain pro-
ducer's perspective concerns the replacement of these
statutory grain rates with a compensatory rate or a rate
that will cover cost. It is estimated that this would lead
to a significant reduction in net farm income ranging
anywhere from $250 million to $340 million annually.
The province of Saskatchewan would be the hardest hit,
primarily because its economy is much more dependent
on the statutory grains and the export market. In the case
of Manitoba, a reasonable figure would be that the de-
crease in net farm income would be in the neighborhood
of $50 million per year.

Another very important dimension of reduction in
net farm income is the production adjustments that
would have to take place. Some of the analyses we have
done in Manitoba suggest that there would be some
shifts away from grain production (wheat, oats, and
barley) and toward livestock production. You would
also get some shifts in terms of the burden of this kind of
a change. The small farmer would be affected more than
the big farmer. It raises some rather interesting policy
questions. Should we have some kind of a subsidy or

adjustment program to soften the impact of adjustment?
If so, who is going to benefit from that, strictly the grain
farmer or the large farmer? Are payments made on an
acreage basis?

Another argument is made that the statutory grain
rates improve the competitive position of the eastern
livestock producer (or the non-prairie livestock pro-
ducer) causing a burden for the prairie livestock pro-
ducer. To explain that gets a little complicated in terms
of our domestic feedgrains pricing policy; the prices of
feedgrains that go through the Canadian Wheat Board
marketing system are based on a landed price in Mon-
treal, which is tied to the Chicago Board of Trade price,
and from that you net out the various transportation and
handling charges. Our feedgrains also move to eastern
Canada under statutory rates. If barley is moving at
150/cwt. under a statutory rate you net out 150/cwt., and
that becomes the local price for barley. If that barley was
moving under compensatory rates which were a little
better than three times this high, say 500/cwt., you
would net off 500 rather than 15 ancl.you would end up
with a lower local feedgrain price. The livestock pro-
ducer argues that he is getting shafted under this
feedgrains policy. Now, that argument gets a little bit
hazy because we have a temporary program called the
feed freight assistance program. It was started in 1941 to
stimulate meat production in eastern Canada to aid the
war effort, and to get rid of some surplus grain on the
prairies. It is still with us. That program does not pay a
subsidy until the feedgrain gets to Thunder Bay. But
once it gets to the water going east, there is a freight
subsidy on feedgrain for domestic use in eastern Quebec
and the Maritimes. We have a number of these subsidies
piling up on top of one another, causing a situation
perceived by the livestock producer as having him pay a
higher feedgrain price on the prairies. This has been
estimated by various people as adding from $20 to $30 to
the cost of producing an animal.

It is further argued that these higher feedgrain prices
decrease livestock production and reduce the market for
prairie feedgrains. You can just see how these arguments
start building on top of one another. Then the question
comes: "Say we go to compensatory rates. What will this
mean to the livestock industry in western Canada?" It
has been estimated that the increase in gross livestock
revenue would be about $100 million. This would mean
an expansion in livestock production. But you get into
an interesting situation. These "back-of-the-envelope"
types of analysis don't take account of the real world
situation where you have a guy who is not only produc-
ing grain but also livestock. He is shifting money from
one pocket to the other. Recently there was a press
release from a cow-calf producers' association in West-
ern Canada saying that removing the statutory grain
rates wouldn't help them.

What impact would extra livestock production have
on the market and livestock prices? Canada is not partic-,
ularly competitive as a livestock producer for a variety
of reasons. Our labor costs tend to be higher, we are not
as efficient, and we don't have the, same population base
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as the United States. We are not sure what we would do
with another $100 million of livestock. You don't seem
to like us dumping it here, so we have to find another
market.

Another argument is that the statutory freight rates
are detrimental to livestock processing on the prairies.
The reasoning is that if we didn't have those cheap
freight rates on feedgrain, we would be able to stimulate
our livestock industry, which could encourage process-
ing on the prairies and bring about regional develop-
ment. There are problems with that argument. First, we
have excess processing capacity already. The Swift
Packing plant in Winnipeg closed recently. More than
600 people lost their jobs. I am not sure that cheaper
feedgrain prices would necessarily improve processing
Possibilities on the prairies. Incidentally, Canada is a
net importer of meat now, yet the meat is typically the
cheaper grades from Oceania, (Australia and New Zea-
land) and Argentina.

Transportation costs are only partially responsible
for the location of industry. I think some of the lessons
that we have observed with the statutory grain rates in
Canada would suggest maybe we have too simplistic a
view and maybe there is a tendency to think of transpor-
tation as being the all-important, all-determining factor
in terms of the location of processing industries in a
region.

I've tried to tell you what the statutory grain rates are
all about and what effects they have. The thought I
would like to leave with you is: don't envy them, be-
c4use I don't think they would solve many of your
Problems.
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INTRODUCTION
Canadian experience in railroad rationalization and

regulatory policy is somewhat relevant to an appraisal of
railroad policy in the United States. Many aspects of
railroad problems in rural freight transportation in Can-
ada parallel those of the United States, but in other
aspects circumstances and experiences are different.
Each country has rationalization and regulation policy
problems. Fortunately, the United States does not have
statutory rate problems.

I will attempt to indicate relevant similarities and
contrasts in Canadian and U.S. rail circumstances as
they affect rural freight transportation, comment on the
direction we appear to be going in the United States with
regard to railroad regulatory policy, and speculate on
the probable effectiveness of current directions in regu-
latory policy in the solution of problems related to the
role of railroads in rural freight transportation.

SIMILARITIES AND CONTRASTS
The rail system is more important to total freight

transport in Canada than in the United States. Railroads
transport more than 50 percent of freight ton-miles in
Canada in contrast to 32 percent in the United States.
Rail lines under the control of single companies extend
from east to west coasts in Canada in contrast to seg-
mented, end-to-end rail companies in the United States.

Both the Canadian and the U.S. systems are de-
scribed as over-extended with consequent need for
abandoning segments of the systems. Frequently these
systems are considered "overbuilt." I am not sure that is
true. Given competitive transportation development
since construction, some segments have become unnec-
essary. Instances of misplacement of rail line may have
occurred during the development period, but I suspect
that saying a system is overbuilt is largely an easier
justification for abandonment than admitting obsoles-
cence resulting from changed economic relationships.

Canadian and U.S. railroads alike have struggled
with expanded dimensions of intermodal competition
in recent decades. However, competition from non-rail
carriers has been more severe in the United States than
in Canada. Canada does not have the extent of competi-
tion from river transport. The existence or absence of a
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river transport alternative has been an extremely impor-
tant consideration in the structure of rail transportation
rate patterns in the United States. Grain producers lo-
cated farther from inland waterways have been at a
disadvantage, especially in export movement. Highway
improvements have provided severe and expanding
competition for rail transport in both countries.

Going beyond the relatively well known physical
comparison to regulatory and industry-structural com-
parisons, more contrasts begin to appear. Economic reg-
ulation of the transport system has not been as pervasive
or as restrictive in Canada as in the United States. For
example, ". . . Canada . . . never fully adopted the
theory of utilizing comprehensive regulation of all
modes as a tool for achieving economic coordination of
transport."' Hence, the railroads in Canada have been
left relatively free to adjust rates and services to meet
competition from other modes of transport providing
that other requirements, (principally equity in rate sys-
tems) are satisfied. In contrast, a majority of rail rate
cases considered by the Interstate Commerce Commis-
sion (ICC) in the recent past have been concerned with
minimum rather than maximum rates. Rail rate controls
have not been as severe in use of long and short haul rate
restriction in Canada as in the United States. Legislation
in 1967 provided for substantial commercial market
freedom in rate-making for Canadian railroads. The de-
velopment of freedom of action in rate-making, service,
and entry had been a gradual process prior to the 1967
legislation. Hence, deregulation as encompassed in the
1967 Canadian legislation was a significantly less ab-
rupt change in regulatory policy for Canadian railroads
than similar legislation would be for U.S. railroads.

Another area of contrast, and perhaps the most sig-
nificant for regulatory policy, is the organization and
structure of the two rail systems. Canada has two rail-
roads (Canadian National and Canadian Pacific) that
transport most of the rail freight originated in Canada.
Each railroad extends across Canada from east to west
with relatively less need to interline freight than in the
United States. Heaver and Nelson report:

"In Canada, much less recognition is given to the
presence of competition between railways than
in the U.S.A. It is a commonly held view that the
railways do not engage in rate competition, al-
though service competition between them is
widely recognized. The view that there is no rate
competition appears to stem from the dominance
of the CN and CP in Canada, the frequency with
which they exchange information and make rates
in common, and the similar levels of rates pub-
lished by the CN and CP. . . ."2

Although railroads in Canada face the necessity of
cooperating to achieve their individual company goals

'T. D. Heaver, and James C. Nelson, Railway Pricing under Commercial
Freedom: The Canadian Experience (Vancouver: Center for Transportation
Studies, University of British Columbia, 1977), p. 284.

2Ibid p. 215.

at the same time as they compete, both the intensity of
intramodal competition and the need for interfirm coop-
eration in the railroad industry are greater in the United
States. On the one hand, U.S. railroads must act as a
system if they are to achieve maximum efficiency (in
many cases if they are to function at all) but, on the other
hand, "a team player may feel that he is accomplishing
very little except to make life easier for his competi-
tion."3 The problem of separate ownership and separate
operation of various segments of the system would be
simpler if interfirm relationships were either compli-
mentary or competitive but not both.

The competitive and complimentary relationships of
U. S. railroads that create difficulty or disruption in a
market arena are worked out through the rate bureau.
Whether or not the rate bureau mechanism and authority
is maintained if greater economic freedom is accorded
railroads in the United States is extremely important to
the nature of rate negotiations and to system efficiency
achieved through traffic coordination. William H. Demp-
sey, President of the Association of American Railroads,
indicated in recent testimony to a U. S;Senate Committee
that "opening to the public the carriers' deliberations that
involve rail pricing and marketing strategies . . . can
only impair the effectiveness of the rate bureaus."4 He
also indicated that 70 percent of rail freight tonnage in the
United States is transferred among carriers, emphasizing
the need for cooperative relationships.

U. S. REGULATORY POLICY DIRECTION
EConomic regulation is for the purpose of maintain-

ing satisfactory levels of interfirm competition or ap-
proximating the results of a satisfactory competitive
outcome where a competitive structure does not exist.
Economic regulation involves public administrative in-
fluence or control over pricing, carrier services, and
entry and/or withdrawal of service.

In the past 18 months, proposals for legislative
changes affecting railroad regulatory policy have moved
from relatively abrupt and comprehensive deregulation
of U. S. railroads to the less comprehensive proposals
embodied in S. 1946, Sen. Howard Cannon's bill. The
bill's objectives include: (1) development and mainte-
nance of a healthy, efficient freight transportation sys-
tem in the private sector; (2) maximum reliance on
competitive market forces to provide . . . fair prices
and . . . adequate profits; (3) avoidance of undue con-
centration of economic power; (4) reduction of regula-
tory barriers to entry into and exit from the industry; (5)
encouragement of reasonable rates for transportation
without undue discrimination or destructive competi-

3Transportation and Research Board, Rail Transportation Research Needs,
Special Report 174, (Washington, D. C., National Academy of Sciences,
1977) p. 11.

'Statement of William H. Dempsey, President, Association of American
Railroads, before the Senate Committee on Commerce, Science and Trans-
portation, November 7, 1979, p. 15.
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tive practices; and (6) elimination of non-compensatory
rates for rail transportation.5

Deregulation proposals are obviously motivated by
the financial condition of railroads and the belief that
poor financial condition is, at least in part, a conse-
quence of regulation. Sen. Cannon indicates the over-all
approach of S. 1946 is "to provide the railroads with
more pricing flexibility while protecting captive ship-
pers." Also, "the administrative process would be
streamlined, to simplify rather than further complicate
transportation regulation."5

The Cannon bill would provide rate flexibility for
individual carriers by (1) removing maximum rate regu-
lation from ICC control if rates are not at a level above the
average ratio of revenue to variable costs for all rail
traffic; (2) permitting automatic rate level changes based
on cost changes as represented by an index of rail costs;
(3) permitting contract relationships between shippers
and carriers that could specify a broad range of subjects
including rates, service, credit, safety and inspection,
and cancellation; and (4) allowing demand-sensitive
rates where rates are established under common carrier
conditions and procedures.

Even though the proposal specifies limits in each of
these areas, the bill's passage would appear to be a
strong initial step toward freedom from regulatory pre-
scription in establishing railroad rates.

The proposed legislation also speaks to the proce-
dure for establishing rates with a view to encouraging
Consideration of individual movement conditions
rather than reliance on general rate increases. General
rate increases are to be phased out over a 3-year period
With the hope that a new method of pricing would "re-
sult in a more sophisticated pricing system in which
individual rates would reflect more accurately individ-
ual costs on the individual movements."6

The Railroad Revitalization and Regulatory Reform
Act of 1976 (4R Act) made important changes in the
governing statutes concerning rate bureaus designed to
strengthen the right of independent rate actions by indi-
vidual carriers. That legislation prohibited approval of
agreements permitting voting on single line rates or on
rates for interline movements unless a carrier can practi-
cably participate in the movement. For clarification the
Proposed legislation would add new language specifying
the scope of permissible discussions concerning single
line rates or multiple line rates by non-participating
9arriers. This strengthens a legislative directive for more
individual action and less cartel activity in rate-making.
It also reduces the rate bureau's potential for settling
internecine rate rivalries arising among rail carriers.

Proposed legislation would make no significant
Change in the present law with respect to mergers.
Merger applications will be considered by the ICC with
decision to be reached within 31 months of filing. Ra-
tionalization through sale of assets, trackage rights and

5Congressional Record, Vol. 125, No. 149 (Oct. 29, 1979).
'Ibid.

the like is encouraged through shortened maximum
time and simplified procedures for considering such
transactions. The Cannon bill proposes only minor
modifications in procedures for rail line abandonment.

The remaining major provision of the Cannon bill
would significantly restrict the ICC's power to issue car
service orders. Such orders could be issued only in
emergencies "of such magnitude as to have substantial
adverse effects on rail service to the nation or a substan-
tial region of the nation."7 Emergency orders would also
be limited to 30 days, but could be extended to 60 days
when the ICC has begun a proceedings to deal with
service problems on a more permanent basis.

The provisions of the Cannon bill have received
broad-based support. Favorable testimony (with some
exceptions) has been received by the surface transporta-
tion subcommittee of the U. S. Senate Commerce,
Science and Transportation Committee from the Associ-
ation of American Railroads, the U.S. Department of
Transportation (DOT), ICC, and from major industrial
shippers. Earlier proposals for regulatory reform did not
achieve this level of endorsement. The proposed legisla-
tion includes significant provision for pricing regula-
tion, but relatively little change with reference to service
regulation or entry and exit aspects of economic regula-
tion. The principal thrusts are in directions of reducing
procedural delays in obtaining rate changes and encour-
aging independent action in rate matters by individual
railroads such that rate patterns will reflect more accu-
rately the cost and demand conditions in rail transporta-
tion markets.

CONSEQUENCES
Proposed legislation as well as changes in ICC inter-

pretations will modify the economic environment in.
which railroads function. Some of the proposed modifi-
cations will benefit carriers, some will benefit shippers,
some will benefit both, and some may benefit neither.

Major provisions of the Cannon bill are directed
toward rate freedom including contract rates. The Rural
Transportation Advisory Task Force has recommended
contract rates, and the ICC recently judged contract rates
to be legal.

The Cannon bill establishes a procedure for keeping
rate level increases more current with rail cost increases.
During rapid inflation, delays in cost-related rate in-
creases can be very expensive for carriers. Speeding up
carrier ability to adjust to inflationary cost increases will
likely be of substantial income benefit to railroads, espe-
cially if inflation continues at a double-digit rate.

The proposed system of maximum rate control
would release from maximum rate regulation all rates
that produce revenues relative to variable cost below a
threshold established by the ICC. The threshold is de-.
scribed as the average revenue/variable cost ratio re-
quired for profitable railroad operation. Hence, if the
ICC should establish that average revenues 30 percent
above variable costs are required for long-run profitable



railroading, all rates that produce revenues less than 30
percent over variable costs can be raised without ICC
approval. If rates are above average revenue/variable
cost ratios, as are grain rates in the Great Plains, it would
appear that existing maximum rate controls would still
apply.

Whether this change in maximum rate regulation
will significantly alter rate patterns is a matter for.specu-
lation. My own reading of the evidence leads me to
conclude that rates generally below average revenue/
variable cost ratios needed for profitable rail operation
are low because market demand has forced them down
or, in some local instances, because of joint rail action in
determining rates. Removal of maximum rate control
will have little effect where rates already reflect what the
traffic will bear. Where joint rate action has resulted in.
local rates not fully compensatory to the carrier, adjust-
ments depend on whether rate bureau authority will be
maintained if the proposal becomes law. According to
Dempsey,

"There is undoubtedly some revenue yet to be
gained from raising unduly low rates. But the
differential increases which have been taken in
the last two general rate increase proceedings have
done much to eliminate that problem. . . . the
railroads have in fact gone a long way toward
matching rates with selected market conditions."8

Dempsey's comment supports the contention that
rail rate patterns fit market conditions for railroad ser-
vices fairly well at least in the broader sweeps of rail
rate-making. To the extent that this feature encourages
independent action by individual carriers, rate levels
and rate relationships may be modified, but rate in-
creases are likely to be limited even if some independent
action does occur. Rate proposals are initiated by carri-
ers under the present system. Rates are largely business
decisions by carriers. The major dimensions of demand
characteristics for rail transport are already incorpo-
rated in rate systems.

Use of contract rates in rail rate-making is untried in
the United States. Here we may draw some guidance
from Canadian experience. My reading of literature on
rate negotiations in Canada suggests that rail costs are
likely to be used by carriers to determine if they wish to
participate in a given market at all. If the decision is yes,
outcomes of negotiations generally turn on shippers'
alternatives and market competition for their product.
These are essentially the major determinants of market
demand for rail transportation. If market demand condi-
tions are already largely reflected in rate patterns, where
do railroads gain substantial revenue by negotiating
with major shippers?

Guaranteed traffic volume through contracts may
provide a source of operating efficiency both for carriers
and for shippers that will increase income for carriers.
However, instances may also occur where a major ship-
per will negotiate individually with a rail carrier, using
an alternate rail carrier as an option. If independent
carrier action results in an increase in directly competi-

'Dempsey, op.cit., p. 7, 10.

tive rail situations, rates may be lower than with rates
proposed jointly through rate bureau action, or addi-
tional service may be provided with little or no increase
in rates.

Opportunities for rail carriers to develop contract
rate relationships may be difficult where interlining is
required. Cooperative relationships not required by reg-
ulatory authorities would be necessary to establish a
joint service, joint rates, and division of revenues.

Contract rates from a single origin to multiple des-
tinations or from multiple origins and to multiple
destinations also appear less likely to occur than with
single-origin, single-destination situations with traffic
moving over a single line. For example, agricultural
traffic contract rates would appear likely for major
export movements of grain, but not on movement to
domestic processors, e.g., wheat to domestic mills.

Demand-sensitive rate provisions may provide pos-
sibilities for increased revenue for railroads through
increase in rates when demand is high and for expanded
use of equipment when rates are low. This assumes that
there occurs, in the short run, periods of time when rate
increase encounters an inelastic demand and other peri-
ods when rate decreases encounter elastic demand in
the markets in which rates are permitted to vary over a
specified range on minimum notice (proposed 5 days).

The demand-sensitive rate proposal in the Cannon
bill is substantially different from that provided in the
4R Act. The objective in the 4R Act was to encourage a
leveling of demand for freight service where cyclical or
seasonal demand peaks occurred. Seasonal rates were
established sufficiently in advance of expected seasonal
shifts in demand to allow for appropriate responses by
shippers.

The new legislative proposal would allow rate
changes within a previously approved range on 5-day
notice to allow carriers "to deal with sudden and unan-
ticipated changes." The new procedure allows carriers
the opportunity to raise rates when short-run demand
situations would allow them to benefit from doing so.
The proposal also introduces new rate instability where
such a provision applies.

In the grain marketing system the increased cost of
rate instability would likely apply to small shippers,
whereas large shippers, to the extent they may avail
themselves of contract rates, may be provided greater
transportation rate and service stability. Because of the
likelihood of increased cost to small grain shippers of
the demand-sensitive rate provision, I agree with the
proposed exemption of grains from this provision. I
assume that peak-load pricing as described in the 4R Act
will still apply to grains.

It would appear that the greatest opportunity for
increased rail revenue resulting from rate-making free-.
dom lies in reducing the processing and lag factors in-
volved in obtaining rate increases. But, this results only
from reducing the impact of general inflation on rail
carriers. Rate-making freedom has not produced high
earnings for Canadian railroads that operate in a struc-
tural environment more conducive to railroad opera-
tional efficiency than in the United States.
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• Many additional questions arise concerning the
effects on agriculture and rural communities of rate-
making freedom. Will rate flexibility and contract rate
Provisions improve the competitive position of railroads
in movement of agricultural products other than grains?
For what agricultural commodities do opportunities ex-
ist for expanding rail traffic under regulatory freedom?
Would railroads expand movements of fruits and vegeta-
bles, fertilizers, poultry and poultry products, fresh meat,
grain for domestic markets, or grain for export markets
only? Would railroads serve local communities better
under regulatory freedom or would the trend toward a
limited main-line rail system be accelerated? These are
questions that were no doubt considered by the Rural
Transportation Advisory Task Force in preparing rail
service recommendations.

Change in regulation of _carrier services gets rela-
tively little attention in the Cannon bill. In my judgment,
it is • an area of regulation and performance that is as
important as rates. Service has two aspects; one is that of
the quality of on-going service and the second that of
requiring service to be performed at locations where
carriers no longer wish to serve.

For small shippers without alternatives, the absence
of dependable on-going service can be a problem at least
comparable to that of rates that are high relative to rates
available to shippers with non-rail alternatives. For ex-
ample, for local grain elevators in Kansas, nondelivery
of freight cars by the carriers on a schedule anticipated
by shippers has resulted in costly holding of inventory
and extensive penalties for failure to deliver on sales
contracts. This has been a more serious concern than
gathering rates that produce revenue/cost ratios signifi-
cantly above rates from origins closer to (or shipments
Which parallel) major inland waterways.
• Changes in entry or exit conditions can change rail
line configuration of the rail system, change competitive
conditions within the rail system or on market segments
of the system, or change both. References to entry or exit
conditions or to modifications in operating rights that
would change the structure of the rail system are nomi-
nal. Current structure of the rail system is not highly
conducive to innovation especially as regards service to
local communities.

It seems unlikely that expansion of rail service to
a. griculture or to rural communities will occur without
novation in rail operating techniques. Such innova-

tion may be illustrated by the well publicized unit train
movements of export grain. Innovation is illustrated
also by the trailer-on flat car (TOFC) trainload move-
ments of fruits and vegetables from western producers to
astern consumers. Greater rate freedom may increase
innovation also, especially where intermodal competi-
tion is strong.

In total, it is my judgment that proposed changes in
railroad regulation will have less dramatic effects on
railroad performance and income than some may antici-
Pate. Proposed rate freedom is also unlikely to produce
Major modifications in rate structure. Although a for-
yvard step, proposed legislation will not solve railroad
income problems and may intensify rail transport serv-
ice problems for local shippers.

Truth About
Transportation

Cecil Selness
Chief of Railroad Development
Minnesota Department of Transportation

INTRODUCTION
Most of my job is dealing with branchline problems

in Minnesota. We are spending money on rehabilitating
the branchlines that we feel can be viable.

I have heard about what is in the national Task Force
study and have observed the activities of our state agri-
cultural transportation task force. Several important
considerations come to mind. I don't have the solutions
to our problems, but I am still working on trying to
define the problems and the solutions.

We deal with a lot of different constraints particu-
larly in the area of providing branchline service. The
environment has changed. Railroads were built in the
late 1800s and early 1900s. Since then, everything has
gotten bigger. I think Professor Baumel did a very good
job of outlining that for us today as far as farm equipment
goes but it goes beyond that. Our agricultural production
is much larger than it used to be. Yield per acre has
grown tremendously.

Our expectations are higher. Mr. Stoney Stubbs
talked about the railroads that were going ferociously at
15 miles an hour. They still are, but our perceptions are
that 15 mph is not very fast anymore.

Our land uses have changed considerably. Where we
had many towns with grain elevators spaced about 8
miles apart, we now find that it is nothing to come from
southwest Minnesota into the Twin Cities to shop for a
day. It is nothing for a farmer to hop into a semi in
Montana, drive into Duluth with a load of grain, spend
the weekend there, and then go home.
We brought many historical problems with us in the

development of the railroads. The industry is perhaps
different than we would like it today because of its
historical development. We have many different rail-
road companies operating different sections of the rail-
road system. The interchange and fighting that goes on
within that private industry sometimes is not com-
pletely coordinated.

Work rules tend to be changed in the year-by-year
negotiations. What you get by gradual change may not
meet the needs of rail transportation today. A lot of what
has happened in work rules seems to resist moderniza-
tion.

Regulation tends to be the same way. We have in
place a regulatory format which is probably more appro-
priate to the 1920s and 30s that it is to 1980.

We have many shippers located on the basis of his-
torical rates, and historical needs. Many rate agreements
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were built on that basis. I asked a rate expert to explain to
me why two towns right next to each other could have a
disparity of 30 to 40 percent in the rate structure. His
answer was a long, historical dissertation about who
knew who and who was fighting with whom and who is
doing what to whom. It had nothing to do with getting
the grain from the source to the market.

One of the constraints in solving our transportation
problems is our economic system. The rail industry is a
profit-making industry; I think that is appropriate. Un-
fortunately they haven't been doing a lot of profit-mak-
ing recently. Many of the branchlines that they operate
are losing money because the lines are not bringing in as
much money as they are having to spend to provide the
service. There may be many different reasons for that.

One of the biggest constraints is the effect of trans-
portation on the rural Minnesota economy. It was viv-
idly described to me that the impact of transportation is
in the cost of inputs for agriculture as the transportation
costs go up, the cost of inputs to the agricultural pro-
ducer goes up. There is no one else to pay that added
cost. By the same token, the value of the product is the
value of the market—the world market destination mi-
nus the cost of getting it there. When the cost of transpor-
tation goes up, it is the farmer—the rural income—that
has to take the cut. The farmer gets squeezed from both
ends.

One of the problems in being in the transportation
industry and a free market economy is that people who
make the decision to move products don't make their
decision on the basis of when transportation is avail-
able. They make their decision on the basis of when the
market is good. Just incidentally, when the market is
good for one person, the market is good for everybody,
and absolutely everybody wants to ship at the same
time. So we have a lot of peaks and valleys and it is not
the transportation movement that controls them. Trans-
portation is not an end-product. It is a service.

Decisions, because we are in a democracy, are made
by many individuals. We are not in a centrally con-
trolled economy and we have to keep it that way. Inci-
dentally, that also means that government is not going to
be the solution to all our problems; it is going to take a
very, very healthy dose of private initiative.

SOLUTIONS
There are a couple of items that have surfaced as

possible solutions. One is the possibility of contract
rates.

We had a subsidy of the rail line in southwestern
Minnesota. What we found was that the costs of keeping
a rail line going were very high. There was a very high
fixed cost. The line was worn out, being over 100 years
old. The rail was was too light for the kind of cars that are
being shipped today and it needed to be replaced. The
only cars available to operate the line were almost 40
years old, at which point, according to Interstate Com-
merce Commission (ICC) rule, they have had to be taken
out of service. We found that if we could get cars and put
them on that line, the turnaround on those cars was so

slow that we couldn't generate enough revenue to pay to
keep the line going. We found ourselves stymied at
every turn. It highlighted for me the problem that
railroads and shippers are having. When I go out on
abandonment hearings, shippers are very upset that the
railroad is going to abandon a line and they can recount
continual unending instances why they couldn't use the
rail and why they couldn't get the car supply. The sub-
sidy project that we entered into illustrated to me very
graphically why rail service on branchlines was not
available. It takes you 14 days to get from southern
Minnesota to Duluth, turn the car around, and come
back. A truck can make the same trip, even in the worst
of times, in 3 days, including 24 hours or better of sitting
in line to unload. There is no way a railroad can compete
or make money, particularly when paying $45,000 for a
new hopper car. I am becoming more and more aware
that the major economic problem of the rail industry is
the under-utilization of the tremendous capital invest-
ment it has in its rolling stock. If the railroad can only
make 15 or 20 trips a year with a rail car that cost
$40,000, but you can make well over 100 trips a year
with a truck that cost less, even though the truck carries
less, you can actually get more capacity and efficiency
by truck. A normally-loaded truck is about one-fourth
the capacity of a fully-loaded rail car. And yet that truck
can produce more capacity than a rail car. That's one of
our problems.

Contract rates have the ability of identifying a spe-
cific car supply for a shipper; a specific rate, under
specific circumstances that he can count on; and they
allow a rail user to make plans to commit his movements
to that mode. It is something that hasn't been available
on branchlines. One of the major problems in drafting a
deregulation bill is treatment of branchlines. Can we do
away with ICC controls of abandonments? I wobld like
to see a method implemented so that the rail users on the
branchline could decide whether or not they wanted to
continue rail service, and could do so through the con-
tract rate. Branchline shippers will agree to commit their
shipments to the railroad at a rate that would produce
enough revenue so that they could recoup the cost of
operating that line. The economics are not going to work
out on all lines. But I think on many lines there is a good
possibility of that happening.

The idea has come up of rural cooperative rail lines.
Many of the rail lines throughout the state, throughout
the Midwest, started out as locally-owned granger rail-
roads. If you didn't live on a rail line you got out and you
built a railroad line to connect up or else your town went
dry. Many, of these lines were built by farmers. The
experience that has been used to illustrate how it could
work is rural electrification cooperatives, which
brought electricity to much of rural America. I don't
know if this kind of approach would work, but I think
that we are in a position right now where we have to try
some different things. I think this is a possibility that
really needs to be explored. I think much of the idea of a
cooperative could be put into effect through legislation
already in place. We have a loan guarantee program in
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Minnesota that could help generate the needed money.
The key is that government is not going to do it. The
people who live on the line and use the line are going to
have to take their future into their own hands; they are
going to be the decision makers. The place of govern-
ment is to help them achieve the ends that they need to
meet.
We have talked about truck rate enforcement in

terms of the impact that it has on the highway system. I
would like to add a caveat to that: when a trucker is
running overweight, he is in effect transferring part of
the cost of his movement into the roadbed. When rail-
roads do that they end up paying for running overweight
by increased maintenance on the railroad. But what the
trucker is doing by running overweight is putting him-
self in a much better competitive position with regard to
his fellow truckers, and also with regard to the railroads
because he gets the benefits without paying the cost. I
think better weight enforcement on our highway system
would have an added positive effect of improving the
competitive relationship between the railroad and
truckers in rural America.

The Task Force recommended a national car fleet. I
briefly touched on inefficient movement of cars and
Poor utilization. Adding more cars to the fleet in some
respects, is like saying, "because we have a problem on
the freeway during rush hour, what we need is more
cars." I don't think that that is going to solve the
problem.

This summer the port of Duluth had to be embargoed
several times because of the backup of cars. The port was
the problem, not the lack of cars. In New Orleans the
same kinds of things happen. Better efficiency, better
turnaround, and bypassing terminal facilities can have a
bigger payoff in terms of the movement, the capacity on
the rail, plus the financial return to the railroad without
requiring more investment in rolling stock.

A national car fleet could be helpful in some isolated
instances. On our rural branchlines, I think there is a
Possibility for dedicating special cars to operate on these
light density lines that can't take 100-ton hopper cars (as
a one-time interim solution until those lines are either
abandoned or are rehabilitated to become a part of the
entire national network.)

Discussion
(Session following presentations by Cecil Selness,

Orb o Sorenson, and Edward Tyrchniewicz.)

Q: I'm from North Dakota and our commission has been
trying for almost 100 years to get a cost-based rate. We've
studied the grain rate structure and found that in the
year 1974 every bushel of grain moved by rail in the state
of North Dakota moved at a profit. The farmers paid $44
million extra that year to move products to market. We
were captive shippers. How could the Cannon Bill pos
sibly help us? Why couldn't some of the railroad stock-

-

holders cut some of their dividends? Why shouldn't
there be more audits of railroad management?

It seems to me there is a lot of railroad inefficiency
internally. The railroads need to make money. We need
and want strong railroads. But there are some real prob-
lems that need to be solved. Should captive shippers
subsidize non-captive shippers? We lost 500 farms in
our state of North Dakota last year. Some of them were
just abandoned. How can we go back to them? What can
be done?

Orb o Sorenson: I understand what you're talking about.
Kansas shippers pay high rates and the wheat traffic is
profitable to the railroads.

If we are going to work things out in terms of a market
system we have to look at alternatives, knowing that rail
transportation still may be cheaper than any alternatives
that we could come up with.

I think that as far as Kansas shippers are concerned
they are willing to recognize their market position. They
will pay the railroads' rates as long as they can ship by
rail for anything less than they have to pay for truck
transportation. This is a market situation that we all
need to recognize.

You mentioned inefficiencies in managempnt of rail
systems. I doubt that there is that much inefficiency in
rail management and rail organization. It seems to me
that railroad organization is tremendously difficult to
manage in terms of making profits because the system is
spread all over. Although all of the units are part of the
total system, they are not profit centers in themselves.
Railroads seem to be intrinsically difficult to manage
because of size and structure.

Q: It seems to me that things should be worked out
without taking so much time. There are cases that have
been before the ICC for five or six years. There is no
reason in the world why ICC shouldn't be under a dead-
line to settle a case. Decisions should be made quicker.
What's the problem?
Sorenson: I recognize that there are situations where the
shipper is in a position where he may be damaged in the
short run by arbitrary decisions by railroads. I can see
where the competitive situation can present disadvan-
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tages to the shipper in some cases. But I still don't know
what a captive shipper is.
Comment: "Captive shipper" means that we don't have
any other way to ship. In some cases, rail rates are based
essentially on truck rates, so there really is no choice.
One is the same as the other.

Q: What's the future for compensatory rates?
Cecil Selness: Five years ago the concept of compensa-
tory rates was unmentionable. But times and attitudes
have changed. Now there are considerations given to the
political alternatives that go with compensatory rates.
There is now the question of what subsidies there will be
to farmers so he can keep his "crow"—a buzz word in
western Canada—benefits.

Q: We don't feel the captive shipper problem in outstate
Minnesota yet. Is there any kind of possibility that we'll
have intrastate contract rates? Most of the grain pro-
duced in southwestern or southern Minnesota ends up
in port movement through the Twin Cities or Duluth.
Does the ICC have such a stranglehold that our hands are
going to be tied when it comes to intrastate movement?
Selness: I don't know. Does somebody know more about
intrastate rates than I do? I know the ICC allows contract
rates. I haven't done any research regarding what intra-
state rate-making would be available. But it would seem
to me that contract rates from the Twin Cities to Duluth
are entirely possible. Much of what goes through these
two ports, I think, is considered interstate traffic and
therefore eligible for contract rating.
Dudley Russell: Rail grain traffic is, for the most part,
considered to be interstate, while, surprisingly, truck
grain traffic is intrastate.

Minnesota's minimum truck rates are one of my
gripes. We've talked about unregulated grain rates. Ac-
tually, you can charge as much as you want in Minne-
sota, but there is a minimum scale of mileage rates. For
the consumer this is setting a minimum price for hauling
bread, for example. I think that this is the greatest con-
sumer rip-off in the history of the state and I can't imag-
ine why the legislature lets it continue. The reason may
be that consumers don't know about the rip-off.

Now let me ask a question. Have you ever suggested
to the railroads or have they suggested to you that just
maybe we should be using considerably smaller cars? I
have read somewhere that damage to rail right-of-way is
much faster and heavier with the big cars, such as coal
cars and grain hoppers, than anybody thought it would
be. I'm wondering, if we were to look at the entire cost
picture, we might be better off going to smaller units,
which also could be used on branch lines.
Selness: I agree that smaller units might be better. In fact,
such a proposal has been made. We've made the pro-
posal specifically in terms of acquiring 75-ton hopper
cars to put on branchlines. But the response was that it
costs just as much for a 75-ton hopper car as it does for a
100-ton hopper car. We're told that you lose 25 percent
of your capacity and get nothing for it.

I think this sort of response is one based on a manage-
ment decision by most railroads to operate without
branchlines in the future. We're told that economics

prevents rehabilitation of a branchline so that it will
pay. Many branchlines are by and large worn out and the
railroads don't want to talk about them any more. We
haven't been able to break that kind of an impasse.
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Labor—
Management
Relations:

A Challenge for Grain
Exports in the 1980s

Om P. Tangri
Professor, Department of Agricultural Economics
University of Manitoba, Winnipeg, Manitoba, and
Visiting Scholar, Department of Agricultural and
Resource Economics
University of California, Berkeley

SOME GENERAL OBSERVATIONS
Trying to forecast at a time when the 1970s have just

drawn to a close and the new decade is barely on the
horizon is difficult. Through the twilight of the 70s,
however, certain reflections on past experiences may be
helpful in capturing some glimpses of the future. Let us,
therefore, begin with a brief review of the U.S. economy
in the 1970s and then, using that review as a general
backdrop, focus on the implications of labor-manage-
ment relations for U.S.-Canadian grain exports.
A brief but perceptive economic review of the U.S.

economy by Mermelstein gives cause for both hope and
concern for the 1980s. In the 1970s, as Mermelstein
Observed, Americans produced and consumed far more
than any other nation. For the decade as a whole, U.S.
Gross National Product (GNP) amounted to a prodigious
$15 trillion. In spite of the many difficult problems—

; stagflation, energy crisis, etc.—that plagued the Ameri-
can economy during the 70s, it managed to produce a
GNP of some $2.3 trillion in 1979 which was ". . . more
than double that of japan, its nearest rival; its consumers
were able to buy $1.5 trillion worth of products, by far
the highest for any nation."1

Equally impressive was the situation with respect to
agricultural exports. In volume, they more than doubled
from 70 million metric tons in 1971 to some 160 million
tons in 1980, and in value the increase was more than
four-fold—rising from approximately $8 billion to an
estimated $38 billion over the same 10 years.'

On the positive side, therefore, it is assuring to note
that the U.S. has entered the 1980s ". . . outproducing
and outconsuming all other industrial economies
• •" and that it continues to enjoy substantial shares of

iMermelstein, David, "Inflation, Unemployment: Top Economists Tell
How To Cure America's Ills," San Francisco Chronicle, Jan. 2, 1980, p.
23

20ylee, Turner L., Outlook: U.S. Agricultural Exports in the 1980s, A
Talk given at the 1980 Agriculture Outlook Conference, Session #7,
Nov. 6, 1979, Washington, D.C.

the world trade in agricultural commodities.3 In spite of
this impressive performance during the 70s, however,
some disturbing signs started appearing on the horizon:

. . . at some juncture during the past dec-
ade—precisely when is difficult to pinpoint—
signs of deep and continuing trouble began to
appear. The country's rate of production began to
decline, it slipped from being No. 1 in the world
to No. 5 in per capita GNP . . ., the value of the
dollar plunged on world markets, and inflation
began to erode severely the abilities of Americans
to support themselves and their families."4
With this Overview of the U.S. economy in mind, let

us now turn to the significance of labor-management
relations for grain exports. In view of the geographic
contiguity and economic interdependence of Canada
and the United States, a comparative analysis of both
countries is presented here.

The time-periods covered for the two countries are
slightly different due to the difficulties of obtaining con-
sistent data series. For the United States, the analysis
covers 24 years, 1953-1976, and for Canada the time
period spans 28 years, 1948-1975. However, because the
23-year period of 1953-1975 is common to both coun-
tries, it is hoped that the comparative observations pre-
sented below will provide a better perspective of the
problem and implications for policy.

In order to examine the impact of labor-management
relations on grain exports, it is necessary to address
several questions. These include: What has been the
incidence of strikes in Canada and the United States?
What were some of the major causes of those strikes?
What effects did they have on Canadian and U.S. grain
exports? What major questions and concerns for the
future stem from past experience of the two countries?
Finally, what pointers for policy can be drawn by both
the public and private sectors in order to improve the
climate of industrial relations in Canada and the United
States?

STRIKES
Adding up all the strikes called by all the unions that

could disrupt the movement of U.S. grain on its water-
ways, there were more than 3,400 strikes in the U.S.
during the 24-year period of 1953-1976. The number of
man-days lost due to these strikes came to a staggering
figure of over 16 million, representing an average loss of
nearly 667,000 man-days per annum.5 On the other side
of the border Canada experienced approximately 127
dock strikes at its major ports during the 28-year period
of 1948-1975, involving a loss of some 125,000 man-
days of work—or an average loss of over 4,400 man-days
per year.6

3Mermelstein, op. cit. p. 23 and USDA, 1979 Handbook of Agricultural
Charts, (Agricultural Handbook No. 561), Washington, D.C., Oct.
1979, pp. 76-83.

4Mermelstein, op. cit., p. 23.
511 research report by Om P. Tangri and Alan J. Carson containing a
detailed analysis of this and other related aspects is under preparation
and is expected to be submitted for a fall 1980 publication to the
Center for Transportation Studies, University of Manitoba, Winnipeg,
Canada.

'For further details, see Mohammed A. Ahmed and Om P. Tangri, Dock
Workers' Strikes at Canadian Ports: An Analysis and Appraisal,
Center for Transportation Studies, University of Manitoba, Winnipeg,
Res. Report No. 17, August, 1979, pp. 9-15.
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Changes in the Consumer Price Index (CPI), wage
rates and levels of unemployment have been some of the
major causes of turmoil in labor-management relations
in the past. Although results from our analysis of the
U.S. data are tentative, when compared with the Cana-
dian situation, they reveal some interesting parallels
and contrasts between the experiences of the two coun-
tries. In both Canada and the U.S., increases in the CPI
were positively related to the frequency of strikes. Al-
though the numerical values of the respective regression
coefficients were a little different, both were found sta-
tistically significant at 1 percent level. It would appear,
therefore, that increases in the CPI over the years have
played an important role in the phenomenon of strikes
in Canada and the United States.

Changes in wage-rates and levels of unemployment,
by contrast with the CPI, seem to have had a different
influence on the unions' decision to strike in the two
countries. Although the regression coefficients for both
these variables were significant (at levels ranging from 1
to 10 percent) in both countries, they were negatively
related to the frequency of strikes in the U.S., but posi-
tively related in Canada.

The differences between the U.S. and Canadian re-
sults are both interesting and significant. While the U.S.
experience suggests that a decrease in the rate of unem-
ployment (i.e., an increase in employment level) tends to
foster a high level of strike activity, the opposite seems to
be the case in Canada where the years of rapid increases
in unemployment contributed to a high strike frequency.
The above suggests that U.S. workers feel less concerned
than their Canadian counterparts about being temporar-
ily replaced or fired during a strike called in times of low
unemployment (a tight labor market situation).

With respect to the relationship between changes in
wage rates and strikes, the negative sign of the regression
coefficient for the United States implies that the years of
relatively low wage increases make the U.S. dock work-
ers more inclined to strike than do the years of high wage
increases. In Canada, however, the positive regression
coefficient (implying a high degree of strike activity in
the years of large wage increases) would seem to support
Logan's speculation about strikes in the Canadian
economy:7

"Many strikes occur in the aftermath of large
wage increases granted by large companies. The
workers in the same or related industries expect
similar wage increases. Often the economic pic-
ture at these other firms is different from that of
the pattern setters. The company spokesmen for
the smaller firms may have to take a hard position
because of economic realities. Union members,
who feel that they should get the same increases
as their peers, may force union leaders into com-
mitting themselves to positions considerably
above the maximum management is willing to
pay rather than take a strike."
Another interesting result of our analysis was the

remarkable similarity in the effect of economic and non-

'Logan, John Edwin, "An Analysis of the Effect of Compulsory Concili-
ation in Canada on Collective Bargaining and Strikes" (unpublished
Ph.D. thesis, Columbia University Press, 1969), p. 151.

economic issues on the relative proportions and dura-
tion of the strikes called in both countries. While
economic issues (differences over wages, fringe bene-
fits, etc.) caused a fairly large proportion of the strikes,
noneconomic issues (job security, work load, work as-
signments, union recognition, psychological and ethicl
problems, etc.) were responsible for an even bigger pro-
portion in both Canada and the United States. Specifi-
cally, while economic issues were responsible for 45
percent and 42 percent of all the strikes called in Canada
and the United States, respectively, the remaining 55
percent and 58 percent, respectively, were called for
noneconomic reasons.8

As to the factors influencing the average duration of a
strike, the Canadian data showed some interesting re-
sults. Specifically, they revealed that the duration of
strikes, on the average, depends not only on the nature of
the reasons (economic or noneconomic), but also on the
season of the year when the strike is called and on the
nature (strength or softness) of the world market for
wheat at the time of the strike.9 For the U.S., on the other
hand, the expiration date of the contracts was the most
significant factor influencing the duration of strikes.
The 26 years (1952-1977) examined for the U.S. indicate
that the strikes called near or around the time of contract
expiry lasted, on the average, much longer than at other
times.1°

EFFECTS ON GRAIN EXPORTS
The most surprising result of our study was the dif-

ference in the impact of strikes in Canada and the United
States on their respective grain exports. For Canada, we
focused on wheat, and for the United States on wheat
and corn. While the Canadian wheat exports were ad-
versely affected by the strikes, the U.S. corn and wheat
exports were not—in spite of the fact that the United
States had over 3,400 strikes as compared to the 127 in
Canada! Before discussing some possible reasons for
these differences and their implications, let us look at
the Canadian experience a little further.

As mentioned previously, strikes called for different
reasons or at different times of the year last for different
durations. We were, therefore, interested in ascertaining
that duration which could be considered as really "criti-
cal" in terms of producing serious effects on exports.
Two interesting answers emerged from our (regression)
analysis of the data for 26 years, 1952-1977: dock strikes
that lasted up to 20 days did not significantly affect
Canada's wheat exports; however, if the strike lingered
beyond that duration then the losses were significant
and cumulative for every extra day beyond the first 20
days of the strike."

°For further details on Canada, see Ahmed and Tangri, op. cit., p. 23; for
the U.S_,. see Tangri and Carson, op. cit. (forthcoming).

9For further details, see Ahmed and Tangri, op. cit., pp. 54-63.
19As some of these Canadian-U.S. differences are still being analyzed,

they will be discussed more fully in Tangri and Carson, op. cit.
"For further details and interpretive cautions in using this "critical"

20-day duration, see Om P. Tangri, "Labor Disruptions: Implications
for Agricultural Exports" in The New Era in World Trade: Perspec-
tive or the Prairies and Great Plains, Proceedings of a Seminar,
jointly sponsored by the Universities of Manitoba and Minnesota,
Winnipeg, Manitoba, Nov. 13-15, 1979 (forthcoming).
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The differences between the United States and Cana-
dian experience raise some interesting but difficult
questions for both countries. Of course, the first ques-
tion is, why is the impact of strikes on exports so differ-
ent in the two countries? Second, regardless of the
reasons, does the lack of a direct, adverse effect of strikes
on the American exports in the past imply that "all is
well with the U.S.A." and that nothing needs to be done
to minimize the incidence of strikes in the future? For
Canada, similarly, does the adverse effect in the past
imply the need for a complete legal ban on any future
strikes by the grain-handling unions?

The uncritical supporters of the trade union move-
ment would likely say yes to the question raised for the
United States. Even for Canada, their answer, in great
probability, would be to leave the unions alone, based
on the familiar argument that the strikes are to be blamed
not on the unions but on the "profit-hungry, exploit-
ative" multinational grain companies who drive labor to
strike. And those who hate unions with a passion would
probably say yes to the question raised for Canada—
again based on the familiar reasoning that we have had
so many strikes in the past—that they have hurt our
exports. Furthermore, they would argue that it is the
"high-wage-low-profit" rather than the "high-profit-
low-wage" vicious circle that is responsible for the acute
strike syndrome in most industrial democracies of
today.

Since neither of these two extreme positions would
lead to politically acceptable and operationally useful
Policy prescriptions, one must search for more realistic
and promising alternatives. Let us, therefore, briefly ex-
amine the questions we have just raised.

Why do strikes hurt exports more in Canada than in
the United States? Several factors, not all mutually ex-
clusive, seem to provide some clues. Perhaps the most
important reason seems to be the flexibility that the
United States has to reroute its grain in a strike situation
from one port to another by virtue of having five major
grain ports. The ability to move a record high volume of
grain through the St. Lawrence Seaway in 1978

. . due in part to capacity problems affecting alterna-
tive east bound and south bound U.S. transportation'
supports this point. Canada, on the other hand, has only
two major grain ports, and numerous other transporta-
tion difficulties (shortage of boxcars, rail tracks buried
in snow drifts, a short shipping season, etc.). Conse-
quently, the ability to reroute grain between ports is
severely restricted which, in turn, enhances the impact
of strikes.

Another possible explanation lies in the tremendous
Increase in world demand for grain and in the United
States' ability to respond to that demand better than
Canada. Thus a combination of increased demand for
grains and sufficient flexibility in the system to meet
that demand would seem to have offset or at least soft-
ened the potentially harmful effects of strikes on Ameri-

12St. Lawrence Seaway Authority, The Seaway: Operations Outlook,
Statistics, 1978, St. Lawrence Seaway Authority, 1978, p. 13.

can exports. The more than doubling of the U.S. grain
exports from 70 million metric tons in 1971 to some 160
million tons in 1980 (observed in the opening section of
this paper) illustrates the point.

There are some other important (and perhaps
"touchy") explanations, but time allows only a brief
mention. A close look at Canada's policies with respect
to the price and quality of its wheat exports shows that
even in Canada the entire or even major blame for its
export losses can not be attached to the strikes. Canada's
continued emphasis on the production of the high-
priced "quality" wheat in the face of some important
changes in the world market, especially since the 1960s,
would seem to have hurt Canadian exports even more
than the strikes. The United States, on the other hand,
has responded to the phenomenal increase in world
demand through its accelerated program of wheat diver-
sification. Therefore, it has been able to export "utility"
wheat at generally lower prices than Canada —which
suited both the pocketbook and the preferences of the
new buyers in the world market.13

Does the above warrant a strategy of status quo? I
do not think so. America's ability in the past to compete
well in the world markets in spite of the strikes does not
necessarily assure an equally favorable performance in
the future. The flexibility in the U.S. system, its strong-
est ally in the past, may be seriously weakened in the
future by the strains and stresses that are fast encroach-
ing upon the capacity of the U.S. transportation system.
We will leave this point here because several other
speakers in this seminar have already discussed the
nature of these strains and stresses in some detail.

Furthermore, the plunging of the dollar on world
markets (mentioned in the opening section) while harm-
ful for certain facets of the economy, may have been a
blessing in disguise for U.S. exports. However, can (or
should) one count on its continued deterioration in the
future as a basis for higher exports?

In addition, a substantial increase in the world de-
mand for grains originated primarily in the developing
countries. It changed the era of so-called "surplus-
sixties" into a decade of "scarce-seventies," thereby
changing a "buyers' market" into a "sellers' market" for
world grains. But, with the further successes that are
expected to be achieved by many developing countries
in their drives to become self-sufficient in food, can one
rule out the possibility of both Canada and the United
States again facing a buyers' market as they did in the
1960s?

Finally, whether one looks at Canada or the United
States, just because all strikes do not cause a direct,
permanent loss of exports, they can, neverthess, cause
some serious indirect financial losses that are irretriev-
able—e.g., demurrage costs and storage charges for the
duration of the strike.

POLICY IMPLICATIONS
It is clear from the foregoing that neither a policy of

status quo nor a complete ban on strikes is the answer.

"For further details, see Tangri, op. cit.
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What approaches can one, therefore, suggest that might
be more realistic and deserving of serious considera-
tion? I addressed this question recently in Canada in
some detail, and since the major thrust of my sugges-
tions is relevant to the United States as well, I am essen-
tially reproducing the relevant section here."

The fairly high incidence of strikes called for eco-
nomic disputes contains an obvious but important mes-
sage for future policy. As noted earlier, these strikes
involve not only a very high proportion of the work
force, but also tend to last much longer (an average of 20
days) than any other type of strike. And, as observed
before, this "20-day" period also marks the very "cut-
off" or "critical" point beyond which a strike can cause
serious losses in wheat exports.

Since Canada is already facing difficulties in main-
taining its share of the world wheat market and the U.S.
economy, as noted above, is already in serious trouble,
neither of the two countries can afford any additional
problems at home that can result in the loss of sale
opportunities abroad. Consequently, all parties con-
c erned —1 ab or , management, and the govern-
ment—would have to show a much greater willingness
to resolve economic disputes fairly and expeditiously in
order to minimize the high incidence of strikes called for
economic reasons.

A similar implication for policy, especially for Can-
ada, emerges from two other characteristics of strikes—
namely the long duration of strikes which start in the
spring, fall and summer, and a large number of strikes
called in the years of high international demand for
Canadian wheat. If labor and management fail to settle
such strikes within a reasonable period of time (say
three weeks), the government would have to show much
greater political courage than it has in the past and bring
about settlements that in its judgment are fair and equi-
table to both sides.

One of the most important and promising implica-
tions arises fom yet another observation made earlier:
more than one-half of the strikes were due to disputes
over noneconomic issues in both Canada and the United
States. Traditionally, the framework of collective bar-
gaining has been used to negotiate both economic and
noneconomic matters in union contracts.

Collective bargaining has a legal and useful role to
play in the present industrial relations structure. In view
of the past record and the nature of the collective bar-
gaining process, however, one wonders whether it is
realistic or fair to expect collective bargaining to handle
satisfactorily every type of labor-management issue.

The process of collective bargaining, by its very na-
ture, tends to place labor and management in an adver-
sary feeling of "us against them." It tends to harden
positions on both sides as the negotiations linger and
move through various stages. At the end, even if 95
percent of the articles in the contract have been agreed
upon by both sides, an impasse on the remaining 5

"Tangri, "Labor Disruptions: Implications for Agricultural Exports,"
op. cit.

percent can result in the termination of negotiations and
set the stage for a long strike. Although the "villains of
the piece" may be low in number (say 5 percent), they
are often high in importance to both sides because they
usually involve disputes over such issues as wages,
fringe benefits, work-hours, and job security. A dis-
agreement on 5 percent of the articles, therefore, can kill
the accord reached on 95 percent of the contract. In the
long strike that ensues, nobody really wins—least of all
the farmers who become the innocent "third-party" vic-
tims of the process.

Is collective bargaining necssarily the most appropri-
ate mechanism for dealing with all types of labor-
management issues? I am included to believe that it is
not. While the hard economic issues may be best negoti-
ated through collective bargaining, it might be possible
to deal with the noneconomic issues more expeditiously
outside of the collective bargaining.

Since the noneconomic articles in a contract usually
do not mean monetary costs to the employer or benefits
to the worker, the idea of separating them from the
bread-and-butter issues and dealing with them outside
of collective bargaining has much merit. Specifically,
the concept of joint councils with representatives from
all concerned parties—labor, management, and farm-
ers—deserve serious consideration. The cooperative ap-
proach implicit in the concept of joint councils would
seem to have a much better chance of achieving a quick
settlement of noneconomic issues than the confronta-
tional process of collective bargaining.

Some recent studies on this subject have come to the
encouraging conclusion that there is considerable sup-
port for these joint programs among many trade union
activists. Ponak and Fraser, for example, in confirming
the findings of a previous study report:

"In a recent study, Dyer, Lipsky, and Ko.chan
explored the attitudes of trade union activists
toward union-management cooperation on a vari-
ety of issues. A clear majority of respondents sur-
veyed indicated they would prefer to use joint
union-management programs to deal with issues
such as quality of work and productivity; further,
considerable support also emerged for handling
many more traditional concerns usually dealt
with in collective bargaining. Only with respect
to three issues—job security, earnings, and fringe
benefits— could it be said that an overwhelming
preference for collective bargaining was demon-
strated . . . Despite the sample differences [be-
tween our and their work], our results generally
confirm the earlier findings."15
If successful, these joint councils can have an addi-

tional benefit. The feeling of harmony and mutual trust
developed by labor and management on these councils
may well have some beneficial "ripple" effects on their
counterparts engaged in collective bargaining over eco-
nomic issues. Even in the absence of such benefits, a

"Lee Dyer, David Lipsky, and Thomas Kochan, "Union Attitudes
Toward Management Cooperation," Industrial Relations, Vol. 16
No. 2 (May 1977), pp. 163-172 as cited in, Alan M. Ponak and C. R.
Fraser, "Union Activists' Support for Joint Programs," Industrial
Relations, Vol. 18, No. 2 (Spring 1979). p. 197.
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successful resolution of the noneconomic issues by
these councils alone would be cause for satisfaction.
They would reduce at least some of the reasons which in
the past have caused over 50 percent of the strikes and a
loss of thousands of man-days and millions of bushels of
wheat.

To conclude, given the importance of agricultural
exports to the economy in general and farmers in partic-
ular, a much greater commitment than demonstrated in
the past would have to be shown by all concerned in
order to achieve healthier industrial relations in the
future. Equally imperative for the future would be a
careful look by all of Us at our traditional attitudes and
positions toward pricing and production policies of ex-
portable wheat, the nature of our transportation system
and, perhaps above all, government policies with re-
spect to transportation and international trade.

As the hazy skies of the 1980s emerge, the relevant
question is not whether we can do all that is necessary to
minimize disruptions in the exports of American and
Canadian grains; the real question is, can we afford not
to?

Table 1. Intercit Frei.ht and Ener. Use b
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Energy
Conservation
in Rural Freight

Transportation
Charles Eldridge
Extension Transportation Economist•
University of Minnesota

In recent years the United States has developed a
better sense of the crucial role of transportation in our
society. Railroad bankruptcies, fuel shortages, truck
strikes, deregulation, re-regulation, and rapidly rising
transportation costs have served to focus public atten-
tion. Many are now aware that transportation is a major
consumer of energy, using 26 percent of all the energy
consumed in the United States and, more importantly,
54 percent of U.S. petroleum consumption.

Table 1 illustrates the energy intensiveness of each
mode of freight transportation, relating this to ton-miles
of freight moved.
The trucking industry generates 23.3 percent of the na-
tion's intercity ton-miles at a cost of 23.2 percent of all
energy used in transportation. Rail carriers, on the other
hand, are transporting 36.1 percent of intercity ton-
miles at a cost of only 3.6 percent of all energy used in
transportation. There is clearly a significant energy pen-
alty for the high level of service and flexibility the truck-
ing industry provides.

Agricultural transportation and energy conservation
have been thoroughly researched in a national pilot
project in Wisconsin, the Agricultural Transportation-
Energy Conservation Project (ATECP). A variety of inter-
modal energy issues have been examined by ATECP,
specifically rail branchline abandonment, grain unload-
ing facility backlogs, and agricultural input shipping
trends. The bulk of the research, however, deals with
motor carrier transportation of agricultural products be-
cause, as indicated in table 1, the motor carrier mode is
energy intensive, yielding substantial fuel consumption
reductions from small percentage increases in efficiency
and, trucks are an increasingly important carrier of agri-
cultural products as distances to railroads increase,

Mode, 1977
Percent of Freight moved in intercity-ton-miles Percent of total U.S. transportation energy

(tons of freight X miles moved)1 

Truck 23.3% Truck 23.2%

Air 0.2% Air' 8.0%
Rail 36.1% Rail 3.6%
Water 16.3% Water 4.6%
Pipeline 24.2% Pipeline 3.9% 

IT.he first column in Table 1 uses the freight movement measurement of ton-miles. This term, representing the product of payload times distance travelled, can be
misleading when making intermodal energy comparisons. Such comparisons mask commodity differences, specifically value and density, and fail to account for
12110.dal differences in directness of route, referred to as route circuitry.
Air total includes energy used in transporting both freight and passengers.

55



truck-barge traffic increases, and origin-final destina-
tion movement by truck increases.

The transportation by truck of agricultural inputs
and outputs presents a broad spectrum of energy conser-
vation problems. Recent surveys of midwestern truck
traffic show in excess of 50 percent of the trucks on the
highway are carrying agriculturally related products.
This would indicate that fuel efficiency in large "over
the road" trucks is an important component of a conser-
vation program. At the other end, a myriad of smaller
vehicles ranging from pick-ups to tandem axle trucks
travel through a complex series of customer stops on an
often rough and winding rural road network. These ve-
hicles, either individually or as a part of a small fleet,
operate in situations where service competition, man-
agement knowledge or time availability, and mainte-
nance practices may preclude energy efficiency.

The ATECP developed the following approaches to
conserving energy used in the truck transportation of
agricultural products: _

o Improve vehicle utilization. Utilization improve-
ments result from minimizing miles travelled and/or
time expended and maximizing vehicle payload. Of-
ten improvements in this area are the result of route
reorganization.

o Improve vehicle performance. Performance improve-
ments involve maximizing fuel economy. Vehicle ef-
ficiency can be dramatically increased by filling exist-
ing equipment with energy saving devices, pur-
chasing new "fuel efficient" engines, and -upgrading
maintenance programs.

o Improve driving skills. New engine technology has
changed driving theory; the bottom line in fuel effi-
ciency is the driver's awareness of his role in energy
conservation.

VEHICLE UTILIZATION
A continuously changing, often overlapping pattern

of vehicle movement brings supplies to the agricultural
community and moves products to market. Fuel oil,
feed, seed, and fertilizer firms, dairy plants, and other
agricultural businesses have from a few to several thou-
sand customers in their market territories. Customer
numbers do not have to be very large before the problem
of routing vehicles becomes complex. For this reason,
ATECP utilized a computer routing program in a variety
of case studies primarily involving milk pick-up routes.
The routing program that was selected came from Penn-
sylvania State University and was chosen because of its
flexibility in handling the day-to-day routing problems
that make dispatching trucks unique. Such problems as
time of day restrictions, bridge limitations, customer
and driver preferences, and private access problems can
be considered. In addition, many of the major issues in
milk assembly may be examined by considering all or
selectively relaxing certain constraints. These issues
include:

o Route reorganization by hauler: The emphasis in reor-
ganizing routes for haulers is to increase efficiency in
terms of time or miles driven. All "real life" con-
straints are considered.

o Route reorganization by plant: Plant route reorganiza-
tion ignores individual contract hauler territories.
This solution eliminates intra-plant haulers overlap
and matches equipment with the right territory.

o Route reorganization for individual bulk milk con-
tract haulers has yielded reductions ranging from 4 to
31 percent in vehicle-miles traveled. Solutions for an
entire plant, however, have greater potential for sav-
ings than solutions for individual haulers. Results of a
plant-wide routing analysis are given in table 2.

Table 2. Milk Procurement Route Reorganization for an Entire Milk Plant

Current
Route

Route
Reorganization

By Plant

Every
Other
Day

A and B
Commingling

Number of trips
(48 hours)

Fleet size

Two-day mileage

Annual mileage

Annual cost savings

Savings per CWT

Annual fuel savings
(gallons)

A* routes = 5 A routes =5 A
B* routes = 2 B routes = 2 B

A trucks =2 A trucks =2 A
B trucks =1 B trucks = 1 B

A 358.6 A 308.6 A
B  200.0 B  184.6 B

558.6 493.2

A 65,444.5 A 56,319.5 A
B 36,500.0 B 33,689.5 B

101,944.5 90,009.0

A $4,197.50 A
B 1,292.83 B

A $0.0223 A
B 0.0191 B

A 2,339.7 A
B  702.8 B

3,042.5

routes =4
routes =2

trucks = 1
trucks =1

296.0
155.5

451.5

54,020.0
28,375.1 

82,395.1

$9,715.27
3,737.45

$0.0517
0.0552

2,929.36
2,031.23 

4,960.59

6

2

433.9

79,186.75

$14,928.57

$0.0584

5,835.32

*Grade A Milk
*Grade B Milk
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O Every-other-day (EOD) milk pick-up: The EOD analy-
sis assumes that all producers have sufficient bulk
tank capacity to allow EOD as opposed to everyday
(ED) milk pick-up. Large producers, of course, may be
excluded from this assumption.

• Grade A and B milk commingling: The ability to pick
up grade A and B producers on the same trip ha 
obvious energy and cost saving implications. Al-
though this is possible in some market orders for man-
ufacturing purposes, it is generally used only as an
"ideal" situation to compare to other alternatives.
Fleet size and number of trip reductions occurred in

both the "EOD" and "A and B" solutions. The route
reorganization solution reduced vehicle-miles traveled
by 14.0 percent on A routes and 7.7 percent on B routes.
Vehicle-mile reductions using EOD pick-up were 17.5
Percent for the A routes and 22.3 percent for B routes.
Reductions based on grade A and B commingling were
22.4 percent. Cost per hundredweight of milk was par-
ticularly affected on the EOD solution for B milk. The B
milk producers in this plant were generally small, scat-
tered, and had a higher percentage of producers on ED
Pick-up.

Further spin-offs on the vehicle utilization approach
dealt with the marginal benefits to the plant or hauler in
serving a particular customer or group of customers.
This analysis identified a single customer who, if put on
EOD pick-up, could save the company 2299.5 miles of
driving each year. This translates into a variable cost
savings of $1060.07. (Variable costs include labor, main-
tenance, fuel, oil and tires, and are estimated for these
vehicles to be $0.461 per mile.) Annual fixed
costs-$6,460 per vehicle-include annual equivalent
Costs for the truck andlank separately, insurance, over-
head including management and facility cost, license
and other fees.

The computerized routing approach yields detailed
quantitative information with a high degree of accuracy.
However, improved vehicle utilization is often achieved
with common sense, the proper tools (map, driver log,
etc.) and an expenditure of management time. With fuel
9osts rising, transportation is now playing a greater role
in a firm's financial status.

IMPROVING VEHICLE PERFORMANCE
Fuel is one of the largest direct operating costs in

trucking. Fuel is converted to power to overcome rolling
resistance, air resistance and grade resistance.

Rolling resistance is generated in and between tires
and the road. Power is expended in flexing the sidewalls
and distorting the tread. Air resistance results from the
movement of the truck through the air. The amount of air
resistance depends on vehicle frontal area, speed,
shape, and the direction and density of the wind. Grade
resistance is simply the force required to lift the vehicle
against gravity.

The first step in vehicle fuel efficiency involved re-
ducing the power required. This can be accomplished
by reducing air and rolling resistance, for example, by
using wind deflectors. Quality Bakers of America in-
stalled wind deflectors on eight of its trucks in 1977,
testing fuel economy over an average of 39,500 miles per
vehicle. Wind deflectors raised the fleet fuel average 9.1
percent, from 5.73 to 6.25 miles per gallon. Installing
streamlining devices has resulted in industry-wide fuel
savings of 5 to 14 percent.

The power needed to counteract rolling resistance
can be significantly reduced by the type of tires used on
the vehicle. Radial tires on a 73,000 pound tractor-trailer
under controlled conditions resulted in a 5.7 percent
better fuel mileage yield, and 31 percent greater coast-
down distances over belted tires. In performance tests
from 1966 to 1975 involving 28 truck fleets using radial
tires, fuel consumption was reduced an average of 10.98
percent.

Further reducing the power required involves min-
imizing mechanical parasitic losses. Improper tire infla-
tion, poor chassis alignment, and tire mismatch increase
horsepower demands. Engine maintenance and tuning
practices affect the ability of an engine to deliver its
rated horsepower. Many fleets are installing tempera-
ture modulated engine cooling fans. The cooling fan
requires 10 to 25 horsepower to operate, yet tests have
shown it is needed for cooling less than 3 percent of the
time the engine is running. Fleet experiences show that
installing temperature-modulated fans reduces fuel
consumption from 4 to 10 percent.

Table 3. Potential Fuel Consumption Reduction Using a Combination of Methods*

Gasoline truck

Trip Time Saved Fuel Saved

Total Total
Change Change Change Change

Tractor and 13.5 ft. trailer
70,000 lb. geared for 63 mph
(4.11 axle, 10.00 x 22 tires)
290 cu. in engine

Add steel belted radial tires

Add wind deflector

Add temperature modulated fan

Derate to 270 hp at 2100 rpm

Derate to 1950 rpm use 3.70 axle

Use 350 cu. in. engine, 3.55 axle +
Impose 64 mph max. 

*Source: Voluntary Truck and Bus Fuel Economy Program

BASE

+ 2.5% 2.5%

+ 1.1% 3.6%

+ 1.0% 4.6%

-2.6% 2.0%

+ 1.0% 3.0%

-3.0% 0%

BASE

+ 8.1% 8.1%

+ 6.8% 14.9%

+6.2% 21.1%

+ 5.3% 26.4%

+ 4.1% 30.5%

+ 5.5% 36.0%



The next set of options for improving fuel consump-
tion involve reducing the power available as opposed to
reducing the power required. This means that you buy
fuel savings at the expense of performance.

The simplest procedure to reduce available power is
to derate the engine if the truck has power to spare.
Frequently, derating reduces horsepower from 290 hp to
270 or 255 hp. Although cruise speed generally remains
the same, the truck's ability to overcome grade resis-
tance is reduced. RPM reduction is often combined with
engine deration. This combination has a three-way fuel
efficiency effect. First, the power available from the
engine is reduced; second, the power required to main-
tain cruise speed is reduced since speed itself is re-
duced; and third, the engine is more efficient at reduced
rpm.

A concerted effort toward fuel conservation will re-
sult in various percentage increments in fuel efficiency.
Added together, these increments mean overall energy
savings. This is illustrated in table 3.

Fuel conservation is an integral part of a trucking
firm's profit incentive. Rising prices and fuel shortages
are stimulating increasing efforts toward improving ve-
hicle fuel efficiency in the trucking industry.

IMPROVING DRIVING SKILLS
Every engine and transmission manufacturer has

recommended operating instructions for their vehicles
that all drivers should read. New fuel efficient engine
technology has changed operating rpm's and shifting
patterns. Failure to operate the vehicle in the prescribed
range can seriously decrease fuel efficiency.

The person responsible for efficient vehicle opera-
tion is the driver; good driver education can result in
considerable fuel savings. The initial step involves mak-
ing the manufacturer's recommendations available to
the drivers. Small fleets accomplish this through driver
meetings, while larger firms establish driver education
programs with films and promotional materials.

The second step involves monitoring driving habits.
A tachograph—device that shows rpm's over time—is
often used to detect improper warm-up time, speed or
shifting.

A driver incentive program is an "extra ingredient"
step that has helped achieve significant results in full
savings. AIRCO Industrial Gasses operates a fleet of 273
trucks. A combination of new energy efficient equip-
ment and extensive driver education increased AIRCO's
fleet fuel averages from 4.2 mpg to 5.5 mpg.

AIRCO then established an incentive program in Oc-
tober 1977 to reward drivers with averages of 5.8 mpg or
better over an entire quarter with points that could be
accumulated and later redeemed for merchandise, such
as tools or color televisions. Results were also posted for
each driver, generating competition.

The difference between 5.5 mpg and 5.8 mpg for
AIRCO is 188,000 gallons of fuel per year. At $1.10 per
gallon, that is a savings of $206,800. The cost of the
incentive program, including promotion, was estimated
at only $7,000 annually. Under the incentive plan, many
AIRCO drivers are easily maintaining the 5.8 mpg mark,

with several drivers averaging over 7 mpg. The driver
plays a key role in the fuel efficiency of the trucking
industry and many companies, including AIRCO, are
now attempting to make him more aware of that role.

As a whole, the trucking industry is doing a good job
in the area of energy conservation, particularly as fuel
plays a more dominant role in operating costs. There are
still areas in which improvements can be made. Fre-
quently these energy improvements will involve trade-
offs with the level of service provided. Transit times
may increase, customer policies may change, frequency
of service may decline, and volume requirements may
increase as the nation begins its highly publicized "en-
ergy diet."
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Off-Peak
Freight Rates:
Effect on

Shippers and Carriers*
Frederick J. Beier
Professor of Transportation
Graduate School of Business Administration
University of Minnesota 

INTRODUCTION
The Railroad Revitalization and Regulatory Reform

Act of 1976 (4R Act)1 directs the Interstate Commerce
*Commission (ICC) to develop rules and procedures for
seasonal freight rates. Such demand-responsive rates
should be designed to increase the revenue of the carrier
and to smooth out the peaks and valleys of demand, but no
specific approach for accomplishing these objectives is
mandated by the law. Thus the carriers can raise rates
during periods of high demand—tax the peaks—and offer
discounts during slack periods—off-peak pricing. This
article examines the potential effectiveness of the latter
strategy. Although the article focuses on rail carriers, the
analysis methods used are generally applicable to any
freight mode.

The following discussion identifies the various de-
mand-response pricing (DRP) mechanisms and some of
the commodities to which they can be applied. One such
commodity, grain, is studied at length relative to the sea-
sonal nature of demand and the related trade-offs between
market price, storage costs, and off-peak rates.

Carriers who have used seasonal rates in the past have
focused on taxing the peaks. The most notable attempt
thus far has been the experiment by southern carriers to
increase rates 20 percent on whole grains and soybeans
from Sept. 15 to Dec. 15 of 1978.2 The reason such an
approach is favored is that it is a lower-risk strategy in
relation to off-peak pricing. For example, off-peak rates
Will be effective if they attract new traffic that would not
have moved under regular rates. Numerous implementa-
tion problems may prevent this condition from being met.

Peak prices, by contrast, are more direct. They encour-
age the shipper to substitute storage for premium transpor-
tation in the peak and then ship in the off-peak. From the
carriers' viewpoint, peak rates do not jeopardize the reve-
nue on traffic it is already enjoying.

Under these conditions why should a railroad enter-
tam an off-peak rate strategy? The obvious response is that
neither the peak nor the off-peak rate approach has re-
ceived sufficient study relative to their effectiveness. It is

*Adapted from the January, 1979 issue of Traffic Quarterly, Eno Foun-
dation, Westport Connecticut, with permission (pp. 117-138).

'Public Law 92-210, 1976.
'See Traffic World (August 8, 1977): 23; (August 22, 1976): 36; (Sep-
tember 5, 1976): 51; (October 17, 1976): 65; and (December 12, 1976):
61,

quite conceivable that off-peak rates could be very effec-
tive in using short-run excess capacity, such as empty
backhauls. Alternatively, off-peak rates could capture
added traffic that may have been lost to other modes. The
most compelling reason is, however, that off-peak prices
may be a more acceptable approach from the standpoint of
the shipping community and regulators.3 Thus it is im-
portant to examine the problems and potentials of such
rates. If they show promise, the next step would be to
remove the barriers to implementation.

DRP MECHANISMS
The number of alternative DRP mechanisms is proba-

bly without limit. Schemes that affect the shipper's cost of
distribution—that is, peak or off-peak rates—may be re-
ferred to as external mechanisms. As noted, this analysis
concerns itself with one type of external mechanism—the
off-peak rate. The following discussion briefly describes
some of the methods available to implement off-peak
rates.

Seasonal Rates: The calendar trigger is perhaps the
most straightforward of all the demand-response pricing
systems. Various groups of rates would be published in a
tariff and would be applicable during specific dates. Any
number of levels could be established to match off-peak,
normal, and peak rates with specific seasons. The difficul-
ties are that the seasons may not be predictable far enough
in advance for carriers to publish the specific dates in a
tariff. A second problem is that the system is inflexible and
may not be totally responsive to short-run changes in
demand.4

Seasonal Zone Rates: A variation of the calendar trig-
ger is to create a zone within which a carrier may adjust its
rate, depending on the instant characteristics of demand.
For example, a carrier would be free to adjust its rates
within a plus or minus 10-percent range of a given base
rate, without fear of having the rate suspended.5 To allow
this mechanism to work, short-notice procedures (5-day
notice rather than 30) would need to be available to the
carrier. Further, the carrier would have to be able to cancel
seasonal rates that have outlived their usefulness. The
drawback to a zone mechanism is that the range may not
permit enough flexibility to ultimately affect the level of
traffic.

Tiered Rates: A tiered rate structure could be created
that reflects different services provided by the carrier.
Initially such a ratemaking mechanism was used by air
freight carriers when setting rates for regular (immediate)
service and at carrier's convenience. A variation of this
concept is being used by the railroads. Rates are published
that apply only in foreign-line equipment (cars that face an
empty return to the owning road).° Presumably there is

'See Traffic World (February 6, 1978): 61, for an example of the opposi-
tion of shipper groups of seasonal peak rates.
40ne proposal of the shipper group cited in footnote 2 is to publish
seasonal rates 180 days in advance of becoming effective.
5The 4R Act contained a so-called yo-yo provision whereby carriers
could adjust rates plus or minus 7 percent per year if they did not have
market dominance. The provision expired after 2 years without major
objection by the railroads. See Traffic World (February 13, 1978): 17.
'ConRail has attempted to publish westbound rates on paper and paper
products that apply in cars of western ownership. A similar
arrangement has gone into effect on appliances, westbound, from St.
cloud, Minn.
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always a higher rate at which the originating railroad
would furnish a car if no foreign-line cars were available.

Such a system is not tied to the calendar. The mecha-
nism is applied only when there is excess capacity—that
is, availability of free-running, foreign-line cars. Such rates
deal only indirectly with smoothing out peaks and valleys,
but they do capitalize on excess capacity.

Contract Rates: Since one of the objectives of seasonal
rates is to encourage advance planning on the part of the
shippers, contract rates are a conceivable mechanism for
accomplishing that end. Such rates are already used in the
transportation of grain by highway and water, and annual
volume rates are available to rail shippers. The shipper
can then contract ahead so that the rate is not subject to
change. Contract rates could be tied down to specific
periods, and so, in effect, an off-peak price would be
established.

Other Pricing Mechanisms: Finally, there are a
whole family of pricing mechanisms that force the ship-
per to bid in some way for available equipment. For
example, a loading charge, set by the owner of the car,
would be passed on to the prospective shipper. Alterna-
tively, cars would be assigned to the highest bidder in a
type of auction. Presumably the auction price of the
loading charge would reflect the current supply and
demand for cars.' Such schemes, while having merit,
suffer because they are a radical departure from current
practice; that is, they would require complex and elabo-
rate machinery for implementation and thus have been
viewed with caution.

Implementation Considerations: At this point in
time, the mechanism easiest to implement may be the
calendar trigger. The fact that the Southern Freight As-
sociation (SFA) carriers chose such an approach for
their experiment supports this contention. Carriers, act-
ing through bureaus, must arrive at a consensus in only
two areas: applicable dates and the degree to which rates
should be changed. More significantly, this approach
would not require any radical change in the current legal
and procedural framework for ratemaking. The follow-
ing analysis looks at off-peak pricing within the context
of a calendar mechanism. The next section discusses
those commodities that are susceptible to demand-
response pricing in general and a calendar mechanism
in particular.

COMMODITY ANALYSIS
Relative to demand-response pricing, one of the im-

portant commodity characteristics is that the seasonal
demand or supply pattern must be translated into a
seasonal demand for transportation. For example, as
more coal is transported in unit trains from one stock-
pile to another, the seasonal characteristics associated
with mine production will disappear. Hence, just be-
cause the product has a seasonal demand and/or supply
cycle, it does not follow that such variations will always
affect demand for transportation.

'J. R. Felton, Freight Car Shortages in Grain Transport: An Institution-
alized Disequilibrium (Washington, D.C.: Association of American
Railroads, 1975); and J. R. Felton, "Freight Car Shortages: The Problem
and Some Proposed Solutions," Nebraska Journal of Economics and
Business (Spring 1972): 33-44.

Another characteristic is that transportation costs
must be a significant portion of the commodity price.
Otherwise, variations in the transport rate will not be
sufficient stimulus to shift transportation demand from
peaks to valleys.

The third characteristic is that the commodity must
be suitable for storage at reasonable cost. For example,
storage of manufactured commodities such as machin-
ery or automobiles may not be a planned strategy to
make the transition from periods of slack to peak de-
mand. Both the expense of holding such inventory and
the ability to cut production in anticipation of such
slumps make storage an unnecessary and undesirable
strategy. If economic conditions change and demand for
the product increases, production can be resumed. In
the interim, owing partially to the low ratio of freight
cost to value, it is naive to think that reduced rail rates
will reverse the slump.

There is little likelihood, for example, that reduced
rail rates on motor vehicles would be sufficient to
stimulate consumer demand for automobiles. Similarly,
reduced freight rates will not stimulate lumber move-
ments without an upswing in housing starts.

Farm and food-related commodities have some of the
above-noted characteristics. In the short run, the supply
of product is fixed and likely to become available within
a very short period of time. Fresh fruits and vegetables
must be marketed immediately and by definition cause a
nonpostponable demand for transport services. Proc-
essed foods, frozen and/or canned, in contrast, gain
more. temporal stability and may be stored for longer
periods of time. As in the case of manufactured com-
modities, however, the more processing that is per-
formed, the greater the cost of holding inventory. This is
especially true where the need for special facilities
arises, as in the case of frozen foods. Thus" there are
economic limits in regard to how long such a commod-
ity may be held in storage.

Unprocessed grains also contain many of the above-
noted characteristics. In addition there is the influence
of an open and dynamic commodity market that
determines price. Thus, the owner can evaluate the
trade-off between storage and price on a continuous
basis. Presumably there is a finite combination of fac-
tors—such as expected price, storage and production
costs, and available storage—that encourages the owner
to sell or store the grain. The interplay of production and
marketing forces implies that there is a significant op-
portunity to shift the peaks and valleys of grain ship-
ments. This is one of the reasons why seasonal rates are
often discussed in terms of grain shipments. Another is
that there is a clear seasonal pattern to the demand for
grain transport service.

Seasonal Patterns
The demand variations for 18 carriers were exam-

ined, 6 years of carloading data being used.' All the

"The program estimating seasonal variation was based on the method
described in T. Yamane, Statistics: An Introductory Analysis (New
York: Harper and Row, 1973), Chapters 12-13.
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Table 1. Seasonal Characteristics of Grain Carloadings for Selected Carriers

Region/Carrier 

Southern region
Southern
Seaboard Coast Line
Louisville & Nashville
Illinois Central Gulf

Eastern region
Norfolk & Western
Penn Central
Chesapeake & Ohio

Northwest
Burlington Northern
Chicago & North Western
Milwaukee Road
Soo Line

Central West
Sante Fe
Rock Island
Southern Pacific
Union Pacific

Southwest
Missouri Kansas Texas
Missouri Pacific
St. Louis San Francisco

Overall average
Average (less Chesapeake &
Ohio, Southern Pacific,
and Missouri Kansas
Texas railroads)

First Week
of Trough

First Week Length of Average annual
of Recovery Trough (weeks) Carloads

12 38 26 37,869
9 37 29 13,122
11 26 15 36,520
16 40 24 63,500

16 41 25 57,136
12 28 16 59,914

1 29 28 9,004

12 28 16 298,784

15 25 10 144,225

11 24 13 78,918
15 26 11 43,133

10 24 14 143,930

8 23 15 109,830

1 24 23 14,708

7 27 20 97,038

1 23 22 10,544
7 25 18 97,661
6 23 17 25,789

9.4 weeks 28.3 weeks 18.8 weeks 74,534 Carloads

11.1 weeks 28.3 weeks 17.1 weeks

railroads had substantial grain loadings—more than
9,000 cars per year—and were drawn from various geo-
graphic regions of the country. Table 1 identifies the
carriers by region, the average period (week number)
where the amount of grain loadings fell below the sea-
sonally adjusted mean number of carloadings, and the
week when carloadings recovered.

Lengths of "troughs:" Carriers experience their first
"trough" at approximately the same time of the year. For
example, by week 11 or 12, most carriers experience less
than average demand for grain shipments. Moreover, the
trough lasts until week 22 or 23, providing a consistent
Period of slack demand of at least 3 months. The eastern
and southern carriers have a longer slack period than the
others in the sample-22.85 weeks versus 16.27 weeks.
The four carriers in the northwest, Burlington Northern;
Chicago & North Western; Milwaukee Road; and Soo
Line, have the shortest average trough-12.75 weeks.

There are two average starting weeks for the trough in
table 1. The first is an overall average of all carriers. The
second deletes three carriers whose trough commenced
at week 1. The shorter period extends roughly from the
third week of March through and including the week of
the Fourth of July. The Memorial Day and July Fourth
holidays undoubtedly contribute to the slack demand
during the average trough period.

Regional comparisons: Correlation and regression
analysis was performed on the seasonal data to
determine how each carrier's demand pattern related to
Other carriers within the same or adjacent territories.

The objective of comparing different geographic regions
was to find any complementary relationship between
territories that would encourage some form of carpool-
ing. Demand patterns were estimated by averaging the
seasonally adjusted demand for each carrier within the
region. The correlation coefficients for these regional
comparisons were all positive, indicating competition
between the regions—that is, experiencing demand at
the same time.

A number of approaches were taken to relate carload-
ings and price of grain. Initially, a composite price was
constructed, based on 1975 cash prices paid at the Min-
neapolis Grain Exchange.9 Prices were based on the
average weekly high for wheat, corn, oats, and barley.
The relative weights assigned to each reflected the vol-
ume received by the grain exchange in 1975 and are
48.75 percent, 10.98 percent, 12.27 percent, and 28.0
percent respectively. The resulting price composite was
then normalized to form a price index. A number of
regression calculations were made to examine the rela-
tionship, if any, between the price index and seasonal
demand.

We looked at the degree of association between sea-
sonal demand and price movements. Two observations
can be made immediately. The first is that the price of
grain and carloadings are inversely correlated on an
annual basis. The second inference, is that price of grain

9The Minneapolis Grain Exchange was selected because data were
readily available and it is reputed to be the largest cash grain market in
the country.
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and seasonal demand have a very tenuous association at
best.

The annual data were further segmented into three
groups—the first 10 weeks of the year, the average
trough period (weeks 11 to 27), and weeks 28 to 52.
Except for the three eastern region carriers, all coeffi-
cients are negative during the trough period. For the
carriers of the northwest, central west, and southwest,
who are the largest grain-hauling roads, the correlation
coefficients are generally positive during the last half of
the year (weeks 28 to 52).

What is the reason for the absence of a strong associa-
tion between the price of grain and the volume of rail
carloadings? One explanation may be the generality of
the data. A comparison of the Sante Fe's loadings in
relation to the price of the wheat and the Union Pacific's
loadings in relation to the price of corn demonstrates
equally poor correlation: r = —0.20 and + 0.1821 respec-
tively. Since wheat and corn are the dominant grains
that each of these carriers originates, the conclusion
must still be drawn that the volume of rail carloadings is
a function of many variables—price being just one.

"Market Rush" Theory: Another partial explanation
may be termed the "market rush" theory. In the last few
years there has been a significant increase in the amount
of on-farm storage capacity. When the market for grain
goes up, the farmer or elevator operator may decide to
sell some that has been in storage. The objective is to
dispose of the grain before many other farmers dispose
of their grain and the market price declines.

Even if the seller has access to rail, however, he may
want to move the grain faster. For example, to use rail
the seller must (1) order the car from the agent, (2) await
the spotting of the car—it is hoped on the next switch,
(3) load the car, (4) notify the agent that the car is ready to
be shipped, (5) wait for the carrier to pull the car, and (6)
hope that the carrier moves the car with reasonable
dispatch to the terminal market. The whole process may
be measured in terms of weeks, whereas a trucker could
be called and the grain moved to a reasonably close
market within 48 to 72 hours.

On the assumption that unregulated truck rates are
competitive, the grain seller will be motivated to use the
truck mode to take advantage of the favorable market.
Thus, in periods of uncertain market conditions when
favorable price trends may be very short, and increase in
market price may not be reflected in total rail carload-
ings. When the market is more consistently positive, as
in the latter part of the year, rail shipments and price
become better correlated.

Effect of market price decline: A second approach to
measuring price and carload movements focused on
wheat and corn. Over a 3-year period these two grains
represented 77 percent of the grain received and
shipped through prominent western grain centers.1°
Two indices were developed—a weekly average based

"Chicago Board of Trade, Statistical Annual, 1976, p. 318. The promi-
nent western grain centers include Chicago, Duluth, Enid, Hutchinson,
Kansas City, Milwaukee, Minneapolis, Omaha, Peoria, Sioux City, St.
Joseph, St. Louis, Toledo, and Wichita. Wheat represented 43.6 percent
and corn 33.4 percent for 1974 to 1976.

on 3 years of data and a seasonally adjusted price factor
based on a 3-year moving average.

The difficulty with either of these indices is that
grain prices have demonstrated contrasting trends since
1974. Demand was generally strong in 1974, especially
for wheat, and prices continued to rise throughout the
year. Subsequent bumper crops have depressed prices
so that 1976 wheat prices show a continuous decline
throughout the year. Hence, there are substantial differ-
ences in the two measures of price movements.

As before, the association between corn and wheat
prices, on the one hand, and carrier demand on the
other, is relatively weak, regardless of the index used.
Carriers within the northwest and central regions
showed a consistent and occasionally substantial posi-
tive association with the price of wheat and corn. The
association appears to be stronger during weeks 28 to 52
than earlier periods in the year. Carriers in other regions
did not exhibit positive association between price and
volume.

Costs of storage versus selling now: If the carriers are
to fill in the trough of demand, they must motivate the
farmer, or owner of the grain, to ship during the slack
period—generally weeks 11 to 27. The owner of the
grain will judge the future price at which he could sell
the grain versus the present price level and the costs of
storage. If expectations are high, such as when rumor of
a large foreign wheat sale is heard, the farmer may be
motivated to store the grain. If the price is depressed
because of a large yield, then the farmer may also wish to
use storage in the hope that next year's crop will not be
as bountiful. Of course, when there is no available
storage capacity, the farmer must find any outlet he
can—which partially accounts for the continuously de-
pressed prices in 1976 and 1977.

Rates for storage may be published in tariffs and can
be estimated at 0.15 cents per bushel per day or 4.5 cents
per bushel per month. There is generally a handling
charge for the grain elevator to receive the grain, as-
sumed to be about 4 cents per bushel. A handling "out"
charge, approximately 6 cents per bushel, may also be
assessed. This could be eliminated if the farmer sells the
grain to the elevator operator while it is in storage.

Average grain prices and trough prices: Table 2 com-
pares the price indices of corn and wheat based on the
average of the weekly price over 3 years. The average
price index during the trough was calculated for each
commodity and for each railroad. This was compared to
the average price index during weeks 28 to 52. The
difference was then multiplied by the average price of
corn and wheat on the Minneapolis cash market during
1976. The result is an estimated gain (loss) in per bushel
sales revenue to the farmer.

Effect of record crop production: As an aside, the
analysis is highly dependent on the average value of the
grain. A continuous string of record crops would in-
crease supply and reduce available storage capacity,
with the result that prices will be lower and total storage
costs higher. Under these conditions the farmer should
be motivated to sell and avoid storage. As the price of
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Table 2. Potential Price Difference Between Selling Wheat or Corn at the Average Trough
Price and the Average Price During the Rest of the Year by Selected Carriers 

Average
Price Index

Within Trough

Average
Price Index

Following Trough

Gain (Loss)
in

Price Index

Potential Gain
(Loss)/Bushels

(dollars)1

Carrier and Trough Weeks
Southern region
Southern (12-38)
Seaboard Coast Line
(9-37)

Louisville & Nashville
(11-26)

Illinois Central Gulf
(16-40)

Eastern region
Norfolk & Western
(16-41)

Penn Central (12-28)
Chesapeake & Ohio
(1-29)

Northwest
Burlington
Northern (12-28)

Chicago & North
Western (14-25)

Milwaukee Road
(11-24)

Soo Line (15-26)
Central West
Sante Fe (10-24)
Rock Island (8-23)
Southern Pacific (1-24)
Union Pacific (7-27)

Southwest
Missouri Kansas Texas
(1-23)

Missouri Pacific (7-25)
St. Louis San Francisco
(6-22)

Corn Wheat Corn Wheat Corn Wheat Corn Wheat

1.007 0.983 1.012 0.956 0.005 (0.027) 0.0132 (0.089)

1.00 0.995 1.016 0.957 0.016 (0.038) 0.042 (0.126)

0.959 0.978 1.035 0.975 0.076 (0.003) 0.199 (0.010)

1.022 0.978 1.002 0.955 (0.020) (0.023) (0.053) (0.076)

1.023 0.978 1.005 0.953 (0.018) (0.025) (0.047) (0.083)
0.964 0.975 1.038 0.973 0.074 (0.002) 0.195 (0.007)

0.970 1.026 1.038 0.971 0.068 (0.055) 0.179 (0.182)

0.964 0.975 1.038 0.973 0.074 (0.002) 0.195 (0.007)

0.955 0.959 1.033 0.975 0.078 0.016 0.205 0.053

0.954 0.976 1.032 0.976 0.078 0.205
0.960 0.961 1.035 0.975 0.075 (0.014) 0.197 (0.046)

0.954 0.983 1.032 0.976 0.078 (0.007) 0.205 (0.023)
0.956 1.002 1.034 0.976 0.078 (0.026) 0.205 (0.086)
0.962 1.032 1.032 0.976 0.070 (0.056) 0.184 (0.185)
0.967 1.006 1.040 0.974 0.073 (0.032) 0.192 (0.106)

0.961 1.035 1.034 0.976 0.073 (0.059) 0.192 (0.195)
0.964 1.007 1.033 0.975 0.069 (0.032) 0.181 (0.106)

0.962 1.017 1.035 0.976 0.073 (0.041) 0.192 (0.136)

'Corn valued at $2.63/bushel; wheat at $3.31/bushel following "trough"

grain continues to decline (the average annual highs for
a bushel of wheat during 1974 through 1976 were $4.93,
$3.99, and $3.31 respectively), expectations will not
Justify additional storage. Such a long-term downward
trend may prevent any demand-response pricing plan
from moving the peak demand.

Grain prices during and outside the trough: Table 2
demonstrates that the continuous decline in wheat
Prices throughout the year causes a loss for the farmer.
Another way of putting this is that the price of wheat
during the trough period is actually quite favorable in
relation to the balance of the year. If reduced freight rates
for wheat would be effective in stimulating demand, it is
impossible to estimate from these data the necessary
discount or their impact.

The owner of corn faces a somewhat better fate. Corn
Prices are generally depressed during the trough, and an
owner could improve sales revenue by using storage.
The grain is somewhat less dramatic in the southern
region or where the trough is long (approaching or ex-
tending beyond week 40).

The potential price gain on corn in the three western
regions averages $0.196 per bushel with a range of
$0.181 to $0.205. This experience can also be duplicated
by the Louisville & Nashville, Penn Central, and Chesa-
peake & Ohio. The slow season for all of these carriers
occurs early in the year, before grain prices make a
recovery. If a $0.04/bushel handling-in charge and no
handling-out charge is assumed, the expected gain in
price could pay for up to 104 days of storage [($0.196 -
$0.04)/$0.0015]. Starting from the midpoint of the aver-
age trough (week 19), the farmer could hold the grain
until approximately week 34 and break even by selling
at an average price.

Effect of expected grain price increases: The farmer's
decision may, however, be a function, not of the average
expected price, but of the maximum expected price. In
the case of corn this appears to peak at approximately
week 32, at an average index value of 1.1 Table 3 con-
tains the expected gain based on the maximum price, the
estimated storage costs of week 32, and the net return to
the seller. Storage costs are measured from the midpoint
of the carrier's trough period.



Table 3. Price Gain in Corn Between Average Trough and Maximum Subsequent
Price, and Related Storage Costs for Selected Carriers

Carrier and Trough Weeks

Southern region
Southern (12-38)
Seaboard Coast Line
(9-37)

Louisville & Nashville
(11-26)

Illinois Central Gulf
(16-40)

Eastern region
Norfolk & Western
(16-41)

Penn Central (12-28)
Chesapeake & Ohio (1-29)

Northwest
Burlington Northern
(12-28)

Chicago & North Western
(14-25)

Milwaukee Road (11-24)
Soo Line (15-26)

Central West
Sante Fe (10-24)
Rock Island (8-23)
Southern Pacific (1-24)
Union Pacific (7-27)

Southwest
Missouri Kansas Texas
(1-23)

Missouri Pacific (7-25)
St. Louis San Francisco
(6-22)

1
Average Price

Index in
Trough

2
Maximum
Price Index

After
Trough

3
Gain in Price

Index x
$3.31/bushel
(dollars)1

4
Average Number
of Weeks Trough

to
Week 321

5
Storage Costs

and
Handling
Costs

(dollars)

6
Net Price
Gain per
Bushel

(dollars)

1.007 1.1 0.3078

1.0 1.1 0.331

0.959 1.1 0.4667

1.022 1.1 0.2582

1.023 1.1 0.2549
0.964 1.1 0.4502
0.97 1.1 0.4303

0.964 1.1 0.4502

0.955 1.1 0.48
0.954 1.1 0.4833
0.96 1.1 0.4634

0.954 1.1 0.4833
0.956 1.1 0.4766
0.962 1.1 0.4568
0.967 1.1 0.4402

0.961
0.964

1.1
1.1

0.962 1.1

0.4601
0.4502

10 0.145 0.163

12 0.166 0.165

14 0.187 0.280

8 0.124 0.134

8 0.124 0.131
12 0.166 0.284
17 0.218 0.212

12 0.166 0.284

13 0.176 0.304
15 0.198 '0.285
12 0.166 0.297

15 0.198 0.285
17 0.218 0.259
20 0.25 0.2068
15 0.198 0.242

20
16

0.25
0.208

0.210
0.242

0.4568 18 0.229 0.228

'Measured from midweek of trough-always rounded up, assumes sale made in week

Table 4. Comparison of Existing Export Rates on Corn to Absorb Necessary Discounts

New Rate as
Less Discounts Percent of Old

Shipments
Destined
To

Gulf
West
East

Assumed
Average
Rates

$0.91 /cwt.
1.425
1.64

High
(0.46)

$0.45 /cwt.
0.965
1.18

Low
(0.29) High

$0.62 /cwt. $49.45/cwt.
1.135 67.72
1.35 71.95

Low

$68.13/cwt.
79.65
82.32

The significance of the net price gain per bushel
(column 6) is that it is an estimate of the maximum
premium railroads may have to offer to encourage ship-
pers to avoid storage and ship during the trough. If
storage costs are measured from the first week of the
trough, the yield to the shipper is reduced by an average
of $0.094 per bushel. Hence, the necessary discount to
stimulate off-peak shipments of corn falls in a range of
$0.164 to $0.258 per bushel or $0.29 to $0.46 per hun-
dredweight (45.359 kg).

IMPACT ON GRAIN RATES
It is difficult to generalize about grain rates, but the

discounts shown represent substantial reductions from
existing rates. For example, single-car export rates on
corn from various midwestern growing areas to the Gulf,
West, and East coasts are estimated at $0.91 per hun-
dredweight (cwt.), $1.425/cwt., and $1.64/cwt., respec-.
tively at 1977 rate levels. The tariff minimums involved
are generally 150,000 pounds (67,950 kg) in covered
hopper cars.
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Table 5. Breakeven and Capacity Considerations of a Rate Reducation Averaging
$0.375/Hundredweight During Trough Periods for Selected Carriers

Region Carrier

Weekly
Carload
Average

1

Trough Characteristics 

Length
(weeks)

2

Average Index
of Demand

3

Needed
Less in Cars in Needed
Trough Trough to Cars/Week Column 6
Revenue' Recover During
($1,000) Loss2 Trough Column 1

4

Southern
Southern
Seaboard Coast Line
Louisville & Nashville
Illinois Central Gulf

Eastern
Norfolk & Western
Penn Central
Chesapeake & Ohio

Northwest
Burlington Northern
Chicago & North Western
Milwaukee Road
Soo Line

Central West
Sante Fe
Rock Island
Southern Pacific
Union Pacific

Southwest
Missouri Kansas Texas
Missouri Pacific
St. Louis San Francisco

696 26 0.798 9,476.9
252 29 0.527 2,527.2
702 15 0.904 6,246.8

1,221 24 0.876 16,845.9

1,098 25 0.811 14,609.4
1,152 16 0.863 10,438.9
173 28 0.78 2,479.3

5,746 16 0.88 53,093.2
2,773 10 0.863 15,704.7
1,517 13 0.893 11,557.2
989 11 0.839 5,989.6

2,768 14 0.74 18,816.6
2,112 15 0.845 17,567.8
282 23 0.657 2,796.2

1,865 20 0.852 20,855.6

202 22 0.736 2,146.6
1,878 18 0.885 19,633.0
495 17 0.738 4,075.3

5 6 7

5,693 774 1.112
1,518 185 0.734
3,753 885 1.260

10,120 1,491 1.221

8,777 1,242 1.131
6,271 1,386 1.203
1,489 188 1.087

31,896 7,051 1.227
9,435 3,337 1.203
6,943 1,889 1.245
3,598 1,157 1.169

11,305 2,856 1.032
10,554 2,488 1.178
1,680 258 0.915

12.529 2,215 1.188

1,290 207 1.025
11,795 2,317 1.234
2,448 509 1.028

'Columns 1 x 2 x 3 x $656.25 reduction in revenue per car
'Average revenue per car assumed to be $1,664.58, which is the average of three export rates less $656.25/car rate reduction for trough movement

Since many hopper cars have actual capacity of
200,000 pounds (90,600 kg) an average shipment size of
175,000 pounds (79,275 kg) has been assumed. Table 4
compares the assumed rate levels, the range of discounts
needed, and the net return to the railroad. Even when
only the low level of discounts is applied, rates are
reduced by at least 20 percent.

Traffic increases necessary to offset lower rates:
Table 5 presents an analysis of the carriers' ability to
attract enough new business to offset an average rate
reduction of $0.375/cwt. (45.359 kg), ($0.46 + $0.29)/2
during the trough period. The average reduction was
applied to the carloads originated in the trough to esti-
mate the carriers' immediate loss in revenue (column 4).
On the assumption that the average revenue per trough
car is $1,750 cwt. (79.378 kg) times the mean of the rates
in table 4 less the $0.375/cwt. discount, the number of
cars to offset the revenue loss is calculated in column 5
and expressed per trough week in column 6. The final
column of table 5 relates the necessary carloads per
trough week to the annual weekly average. This repre-
sents the percentage increase of weekly carloadings dur-
ing the trough necessary to break even with the level of
revenue experienced before the discount."

"Two carriers, the Seaboard Coast Line and the Southern Pacific, need
less than the average weekly number of cars to attain breakeven during
the trough. This situation arises because of the extreme seasonality
experienced by these carriers where most of the traffic is originated
during the peak. Thus the 52-week average is not representative of the
level of business that is actually experienced during the trough.

The seven carriers who would need more than a 20-
percent increase in off-peak weekly carloadings repre-
sent 60 percent of the average weekly carloadings of a
sample. Although all of these carriers may have had
individual weeks where they originated more carloads,
it is doubtful that they could sustain such a level of car
supply over the entire trough period. There is a strong
indication from Table 5 that the carriers face an all-or-
nothing situation. If such large discounts are needed, it
is not clear that the carriers have the capacity to handle
enough new business to break even.

Risk of deficit operations: Other factors support the
conclusion that carriers simply will not be able to pro-
vide this magnitude of savings. One is that many grain
rates are already substantially below the rate levels as-
sumed in tables 4 and 5. Many of these rates involve
multiple-car or trainload quantities (50-car trains to the
West Coast have rates of $1.02/cwt., and three-car rates
within the SFA territory average around $0.55 to
$0.60/cwt.). Hence, the rate of revenue recovery from
new business may be lower than assumed in table 5.

Another consideration involves the amount of mar-
gin in existing rates and how far they could be cut. I
1976 the Association of American Railroads (AAR) re-
ported an industry-wide operating ratio of 85.8 per-
cent.12 The discounts listed in Table 4 would force a

'Association of American Railroads, Yearbook of Railroad Facts, 1977
Edition, Washington, D.C., pp. 13 and 15.
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reduction substantially below the 85-percent level.
Such theoretical rate discounts would force the carriers
below an out-of-pocket cost level unless there were
some concomitant adjustment of cost, such as multiple
carload minimums, shipper equipment, and so on. Fi-
nally, breakeven occurs only if the added traffic is new
business rather than traffic that previously flowed in
peak or normal periods. If this is not the case, then
breakeven is still more difficult to attain.

CONCLUSION
On the basis of the foregoing analysis, it appears that

the opportunities to generate profitable off-peak rail traf-
fic of grain through rate reductions are limited. The
analysis suggests that wheat would be unaffected by off-
season rates, while corn requires dramatic discounts.
Nor do other commodity groups present a great deal of
promise.

It also should be noted that, if a shipper suddenly
decides to move grain_ by rail during the trough, the
variable costs experienced by the carrier will not be
significantly different than under normal conditions.
The advantage of seasonal discounts appears to be better
use of existing equipment—spreading daily ownership
costs over more tons or trips. In other words, a slack
season implies available capacity—not necessarily free
capacity. Off-peak movements will have costs that have
not been shared by any other classes of traffic. Seasonal
rates must still, therefore, make a contribution to over-
head and, ideally, should attract traffic that would not
have otherwise moved at regular rates.

This finding does not mean that off-peak rates should
be discarded as an effective demand-response pricing
mechanism. On the contrary, the analysis demonstrates
that carriers must act individually and find those spe-
cific circumstances where off-peak rates can exploit un-
used capacity and would attract new business. In short,
there is little likelihood that the industry will be able to
act as a unit in establishing off-peak rates. Thus, carriers
may need more rate freedom so as to permit experimen-
tation on a more select basis. In the absence of more
freedom the carriers will simply be motivated to tax the
peaks, which may be the type of strategy that got them
into their present financial problems.

Discussion
Q: We have had seasonal gathering rates in the north-
west for about 15 years. But they are pretty well knocked
off now. There were two major influences causing the
seasonal rates: the navigation season on the upper Mis-
sissippi and the Great Lakes, which was basically from
May first to December first; and the harvest. We tended
to move more grain at this time.

In order to get more business in the winter, rates were
knocked down about 10 percent. Burlington Northern
started the change, and the Soo Line and Milwaukee
went along. More recently, the trend has been to make
rates flat the year round.

One of the things the railroads found was that there
was such a tremendous increase in farm storage that
there was no longer necessarily a harvest peak.

It used to be much easier to run a railroad. You ran so
many thousand cars up to the Dakotas at harvest time
and they all came back full. Big business. But, in recent
years, you run them out there and nothing happens. The
cars just sit on sidings. Now you have market peaks that
are completely unpredictable, and seasonal rates are
gone, for the most part. There is one place where sea-
sonal rates still work, though. Let me give you a perfect
example—table grapes. California table grapes are all
harvested within a short time. You can't store the things.
They must be moved—now. It is immaterial, in this case,
what the off-peak rate is because there isn't any offpeak
traffic. All you have is peak traffic.

Beier: Yes, I agree. The line that I get from the carriers
relative to the publication of off-peak rates and gathering
rates that you refer to is that they apparently live in
deathly fear that they won't be able to cancel these rates
if they deem it necessary. Consequently, that mentality
has led them toward the more conservative approach of
having level rates throughout the year.

Q: Perhaps it should be noted at this point that seasonal
rates have been in litigation in North Dakota for years. It
is very easy to reduce a rate. Everybody is happy when
rates go down. But it is very difficult at the end of that
time to put the rates back up. Nobody likes to pay more
for anything.

The other thing that I would like to comment and ask
about, is this: There has been a lot of discussion today
about the Task Force and its recommendations. And
there have been some expressions that contract rates
may be the solution to all our woes. I don't want to say
absolutely and totally that this will not be the case, but I
have serious reservations. Contract rates can't be ex-
pected to solve our transportation problems for two rea-
sons. The first one is that contract rates and car supply
go hand in hand. Let's say you had a choice of carriers.
You went out and made a contract rate today and the ICC
gave you permission. But you made a bad contract. The
next guy undercut you and you're stuck with your con-
tract for whatever period you've contracted for. The
other reason I can think of is the captive shipper. I don't
know what a captive shipper is when 61 percent of the
grain moved out of North Dakota is moved by truck.
Clearly, the railroads do not have the total market for
grain. They used to but they don't anymore. Perhaps
what we have is a captive shipper in the contract rate.

What I think the Task Force is saying is, "Try con-
tract rates." This means you and I can try them, but have
the commission over here on the side to tell us if we've
been good boys or bad boys. I don't think that is a
contract rate. In the purest form, contract rate making
should be between you and I, not between somebody
else looking over our shoulder telling us whether we are
right or wrong.

Beier: My first reaction to your comments is this: I guess
I'm old enough to recognize that there is not one answer
to the rural transportation problem. I see contract rates
as an opportunity for railroads and shippers to get to-
gether and tailor-make a service which hopefully would
maximize efficiency. Whatever the opportunity is de-
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pends on how the ICC wants to put an umbrella over the
relationship.

There is still a substantial amount of work and study
that has to be done in terms of how contract rates are
actually going to work. My own orientation is that I
spent two years trying to figure out what kind of distri-
bution system is best suited for railroad customers. And
that is why I think contract rates are really a promising
option. It is going to take a long time to get things worked
out. Everything seems to take a long time in the railroad
industry. There will be a time of fruition and I think we
really have to try.

Q: The best example of what we're talking about is coal.
Because you have a mine, you mine the coal, you put it
in a train, and you haul it to the utility. It's burned there.
It's a situation with quite strict confinements. But in
agriculture you have a lot of grain grown in a lot of states
and it cross hauls back and forth. So you introduce a lot
of outside problems to affect the situation.
Beier: One of our problems is that common carriers are
supposed to be absolutely equal to everybody. If you
look at the classic definition of common carrier, rail-
roads fill that definition best. But perhaps this definition
has inhibited our imagination quite a bit. One of the
results is that we have a low common denominator and a
solution that isn't very exciting. That, I think, is why the
concept of contract rates is really an interesting step
forward.

Q: (William Gelston, St. Lawrence Seaway Development
Corporation) I've been led to believe that in grain ship-
Ping you pick the mode and the destination simultane-
ously. It is kind of an arranged situation. Did you find in
the seasonal aspect a mode shift and a destination shift?
Beier: No destination shift.

Q: One last question. I'm a shipper. I appreciate every-
thing you are trying to do for the shippers but don't you
think we ought to do something about running our busi-
ness ourselves and equalizing our grain going out of our
elevators and coming into our elevators over a 12-month
Period? If we are going to run a good business, I think we
can sit down with the railroads and tell them what we
are going to do and what we are trying to accomplish.

Also, I think you'll find that if incentives and prices
are out far enough farmers will make better and quicker
decisions. The farmer should have the opportunity to
make his decisions 3 or 4 months out. Besides, you
Shouldn't have to wait until he decides. Sometimes the
farmer waits for the market. The market is already there
When he decides.
Beier: I really can't comment much from the shippers'
Side. But it seems to me that the situation is one of give
and take. I generally try to impress upon my students at
the University that nothing is free. You make a decision
and there are certain costs and you hope that there are
benefits to offset them.

What I like about contract rates is that you can lay
some of those issues right up on the table. On the con-
tract side you expect me to hold this capacity available
to you when you want it. You are going to have to pay for
this. You look at the shippers' side and say there are both

risks and benefits. What has to be done is figure out a
place where the benefits exceed the risks.

I think that contract rates don't take anything away
from the flexibility that an individual shipper may have.
But they do allow both parties to get together to bargain
and work out any differences they may have.
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INTRODUCTION
The subject of transportation policy is both

intellectually fascinating and demanding. It is highly
charged politically. It is a matter of enormous economic
importance.

Bill Smith has told you about the development of
national transportation policy, and he has reviewed
with you the calls for a national transportation policy
statement. There have been sputtering efforts by various
assistant secretaries to produce one for the secretary of
transportation.

I'll never forget the numerous times we would ask for
a congressman's support, and he or she would respond:
"Well, I can't say whether or not I can support that. It
seems to be a good idea. On the other hand, where does it
fit in the overall national transportation policy picture?
Give us a picture, then we can fit in these pieces."

We never came up with a national transportation
policy statement that was really operational. And I don't
know that anybody else in the executive branch of gov-
ernment ever can come up with a really operational
statement of national transportation policy. Such state
ments, by their very nature, have to be broad generali-
ties. They have to deal with the problem in terms of
themes and principles. Principles and themes are very
important, but as Oliver Wendell Holmes once ob-
served, "Great principles of law don't resolve concrete
cases."

The problems that come to the desks of the policy-
makers in Washington are fact cases. They are not cases,
in most instances, that broad principles can resolve.
However, broad principles can help steer policies and
provide general guidance.

As I step back and think about where national trans-
portation policy is going and has gone in the three years
since I had anything to do with it, I'm struck by one
dominant fact. The policies of the Carter Administra-
tion, of Brock Adams and of Neil Goldschmidt are sim-
ply a continuation of the policies of Brinegar, Coleman,
Nixon, and Ford. There is no radical change in national
transportation policy that comes with the change in the
person who occupies 1600 Pennsylvania Avenue. Nor is
there great change that comes in the person who occu-
pies the seat of the secretary at 7th and G Street in
Washington, D.C. *There are enormous continuities.

What does the Carter Administration stand for on
transportation policies? Well, in a nutshell, it stands for
less government involvement in the various modes of
transportation. It stands for better management of the
existing transportation system infrastructure rather than
building new transportation systems. It echoes the
theme that the era of transportation building is over. The
era of better management and utilization is here. It
stands for the proposition, I think, that those who use
transportation systems should pay for them. It has been
in the forefront of urging passage of legislation to impose
user charges on barge lines, for instance. Today it is
conducting a study of appropriate allocation of highway
costs among various users of the highway system. It is
for constraining the Amtrak system and putting it under
some fiscal discipline. It is for avoiding Conrails in the
west. It is for avoiding further government involvement
in most aspects of transportation. It is for a private-sector
transportation system with minimal government inter-
ference.

Those are not particularly astonishing policies, but
they seem to make a lot of sense. What is astonishing
about them, from a political neophyte's point of view, is
that they are in almost every detail simply a continua-
tion of the policies of the predecessor's administration,
and in turn, its policies were a continuation of the poli-
cies of its predecessor's administration.

Why do those continuities exist? Essentially because
the best policy options have been pretty much ex-
hausted. The easy policy options have been found.
When a new assistant secretary for policy comes in or a
new highway or railroad administrator, or a new secre-
tary arrives, he finds that the available options are not
too numerous.

If you want to preserve a private-sector rail system,
and everybody states that as the objective, you largely
are forced to take the view that we ought to let the
marketplace work in rail transportation. If, as the Carter
Administration did, you want to produce a more effi-
cient airline system and lower airfares, 9.9 out of every
10 policy experts you consult on the subject will tell you
that less CAB (Civil Aeronautics Board) regulation
would produce that result. If you want to encourage a
more efficient utilization of the waterway system your
policy options really run in terms of making people who
use the system pay for it. If you want to get sensible
results out of the money that is going into Amtrak, then
you put more discipline in the system. If you want to get
better results out of Conrail the question is a bit more
difficult. But the answer certainly involves the follow-
ing elements:

• Don't make money readily available;
• Put discipline in the system;
• Take steps to make sure the institution doesn't be-

come an open funnel for treasury monies;
• Encourage further reduction in excess plant capacity

and excess labor; and
• Rationalize the existing system of labor protection.

For most major issues there are not many good policy
options. If there were more, somebody back along the

lin
in t
anc
chc

poi
pol
aut
uni
car
air]
kn(
aim
has
thi;
tioi

the

in
flex
tha

12(
Av,
the
trai
flat
pm
bra
of
Tei
cis]
be
the
Fec
Boi
Ho]
age
bu(

sol
if t
cri;
Col

Poi
On
deE
jut
but
mi

dic
but

sin

ho,
Pr(
Pec
tio

68



on
for
; of
the
ian
the
he
. It
use
)en
ose
is

Jay
t is
ler
the
ent
tor
er-

)ut
Lng
, is
Ja-
)n,
)1i-

Ise
3X-

id.
r a
re-
iot

111,

)ly
he
ter
'Ti-
;ry
DU

Dri

a
ur
ho
)le
en
;et
re

)e-

Ay

cy
he

line would have found them. So when new people come
in they find that the policy options are largely exhausted
and that their predecessors have made pretty sensible
choices.

Another aspect of national transportation policy im-
portant to keep in mind is its diversity. Transportation
policy is what we do with ports, steamship conferences,
automobiles, airbags, seatbelts, safety devices on trucks,
uniform weights on the highways, and aid to the handi-
capped who ride mass transit. It is railroads, cabs,
airlines, buses and international aviation. Nobody can
know it all. Nobody can come close. Therefore, it is
always presumptuous of anybody to stand up and say he
has the answers to the transportation problems facing
this country. Nobody can possibly be an expert on na-
tional transportation problems. You are lucky if you
know one field; if you know the automobile industry, or
the water industry. I can't pretend to know any of them.

The person who comes into the job as a policy-maker
in Washington is confronted with the fact that he can
never know enough. He is also confronted with the fact
that he has only a small piece of the action.

The secretary of transportation runs an agency of
120,000 people made up of the Coast Guard, the Federal
Aviation Administration, the Railroad Administration,
the administration that regulates auto safety, the mass
transit agency, and many others. He can't really coordi-
nate all of that. He has only a piece of the whole trans-
portation picture from the point of view of the executive
branch because the Maritime Administration is outside
of his control, as are the Corps of Engineers and the
Tennessee Valley Authority, each making important de-
cisions that affect the U.S. transportation system. Also
beyond DOT control are the U.S. Railroad Association,
the Interstate Commerce Commission (ICC), and the
Federal Maritime Commission. The Civil Aeronautics
Board is beyond the DOT. There are sets of transporta-
tion advisors in the White House and the Office of Man-
agement and Budget (OMB) watching transportation
budgets and overseeing policy.

Crises come every week to the secretary's desk for
solution. So he is jumping from this to that to this. Even
if there could be a coordinated approach to all of the
Crises he must handle, he has to follow guidelines from
Congress.

Congress has a highly splintered approach to trans-
Portation. The House has no transportation committee.
One House committee deals with railroads. Another
deals with pipelines. The public works committee has
Jurisdiction over waterways, aviation, and highways,
but shares authority over these modes with other com-
mittees. The Senate situation is a bit more streamlined,
but the Senate, too, has a wide-ranging diversity of juris-
diction over the single subject of transportation but no
single transportation committee.

There is one continuity important to keep in mind,
however. Congressional reaction to executive branch
Proposals is just about the same now as it was when
People like myself were submitting proposals on na-
tional transportation policy. The executive branch takes

69

a different view than Congress in transportation matters.
Congressional constituencies are different. The execu-
tive branch wants curtailment of Amtrak more than Con-
gress does. The executive branch wants to spend less on
mass transit than Congress does. It wants higher water-
way user charges and more air, truck, and rail deregula-
tion than Congress will allow.

One thing we don't seem to have in transportation
policy is partisan politics. We have intense controver-
sies such as the airbag, aid to the handicapped, and
deregulation. But those don't break out as Republican
versus Democratic party issues. If I gave you the 1976
Democratic and Republican platforms on transportation
policy, you couldn't tell the difference.

MAJOR ISSUES
If I were still in a position of influence in national

transportation policy, I would single out four issues for
concentrated consideration during the 1980s. One
would be revitalization of the rail system, the sickest
and weakest link in our freight transportation network.
Steps to revitalizing the railroad industry seem to lie
largely with deregulation, rather than in supplying large
amounts of federal dollars. One of the lessons we
learned from Conrail, from the 4R Act, and the 3R Act is
that putting money into the rail system doesn't solve
basic problems. I believe it would institutionalize the
inefficient structural arrangements at the core of the
industry's problems.

A second major issue requiring priority focus would
be taking steps to preserve the trillion-dollar investment
in the nation's highways. The deferred maintenance on
the railroads is large, but the deferred maintenance on
the highways is staggering. For every million dollars we
put into the highway system, about a million and a half
comes out in highways that are used up. We are falling
behind. The capital shortfalls are enormous.

We must find new and better funding sources for the
highway system. That is going to take some political
action and probably political courage.

A third issue is finding more energy-efficient ways to
move people and freight. In large part the transportation
system will adjust to higher fuel prices and produce this
result. At the same time, government transportation pol-
icy will play a significant role because if we don't allow
the marketplace to work, both in energy and transporta-
tion markets, then we won't place the real energy costs
into transportation policy and purchasing decisions.
Therefore we won't get the modal splits based on the
energy characteristics and fuel cost intensity of the vari-
ous modes.

The fourth issue is coordinating our approach to the
automobile. In the past 10 years the automobile industry
has gone from the least-regulated sector of the American
economy to perhaps the most regulated. And it has done
so in the shortest time of any industry that has come
under the wing of regulation. The consequences have
been staggering.

This is not to deny that there are important social
goals to be pursued in terms of producing cars that are



more fuel efficient, safer, and environmentally sound.
But the way the regulatory system is working it is not
accomplishing those objectives effectively or prudently
in terms of the larger national issues at stake. It is putting
the automobile industry under a crushing burden of
capital expenditures and uncertainty in complying with
the federal regulatory scheme. I know from personal
experience that scheme is anything but coordinated.

The agency I formerly headed was given the respon-
sibility to regulate the automobile industry for fuel effi-
ciency and to establish fuel economy standards. At the
same time, the EPA (Environmental Protection Agency)
was carrying on an intense environmental regulatory
program. These two programs were on a collision
course. The EPA said piously that their regulations were
not having an adverse effect on fuel economy. Such an
opinion was preposterous. We could not achieve the
fuel economy goals that we were trying to get to because
EPA was attempting to reach environmental goals that
exacted a high fuel cost. That situation produced an
enormous deadlock that Congress eventually resolved
by softening the environmental requirements. But it still
seems to me that unless some better answer to this prob-
lem is found we are going to see more of the Chrysler-
type problem in the automobile industry. That is neither
good transportation policy nor good government

POLICY THEMES
What are the major policy themes that we're likely to

see running through transportation in the decade ahead?
Clearly, energy is going to dominate everything. It will
cause continued emphasis on better management of the
highway system and the infrastructure of the waterway
system. This will include emphasis on, it seems to me,
appropriate user charges.

The DOT is currently undertaking a study in re-
sponse to the 1978 Congressional action to impose user
charges for the first time on waterways. Congress told
DOT to report on how that system was working in prac-
tice and to recommend an appropriate level of user
charges. Since DOT has always taken the view that there
should be full cost recovery, it is very likely that they
will again recommend much higher levels of cost recov-
ery than Congress will find acceptable.

Regarding the highway system, it seems to me that
the pressure will be enormous to find new funding
sources and to readjust the current funding system. The
governors simply cannot find from state funds, the reve-
nues to pay for the maintenance of highways that are so
badly deteriorated. They have come to the public works
committees of Congress. These committees anticipated
this problem in 1978 highway legislation. DOT was told
again to study the questions of equitable funding and
funding sources. Because that study is likely to find that
trucks underpay and automobiles overpay, there proba-
bly will be enormous pressure for some readjustment of
the entire highway funding system. Some new funding
sources have to be found for the highways to avoid a
highway system fiscal crisis.

I predict that we will see continued emphasis on
deregulation. Deregulation really means letting the
marketplace work in the buying or selling of truck, air,
and railroad services. Economists have long argued that
the transportation marketplace is competitive and if un-
regulated, or at least less regulated, would perform far
better. In the 1970s and 60s those studies were largely
disregarded. In the 70s, the people who came into policy
positions either were economists or had read these stud-
ies and were influenced by them. So we found enormous
emphasis on the economists' studies which showed that
trucking, for instance, is a competitive industry and
would work better unregulated.

Railroads and airlines were over-regulated. That
situation culminated in proposals during the Ford ad-
ministration for motor-carrier, airline, and rail-truck
deregulation. None of those proposals really came to any
fruition. But it certainly put that Administration clearly
on record saying competitively structured railroad,
trucking, and aviation marketplaces are in the national
interest.

Then the Carter Administration came in and lo and
behold adopted those same policies. The academic pol-
icy spinners seem to have prevailed again. We find
someone like Brock Adams who in Congress had been a
leading opponent of airline reform becoming in the DOT
a leading champion, albeit with a little arm twisting
from the President, of an airline deregulation program.
Now we see the Carter Administration continuing to
emphasize motor and rail deregulation, building on the
fact that the airline industry is for practical purposes
deregulated.

The new ICC Chairman Darius Gaskins is following
in the footsteps of his predecessor Dan O'Neil with a
broad-based program to administratively deregulate the
railroad and the trucking industries. That is meeting
with intense opposition from the trucking industry,
which has gone to the Congress and sought to put a stop
to the administrative agency's efforts. This is a curious
turning of the tables because historically the regulatory
agency was the champion of regulation. The CAB started
the march the other way in 1975 when its chairman John
Robson said that he thought there was too much aviation
regulation and the CAB should go out of business. Rob-
son was followed by Chairman Kahn who said the same
thing.

Now we have the ICC going the same way, and we
find the Carter Administration in league with Sen. Ed-
ward Kennedy, just as it was on airline deregulation,
when seeking truck deregulation. Whether the truck
deregulation will come to fruition or not is questionable.
There is a strong lobby in opposition to truck deregula-
tion, but at least the policy direction is pretty clear and
I'm confident it will carry.

DEREGULATION
Let me just briefly address the substance of deregu-

lation's effect on the rural community. Certainly I am
aware of all the concerns with deregulation; that deregu-
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lation will result in a deterioration of the quality of
service and lessen the performance of the transportation
system.

It seems to me that while there are good reasons to be
skeptical about some of the claims made for deregula-
tion, the argument that the current regulatory system
stands as a bulwark to protect rural interests is falla-
cious. Regulation didn't protect small communities
from abandonment by the airlines. In fact, in the 15 years
prior to the legislation which is bringing the CAB to a
close, one-third of the points on the air system were
abandoned. They were abandoned under regulation in
response to the realities of the aviation marketplace. It
doesn't make a lot of sense to bring 707s into communi-
ties that only enplane 20 people a day. That loss-of-
service trend would have continued whether or not
there was regulation.

What the consumer got from deregulation was signif-
icantly lower airfares on those routes where lower air-
fares in the competitive marketplace made sense. Not all
routes by any means, but a number of routes, qualify.
Everybody didn't benefit equally from airline deregula-
tion, but I think you can make a strong argument that the
overall performance of the airline system is a lot better.
Average airfares are lower and a lot of places have more
service today than they had before. Of course some
Places lost service. But any policy decision worth being
called a real decision has some losers. My argument on
deregulation of airlines is that the gainers exceed the
losers by an enormous amount.

Railroads
How well does the current system of regulation re-

ally protect the interests of rural America and the grain
Shippers? I don't think it does a very good job because
regulation, while not the only cause, is at the core of ihe
rail industry's problems in providing the kind of service
that it should be providing in responding better to the
marketplace.

The regulatory system is requiring the railroad in-
dustry to adjust to the marketplace through a barrage of
regulations, through lawyers who file cases with the ICC
and defend those cases, rather than by making market-
Place adjustments. The troubled financial and physical
states of the railroad industry are testimony to the fact
that the industry has not been adjusting over the past 50
Years to the change in its economic environment. Its
environment has changed radically as the economy has
Changed and alternative transportation modes have de-
veloped. Railroads no longer have the monopoly they
had at the turn of the century, yet the regulatory system
is predicated on the possession of market power.

It seems to me that regulation is' antithetical to the
interests of a strong, healthy, financially viable, and
efficient rail system. So how can regulation be protect-
ing the interest of grain farmers? You may argue that
regulation keeps railraods serving some branchlines and
some country elevators that otherwise they wouldn't
serve. But how well does a railroad provide service on a
branchline with two or three cars every other week

when it is losing money on the service? Very few people
have much interest in providing a service for which they
lose money. That prevails for railroads, trucks, or
airlines.

When the marketing incentive to provide service
isn't there, it is not going to be a very good service. There
is considerable evidence in a study done in Iowa
suggesting that the entire grain distribution system
would operate a lot more efficiently if there was a
movement to utilize the efficiencies of unit-train and
multiple-car rail service. The study found that
improvements would come from relocating elevators,
phasing out inefficient elevators at the end of
branchlines, and modifying the whole distribution
system to take advantage of the inherent efficiencies that
rails have to offer in unit train service as opposed to
inefficient 3-, 4-, or 5-car service. There are also studies
that indicate that the after-effects of abandonments are
not as staggering and as disastrous as forecast in some
abandonment procedures.

Motor Carriers
Turning to motor carriers, the argument seems to be

that if we deregulate the trucking industry there will be
chaos. That means some collapse of the system, al-
though I never quite got that word defined with much
precision. It is also said that there will be a significant
reduction in service to rural areas.

Chaos somehow means a collapse of the market sys-
tem. It means that the services just don't get provided in
a reasonable way, that the quality of service falls, that
prices are jumping all over the place and shippers are
left without any kind of reasonable service. Now why
that would happen in trucking is, I must confess, a
mystery. I'm still prepared to be persuaded, but I never
could understand the arguments. Trucking seems to
have most of the characteristics of lots of other indus-
tries that are in the mainstream of the business system.
Entry barriers and capital costs are not too high, there
don't appear to be significant economies in big-scale
operations, variable costs are a large part of total costs,
and you don't get stuck with heavy fixed costs like you
do in other industries.

The other argument I also have difficulty with is that
there is cross-subsidy in the trucking industry. It is said
that regulation protects revenues on some routes where
you have a monopoly. Extra-high earnings can then be
shifted over to perpetuate service or to subsidize service
to places that otherwise wouldn't get service. This is a
sort of benevolent system of cross-subsidy. Maybe that is
the way trucking regulation works, but I doubt it. The
evidence I see is not very persuasive in showing that the
trucking industry or individual members of the industry
are actually taking excess profits from operations on
rich, dense routes and then using those excess profits to
serve the larger social goal of seeing that rural America
gets trucking transportation service. Maybe there are
some instances of that kind of subsidy. But I don't
believe that is the way the system operates generally.
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When I was in DOT we said we were willing to test
that proposition. We said we would be persuaded if the
trucking industry would come in and show just how
great those excess profits were on what routes and then
show us the other routes where those excess profits were
used to continue uneconomic service. We never got an
answer to that one. We did do some studies that indi-
cated there were people who were specialists in provid-
ing rural service—rural carriers who don't have the
routes from Chicago to Minneapolis to Salt Lake City to
subsidize the routes into Idaho and Montana and they
seemed to be thriving.

I can't see that rural America stands to lose very
much by a competitively-structured trucking industry.
But I can certainly appreciate the concern, and maybe in
some cases truck rates would go up. But how high and
how much? And if it is our national policy to subsidize
locational decisions and to subsidize activities in cer-
tain parts of the country as opposed to other parts of the
country, it is pretty clear we could do that a lot more
cheaply by direct subsidy. One of the fundamental prin-
ciples of economics is that direct subsidies are a lot less
expensive than indirect subsidies. You can monitor
them, decide how big they should be, and decide who is
to get them.

Discussion
Q: (Ron Arnold, Minnesota Water Planning Board)

You mentioned a minimum user fee study. That would
appear to be more of an executive than a legislative
commitment since the Legislature authorized about $8
million, but appropriated only $1 million. What do you
see ahead in the user fee concept?
Snow: I think there is going to be continuing tension
between Congress and DOT on the subject of user fees.
DOT took the failure of Congress to give it greater fund-
ing as a testimony to the fact that Congress agreed with
the results of the prior studies. DOT's prior studies had
reached the conclusion that full user charges were re-
quired and therefore no further substantial new studies
were needed. I don't think that is what Congress in-
tended by cutting the funding. I think it will be a contin-
uing struggle to get user fees increased. It will probably
come only in response to the next major project in the
mid-80s, comparable to Locks and Dam 26 where the
environmentalists and railroads will try to use the lever-
age that the pressure for that facility creates to ratchet up
the user charges somewhat.

I don't see smooth sailing. I just see a framework
which is more favorable for truck and waterway trans-
portation. I would despair of ever seeing user charges
really implemented in general purpose aviation where it
seems to be a hopeless case despite DOT's continuing
effort. But I didn't mean to suggest that it could be
smooth sailing for barges and trucks.

As you know, the user charge came about because the
railroad industry, the environmentalists, and the Ad-
ministration formed a coalition that had the power to
block Locks and Dam 26. That brought the waterway

interests and the grain interests to the table saying they
could live with 4 cents going to 6 cents going to 8 cents
going to 10 cents and a study.

Q: (Bill Sternad, consulting engineer, Wayzata, Minn.)
Do you have any feel for how well the railroad or any
transportation industry does in establishing their true
costs? For example, does the Chessie System know what
it costs to get a car from Chicago to New York?
Snow: Well, I think the railroads have a pretty good
sense of costs. I think the trucking industry has an even
better sense. Truckers have costed out their activities
better than the rails have. The railroad industry has
more joint and common costs, so it is a somewhat more
difficult costing problem. But I think there is enough
knowledge about costing and accounting in the railroad
industry to lead to much better results than you are
getting today. Everybody knows that the costing system
the ICC has given us is not very useful. It is a testament to
accounting turned upside-down rather than a testament
to any kind of rational accounting system. Costing is a
problem for rails, granted, but it gets worked out in lots
of industries that have complicated costing systems.

I think there are problems in costing that come from
having lived with regulation for 90 years. The railroads,
I think, are many degrees removed from the market
system that those of you who live in the mainstream of
business know. Railroads are accustomed, when they
price their product, to talking with their competitor
about what he is going to charge. They are accustomed to
dealing with things collectively and to using a regula-
tory process to change rates and respond to markets.

I think we probably will find a whole new crop of
people coming into the marketing departments of
railroads as we move into deregulation. The ICC has said
railroads can have contracts. ICC is granting exemptions
on many commodities. The ice water of deregulation is
about up to our ankles, and every week we are moving
further and further into that pond. I think all this is going
to take significant adjustments, and I don't think the
railroad industry today knows how to live with
deregulation.
Sternad: This seminar has been addressing deferred
maintenance of rails and highways. But nobody can
measure the damage that a truck does to a highway or a
hopper car to a railroad track. Therefore, a pricing sys-
tem is particularly elusive, isn't it?
Snow: The congressional budget office recently told us
that one 80,000-pound truck does the damage of 9,600
cars. This comes from a study by the office on heavy
trucks. Granted, they are talking about very heavy trucks
and over-loading. I don't know if this is accurate or not.

Q: (Mike Martin, Oregon State University) As you know,
the ICC pre-dates the anti-trust laws. As a result, the
exemption of railroads from ICC anti-trust constraints
predates the anti-trust laws. Assuming you legislate
away the ICC, then you would have to legislate away the
exemption from prosecution by the Justice Department.
How do you expect, as an attorney and as a policy-
maker, the railroads would be treated in an environment
where they would be open to litigation by the Justice
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Department for a variety of practices that are clearly in
violation of the letter and the spirit of most anti-trust
legislation?
Snow: I think that if railroads get deregulation they are
going to have to give up rate bureaus. They just go hand
in hand. Then there will be a number of years of trying to
find how to stay out of jail. The lawyers will be very
cautious, you know.

Already the ICC has taken some steps in this direc-
tion. They have told railroads that they can't use rate
bureaus for consideration of intrastate rates. At first
everybody thought that was going to be absolute disas-
ter. But every railroad law department, at least those I
know of in the AAR (Association of American Rail-
roads), wrote the marketing departments a letter, a very
clear memo, which said A, B, C, D, E and F cannot be
done anymore. And they stopped it. The system didn't
fall apart.

Now going to the interstate rail system, I think there
has to be some recognition that the rail system is an
integrated network with 70 percent or so of all traffic
interlined. Invariably at times you are going to be inter-
lining with somebody who is also your single line com-
petitor. That creates under standard anti-trust doctrine a
problem because a conspiracy can be inferred from com-
mon prices. You would have common prices between
the single line and the joint line, with the link being the
rate bureau. Does that mean you have to charge a higher
rate for your single line rate and not get any traffic there?
Or do you charge a lower rate and get all the traffic? I
think we can make a good argument to the Justice De-
partment; I have been trying to do that for the last year. If
they ever do totally eliminate rate bureaus—and the
current proposals don't go that far—then you would
need some accommodation.

The issues of mergers and abandonments are not
coming right now. There is nobody really talking about
deregulating abandonments. The same holds for merg-
ers. While the Administration's bill would have put
mergers under antitrust laws, that was a proposal that
had little inherent merit in it given the state of the
railroad industry. Because of excess capacity and the
case for some mergers, the proposal was withdrawn.

I don't think we are ever going to get total deregula-
tion, at least in my lifetime. I think the ICC is going to be
around to carry on a number of regulatory functions for
the indefinite future. ICC's function will continue to
include maximum rate regulation. The political consen-
sus is that there are pockets of railroad monopoly power
Which will preserve regulation over such power, preda-
tory prices, and discrimination.,

Q: It appears that you feel deregulation will provide
more possibilities of railroad rehabilitation than the way
things have been. But where is enough money going to
Come from, even with deregulation? If we don't put
Public funds into rehabilitation of the railroads then all
We'll have left will be the major lines, which were fortu-
nately located or with fast enough economic growth to
keep themselves covered financially. What is your
thinking on this?
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Snow: There will have to be a shrinkage of the rail
system. That is the way that you adjust to the capital
shortfall. There will also be downgrading of main lines
to secondary lines and that will reduce the capital drain
on the industry. I think we are going to have to face the
propsects of a smaller, pared-down rail system, a re-
structured rail system, one that doesn't have as many
branchlines running through the Upper Midwest as it
has today. I don't sense that Congress has any great
disposition, for instance, to perpetuate the Rock Island
or the west end of the Milwaukee.

I see a growing realization in Congress that funding
uneconomic rail lines is an unending proposition. If you
fund the west end of the Milwaukee, for instance, you
never stop because it is never going to get reorganized to
have enough freight running over it to be self-sustaining.
As for the Rock Island, I think the general judgment is
the same. You can fund it today and put it in topnotch
shape. But 10 years from now, if you don't keep funding
it, it will be run down again. What really is the national
interest in funding redundant rail capacity?

The market is a pretty good mechanism for taking us
to a restructured rail system that fits the capacity of the
rail network to the demands of the marketplace. Trucks
can do a lot of services more efficiently than rails can
and the shippers want truck service. Barge lines can
provide some services more efficiently than rails can.

The only way, it seems to me, that you are going to
make the Rock Island or Milwaukee or a lot of rail capac-
ity viable in the long term is to take some measures to
substantially raise the cost of barges and highway carri-
ers. While the case for doing so is very strong, I am not
optimistic that Congress will act quickly. Even if it oc-
curs, I think that many lines of those carriers would
remain uneconomic.

Q: There's no question that in some areas deregulation
might be an advantage and that in other areas it
wouldn't. Take for example what might happen if the
movement of grain in Minnesota was deregulated. What
would happen after the rates are high and demand is at
its peak? Who's to take care of needs and give the service
when the peak rates are gone? What happens when
people live here in Minnesota and all of a sudden their
businesses are replaced by people who live in Texas and
Oklahoma? What happens to small towns when their
residents can't make a living?
Snow: You puzzle me, because that is the way transpor-
tation service is provided in most states and certainly
throughout the country on interstate agriculture move-
ments. I don't see a mass exodus out of Texas because
the haulage of fresh fruits and vegetables is deregulated.
I don't think I get your point.

I went down to Texas 3 or 4 years ago because of
complaints. I had heard that the fresh fruit and vegetable
market was not being adequately served by owner
operator exempt truckers. I felt it was important to know
a little bit more about the owner-operators. So I asked a
friend who was in the truck broker business to go down
to Texas with me and see what this was all about. I put
on old clothes and just walked around and visited with



various people who ship fresh fruits and vegetables. I
asked a lot of dumb questions like, "Do we have enough
trucks today?"

I will never forget the guy who had a big onion
operation. I said, "My God, this looks like a busy place."

"Ya," he said. "Onions have never had a higher price
in New Jersey markets than they have right now."

"Boy!" I said. "I bet you are having a tough time
getting trucks."

"What do you mean a tough time getting trucks? I'm
getting all the trucks I need."

I said, "You're paying through the nose aren't you?"
"Yeah, I'm paying. Rates are up, but so what? My

onion prices are the highest in the history of the onion
business. I can pay those rates. Prices are so high and the
demand for trucking is so great that they are pulling in
reefers."

I asked, "What is the significance of that?"
He looked at me like I was a moron and said, "Don't

you realize those reefers are used to move melons?"
I said, "Oh you're pulling those things away from the

melon people. Melons aren't moving. Think of all the
melons going to waste."

He said, "Aw, come on. In a week the onions will be
moved and they will get these reefers back and then they
will move the melons. In the meantime, I'm getting the
trucking service when I really need it."

Well, he didn't have a Ph.D. in economics, but he
certainly knew how to get resources allocated in a way
that made economic sense to me. For the life of me, I
don't know what is wrong with the kind of system that
puts trucking capacity where the marketplace says it is
valued most.

I asked that same onion man, "Isn't that sort of unfair
to the melon people?"

He replied, "Well, heck, if they want the trucks they
can bid them back from me."

Q: (Bill Gelston, St. Lawrence Seaway) Given the regula-
tions that exist and would exist under more deregula-
tion, how do you see the opportunities or incentives for
common ownership of intermodal transportation in the
marketplace?

Snow: I think that the barriers to intermodal ownership,
as a practical matter, are pretty low today. If you're a
railroad and you really want to get a barge line, you
probably can. If you really want to get the various restric-
tions in your rail-affiliated trucking company certificate
removed you probably can.

While related regulations are on the books, I think
that by and large they are not a major obstacle to an
intermodal transportation company. It seems to me the
real obstacle is that nobody has really proven that they
are a very good idea, that they work real well. Take your
Canadian competitor, Canadian National, which is a
multi modal company. They say, "Well, we set this
thing up to be a coordinating company and we found
that we just didn't get much value out of that integrated
operation." Now they are off and running independ-
ently of each other.

It seems to me that there is very little sense in having
these restrictions in intermodal ownership. After all, the
rationale was that a giant railroad industry was going to
use its power to buy truck lines and frustrate the devel-
opment of the trucking industry. The trucking industry
is now about six times as big as the railroad industry.
The risk of barge lines being preyed on by railroads
seems pretty small too.

From experience that I am aware of, nobody seems to
have found any gold in intermodal transportation com-
panies yet. I think the Canadian National is the best
example. They certainly set out to capture any synergis-
tic effects from owning all kinds of different transporta-
tion companies. But they found that there weren't any,
from what I understand.

Q: (Phil Raup, agricultural economist, University of
Minnesota) There are underlying assumptions and eco-
nomic considerations that have not been brought to the
surface in these discussions. Abandonment of rail lines,
the decline of rural communities, and the deregulation
of trucking take on their important characteristics
because of the implicit destruction of capital values
involved.

You destroy land values when you worsen the trans-
portation location of rural communities. You restruc-
ture the relative land values. You can live, make a profit,
and get services in those communities. But you can't
maintain the levels of land values that you had in those
communities before the transportation system changed
or deteriorated.

Similarly, I think much of the discussion about the
deregulation of trucking hasn't really dealt with the
destruction of capital values represented by the capital-
ized franchise and permit values that have built up
around these truck routes, lines and corridors. Mr.
Snow, you have been in a position where you had to look
at policy studies. To your knowledge, have you run
across any policy study that looked at the question in
terms of the impairment or destruction of capital values
that were involved?

Snow: Yes I did. Back in the days when I was in DOT the
question you raise troubled Secretary Bill Colman very
much. As the presidential elections approached, the
secretary started talking to me about the problems of
declining certificate values and what our policy ought to
be on that score.

I wrote a memorandum on the subject called "Certifi-
cate Values and Trucking Deregulation." I won't bore
you with the details of it, but according to the trucking
industry, there were about $3 billion worth of values in
certificates. The paper which contained that figure was
being used by the accounting department of the Ameri-
can Trucking Association to explain to the financial
community why the price earning ratios of trucks ought
to be higher and why the bond ratings ought to be higher.
Among the arguments was the fact that these certificate
values really are just pieces of paper that don't have
inherent worth except for regulation. Over time they
have been going up significantly, reflecting the in-
creased monopoly power of the trucking industry. Be-
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fore the avalanche of administrative deregulation from
the ICC there was considerable confidence that the ICC
would continue to pursue a very highly restrictive entry
policy which would have the effect of enabling truckers
to make extra-normal earnings.

Such a possibility is a product of regulation. If you
give me a monopoly, it will be valuable and it will help
me to finance things. But the public policy issue is a
little different, it seems to me. Should publicly granted
rights that acquire economic value be capitalized on by
the trucking industry and used as a reason not to pursue
more efficient arrangements of the structure of the in-
dustry? I ended up arguing that out of equity we should
take some consideration for the trucking industry certif-
icate values. Regulation should come in a way which
minimizes the impact on certificate holders, but you
cannot deregulate and maintain those certificate values.
The two objectives are inconsistent.

Deregulation of the trucking industry will mean a
decline in certificate values. As the ICC has announced
its deregulation policies, the market is already reacting
by diminishing the value of the trucking certificates. So,
if you want to buy a trucking company today, that piece
of paper saying you have an exclusive right to carry
widgets between A and B is worth less than it was 4
Years ago. Today's buyer knows that it isn't worth as
much because the expected monopoly returns are not
now as high.

Raup: What we're talking about is a reason why it's so
difficult to make comparisons between the United
States and other countries, the socialist countries, in
particular. We have a big structure of capital values in
this country that has only the paper value of the kind
you just described. Lawyers, doctors, dentists, account-
ants—all can sell their practices. We have built up a
capital structure of values here that is in some sense
fictitious; it distorts the return to the capital that goes
into our gross national product. So, when we have a
much higher gross national product than some other
countries, it is understandable that they might question
the real degree of superiority presented by the American
economy. The more regulations we have, the more we
build up these capital values.

Q: (Don Becksted, Cannon Falls) You made the state-
ment that subsidies are better made direct. Wouldn't it
be better to directly subsidize our Merchant Marine fleet
than to insist that our farm surpluses be shipped on
American ships?
Snow: I would think so.

An
Upper Midwest
Transportation

System to Serve
Agriculture
Jerry Fruin
Associate Professor of Agricultural and Applied
Economics
University of Minnesota

PROBLEMS
Transportation is critical to the well-being of Upper

Midwest agriculture not only from the standpoint of
providing the means to move farm products into export
channels, but also as a major contributor to the cost of
production as agriculture becomes more specialized
and energy costs increase.

I want to start by making three points. First, our
location in the Upper Midwest makes our farm products
especially vulnerable to transportation shortfalls. Be-
cause we are farthest from the oceans and the deep water
ports, we are the last to prosper and the first to be hurt
during swings in export demand. Consequently, we
have to be ready to ship to where the markets are located.
We must have alternative outlets. We must be able to
ship to the Gulf, out the Seaway, or by rail to the West
Coast.

So my first point is that the transportation system
serving the Upper Midwest must be flexible. We should
be able to respond efficiently to shifts in international
demand for farm products.

The second point is that we must reverse the reasons
for the trend of the last decade—moving from transpor-
tation crisis to transportation crisis, each one worse than
the one before. The increasing severity of these crises is
not due so much to equipment shortages as it is to the
fact that we haven't been replacing or repairing the
transportation infrastructure—roads, railroads, railroad
classification yards, and waterway improvements—as
fast as we are wearing them out or they become obsolete.

Obviously, we have not met the expanded demand
placed on transportation when farm exports took off, so
to speak, in the 1970s. We have not been investing
enough to replace existing facilities. This is a new phe-
nomena in the United States. Since the formation of the
republic, this country's leaders have recognized the
need for improved transportation as a means to promote
commerce. Enormous quantities of resources, public
and private, were devoted to the development of the
transportation infrastructure.

For example, we had the railroad building era from
the Civil War until about 1906 when the average farm in
the corn belt was only 7 miles from a rail stop—not a
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railroad but a rail stop. During the 1920s and 30s. we
built rural roads and the old federal primary road sys-
tem. During the 30s we built most of the locks and dams
on the Mississippi. During the 50s and 60s we built the
interstate system. So for over 100 years, except during
wars, transportation capacity was increasing.

In recent years a combination of factors including
inflation, delays or even cancellation of worthwhile
projects for environmental reasons, political pressures
for mass transit, and indecision over what to do for the
bankrupt or failing railroads have caused this annual
increase in transportation capacity to be reversed.

I want to point out that more than physical depreci-
ation of railroads and highways is involved here. We
must also be aware of technological obsolescence and
locational developments that reduce our real transporta-
tion capacity. A good example of the latter is the location
of railyards in downtown areas—an ideal location for
the 1880s but definitely not for the 1980s.

The third point is that agricultural transportation is a
system made up of many individual but related parts.
These parts are generally controlled by separate entities,
whose goals may be in conflict. Minimizing the costs in
one part may increase costs elsewhere, and in fact it may
increase total transportation costs. That is, what's best
for one individual might not be best or even very good
for the system. For example:
O Long truck lines at terminal elevators. The cost of

waiting is put on the trucker or shipper. It could be
solved by more dumps or storage. Then terminal costs
would go up, of course.

O Overweight trucks. Carrying an increased payload can
result in lower unit costs to the shipper, but the public
has to pay for a road damage increase that could cost
more than the transport savings.
I want to emphasize the interrelation of the parts in

the system. A failure or bottleneck in one part may
manifest itself elsewhere by delays, increased costs, or
other problems. Our so-called equipment shortages are
frequently not shortages, but symptoms of system break-
down that cause poor equipment utilization. If we were
to get the same kind of turn-around in rail hoppers that
we did in 1972—about 18 trips per year—our recent car
shortages would have been much less severe. Other
parts of the system had the following problems:
O Slow orders due to poor track,
O Lack of power, and
O Poor turn-around at ports.

SOLUTIONS
Now I'd like to talk about what must be done if we are

to have a transportation system that meets our export
needs.

First, we must commit massive amounts of funds
—probably public funds—to rebuild our railroad sys-
tem. This rebuilding includes key lines and new or
relocated yard and terminal facilities. Priority should be
given to projects that will improve operations and lower
costs. I don't mean we should save and rebuild every
branchline as we had and still have many miles of rail-
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road in the wrong places. Many railroads don't generate
enough cash flow to maintain the quality of roadbeds
and service this country needs. We should quit kidding
ourselves that there are magic or painless solutions like
deregulation that will make things better soon. Basi-
cally, railroads can't compete with trucks for much of
the new traffic no matter what rate-making freedom they
are given.

Railroads are at a severe disadvantage with trucks for
many kinds of freight because rail companies have to
pay for new facilities as they are constructed either from
loans or current earnings. Railroads generally serve the
old center-cities and warehouse districts; but new man-
ufacturing plants are frequently constructed elsewhere.
For example, a new plant goes in two miles from a
highway and by the time it is completed a new highway
is constructed, financed by tax revenues on an existing
right-of-way. Even if we assume that truck taxes will pay
for the road, this is the same as an interest-free loan to
the trucking firms who don't have to be concerned with
right-of-way acquisition, road construction, or bond
payments during slow times. So truckers get the busi-
ness, and the rail companies are locked out of business
that might have improved their cash flow.

If we really are serious about revitalizing rail service,
we must recognize this problem. The only solution I see
in the short run is increased public expenditures on
railroad right-of-ways.

The second thing we must do to provide an adequate
transportation system is make sure that adequate water-
ways are maintained. Water transportation is a vital part
of the Upper Midwest transportation system. Barge costs
to the shipper are generally one-fourth to one-half those
of rail and much less than those of trucking. Barge en-
ergy consumption is generally less than rail.

Specifically, the expedited construction of a new
Locks and Dam 26 on the Mississippi River at Alton, Ill.,
is a necessity. The current Locks and Dam 26 has been
operated at, or near, its capacity for the past four years.
The average waiting time for a tow to be locked through
the main chamber during the nine-month April-Decem-
ber 1978 shipping season was over 18 hours. During
November, 1979, the average wait was 33 hours.

In 1978 a total of 62 million tons passed through
Locks and Dam 26; 33 million tons were downbound
grain, 75 percent of all the grain of the Mississippi River
system. Of course, a substantial amount of that was from
the Upper Midwest. Current construction plans indicate
it will be eight years before the new Locks and Dam are
completed and 10 years before capacity will be signifi-
cantly increased.

I expect that grain shipment from the Twin Cities and
Upper Mississippi ports such as Winona will increase
even though the total tonnage moved through Locks and
Dam 26 cannot increase. This shipment growth from
northern ports will be possible because the expense of
long waits at Locks and Dam 26 will cause shippers in
areas such as southern Iowa to truck longer distances or
ship by railroad to the Gulf and avoid Locks and Dam 26.
The increased cost of rail over barge will generally be
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less if the distance is less. However, the resulting trans-
portation cost will be higher for all shippers as the north-
ern shippers will bear the cost of long waits and the
southern Iowa shippers will pay the higher truck or rail
rates.

Similarly, barge grain may be displaced from the
Illinois River and trucked to Great Lakes ports. This will
cause a volume increase on the Great Lakes-St. Law-
rence Seaway and cause that artery to reach capacity
sooner than expected, raising costs to those who have
traditionally exported through Duluth-Superior.

Consequently, the construction of the new Locks and
Dam 26 should be expedited and, in fact, the Rural
Transportation Advisory Task Force has recommended
an accelerated construction schedule for that facility.

Similarly, we should make sure that the St. Lawrence
Seaway and the locks on the Great Lakes don't become
too congested. The proposed two-week extension of the
shipping season on the Seaway should provide short-
term aid in this regard. I should point out, however, that
an extension of the Great Lakes shipping season or even
year-round navigation on the Upper Lakes would be of
little benefit to Upper Midwest agriculture unless the
Seaway is also open longer. We need good transporta-
tion to international markets, not year-round access to
Toledo, Ohio.

There are some significant environmental issues
involved with transportation on the lakes, Seaway and
inland rivers. These should be recognized and rationally
considered. However, there are also some very
important economic considerations that affect the well-
being of our area and our nation. These also should be
considered.

We need a strong infrastructure of roads and high-
ways to get products to locations where rail or water can
move them to export ports. However, we have a signifi-
cant financing problem. We generally have not been
building or rebuilding roads and highways as fast as we
have been wearing them out. Nationally, about one-half
of all road expenditures come from user charges, primar-
ily the gasoline tax. Most of the gasoline tax revenues are
spent on national and state highways. Costs of construc-
tion and maintenance on state and federal highways
have increased much faster than inflation since 1973.
However, our national policy is to reduce gasoline con-
gumption, which, considering our commitment to
cheap gasoline, has been relatively successful. The re-
cent gasoline price increases have had a further impact;
federal gas tax revenues are down 10 percent. The aver-
age state and federal gas tax in 1973 was 11 cents a gallon
or 33 percent of the price of gas at the pump. Now the
average tax is 13 cents a gallon or less than 13 percent of
the price of gas at the pump.

These relatively constant gas tax dollars with their
declining purchasing power just aren't adequate to
maintain, much less improve or expand, our highway
base. The increase to 80,000-pound truck gross weight
limits makes the situation worse as stress on pavements
caused by vehicle weights increases to the fourth power.
For example, an 80,000-pound gross weight truck
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weighs 20 times as much as an average car, but exerts
9,600 times as much stress as one auto. Depending on
truck configuration, the increase from 73,000 to 80,000
gross weight pounds will exert 25 to 40 percent more
stress per load. After considering the fewer trips needed
to haul the same quantities, total road stress will in-
crease about eight percent. There will be some energy
savings, but is it worth it? Poor road surface increases
energy consumption for all vehicles, not just trucks.

Rural roads were historically financed out of prop-
erty taxes and still are financed locally. These roads
were designed and based on the traffic needs of the
1920s and 30s. The roads and bridges were generally
designed for farm trucks and gross weights of 7 to 8 tons.
Seventy percent of rural bridges were built before 1935;
nearly one-half of these need major repair or replace-
ment. When the rural road system was constructed crop
yields were much lower. A much larger porportion of
this smaller farm output was in the form of livestock, not
grain; and cream, not milk; so total weights were less.

However, farm sizes are now much larger, averaging
something like 400 acres in 1978, up from 180 acres in
1935. Grain yields are higher and a larger proportion of
farm output is sold. As a result, we have more rural roads
than we need, but many of them are obsolete in terms of
today's requirements. We should consider how to re-
duce the number of rural roads and improve or at least
maintain those that remain.

Let me conclude by saying that an adequate transpor-
tation system for exporting Upper Midwest agricultural
products requires:

• A commitment to rebuild our major rail routes to both
the Gulf and the West Coast and to replace or consoli-
date obsolete yards and terminals in more advanta-
geous locations. This will undoubtedly take large
amounts of public money.

O An expedited construction of Locks and Dam 26.
O Capacity-increasing improvements on the Great Lakes
and St. Lawrence Seaway along with a season exten-
sion on the Seaway. Major capital expenditures will
also be necessary sometime in the future.

• An increase in maintenance expenditures for state
and federal highways along with vigorous enforce-.
ment of vehicle weights. The cheapest kind of high-
way maintenance is that which can be avoided.

• Finally, we must make some hard decisions about our
rural road systems. We will probably have to abandon
some of the less-used rural roads rather than pay the
costs of replacing obsolete rural bridges as well as the
costs of road construction and maintenance.



A
Transportation
Problem, in the

Eye of the Beholder
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INTRODUCTION
Little did I know that when I accepted the opportu-

nity to speak to you that 72 hours before the event a
major grain embargo would be upon us. This fact makes
even more critical our understanding of where we really
are in the current transportation arena.

The title I gave this presentation was "A Transporta-
tion Problem, in the Eye of the Beholder." I'm sure some
of you may have reacted to that title because there is an
implication that maybe everyone doesn't have a trans-
portation problem.

It may seem almost ludicrous to you to have someone
stand up in front of this group and challenge the very
reason for this gathering but nonetheless, you will find
me today playing the role of the devil's advocate on
several of the issues being expounded throughout the
country. But, before I talk about specific problems, real
or perceived, I would like to tell you a little about who I
am and from where I'm coming. It may help you to relate
to my minority point of view and perhaps allow us,
together, to come to a better understanding of what
transportation problems we face today. I work for Car-
gill, Incorporated, a major agribusiness corporation, pri-
marily involved in the marketing, transporting, and
processing of basic raw materials. I work for the com-
modity marketing division and presently function as the
general manager of the producer marketing department.
This position leaves me with national responsibility for
the operation of 110 country elevator, feed, fertilizer,
and agricultural chemical businesses. We will ship in
excess of 200 million bushels of grain via all modes of
transportation as well as deliver a variety of products to
our farmer-customers in the form of both bulk and pack-
aged commodities. Our total sales are approximately $1
billion. We employ approximately 850 people with our
greatest concentration of activities in Minnesota, Iowa,
Nebraska, North Dakota, and Montana. We have loca-
tions as well in Indiana, Illinois, Missouri, Kansas, Okla-
homa, and Texas, but our greatest volumes are generated
in our basic five-state territory. We currently operate
1,200 covered hopper cars and have an additional 800
.cars on order to be delivered January through April,
1980.

I tell you all of this background to show that I am
deeply involved on a daily basis in managing a grain

business that has become, for the country shipper, a
transportation game.

In the fall of 1976 I was named a director of the
Minnesota Agri-Growth Council and, through that orga-
nization, was invited to participate in Governor Quie's
transportation task force during this past year. The rea-
son that I agreed to volunteer that time was that I am
concerned about two things. The first is that the state of
Minnesota has a problem relative to the rest of the coun-
try. I am a native and a resident of this state. I have
several businesses for which I am responsible in this
state, and I feel a duty to both my company and my
community to do something about it. My second con-
cern lies in the kinds of solutions we seek. I would like to
be able to influence those solutions since I have strong
feelings as to where we should be going and, more im-
portantly, how we should get there.

THE PROBLEM—WHO HAS IT?
A transportation shortage can be perceived by the

national observer as a shortage relative to the total de-
mand for domestic and export products to be moved. It
can also be stated as the availability of transportation
relative to the most critical bottleneck in the marketing
system. Or, it can be stated as a transportation shortage
relative to all the product that wants to move. I believe
it's important we recognize these differences and iden-
tify which circumstances we are talking about.

Grain is the area about which I have the most knowl-
edge. The conditions in the grain markets today best
typify, in my mind, the transportation situation. Thus, I
feel it's valid to draw conclusions based on develop-
ments in the grain trade and generalize from them.

The past three years tell an interesting story. The
conditions were:
O Growing demand for export grain,
O Two record winters (adverse weather conditions)

back-to-back, and
O Two of the largest crops back-to-back.
Our system was tested. Prices began to rise. Foreign
buyers came to the trough and our American farmers
went to their country elevator. It became common
knowledge that we had a transportation problem. An
outcry for solutions has been heard. A national transpor-
tation Task Force has been formed. A state task force,
likewise, was formed and from many came the solution
that what we need is government-owned hopper cars
dedicated to a region to solve "the problem." In Minne-
sota we also suffered a strike at the port of Duluth, a
trucker's strike, broad-scale threatened railroad aban-
donments, and, at best, declining rail service. All of this
is familiar to you. What may not be familiar are the
developments in the grain complex since Dec. 1. Let me
share some of them with you.
O The pattern of winter congestion starting first on the
broad plains of the country and ending on the Illinois
River failed to develop.

O Predicted increases in railroad power came to pass
through a combination of circumstances. They in
cluded delivery of new engines but, more impor-
tantly, the improved productivity of present power

I

a

•

• /

•

•

C

pr(
fac
Pr(
•

1

•

•

We
19,
ter
Ma
Gr(
sui

78



turning grain trains up to 40 percent faster than in
previous year's comparable periods. The latter was
partly due to additional power being brought into the
grain complex from other industries more directly
affected by our general economic slowdown. Automo-
biles and steel were the primary sources.

• Exporters and foreign buyers planned their procure-
ment to hedge the winter congestion bet.

• New hopper-car deliveries continue at a pace of
18,000 per year, adding to available train carrying
capacity daily.

• Record exports are being achieved. These exports are
meeting world demand. We have not had to turn a
single buyer away for lack of grain in an exportable
position.

• Export facilities have been expanded and added in
response to record demand. We have, today, surplus
export capacity at all ranges and fierce competition for
available business.

• "What confirmation can you give for what you say?"
you may ask.I offer in evidence:
1. 2,800 grain barges loaded on demurrage at the Gulf,

awaiting buyers' vessels;
2. Grain elevators absolutely full in Duluth, Superior,

Milwaukee, Chicago, and Toledo awaiting next
shipping season's vessel demands;

3. Unprecedented rail shipments to the Atlantic, Gulf
of Mexico, and West Coast ports; and

4. Depressed grain prices at all delivery points. The
pricing basis at all delivery points today is at or
below the historical premiums, except for interior
shipping points which are well below historical
levels, a function of increased transportation costs,
primarily fuel-related. An important consideration
when trying to define one's problem is that the
world has enough supplies and increased trans-
portation costs are being absorbed by the world's
sellers, not the buyers.

This brings me to what I consider to be Minnesota's
Problem, not this country's transportation problem. In
fact, the country doesn't have one. It's been solved. I
predict:
• By April the traditional Atlantic demand will have to

be satisfied by Illinois grain production. Eastern trains
will be in Illinois.

• Illinois trains will be in Iowa looking for grain to
occupy their capacity by June.

• Nebraska, Iowa, Illinois and Missouri production will
have moved along the shorter, more sophisticated,
transportation routes to satisfy the world's cash buy-
ers.

• Predictably, the corn and soybean surplus in this
country will be carried by the northern Iowa and Min-
nesota producers.
Exports from this country could have grown to what

we believe would have been 5 billion bushels for the
1979-80 crop year. We believe the Oct.-Nov.-Dec. quar-
ter is well over 1.4 billion and we predict the Jan.-Feb.-
March quarter to exceed 1.2 billion and that's without
Great Lakes shipments. The previous annual record was
substantially less at 4.2 billion bushels.

All of this adds up to the question of who has a
transportation problem.

o The foreign buyer?
O The export elevator operator or exporter short?
o The inland operators in Ohio, Indiana, Illinois and

Nebraska, as well as points west and south?.
O The Mississippi and Illinois barge loaders?
O The guy at the end of the line?

We have to ask the question repeatedly, "Do we have
enough transportation to satisfy the demand for grain
per se?" Stated another way, "Do we have enough trans-
portation to satisfy the grain that wants to move?"

It is not popularly understood that the price action of
putting a premium on transportation has been caused by
supply push instead of demand pull. When the weather
straightened itself out this winter, that point dramati-
cally came home to our marketplace. The pendulum had
swung.

There has been a transportation shortage, but not for
the world buyer nor the exporting community. There
has been a transportation shortage for those areas of
production that are farthest away from the delivery mar-
ket. The transportation shortage, as it exists today, is in
Minnesota and South Dakota. The reason is that the
marketplace does not need the grain. We now have 650
million more bushels on our hands than we had on Jan. 4
when the partial embargo on U. S. grain shipments to the
U.S.S.R. was announced

I believe that President Carter made a wise decision
in giving the trade time to work out the ensuing prob-
lems. The key move soon after the partial embargo was
announced was that the Administration said it was
going to assume the contract obligations of those con-
tracts cut across in order to avoid the industry selling out
650 million bushels on Wednesday morning when mar-
kets opened. The alternative was to:

O Allow industry to absorb losses of up to $1 billion, and
o Allow American farmers to lose even more in gener-

ally depressed commodity prices.

Two important concepts must be understood here. The
export trade buys and resells for a margin that is often
very narrow. The sales to the Russians were priced high
as were the grain purchases against those sales. Those
high-priced purchases must now be resold at lower
prices. When one puts 650 million bushels in the per-
spective of 60 cent to $2 losses per bushel, the magni-
tude of the problem becomes clear. The level of futures
markets today also is subject to concern as futures mar-
kets are closed and will not open until Wednesday. We
expect limit down offers only, and frankly can't predict
how many days running we can go without the markets
trading. I believe it's certain they will trade much sooner
as a result of the government contract takeover than they
would have if 650 million bushels of price exposure had
to be hedged in the only volume medium available to us,
the Chicago grain futures.

There is little appreciation outside of the grain in-
dustry for the tremendous logistical complications that
can be created from a change such as an embargo on
grain shipments, most especially when it comes at a

79



time of a high level of activity. The grain trade re-
sponded in an unprecedented manner to increases in
demand for U. S. agricultural production. Rail cars and
barges have been built, elevator capacity expanded, and
systems and facilities redesigned and realigned to im-
plement innovation—all to meet new export demand.
Our industry did the job and now, frustrated in its own
capability, must unwind. Unwind it will, given the
proper time and, fortunately, we do have some time.

The assumption of the contracts by the government
has bought time and that is a very important considera-
tion. What bothers me is where this leads because we
now have in Washington a new food policy—a policy that
uses food as a political tool. We don't know what coun-
try might be cut off because of political considerations in
the future. We don't know whether food is going to come
into the whole energy trade arena. We have already been
told we are going to go to higher support prices to protect
the producers. Higher support prices are going to en-
courage full production. Full production is going to
mean there will be huge storage problems in the interior.
Undoubtedly, that means acreage reductions again. It
appears we are going back to the era of the sixties, where
we will have huge volumes of grain in storage, very little
price action, and very little opportunity.

Luther Pickrel (conference co-chairman) and I were
speculating what it must be like to be 28 years old, to
have just bought a farm with the help of your father who
just spent his retirement money to pay for $2,800 per
acre land. And this country has a new food policy. The
ripple effect is tremendous.

Discussion
Q: (Jerry Fruin, program co-chairman) How will our
government assume the obligations of the contracts
that exporters had with the Russians before the partial
embargo?
DeWitt: The understanding we have today on the an-
nouncement out of Washington is that the government is
assuming the obligations on the contract at the contract
price. The government will attempt to resell the grain or
incorporate it in Food for Peace donations.

Q: (Bruce Hagen, Commissioner of the North Dakota
Public Service Commission, Bismarck) I agree with you
in that I don't like the idea of using food as a political
policy. But, on the other hand, an awful lot of hawks
have become sparrows since we decided to withhold
grain from Russia. I guess I would support the President
all the way. Doesn't it really mean long-term that we had
better start moving grain to Third World countries and
finding ways, as an example, to sell grain in the Middle
East? We need to funnel a lot more grain into countries
like that. Isn't that where a lot of the food is going to
go—to Third World countries as a beginning?
DeWitt: Yes, certainly. We have to do one of two things.
We either have to back the grain into the country and
store it or find a place to sell it. As you are stating, there
are places in the world that could certainly use this food.
We may be forced into concessional sales, however.

Probably the most disturbing thing about this whole
action is that the impression the trade has gotten in
meetings with USDA is that USDA did not know the
embargo was coming. It was a U.S. Security Council
decision—President Carter presumably shot from the
hip and had little idea of the implications.

Q: (Phil Raup, agricultural economist, University of
Minnesota) I'm assuming that the basic impact of the
Russian grain trade expansion of the last few years has
already been capitalized into land values. My home is
western Kansas and the farms of the western Dakotas
and Montana have benefited disproportionately be-
cause they are at the end of the line and take the whip-
cracker effects. Any increases in the distribution of grain
are going to have a proportionately greater impact on
those values because their transport costs to market are
higher. Now, isn't that going to work in reverse with
what's happened? We have cut off some fraction of that
market, so the whip-cracker effect after deducting
freight costs is going to be greater in the more remote
areas. Where should this unsold grain be sorted? We're
going to back it up in the country so the key question is
where are we going to back it up? Are we going to back it
up in port facilities, central terminal market facilities, or
in farm-held grain storage facilities? And where would
you think it would be most sensible for public policy to
encourage the holding of that grain—on the farm, in
country elevators, or in terminals?

DeWitt: We have, today, absolutely plugged elevators—
Duluth, Superior, Milwaukee, Toledo—right on through
the Great Lakes. There is no place to store this grain.
Minneapolis is plugged.

This may not mean much to some of you, but when I
see spring wheat trading at 24 cents a- bushel under
historicals in Minneapolis, one realizes storage space is
commanding a large premium.

I agree with Dr. Raup. The outlying fringes are the
areas that have benefited most from this growing de-
mand. We've seen Nebraska sandhill irrigated corn pro-
duction boom. The Union Pacific Railroad tells us today
that they have something like 50 expansion projects
currently under construction.

Typically, even in the growing demand scenario of
the last 2 years, the surplus of corn and beans in the
United States has been in Iowa and Minnesota. Northern
Iowa and southern Minnesota are carrying the carryout
because they are physically the most removed from the
marketplace.

Raup: We're going to have a crash program to construct
storage almost certainly. It has to be. Where should it be
constructed? Should it be subsidies to farmers to put it
on farms? Should it be subsidies to Cargill to put it
in terminal markets? Where should we contract that
storage?

DeWitt: I believe it should be constructed on farms. The
best interest of this country is served by having grain
stored as far away from terminals as possible so that the
grain retains the flexibility to go to any market that
should develop.
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When you're talking Minnesota, Nebraska, and Iowa,
you always have the alternative of the West Coast. China
may be the ultimate answer for new demand. When, I
cannot predict. If China becomes a new or increased
factor, grain will be West Coast oriented, so we don't
want to start moving storage grain east only to have to
turn it around at some later date and duplicate transpor-
tation expenses.

Q: (Larry Kiser, assistant vice president, Burlington
Northern) Don't you think that there will have to be
some acreage cutback even though winter wheat has
already been planted? How will that affect the Upper
Midwest? What do you think will be the government's
new approach regarding commodity sales to Third
World countries?
DeWitt: I think the comments made by the White House
and Secretary Bob Bergland's staff indicate that there
will be new emphasis and new funding for developing
world-wide sales. I think this will happen fairly quickly.
I would be surprised if it didn't.

As far as shutting down the system, we must realize
the momentum we have in the marketing system, in the
production and in the planting. It's going to take time to
shut all this down. The wheat is planted, like you say.
Acreage reductions, when they come, will have to come
from corn in the spring.

Q: (Robert W. Worcester, vice president, Federal Re-
serve Bank of Minneapolis) Russia represents real de-
mand and real need and Russia is going to find a place to
fill that need someplace else. We conceivably could end
up marketing grain to Brazil or Argentina or someone
else in the world markets. In other discussions about
world trade and world demand for corn and wheat, it
has been suggested that this is the way it had to happen.
Based on your working knowledge of corn sales, is this
likely to happen? What adjustment do you see coming in
our world trade?
DeWitt: The U.S. has historically been a residual sup-
plier to world demand. Australia, Canada, Argentina
and the other competitors we have in the world market
have always been willing to make sure, at any price, that
they get their wares sold. They have gone to great effort,
using financing or whatever is necessary, to see that
their grain gets sold.

What we have today is Canada, Australia, and Argen-
tina, everybody, completely sold out of all their grain.
The very fact that we are having the potential for a 5
billion bushel export year has been because the rest of
the world had nothing left for sale. So, any reduction in
Consumption comes right out of our sales.

There will be grain available, over time. What we
Should experience is a shifting of feed suppliers for the
Russians to other exporters over the long term. But there
is serious doubt if they can buy 20,25 or 30 million tons
Consistently from the system without the United States.
SO, again, the net effect, long term, may be a reduction in
World trade.
Q: Do you see any of these people who are far away from
the export market moving to an alternative crop?
DeWitt: We've seen quite a shift to sunflowers in North

Dakota, for example. There will be some shifts to alter-
native crops in other areas. This takes time and fails to
address a severe and immediate problem.

Q: How do you see these contracts unwinding back into
the country?
DeWitt: There are many difficulties because, for exam-
ple, if one company has a sale to another company that is
the seller to the Soviets and the primary seller has no
interior elevator space, the problem becomes unman-
ageable. What I think will happen in the end is that those
who do not have interior facilities will probably have
their grain shipped to export elevators and the Cargills
and the Continentals, who have interior facilities, will
be asked to cancel on an interior price. That's my guess,
but we don't know for sure what the mechanics will be at
this point.

Q: How will current events affect construction plans for
facilities?
DeWitt: I've recommended to our management that we
should seriously reconsider five expansion projects that
we have right now. He have some renewals on leased
cars coming up that we will not renew. We are thinking
about canceling our construction of a new export termi-
nal in the Great Lakes area.

Q: We live in a major agricultural part of the state in
southwestern Minnesota (Marshall). For 21/2 years or so
we've had drought. On top of that we're predominantly a
cattle area and we had 4 years of bad cattle prices. We
also have younger farmers. These people are already at a
debt level that they are having trouble servicing. In fact,
a lot of our younger people, the 28-29- and 30-year-olds
who have been farming 5 or 6 years are having trouble
making a go of it. They are going backwards. And these
are the people we need out there.

Regarding storage programs, we have been on a really
good grain bin program the last few years. But I just
wonder how many storage bins we actually need out
there? We don't need 5 to 6 years of storage developed.
When this thing decides to turn around again, we would
be sitting with all those nice bins out there.

I guess I didn't stand up here to make a speech. I
guess it burns me, from a financial standpoint, to see our
future get hurt like this. We were finally getting a resur-
gence of educated young people back into agriculture.
They're doing a good job, but they're getting kicked in
the teeth. My main question is, do you see some of these
present grains being used in fuels? One of the things we
are working on in our community is several alcohol
plants. We see a lot of this grain over the next 5 to 10
years being converted into fuel alcohol. What do you see
from your level as far as alcohol is concerned?
DeWitt: I really want to state, before I get into the alcohol
question, that it is not my personal belief, nor the belief
of our company, that the United States should covet our
enemy. We struggle to a great extent with what's hap-
pening in Afghanistan and with what's happening in the
Middle East and with what's happening with the Russi-
ans.We see the impact of this and what it's going to mean
to our industry and that's very disturbing. We are not
making a value judgment and saying that Carter should
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not have cut off sales to the Soviets. That's an academic
question that will be argued for many years. And we
have many hawks in our organization who are not yet
sparrows. So, it's a difficult thing to deal with because
we have a lot of conflicting objectives and we have to
deal with ourselves personally, our own ethics in terms
of what we believe in and our own patriotism. We have
to look at our responsibility to our stockholders, our
responsibility to the industry, our responsibility to the
community, what the economic impact is going to be
and where we're going to be 4 to 5 years from now in
terms of the international situation.

What we're saying is that because this happened, we
now have a serious problem and we have to deal with it.
We have to deal with it in terms of nearby and we have to
deal with it in terms of long-term.

Alcohol production will not solve the nearby prob-
lem at all. There isn't the production capacity for alco-
hol. It is also not an economic conversion. It takes almost
as much energy to create the gasohol as the alcohol
creates when you burn it. The real advantage of alcohol
for one who wants to produce it is the gasohol enjoys a
tax break that pencils out to a substantial subsidy on the
alcohol portion. The critical key to gasohol profitability
is government subsidy. Our firm, and I think many of
you, have the philosophy that if a manufacturing func-
tion or a business function can exist only because of
political protection, it is too risky to justify long-term
venture capital. There may be some farm groups willing
to invest in alcohol production, but action may trail
rhetoric by a sizeable margin. I don't think alcohol pro-
duction is either the short-term or the long-term answer.
Q: (Representative from McCloud County) Just how
much do you think this cutback in exports will affect the
balance of payments and what will the economic situa-
tion be in the United States?
DeWitt: You can work out the dollar figure. It's approxi-
mately 650 million bushels times an average price of
somewhere around $5 per bushel, collapsing beans,
wheat and corn. We are virtually losing 17 million tons
of dollar sales this year because we, as the residual
supplier, achieved them originally at the end of the line.
If the Administration is successful in assuring other
supplying nations do not fill the gap, then total world
trade becomes reduced by this amount.

Long-term, some of this may be mitigated by a real-
igning of supplier relationships that does not speak to
the immediate problem. Also, we are optimistic about
the development of the market to the Orient, especially
China. Our long-term studies point quite favorably to
the West Coast.
Q: (Om Tangri, Agricultural economist, University of
Manitoba) Will different countries become suppliers to
the Soviets, relinquishing their customers to the United
States?
DeWitt: We don't think that, short-term, any of that sort
of shifting will occur. The ocean vessel commitments
and the country commitments, coupled with the politi-
cal pressure that I think the U. S. government is putting
on Australia and Canada, are going to strongly discour-
age any of this kind of shifting. For the long-term, some

of that will take place. But, keep in mind, for the long-
term, there are government-to-government agreements.
Bilateral and multilateral trade agreements exist be-
tween Australia, Canada, the United Kingdom and other
commonwealth nations. All of these agreements basi-
cally could consume a large percentage of the produc-
tion of Canada and Australia. Also, Argentina has trade
agreements with Japan. Exporting countries have excess
production that could go to Russia, but Russia, to date,
has had to come to the United States when it needed
large volumes of grain because these other countries
were limited in their ability to supply.
Tangri: What do we know about the capabilities of Rus-
sian grain production and how will the long-term agree-
ments be affected?
DeWitt: The federal government, through its own work,
has access to the most comprehensive work in this area.
The trade knows little about what really goes on inside
Russia. The presumable lack of efficiency in Soviet pro-
duction has consistently, at least currently, given the
trade confidence that the Russians were not a 4 to 6
million ton buyer. It appears that the Soviets could con-
sistently be in the 17 to 35 million ton category. Whether
future LTA's are executed is an open question.

Q: (John Himle, Minnesota Agri-Growth Council) What
effect is this action likely to have on our trading relation-
ships with other foreign countries? In terms not only of
agriculture, if we do get this deal worked out eventually
with Russia, when are they likely to come back and
when is the United States likely to go back to the levels
we've had?
DeWitt: The first thing our trading partners in the world
have done is drop all their bids. There have been some
frame contracts agreed, but no real price or quantities
involved. It remains to be seen, but my guess is the
buyers of the world's grains will treat this as a price
opportunity. We will continue to be the residual sup-
plier in the world and compete for whatever business
there is. The only thing that we've got going for us now is
the long-term trend of consumption in the world. But
we'll be starting again at a much lower rate. We may be
back to 1979 levels by 1982-83, I don't know. It may be
ten years before we get back to this past year's levels.

We just don't know what's going to happen in terms
of world production or whether the rest of the world is
going to be able to continue to consume at the rate
they've ben consuming. The energy impact on a lot of
nations has created a cutback in demand. With so many
of the countries spending so much more for fuel oil,
they've had to reduce some of their livestock programs
and that has resulted in net reductions in per capita
consumer of protein.

Q: A disturbing thing in the last few days is that commu-
nication between the National Security Council and the
Department of Agriculture has been virtually nonexis-
tent. Have you heard of any discussion, in terms of
feasibility, of establishing some kind of a mechanism for
communication or discussion to mitigate some of the
foreign policy on our national security decisions versus
some of the foreign policy on our national security deci-
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sions versus some of the long-term effects on our whole
Midwest economy? There has to be some way of mitigat-
ing the effects because it is going to take a long time to
recover from this partial embargo. Do you know of any
such mechanism or discussion? .
DeWitt: No I don't. I don't really get involved on a daily
basis with any of our activities in Washington.

Q: Do you know of any discussion by Cargill or any
organization for the need for establishing such a com-
munication mechanism?
DeWitt: No I don't. As you can well appreciate, things
have been pretty wild the last few days and people have
been concerned with some very nearby problems that
had to be resolved. It was related to me by our represent-
atives who were in Washington on Sunday that it was
evident that decisions had been made by the White
House without the USDA inputs. Government repre-
sentatives expressed growing concern and, in some
cases, shock as they began to comprehend the total im-
pact of their decision of Friday. I dare say the lines of
communication are more open right now than they have
been.

Q: (William Crawford, district engineer, Minnesota De-
partment of Transportation) If the market in the Orient
for grain materializes with this reorientation, what
transportation is likely to be used to the West Coast?
A. (Representative of Burlington Northern) My strategy
at Burlington Northern for the last five years has been to
generate exports to the West Coast. And as Larry DeWitt
mentioned, our carrying competitors have shared a sim-
ilar strategy. I think that the Asian market is one of the
greatest attractions of Minnesota.
DeWitt: I agree with that. I don't know when it's going to
Come to fruition. We might be talking a few years down
the road. There is no question that the populations of the
Orient represent our largest single opportunity.

The Task Force
Report
and Water

Transportation

Richard Wilson
President
Agri-Trans Corporation

INTRODUCTION
Agri-Trans Corporation is an interregional agricul-

tural cooperative. Farmers Union Grain Terminal Asso-
ciation (GTA), St. Paul, is one of our five regional grain
marketing co-op owners. CF Industries, an interregional
cooperative producer and distributor of chemical fertil-
izers, also is an owner.

We move about 120 million bushels of grain annu-
ally from the Midwest to the Gulf of Mexico for export.
We move about 1.8 million tons of nitrogen and phos-
phate fertilizers annually from the Gulf Coast to the
Midwest. We see this two-way haul as efficient utiliza-
tion of our cooperative distribution system.

As a member of the Task Force representing the Na-
tional Council of Farm Cooperatives and Inland Water-
ways, I offer the opinion that our report represents only
the beginning of a long-term process that will demand
the ongoing attention of the agricultural and transporta-
tion communities.

The most important findings of the Task Force, in my
view, didn't deal with the inability of the transportation
system to do today's job for agriculture. Without down-
playing the shortcomings of the system over the past
decade, the record shows that the system has responded
in an adequate, but not outstanding, fashion to agricul-
ture's transportation needs. But we took small comfort
in adequate performance against today's needs because
the immensity of demands projected for the 1980s is so
great that it makes a compelling case for major new
directions in our transportation system. We have a prob-
lem because short-term fixes are not possible in an in-
dustry as capital intensive as transportation, which, as
an industry, responds slowly.

U.S. grain export traffic increased 26 percent in one
year—from 4.3 billion bushels in 1979 to 5.4 billion
bushels in 1980. That's an extraordinary increase for a
transportation system that was strapped in 1979 to as-
similate in 1980.

The second important point that came out of the Task
Force analyses is that agriculture must compete with
other industries for scarce transporiation capacity. For-
tunately, during the past 5 to 7 years of unprecedented
expansion in grain exports, transportation requirements
for coal and petroleum—the bulk commodities that
compete head-on with grain—have not increased signif-
icantly. In the 1980s, agriculture is not likely to continue
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to enjoy such a privileged call on transportation re-
sources. As reported for Burlington Northern, its re've-
nues for coal shipments jumped 250 percent from 1974
to 1978 while grain revenues increased only 20 percent
during the same 5 years.

We in the grain industry must accept that we're com-
peting for scarce transportation resources as well as
scarce capital and energy resources. We should plan
accordingly.

I'd like to move on to three related topics. First, allow
me to present a brief overview of the river industry.
Then, I'll make the connection between agriculture and
river transportation. Third, I'd like to address several
issues that were considered in the Task Force delibera-
tions which affect the vital river transportation mode.

THE BARGE INDUSTRY
Barging in an important part of the nation's freight

transportation network. It currently moves 640 million
tons of goods a year, about 12 percent of all intercity
freight valued at $30 billion. The principal goods moved
by barge include petroleum, coal, export grain, fertilizer,
chemicals, steel, and construction materials.

Barging is the lowest-cost mode of bulk transporta-
tion. The latest figures (1976) from the Transportation
Association of America show these average freight rates:
barge, 0.50 per ton-mile; rail, 2.20 per ton-mile; truck,
9.90 per ton-mile. These rates are out of date, but they
reflect the relative economies among the three modes.

Concerning the fuel needs of all transportation, I can
say that the barge industry is by far the most fuel effi-
cient domestic mode for the types of freight we move.
The most conclusive and authoritative study shows the
following modal fuel consumption relationship:
o Barge-400 ton-miles per gallon
o Rail-200 ton-miles per gallon
• Truck-70 ton-miles per gallon

It should be noted that the averages of the modes vary
depending on the commodity hauled, the routing, back-
hauls available and other related influences. For exam-
ple, my company consistently averages more than 500
ton-miles per gallon—which is 25 percent better than
the industry average—because of backhaul.

Because of this fuel efficiency advantage, we believe
barge transportation equates with fuel conservation.
Barge movement of the basic, no-frill commodities
which must move if the economy is to function will
consume less fuel than the modal alternatives.

The barge industry is basically not economically reg-
ulated by the government. It is a very competitive and
fragmented industry in which competition itself effec-
tively regulates rates and services. Rates are cost-based
over the long term, swinging between above and below
costs during industry cycles.

Agricultural Relationship
The barge industry is an integral part of agricultural

transportation. This industry moves 35 to 40 percent of
exported grain, which is an increase of 50 percent over
the past 5 years—from 940 million bushels to 1.4 billion
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bushels. Our industry moves 60 percent of the exported
soybeans, 50 percent of exported corn and 20 percent of
exported wheat.

As you can see, we're heavily concentrated in soy-
beans and corn, which are said to have high growth
expectations because they're related to increased per
capita food consumption in the world associated with
conversion to meat diets. Wheat consumption gains are
more a function of population growth. During the past 5
years, corn exports increased 118 percent, soybean ex-
ports 96 percent and wheat exports 38 percent. Also
important to agriculture is barge movement of about 5
million tons of fertilizer a year from the Gulf to the
Midwest.

It is apparent that agricultural exports are inextri-
cably dependent on river transportation. This is a defi-
nite advantage to agricultural producers considering
low cost, fuel efficiency, and responsible, non-regulated
service.

TASK FORCE ISSUES

Locks and Dam 26
This classic bottleneck is still the center of concern

in terms of our industry's ability to aid the growth of
grain exports. The location of Locks and Dam 26 at the
confluence of the Upper Mississippi and Illinois water-
ways is so very important. It handled 63 million tons in
1979; more than half of the tonnage, 33 million, was
grain, accounting for 75 percent of all river movement of
grain. The facility's capacity is about 70 million tons. So
it's not likely to be able to handle much more than 10
percent more grain before replacement.

Normal program replacement time for a new lock is 8
to 10 years. Clearly, a built-in limitation to grain export
capability via river will be upon us with in the next 2 to 3
years.

Replacement of the lock was authorized in 1979 and
the project has cleared the first litigation hurdle. How--
ever, railroad and environmental interests have ap-
pealed the decision. In the face of universal support
within the agricultural community for immediate and
expeditious replacement of this facility, the rail indus-
try countinues efforts to block its construction. This
obstinancy is hard to understand knowing that proj-
ected grain export levels will continue to tax all modes
of transport for the next decade. This attitude represents
disregard for the agricultural community and the entire
nation, which sorely needs agricultural exports to fi-
nance essential oil imports.

Faced with having won this intermodal battle
through a 5-year delay in replacing Lock 26 and the
historically significant imposition of user charges, and
then winning the intermodal war through a statesman-
like withdrawal from further obstruction to this vital
project, the railroads have instead demonstrated
through their continued opposition to Lock 26 an insen-
sitive mindset which keeps them from making real prog-
ress on their own basic problems.

The Task Force recommended two very specific
steps related to the facility:
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• Encourage the Corps of Engineers to evaluate the fea-
sibility of accelerating the construction period. A
business-as-usual construction approach is not con-
sistent with the critical nature of this facility to the
nation's transportation system.

• Push to gain authorization for the auxiliary lock
chamber for two primary reasons: so the new facility
won't be a bottleneck the day it's open, and to provide
security (a back-up) for the main chamber in the event
of an accident which closes it.

Fuel Availability
The agricultural community has been effective in

achieving priority fuel allocation to ensure successful
farm operations. However, this is only half a loaf. Unless
transportation systems involved in ag transportation re-
ceive commensurate priority, the grain cannot be effec-
tively marketed. Clearly, if there is a major disruption
of fuel supplies this year, either the transportation
modes must be accorded priority or grain exports will be
curtailed.

Dredging
Environmental interests in Minnesota and Wiscon-

sin, along with the U.S. Environmental Protection
Agency (EPA), are setting such stringent standards for
dredge waste disposal that river navigation in the upper
reaches of the Mississippi is becoming decidely less
productive and more costly. In line with Task Force
recommendations, the economic impacts of such ac-
tions need to be weighed along with environmental con-
cerns during the decision-making process.

Regulation of Barge Rates
There have been proposals for regulating barge rates.

But, we ask that you consider these counterpoints:
• Our industry is highly competitive and effectively

regulated by that competition.
• Barge rates approximate cost over the long-term.
• Supply and demand dictate rates, and rates are below

costs as much as above cost through the lengthy in-
dustry business cycles.

• The same logic would call for regulating grain markets
when prices went up.

• Look at the plight of the railroads, which many attrib-
ute, at least in part, to federal regulations.

Intermodal Considerations
We need new thinking in the relationship of different

transportation modes. Many solutions to grain transpor-
tation problems lie in constructive intermodalism. In-
stead, the modes have been working at cross purposes.

How about interconnecting rail and barge move-
'fonts? In In Iowa, for instance, there would be reduction
in rail turnaround times leading to enhanced rail effi-
ciency. This interconnection would have railroads give
Up inefficient long hauls in favor of short hauls and
better utilization of trackage and rolling stock.

Concerning Locks and Dam 26, there's a possibility
of moving goods by rail to river points below St. Louis
and then continuing to the Gulf by barge. This would
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benefit the railroads, avoiding the rail elevator conges-
tion in the Gulf that leads to inefficiency in spite of the
long haul. Better utilization of rail rolling stock would
come from more turns on short hauls. Barge lines could
plan the growing role necessary for low-cost transporta-
tion for grain on the river segment below St. Louis,
which has virtually unlimited capacity. Also, upstream
shippers via the river would be benefited by relieving
pressure at the Locks.

Rail Subsidies
The Task Force found that federal financial support

should be equitable between the modes. I support that.
The rail industry continues its claim that inequitable
modal subsidies are a root cause of its financial prob-
lems. Somehow they've convinced a large audience that
governmental right-of-way expenditures for highways
and waterways are subsidies while the plethora of gov-
ernmental funds being sluiced to the rail industry is
"aid."

Rail Pricing
In fact, all the modes are subsidized. And equity of

modal subsidies cannot be rationalized until there is a
full accounting of all the governmental funds to the
modes. A good first step would be to acknowledge the $9
billion subsidy which the rail industry enjoys through
federal support to the Railroad Retirement Fund.

While the rail industry clamors for rate freedom, it is
intransigent on concessions that would protect the large
population of rail users subject to monopoly control by
the railroads. The euphemism through which exorbitant
freight charges are extracted from captive users is "dif-
ferential pricing."

The rail industry itself must develop a means
whereby captive users can be protected from monopo-
listic exploitation before real progress can be achieved
on rate freedom. This goal is diametrically in conflict
with the differential pricing philosophy extant in the
rail industry. In addition, the above-cost rates to captive
users provide the subsidies which permit railroads to
offer below—cost rates over the long term in areas of
modal competition, such as those where rates are influ-
enced by water competition.

I supported the concept of rail contract rates in the
Task Force proceedings as a test vehicle to determine if
some rail rate freedom is feasible. Considering the luke-
warm reception of the concept by the rail industry, I am
not optimistic that the test will prove rate flexibility to
be feasible.

The ingrained attitude of some rail managements
toward the shipping community is itself an impediment
to successful contractual negotiations. It is disturbing
that should this door to improved financial stability of
the rail industry be closed, one must seriously recon-
sider the desirability of nationalizing rail rights-of-way
as the only remaining solution to the decline of the rail
industry.



Discussion
Q: (Dudley Russell, taxpayer and consumer) Perhaps the
water transportation industry will be successful in
avoiding user charges, but I kind of doubt it. If there are
going to be user charges, what type do you think would
be most equitable? What do you think the probabilities
are on the types of user charges we are apt to get?
Wilson: I don't think we are going to get user charges in
water transportation because I think we are going to
show that other tax subsidies, too, are unrealistic. But
your question is appropriate because we already have
such changes in other modes.

I think the fuel per gallon approach is pretty good.
Segmented river tolls will eventually start drying up
river traffic in Minnesota, Wisconsin, Pennsylvania,
Ohio, Illinois— the extremities of the river system. The
river industry is a system, including the network of
locks and dams. The advantage of the fuel surcharge in
my opinion is especially applicable today given the
need to induce as much fuel conservation and wise fuel
use as possible. By tacking a charge on top of that, it does
create more pressure for the barge industry—albeit ine-
quitably, I believe—to conserve fuel. Also backhauls
provide for even greater fuel efficiency if you look at it
on a fuel basis, as opposed, say, to a ton-mile basis.
Russell: It is only in the last 50 years, roughly, that you
have used oil at all for fuel. You could presumably go
back to coal much easier than any other mode. Presum-
ably you would have a fuel tax on that too, wouldn't
you?
Wilson: Yes, I'm glad you brought that up.

Q: I understand that the Task Force recommends that
funding for current reconstruction of Locks and Dam 26
be escalated. Also, a second lock is recommended. Can
you tell me what research the Task Force conducted to
indicate that construction? Will the problems be less-
ened by increased funding? Don't we need more infor-
mation to be sure we need these expenditures?
Wilson: Essentially, we have asked the Congress to have
the Corps of Engineers do everything possible to acceler-
ate the construction of Locks and Dam 26. The research
that was done merely recognized projected grain flows
and other flows and demands that will be made on that
facility. By the time the new facility is completed, it will
already have become a bottleneck. Results of the re-
search are the recognition of the immediacy and the
necessity of doing that project now. That is the same
answer that goes with respect to the second lock. This
additional capacity is needed. An auxiliary lock is
needed to secure the main chamber. No matter how
modern and large that main chamber is, if it becomes
inoperable due to accident or failure, unless the auxil-
iary lock is there as a back-up, the rest of the river system
would be stymied. We don't think we need anymore
studies. We've had enough.

Q: It is inconceivable that the necessary environmental
impact data could have been acquired in 14 months
rather than the 4 years the study was intended to take.
How can we be sure that existing data is adequate?

Wilson: The environmental studies have certainly been
going on over a long term. There is a basic understand-
ing. There is a Corp of Engineers study that deals with
this very topic. We could continue studying this thing
forever.
Bill Sternad: You mentioned that you get 400 ton-miles
to a gallon. I realize that this is an average. What is the
difference between ton-miles per gallon going down-
stream and going upstream? Does the barge industry
have the same labor problems as the other transportation
modes, like the railroads and the truckers?
Wilson: The fuel costs of downstream vs. upstream are
not very important to us because every barge that goes
down has to come back up. If you only had to go one way
your fuel consumption per ton-mile would probably be
reduced to about a third of what it is on the average going
round-trip.

No, we do not have serious labor union problems in
our industry. Perhaps that is related to the fact that we
are geographically dispursed and typically a small-com-
pany type of industry. But that isn't to say that we don't
have to concentrate on developing these river people.
Essentially, the life style on the river is somewhat
counter to today's life style. It is an isolated situa-
tion-21 days away from one's family. It is one that you
really have to cultivate in people. It is necessary to seek
out and find the right people. We are essentially a re-
cruiting industry. We must bring people to the river.
Once they get there it is about 5 years before they can
even get into the pilot house because of the skill require-
mei:its. It's probably 10 years before they can train a first
class pilot who is capable of navigating the river system.

Q: What does a typical pilot make for an annual salary?
Wilson: About $25,000 to $28,000 and going up. With
the growth of the industry, we have had a real demand
for people.

Q: What do you think will be the impact on the facilities
of the Mississippi River, for instance, with transporta-
tion demands increasing?
Wilson: My view is that Locks and Dam 26 is going to be
at its capacity as an existing facility in 2 to 3 years. If the
construction time frame is 8 to 10 years, then we would
have a bottleneck for that period of time. We'd have a
leveling off of the volume going through there.

I think we almost have created an irreversible situa-
tion with the grain pileup. If that is the case, then I think
the nation has to reconsider what it is going to do with
respect to facilities like Lock 26.

Q: (Hugo Oja, CENEX) I don't think we need more stud-
ies. We've had plenty of them. We have to start construc-
tion of Locks and Dam 26 now regardless of the embargo.
Maybe we don't need the second lock. We don't have to
start on that now, but we certainly need to reconstruct
the facility that we have. If it goes, it will take 7 to 8 years
to rebuild it.

We have been fortunate in water transportation be-
cause the barge lines have had very few strikes. Why is
there this difference in labor relations compared with
other modes?
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Wilson: There are barge companies with unions, but I
would say they are relatively weakly organized. My
company, for example, is non-unionized. I can't remem-
ber in the last 5 years a strike that was significant in the
barge industry. As a matter of fact, the industry really
has been successful in reducing the level of unioniza-
tion. Our company was union up to about 3 years ago.
We discussed the situation with our employees and
came to the conclusion that our employees did not need
a union for representation.

Inland Water
Transportation
in the

Pacific Northwest

Michael V. Martin
Assistant Professor of Agricultural
and Resource Economics
Oregon State University
Ken L. Casavant
Associate Professor of Agricultural Economics
Washington State University

INTRODUCTION
Water transportation on the Snake-Columbia River

system has served the Pacific Northwest (PNW) region
since before the turn of the century. In recent years, it
has become an increasingly important factor in interre-
gional transportation. Shippers of grain in the Upper
Midwest utilize the truck-barge combination mode to
reach foreign markets through Columbia River export
ports (Portland, Oregon; Vancouver, Kalama, and
Longview, Washington). The growth in grain demand by
Pacific Rim nations has enhanced the appeal of west-
bound grain shipment. Further, the combined mode has
helped to relieve rail congestion resulting from a rapid
rise in westbound grain shipments. Thus, the Snake-
Columbia River system, as a transportation resource, has
emerged in importance, not only to shippers in the Pa-
cific Northwest, but also to shippers in Upper Midwest
origins.

The Snake-Columbia system has been largely ig-
nored by national transportation planners and policy-
makers. When considering inland water carriage, policy
makers tend to focus on the Mississippi River system.
However, water transport activities in the PNW were,
and are, influenced by these policies, even though trans-
portation operations and activities on the Snake-
Columbia differ substantially from those on the
Mississippi. This paper addresses some of the unique
characteristics of the Snake-Columbia system and how
these characteristics imply special demands on public
policy. The paper is divided into three sections. The first
section briefly describes the system, its historic devel-
opment, and the nature of freight movements. The sec-
ond section discusses the several unique characteristics
of transportation on the Snake-Columbia, particularly
with respect to indirect and opportunity costs (trade-
offs) associated with transportation as alternative use of
the river resource. The third section examines policy
issues of immediate and long-term concern to transpor-
tation users of the river system.
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NAVIGATION DEVELOPMENT
Commercial navigation on the Snake-Columbia

River system dates back to the nineteenth century when
sternwheelers plied the untamed rapids, moving provi-
sions and productive inputs upstream and produce
downstream. With the advent of the railroads at the turn
of the century, waterborne commerce waned. More re-
cently, navigational improvements have given rise to a
rebirth of transportation activity on the river. These
improvements accompanied dam construction projects.
Dams were built principally for energy generation and
irrigation purposes. Today, commercial waterborne
transport service extends 465 miles upriver to the Port of
Lewiston, Idaho (see figure 1).

The construction of eight locks at the multipurpose
dams, combined with a naturally deep channel of 14
feet, makes the Snake-Columbia system ideal for large-
scale barge shipments. It is the deepest inland naviga-
tion system in the United States. Barges up to 3,200 tons
capacity can be accommodated on the Snake-Columbia
(compared with a 1,500 ton capacity common on the
Mississippi system).

The development of the system, through the con-
struction of navigational aids, has been an evolutionary
process. The U.S. Army Corps of Engineers completed
the first lock, Bonneville, in 1938. This lock is the far-
thest downstream, and currently the smallest (measur-
ing 76 feet wide, 500 feet long, and 24 feet deep).
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Construction of the other locking facilities (all 86 feet x
675 feet x 15 feet) continued until 1975, when the last,
Lower Granite Lock and Dam, was completed. The
Corps of Engineers estimates that construction costs for
navigation aids at the eight facilities totaled
$166,505,000 between 1938 and 1975.1 Note that these
are only the costs directly assignable to the construction
of aids to navigation, locks, at each location. Table 1
provides data on the size and completion dates of the
other navigational aids on the Snake-Columbia.

Annual operating expenses, on the Snake-Columbia
system, total approximately $370,000.2 Routine mainte-
nance expenditures are about $340,000 per year. Non-
routine maintenance expenditures vary, depending
upon. the severity of the problem to be corrected. For
example, the cost of repairing cracks in the lock at John
Day is estimated to be $5.1 million over a 3-year period.
Some of the public expense associated with these ex-
penditures will be recouped via the user charge.

Beyond their responsibilities for navigational aids in
the inland river system, the Corps of Engineers also is
charged with the task of maintaining the Columbia River

'Bonneville, $6,072,000; The Dalles, $16,450,000; John Day,
$21,202,000; McNary, $20,610,000; Ice Harbor, $31,654,000; Lower
Monumental, $20,179,000; Little Goose, $25,312,000; Lower Granite,
$25,025,000; from Bonneville Lock and Dam, Oregon Washington:
Feasibility Study for Lock Modification, U.S. Army Corps of Engi-
neers, January, 1977, p. A-14.

'This amounts to roughly $35 per lockage. Computed from Corps of
Engineers, Bonneville Lock and Dam Feasibility Study, January 1977.
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Table 1. Navigation Aids—Columbia/Snake River System.

Dam/lock
(Year operational)

Bonneville (1938)
The Dalles (1957)
John Day (1968)
McNary (1953)
Ice Harbor (1962)
Lower Monumental (1969)
Little Goose (1970)
Lower Granite (1975) 
'Maintained at normal water levels
Source: Portland District, Corps of Engineers

River miles
From

Pacific Ocean

145

192
216
292
335

367
395
432

Location
(River mile)

Columbia 145
Columbia 192
Columbia 216
Columbia 292
Snake 9.7
Snake 41.7

Snake 70.1
Snake 107.5

Table 2. Waterborne Commerce Through Bonneville
Lock, 1938-19781

Year Tons Year Tons

1938 161,920

1950

1951
1952

1953
1954
1955
1956
1957

1958

1959

1960
1961
1962

1,143,901
1,357,852
1,521,616

1,343,575
1,372,725
1,578,865
1,518,924
1,481,590
1,702,752

2,043,494

2,316,362
1,962,065
1,940,273

1963

1964

1965
1966
1967

1968
1969
1970
1971
1972

1973
1974

1975

1976
1977

19782
'Includes both Upbound and Downbound Commerce
'Preliminary
Source: Portland District, Corps of Engineers

2,215,955

1,800,815

2,346,670
2,266,210
2,555,907

2,163,091
2,653,522

3,120,363
3,107,150
4,550,080
4,751,891

4,093,395

4,951,928
6,010,512
6,022,315

7,018,449

channel (and its tributary the Willamette) from the
ocean ports of Vancouver, Longview, and Kalama,
Washington, and Portland to the Columbia mouth. To
Permit access of ocean vessels to these ports, 40 feet of
channel depth are required.3 Transportation on the in-
land river system is inseparably tied to transportation on
the ocean access portion of the river.

Freight Traffic Volumes and Composition
The benefits and costs of navigational use of Colum-

bia basin water are directly related to the volume of
movements on the river. Total tonnage of freight moved
on the river increased slowly and erratically from 1950
to 1968.4 Since 1968, total freight traffic more than trip-
led, increasing to over 7 million tons (see table 2).

Much of the growth in waterborne tonnage has been
the result of increased production of grain in the region
and expanded grain exports. About 90 percent of the
region's grain output is exported. The largest proportion
of grain shipped from the region passes through Colum-

'At the mouth, the channel is maintained at 48 feet. The inland chan-
nel, from mouth to the ports, is about 600 feet wide.

4Measured as tons passing through the Bonneville lock.

Pool Vertical
Elevation' Lift
(Feet) (Feet)

72 59
160 88
265 105
340 75
440 100
540 100
638 98
738 100

Lock dimensions
(Feet)

76 x 500 X 24
86 x 675 X 15
86 x 675 X 15
86 x 675 X 15
86 x 675 X 15
86 x 675 x 15

. 86 x 675 X 15
86 X 675 x 15

bia River ports. Nearly 60 percent of the Columbia River
ports' grain movement arrives at export terminals via
barge.5

As table 3 indicates, downstream movements ac-
count for 75 percent of total waterborne tonnage. When
measured in dollar value of traffic, the dominance
downstream over upstream shipments is somewhat less
pronounced. This is due to relatively higher value per
unit shipments of petroleum and fertilizer moved up-
stream. These are principal inputs for agricultural pro-
duction. Grain, which moves downstream, is relatively
lower valued per unit. As suggested by Corps of Engi-
neers projections, grain dominance over total water-
borne tonnage can be expected to intensify.

Table 3. Current (1977) and Projected (1990-2000) Com-
merce Through Bonneville Lock (in thousand tons) 
Commodity

Grain

Fertilizer

Petroleum

Otherl

Total

Direction

Up-bound
Down-bound
Total
Up-bound
Down-bound
Total
Up-bound
Down-bound
Total
Up-bound
Down-bound
Total
Up-bound
Down-bound
Total

1977 1990 2000 

0 0 0
3,485.9 4,784 5,575
3,485.9 4,784 5,575
188.8 385.1 392.7

4.7 10.0 10.0
193.5 395.1 402.7

1,142.8 984.5 531.1
0 0 0

1,142.8 984.5 531.1
364.0 287.1 363.2

1,024.9 6,940.0 8,990.5
1,388.9 7,227.1 9,353.7
1,506.8 1,656.7 1,287.0
4,515.5 11,734.5 14,575.5
6,022.3 13,391.2 15,862.5

'Includes sand and gravel, general cargo, wood chips, paper and wood products,
logs, and miscellaneous liquid and dry bulk

Source: 1977 Traffic figures: Portland District, Corps of Engineers.
1990-2000 projections: U.S. Department of the Army Corps of Engi-
neers, Bonneville Lock and Dam, Oregon-Washington-Columbia River
and Tributaries, Interim Report. September 1978. p. 17.

PNW grain traffic is drawn to the river from a corri-
dor along the river in eastern Oregon and Washington
and western Idaho. Most of this traffic moves to river

'Results from NCSR National Grain Flow Survey conducted by Oregon
State University, Washington State University, and the University of
Idaho.



loading elevators via truck from inland elevators. A
small portion of this traffic moves directly from the farm
to the river. Eastern hard red wheat flows to the river
primarily via truck, from Montana, North Dakota, South
Dakota, and Wyoming.

The basic waterborne shipping container for grain on
the Snake-Columbia is a 3,000-ton capacity jumbo hop-
per barge. These units are usually combined in three to
five barge tows. Total grain shipping capacity, as of
1977, was 129,850 tons. Multiple-use barges, which can
handle both petroleum and grain, are now being used.
Container barges are also being used for general freight
traffic. Four major barge lines, operating 62 barges, pro-
vide service on the Snake-Columbia.

There are about 28 ports operated by 15 port
authorities on the river system. Total elevator capacity
at these ports exceeds 20,000,000 bushels. Several large-
capacity liquid storage facilities serve shippers. Also,
there are nine general cargo docks, at least three of
which are now equipped for container transfer.

CHARACTERISTICS
The Snake-Columbia River system differs from other

inland water transportation systems in several impor-
tant ways. First, the Snake-Columbia system is truly a
multiple-use resource. Transportation competes with,
and in some instances complements, a number of other
economic and social activities. Along with moving in
excess of 7 million tons of freight (1.8 billion ton-miles
of service) in 1978, the river also:
O generated 126,346,000 megawatt hours of hydro-

electric power in 1979,6
O provided between 7 million acre feet of water to irri-

gate 7.7 million acres of cropland in Oregon, Washing-
ton, and Idaho during the 1979 crop year,'

O produced commercial fisheries output with an esti-
mated market value of $20.1 million in 1978,8

O provided, in 1978, 1.2 million recreational boating
people-days (for fishing, sailing, skiing, cruising, etc.)
to residents of Multnomah and Columbia Counties of
Oregon alone.9
Second, the Snake-Columbia system freight move-

ments are far less balanced, in terms of direction of
flows, than most other systems, specifically the Missis-
sippi. As indicated in the previous section, 75 percent of
the traffic volume moves downriver. Most projects indi-
cated that this imbalance is not likely to improve in the
foreseeable future (see table 3).

Third, the inland transportation system of the Snake-
Columbia needs no dredging to maintain a channel
depth sufficient to handle vessels of up to 14 feet draft.
This greatly reduces the cost of maintaining navigation

'Includes only dams on the Columbia River portion of the system,
according to John Wilkins of the Bonneville Power Administration

'Computed from the Columbia River: A Resource in Trouble, by Robert
F. Vining. Occasional Paper Series, the Institute of Policy Studies,
Portland State University, Portland, Oregon, September 1979.

'U.S. Department of Commerce. Fisheries of the United States, 1978.
National Oceanic and Atmospheric Administration, National Marine
Fisheries Service, April 1979, p. 5.

9Falotico, Rocco F. "Pleasure Boating in Oregon, 1978." School of
Oceanography, Oregon State University, for Oregon Marine Board,
February 1979.

and avoids the controversy associated with environ-
mental impacts of dredging and spoils disposition.

Fourth, equipment and equipment configurations
used on the Snake-Columbia differ from those used on
the Mississippi. Larger (3,000 to 3,600 ton) barges are
used in the PNW, but they are assembled in relatively
small tows (two to six barges). The channel depth per-
mits larger barge units. However, the stream flows and
lock size constrains use of larger barge groupings.

Fifth, water transportation contributes heavily to ec-
onomic activities for the communities adjacent to the
river. Eastern Oregon and Washington, and western
Idaho, are sparsely populated areas. The economy of
this area has been highly reliant on agriculture. Beyond
the direct transportation benefits, water transportation
contributed to economic growth by providing the "criti-
cal mass" necessary for industrial development.

Sixth, though only a few common carriage barge
firms operate on the Snake-Columbia, rates have re-
mained relatively low and very stable. As a result, water
carriage has provided strong intermodal competition for
railroads in the region. In this way, transportation users
have benefited both from low barge rates and from low
rail rates induced by competition. Table 4 shows rail
rates from Whitman County, Washington, to the PNW
ports. Note that rail rates dropped sharply in 1961, 1968,
and 1972. These rail rate reductions correspond nicely,
with a slight lag, to the opening of new locks which
extended barge service upstream.

Table 4. Example of Rail Rate from Whitman County to
Portland and Seattle

Rate in cents -
Year per hundredweight

1931 24
1939 23
1949 34½
1958 45½
1961 261/2
1966 261/2
1967 291/2
1968 21
1970 251/2
1972 21
1973 22
1974 26
1975 28½

1976 30½
1977 33

Seventh, as mentioned earlier, a growing share of
river-borne freight originates outside the PNW. That is,
transit traffic is increasing by demanding transportation
service in the PNW. Growth in demand for grain on the
Pacific Rim, the loss of Gulf port elevator capacity due to
explosions, and a labor strike closure of the Duluth.;
Superior port in 1979 all have contributed to increased
westbound grain movements.
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POLICY ISSUES \
Commercial navigation interests confront two types

of problems: those which are immediate or short-term in
nature, and those which are of longer-term significance.
From a short-term perspective, the most critical problem
facing commercial users of the river is deteriorating
conditions of several locks. At least three of the locks,
The Dalles, John Day, and Lower Monumental, are in
need of immediate repair.

Breakdowns at these facilities have closed portions
of the river to navigation several times in recent years.
Current plans call for a coordinated closure for a mini-
mum of 3 weeks to complete necessary improvements.
At issue is not whether repairs should be made, but
when they should be made. The Corps of Engineers
requires no approval to undertake maintenance projects
of this kind.

Another issue of immediate concern is a proposed
Coast Guard regulation which would require that all
petroleum shipments be made in double-hull barges.
Grain shippers argue that this regulation would greatly
reduce the barge backhaul ration, thereby increasing
downriver grain rates. The tradeoff between the esti-
mated reduction in the probability of a spill, and the cost
to producers in terms of higher transportation rates,
is the central question. It will be resolved in the near
future.

Probably the most important long-term issue directly
related to water transportation on the Snake-Columbia
is expansion of the lock at Bonneville. The Bonneville
Lock is both the smallest and most downstream lock in
the Snake-Columbia system. While the lock's capacity
constraint is not currently critical, a 1977 Corps of Engi-
neers lock modification feasibility study suggests, by the
late 1980's, Bonneville could become a major transpor-
tation bottleneck.'

According to the Corps' estimates, the mean lock
transit time in 1970 was 31/3 hours and was forecast to
increase to 41/4 hours in 1980. By 1990 the transit time at
Bonneville, at its current size, is expected to be 13 hours.
Increased traffic volumes are expected to contribute to
congestion problems due to the relatively small lock size
and the somewhat hazardous approach that tows must
execute to enter the lock from the upstream side.

To mitigate future traffic flow problems, the Corps of
Engineers is proposing construction of a replacement
lock at Bonneville. The proposal calls for a new lock 675
feet long, 86 feet wide and 15 feet deep to be built on the
Oregon side of the channel (designated as "alignment C"
in the feasibility study). Construction costs are esti-
mated at slightly in excess of $120 million plus addi-
tional annual expense of $240,000 for operations and
maintenance.

The proposal is currently being reviewed by an inter-
agency review board. Once the review is completed, it
will be forwarded to the Office of Management and
Budget and then to Congress for approval and appropri-
ation. The recently imposed user charge enhances the

10U.S. Army Corps of Engineers. Bonneville Lock and Dam: Feasibility
Study for Modifying Lock, Portland District, January 1977.

case of advocates who argue that those receiving direct
benefits will share in the burden of operations and main-
tenance. Also, a plan to assess the State of Oregon for a
portion of the capital cost (approximately five percent)
may be included.

Approval of a new lock, however, will not occur
without opposition. Certainly the region's railroads and
environmental groups will object. The degree and form
of their opposition is yet to be seen.

The debate over the Bonneville lock proposal, how-
ever, will likely differ somewhat from the recent Locks
and Dam 26 controversy. Expansion at Bonneville must
be considered not only on the basis of its impact on
transportation but on a broader water-use tradeoff con-
text. That is, the decision to expand Bonneville can be
viewed as an implicit decision to expand transporta-
tion's use of the Snake-Columbia system. The decision
to allocate additional river resources to transportation
is, in effect, a decision to constrain expansion of alterna-
tive uses. These water-use tradeoff issues may be most
hotly debated.

At one time, policy-makers in the PNW viewed
the river as an unlimited resource. However, rapid
economic growth has now pushed utilization to near
capacity for some uses. Transportation now competes
directly with hydroelectric generation. Each barge lock-
age results in 107 acre-feet of water bypassing dam tur-
bines. Given 1977 traffic volumes, water transportation
reduced hydroelectric generation by 116 million kilo-
watt hours. Valuing electricity at 35 mills per kilowatt
hour (which may be an under-estimate), the estimated
dollar value loss in 1977 was $405,000.11 Given the
current value of electricity and the current number of
lockages, this is a relatively small cost. As energy costs
rise, the opportunity cost of navigation will rise.

The loss of hydroelectric capacity may increase the
demand for less desirable or "dirty energy sources."
Political pressure opposed to development of these al-
ternative sources, specifically nuclear, may ultimately
force consideration of imposing constraints on expan-
sion of river transportation activities.

The tradeoff and complementaries between trans-
portation and irrigation are not clear-cut. During low
water periods, barge lockages reduce the irrigable water
available in any river pool. Both transportation and irri-
gation require minimum stream flows. In this sense,
these uses may be complementary. However, as water
becomes more scarce, the potential conflicts between
uses of water for irrigation and transportation may
result.

"For additional information on this loss computation, see Casavant,
K. L. and J. R. Jones, "Instream Flow Needs: The Economic Case for
Navigation," Proceedings, Inst ream Flows Conference, Boise, Idaho,
May 3, 1976. A recent study entitled "Energy Loss and Replacement
Cost of Navigation on the Snake Columbia River," by Charles B.
Milham, Washington State University, provides an estimate of en-
ergy loss due to lock activities for both commercial vessels and
pleasure boaters. Or, Michael Martin and Ken Casavant, "An Initial
Evaluation of the Benefits and Costs of Navigation as an Alternative
Use of Columbia Basin Water," invited paper, Lewis and Clark
University School of Law, Columbia River Water Allocation Sympo-
sium, November 9-10, 1979, Portland, Oregon; forthcoming in Jour-
nal of Environmental Law.
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Table 5. Summary of the Impacts of Navigation on Hydroelectric Generation, Irrigation, Recreation, and Fisheries 
Activity Positive impact Negative impact

Energy

Irrigation

Recreation

Fisheries

Minimum streamflow during
periods of normal or
high river level

Lock maintenance
Minimum stream flow
Minimum stream flow
Barging of salmon smolts
around dams

Loss of water for generation
due to lockage

Minimum streamflow and pool
during periods of low river
levels

Conflict in use of lock

Dredging and construction
water contamination due
to spillage or accidents

Water transportation relationships to recreation and
fisheries also are not determined in all situations. Table 5
briefly summarizes the positive and negative impacts of
water transportation on alternative resource uses. In
making a policy with respect to expansion of inland
water carriage in the Pacific Northwest, decision-makers
will be forced to consider these direct interrelationships.

Beyond the direct opportunity cost questions associ-
ated with new construction at Bonneville and the result-
ing expansion in water transportation, policy makers
must confront externality questions. The question of the
environmental impact of commercial navigation has, of
course, become increasingly significant.

Another issue of concern to regional interests is the
impact on rural roads and bridges of greater volumes of
grain truck deliveries to the river. The increase in transit
grain traffic has focused attention on this issue. There is
a feeling that local taxpayers are effectively subsidizing
shippers from Montana, North Dakota and other eastern
origins through road maintenance expenditures.

An example of the estimated magnitude of this cost is
the highway damage to feeder roads serving the Port of
Lewiston, Idaho. Using the N18 factor as measure of
pavement damage imposed by a loaded five-axle tractor
and trailer (42 tons gross weight, 24 tons payload) it can
be estimated that 1.724 N18 passes are imposed per
highway mile. On a bituminous surface designed for
1,000,000 N18 per mile passes with a resurfacing cost of
$100,000 per mile the cost per N18 per mile is 10 cents or
17.24 cents per loaded truck pass.

In 1978, 39,328,266 bushels of grain were trucked
into the Lewiston port. Assuming 800 bushels per truck
load this amounts to 49,160 load truck passes. Thus, the
loaded damage from grain trucking caused an estimated
$8,475 per mile of highway.12 This estimate does not
include additional highway wear created by the return
movements of these trucks.

Truck operators do repay a portion of the damage
cost through fuel taxes. However, most studies indicate
that fuel tax revenues fall short of the costs inflicted by
the larger, heavier trucks. Further, most tax receipts
accrue to the federal government, leaving a substantial
portion of local road maintenance to be financed locally.

Since a large share of the grain freight originates
outside the local region, local taxpayers may be subsi-

12In 1977, 21,962,967 bushels of grain accounted for 27,453 loaded
truck passes on $4,232 damage per mile.

dizing shippers in other regions. Returning to the Lewis-
ton example, 59 percent of the grain trucked to port in
1978 originated outside Idaho, largely in Montana.
These shipments resulted in $4,989 per mile damage (of
$8,475 per mile total) on local highways and roads."
Local communities realized little tax or other revenue
from this traffic. Yet, improved lockage times at Bonne-
ville will attract barge traffic and therefore increase wear
on the infrastructure that feeds river ports.

The Corps' study estimated the benefit-cost ratio to
be 1.64. However, the Corps' feasibility study failed to
fully account for opportunity and indirect costs. A com-
plete appraisal of these costs may significantly alter the
benefit-cost ratio.

Moreover, increased truck traffic induced by more
barge service may also be energy inefficient. Since
trucks are the least energy-efficient mode for moving
bulk freight, such as grain, long haul truck-barge energy
use may be greater than that of a parallel movement via
railroad.

Agricultural interests in the PNW may find expan-
sion of transit traffic acts to their disadvantage. The
recent increase in hard red wheat, corn and soybean
shipments through the Northwest ports has contributed
to congestion at both river and export elevators during
peak shipping periods. As a result, regional shippers
have experienced a short-term "crowding out" effect.
That is, they have been unable to market their grain
through these facilities at the time they desire. Assum-
ing the enlargement of the lock at Bonneville enhanced
transit shipments, the increased volume could lead to
additional pressure on elevators' capacity, international
shipping and other logistical services.

Of course, expanded port activity created by increase
transit grain shipments has encouraged investment in
new 'elevator facilities and may result in intensified
competition between exporters for PNW grain. In this
sense, regional producers may experience long-run
gains from higher grain prices.

Beyond the issues related to inland water transporta-
tion, the PNW has experienced a problem in the past
with international ocean transportation. The problem
has arisen from a substantial imbalance in inbound-
outbound flows. This problem has been particularly
acute at Columbia River export ports. Roughly 75 per-

"The cost of this traffic originating out of Idaho is estimated at $1,675
per mile in 1977, using the N18 factor.
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cent of all international tonnage passing through the
ports is outbound.

The lock of inbound traffic results in periodic short-
ages of ocean shipping capacity. During the summer of
1979, for example, a shipping shortage closed down
grain movements within and through the region, for
several weeks.

Also, this traffic imbalance results in relatively wide
variations in ocean freight rates from PNW ports. When
inbound traffic is particularly light, shippers in the re-
gion must pay premium rates to attract shipping capac-
ity. This, of course, creates some uncertainty for grain
merchants in the PNW.

SUMMARY AND CONCLUSIONS
Of immediate importance to commercial transporta-

tion interests in the PNW are the needs for immediate
repair of several locks on the Snake-Columbia River
system, and proposed new requirements that all petro-
leum shipments be made in double-hull barges. River
closures will result from repair efforts at The Dalles,
John Day and Lower Monumental. Less of backhaul
shipments and higher rates for grain shippers could
result if the new Coast Guard rules are implemented.

Of more long-run concern is the proposed replace-
ment of the Bonneville Lock. But the question of
whether to build a Bonneville facility involves more
than just consolidation of the direct costs and benefits.
Deciding to construct a new lock at Bonneville is analo-
gous to making a decision in favor of long-term expan-
sion for commercial navigation activities on the river
System. The indirect and opportunity costs of expanded
navigation may be critical factors in resolving the
Bonneville Lock issue and in making policy for the river
System in coming years.

The role of the Pacific Northwest as an outlet for U.S.
export grain is destined to grow. The river system will
continue to be a very significant component in the trans-
portation infrastructure serving elevators at Columbia
River ports. The relative share of traffic moved via barge
will be influenced by policies shaped by non-transporta-
tion considerations.

Discussion
Q: (Stoney Stubbs, Frozen Food Express, Inc.) I have a
comment, not a question. You alluded to the fact that the
Task Force may have done nothing but work with grain
in respect to the Midwest. That's not quite factual. Grain
was a big thing, but we also had hearings about Maine
Potatoes and Florida fruits and vegetables. We even had
a hearing in Spokane.
Martin: We just finished a 13-month study and we
concluded that our system is probably better than
anywhere else in the country. All we've got is relatively
new and in the Northwest we are served by a couple of
better railroads.
Q: (Larry Kiser, Burlington Northern) There are two
things that everybody needs. One is love, the other is to
be needed. We haven't had much love but I guess we are
needed.

I am a native of the state of Washington. I have a little
knowledge first hand of the situation out there in the
Northwest. We were benevolent. We were trying to meet
a competitive situation when the locks and dams were
established. However, I guess I would admit that the
barges do have an advantage over us out there for the
local traffic. Burlington Northern has seen fit to forego a
major share of the local traffic in the Pacific Northwest. I
think it is fact that the majority of the light freight moves
now by river. We don't like it but we are not going to go
bankrupt competing for it. The dramatic increase in
trucking and barging of grain in Minnesota, North Da-
kota and Montana has occurred in the last 3 years. That
coincided with our car shortage of the last 3 years. We
are spending an enormous amount of capital at BN. This
is not a threat, but BN intends to regain shipping wheat
by rail all the way and save energy at the same time. We
want to see long-haul business back on the railroads.
Perhaps the short-haul business is best suited for the
river.
Martin: I am not in a position to argue that point. There
could probably be a good case for that position made. I
think a lot of people feel that that may be the best option
from a local or regional standpoint. Expanding use of the
river may not be in our best interests.
Q: Do you have single or double locks out there?
Martin: Single locks-86 x 675 feet.
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Wide and deep lakes probe deeply and multidirec-
tionally into the midcontinent. Ninety percent naviga-
ble for deep draft vessels in its natural state, the system
poses constraints only at harbors and in connecting
channels and rivers. Major system improvements are
focused on the connecting channels. Falls and rapids
have been surmounted with a series of navigation locks
and canalization; Soo locks, Detroit-St. Clair rivers, Wel-
land Canal (Niagara), and St. Lawrence River.

The system's present configuration was established
in 1959, with the opening of seven new and enlarged
locks in the International Section of the St. Lawrence
River, and provision of a minimum controlling channel
depth of 27 feet throughout the system from Duluth/
Superior to Montreal. The Seaway is a seasonal route
permitting navigation for 81/2 months from April
through mid-December.

Uniquely binational throughout its sweep, the U.S.-
Canada international boundary bisects the lakes and
channels of the waterway system. Navigation improve-
ments are found on both sides of the international line
and control of the navigation channel frequently shifts
from one jurisdiction to the other.

The lakes and channels of the system and the inter-
national section of the St. Lawrence River are a shared
resource. Practically all aspects of water use—naviga-
tion, hydropower, municipal water, and environmental
quality are subject to negotiation and formal agreement
with Canada under the Boundary Waters Treaty of 1909.
Development on a systems basis frequently requires the
cooperative efforts of both the United States and Can
ada. At times, what is economically efficient and desir-
able in one country may be quite the contrary in the
other.

Seaway transportation of U.S. grain exports has in-
creased substantially over the past decade, growing
from about 7 million tons in 1968 to over 16 million tons
in 1978. Until recently, however, despite a doubling of
grain tonnage carried, the importance of the Seaway
route tended to decline relative to export movement
through Gulf and North Atlantic gateways. Massive
adoption of efficient unit-train technology during the
Past decade resulted in a significant shift of corn and
soybean exports from the Seaway to overland movement
to North Atlantic ports. To illustrate, in terms of coastal
market shares of corn exports:

Great North
Lakes Atlantic Gulf Pacific

1969 24.3% 7.5% 67.9% 0.1
1975 8.7 23.1 67.7 0.4
1977 9.0 22.7 67.3 0.9
1978 12.0 19.1 62.8 6.1

Traditionally the U. S. grain trade has viewed the
Seaway route as a residual transportation option for
exports, except for spring wheat from the Dakota's and
Minnesota. The seaway was valued as a safety valve
Which could provide export capacity from time to time
When routing through the Gulf was seriously congested.
This traditional view of the Seaway appears to be chang-
ing. Rightly or wrongly, there is a growing perception in

the U.S. grain trade that the nation's grain transportation
system is at or near the saturation point. Moreover, con-
sidering the expected growth of exports, it seems
doubtful that the railroads, having greatly increased
productivity with unit trains in the past decade, can
repeat that kind of competitive success again- (except
possibly to the West Coast).

The Seaway route as consequence is expected to
become an increasingly more important transportation
option for grain exports. In the judgment of an official of
one of the large grain companies, 25 to 30 percent of the
increase in U.S. grain exports over the next five years
will move via the Seaway. There is tangible evidence to
support this viewpoint. The grain companies are putting
their money where there mouth is. New and expanded
export elevators are being built in Duluth, Chicago, and
Burns Harbor, Ind. In Toledo capacity has been doubled
and an elevator may be built in Milwaukee to help meet
the demand.

The outlook for a surge of U.S. grain exports, coupled
with normal growth in other traffic, raises important
questions about the adequacy of the Seaway system's
capacity to fill the demand. The U.S. Seaway Corpora-
tion and the Canadian Seaway Authority—the entities
charged with operating the system—are in basic agree-
ment that capacity increases will be needed in the short
term as well as the longer run.

There are two major approaches to capacity expan-
sion under consideration:
• Nonstructural and minor structural improvements to

increase capacity within the present 81/2-month sea-
son.

• Provision of a longer operating period through exten-
sion of the navigation season into the winter months.

Both approaches are essentially nonstructural in nature.
The intent is to get the most out of existing facilities.

Capacity Expansion
Improvements to expand capacity of the present 81/2-

month season must focus on the Welland Canal. The
Welland is the short-term capacity constraint or bottle-
neck for the system. Canada estimates, and the United
States agrees, that Welland Canal cargo demand will
increase at a faster rate than the expected expansion of
Welland tonnage throughput capacity (due to increasing
vessel size). Absent improvements to increase capacity,
the limit will be reached about 1986,     and
perhaps earlier if a sustained surge of grain exports
actually occurs in the interim.

Capacity is defined, first, in terms of an acceptable
level of service (transit time) for vessels using the Canal.
(See figure 2.) Canadian studies utilizing a detailed com-
puter simulation of the Welland have determined the
physical limitations for processing vessels through the
canal and selected the acceptable level of service in
terms of daily lockages. Theoretically, 7800 lockages are
possible, based on 30 lockages per fair-weather day for a
nominal 260-day navigation season. In reality, 82
percent of that is likely, giving allowance for weather,
seasonality of demand, pleasure craft, and other con-
straints.
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Figure 2. Maximum lockages per day on the Welland
Canal

Tonnage capacity is defined as the volume of cargo
throughput consistent with the selected service level.
Over time it depends largely on the pattern and balance
of demand and the evolving size mix of the vessels using
the canal (tons/transit). The heavy, solid line on figure 3
was constructed using the practical lockage capacity of
the facilities and the increase in tons/transit derived
from projected shift in the fleet mix to larger vessel size.
The tonnage capacity indicated is not absolute. More
tonnage can be throughput, but the desired service level
deteriorates.
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Figure 3. Tonnage capacity on the Welland Canal with
and without improvements

Canada has planned a number of improvements to the
Canal, including a novel marine shunter concept, which
they are confident will keep the tonnage capacity limit
comfortably ahead of cargo demand. Improvements im-
plemented incrementally should provide sufficiently
increased physical processing capacity (lockages) to per-
mit the trend of increasing vessel size (tons/transit) to
operate and expand the tonnage throughput capacity to
meet demand. The combination of physical improve-

ments and evolution of the fleet, working in tandem, may
permit as much as a 40 percent expansion of tonnage
capacity in the longer run. This is illustrated by the
heavy, broken line on figure 3.

Season Extension
Extension of the navigation season is a more complex

and at this time an uncertain undertaking. At the outset,
it should be known that efforts to extend the navigation
period in the St. Lawrence River section of the system
have been progressing on a modest scale for 10 years.

The U.S. and Canadian Seaway entities have ex-
pended several millions of dollars on facilities im-
provements which, with the assistance of the U.S. and
Canadian Coast Guards, has successfully extended the
operating period by 4 weeks since 1969. Resources
available to the Seaway entities are limited, however,
and as the navigation season is pushed deeper into the
winter months the task becomes increasingly more
difficult.

A major project investment is required for further
significant extension of the navigation season. To this
end, a sizable Corps of Engineers effort, the Navigation
Season Survey Study and Demonstration Program was
initiated 8 years ago to assess the feasibility of winter
navigation and submit project recommendation to Con-
gress. The completed survey report, to be released
shortly, will recommend a plan to provide year-round
navigation on the upper four lakes of the system and 10
months navigation on the Welland Canal, Lake Ontario,
and the international section of the St. Lawrence River.
The potential benefits of extended navigation were
found to include more efficient use of ships, shore, and
terminal facilities, reduction in unit transportation
costs, and savings on stockpiling costs and energy con
sumption. Additionally, federal investment in addi-

-

tional navigation improvements could be delayed and
national transportation capacity needs would be
enhanced.

The season extension project, however, is at risk
despite the fact that extended navigation has been found
to be engineeringly and economically feasible. The proj-
ect is in jeopardy in the Montreal-Lake Ontario section
of the St. Lawrence River. The State of New York has
voiced strong opposition to any extension of the naviga-
tion season on environmental grounds and to any dem-
onstration activity which would address technical
problems in the St. Lawrence River.

It should be noted that Canada implemented a 12-
month navigation season on the St. Lawrence between
Montreal and the Atlantic in 1964 and has experienced
no adverse environmental effects.

At present New York's position is that approximately
$20 million of environmental studies are required before
they could decide whether season extension was envi-
ronmentally acceptable. The state has taken its position
of total opposition despite a planned $136 million pro-
gram of environmental studies and monitoring of condi-
tions proposed by the Survey Report to be conducted as
part of the season extension project for the entire system.
While New York State's concern is couched in terms of
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environmental protection it is very probable that eco-
nomic and competitive motivations of East Coast inter-
ests played a large role in establishing New York's posi-
tion. This would be in keeping with a tradition of Seaway
opposition spanning at least the last 50 years. Few eco-
nomic benefits from season extension accrue to New
York. The direct economic benefits are concentrated in
the midwestern states adjacent to the Great Lakes. New
York State has a veto on the season extension project due
to its strategic location at the system's choke point. The
National Environmental Protection Act provides New
York with the power to stop the project.

Now that the survey study is complete and beginning
the Washington review process, it is expected that envi-
ronmental opposition, particularly from New York
State, will be strongly revived in this new arena. Opposi-
tion will focus on the St. Lawrence River section of the
system despite program planning designed to accommo-
date environmental concerns incrementally through
each step of achieving an extended season.

Strong Congressional support from Midwest delega-
tions, agricultural interests, and Great Lakes ports will
be needed to gain approval for the season extension
program. Without such support, extended navigation
will likely be confined to the upper four lakes of the
system. If even 30 days of additional navigation can be
gained in the St. Lawrence section of the system it will
help to relieve harvest period congestion and, inciden-
tally, help to bolster grain prices. When the Seaway
Opens in the spring, demand increases and prices tend to
rise; when the system closes in December, demand
slackens and prices tend to decline.

Discussion
Q. (William Newstrand, Minnesota Department of
Transportation) What sort of ship configuration are you
looking at?
Gelston: The size of vessels has increased over the years,
and I'm speaking of the entire mix of vessels. In the mid-
1960s we were moving far less cargo than now—some-
thing like 40 million tons and it was taking 7,200 to
7,400 transits. We moved 62 millions tons in 1978 with,
I believe, about 6,000 transits. That sort of graphically
indicates that vessel transits dropped and tonnage was
Up. We're getting much higher throughput.

Q: (Phil Raup, agricultural economist, University of
Minnesota) If I understand correctly, what's happening
is not that the big ones are getting bigger but the little
ones are getting bigger.
Gelston: There is a maximum size, and there is a num-
bers limit. I'm not talking about a trend that is linear all
the way.
Raup: I just wanted to ask if my impression is correct?
You spoke about the impact of unit trains in this chang-
ing flow of Midwest grain to market. Am I correct in
thinking that the whole planning for the St. Lawrence
Seaway was essentially completed prior to our realiza-
tion of the size of the serving market and prior to the
Major shift to feed grains? And it is essentially, in its

present form, a water transport route that made possible
the historic movement of bread grains to Europe? Since
then the market has shifted in significant volume. More
basic was that the volume of bread wheat going to Eu-
rope has fallen dramatically while the volume of other
feedstuffs, such as beans and corn, has increased dra-
matically. And it isn't all going to Europe. Some is. But
the big expansion of the market has not been European.
I'm not counting Russia as Europe. Am I correct in that?
Gelston: Well, I don't disagree about what has hap-
pened, except one point. I don't believe the Seaway was
planned in such fashion, or was such foresight used in
such planning. The Welland Canal was designed in
1917, but wasn't opened until around 1932. The man
who designed it had a hell of a lot of foresight in terms of
lock dimensions. The seaway system was designed in
the 1950s and it was built to the same dimensions as the
Welland. We started running into trouble with ship size.
Of course, the shifting in markets that you're talking
about had an influence.

There is so much corn, for instance, moving out of
the Corn Belt. What share of this volume moves to the
Gulf? How much by the North Atlantic? How much by
the seaway? During the last decade, the Gulf share of
corn exports, regardless of destination, stayed almost
constant. The Seaway went from 23 percent to just un-
der 9 percent. The Atlantic (Norfolk to Baltimore) went
up from 7.5 percent to 23 percent. While the Gulf stayed
the same there was a flip-flop between ourselves and the
Atlantic, and these changes coincided with massive
adoption of unit trains. I think that by the end of 1976
there was, east of the Mississippi and north of the Ohio
River, more than 100 unit-train loading stations.
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Appraisal and
Summary

Marc A. Johnson
Associate Professor of
Economics and Business
North Carolina State University

In summarizing and appraising the proceedings of
this conference I see five major points.

QUALITY OF THE CONFERENCE
The first point is to give high praise to Luther Pickrel,

Jerry Fruin, and Miriam Schulz for the quality of this
conference. The facilities have been very conducive to
serious discussions. The program has been excellent.
The conference has attracted speakers and discussants
with great experience.

Several of the Rural Transportation Task Force mem-
bers were invited. Members of the shipper, carrier, and
government communities with high-level decision-
making responsibilities have participated. Members of
the academic community of serious thought and broad
perspective were here.

The audience also has been excellent. A cross-
section of farmers, shippers, carriers, carrier representa-
tives, government officials, professors, and the farm
press have actively participated in discussion periods
with both questions and Contributions, and with a mini-
mum of cynicism.

This conference has covered more ground than I
have experienced in any other 2-day conference.

My remaining comments serve to summarize and
appraise the content of this seminar. Twill not attempt to
identify statements attributable to each of the speakers. I
have designed my remarks to integrate what has been
said.

My remaining four points cover the following areas:
• Contributions of the Transportation Task Force to rec-

ommendations for a national transportation policy.
• The notable reluctance to embrace major shift away

from comprehensive regulation.
• The lack of attention of the Task Force to defining the

real transportation problems.
• A note on the perceived, overriding problem in the

transportation industries.

A National Transportation Policy
There is consensus among conference participants

that the United States does not have a national transpor-
tation policy. William Smith said that the United States
does not have a transportation policy, that the debate
continues on whether we should even have one, and
suggests that because we do not, many public invest-
ments such as Locks and Dam 26 and the solution to the

northeastern railroad problem were delayed at great
cost. John Snow said that the U.S. Department of Trans-
portation has not formulated an operational national
transportation policy, but that the Nixon, Ford, and
Carter administrations have adopted recommendations
for a policy founded upon more reliance on market
forces, better management of the existing transportation
infrastructure, and distribution of costs similar to distri-
bution of benefits. Richard Braun said that while we do
not have a stated policy, we create policy daily to guide
our actions in frenzied situations.

Richard Braun began the seminar saying that there is
a need for more transportation and equipment, that
there is not enough money for all that we want, and that
a policy is needed to allocate scarce resources. This is
the key. The more scarce are resources relative to de-
sires, the more explicit a policy guide must be, and the
more plainly defined the trade-offs must be between
policy goals.

Policy goals are the grand objectives of a decision-
making body. Policies guide and limit the selection of
tools or strategies by which to achieve the objectives. The
case of the Canadian Crow's Nest Pass rates, presented by
Ed Tyrchniewicz, is an example of a clear policy goal and
corresponding policy. The goal was to settle the Plains of
Canada. The policy was nonmarket intervention in the
price structure for moving settlers' effects in and settlers'
products out. Selection of a nonmarket policy, placed in
the 1890s, has created a system of vested interests which
will make any remedy to the economic problems created
by statutory rates unpalatable.
' Harold Breimyer has chastised the Task Force for not

arriving at policy recommendations because it did not
first settle on policy objectives. I agree with Professor
Breimyer that the Task Force has not shown evidence of
tackling the most difficult of tasks, that of settling on
broad policy goals. What are the freight mobility goals of
the nation in terms of agriculture? Can we expect to
move all things from all places? What degree of discrimi-
nation among shippers is permissible, if any, in the
name of efficiency? Do we even want to provide the
same immediate service to very small shippers as we
provide for very large shippers? Are there land-use pat-
terns and settlement patterns that we prefer, which can
be approached using transport investments?

I do not agree with Professor Breimyer that the Task
Force has failed in its charge to develop "recommenda-
tions for establishing a national agricultural transporta-
tion policy." Such recommendations are found on pages
9 and 10 of the Task Force's final draft of the report. The
recommendations are the same as those of the Nixon,
Ford and Carter administrations outlined by John Snow
last night: a return to the free market except where com-
petition does not exist and where public funding is
required to organize investments.

Task Force policy recommendations include:

• The United States (government) should assure effi-
cient movement of agricultural products and farm
inputs.

• This should be achieved primarily through market
forces.
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o Nonmarket instruments should be used in only two
instances:
(1) where effective competition does not exist, and
(2) during the transition to reliance on market forces.

O Public funding is permissible where essential to pro-
vide an effective system as long as there is an attempt
to have the beneficiaries refund the expenditures and
that funds will be invested to achieve an efficient,
competitive balance among modes.

• Transportation companies are not to be used to effect
social goals at any cost ,to these companies.
The policy statement leaves the impression that

transportation companies should be unleashed to g 
about their business with the freedom of the market-
place, except where the transport firm has a clear mo-
nopoly position in the market. Government would have
the responsibility to protect carriers and shippers
against anti-competitive behavior and against national
disasters and unwise foreign ownerships as well as to
participate in funding construction and maintenance of
facilities with public characteristics, such as roads, wa-
terways and airways. This recommended policy state-
ment by the Task Force tends to add to the national
consensus that transportation should be returned to the
free-market economy. However, specific recommenda-
tions which follow the general statement show an un-
willingness to return the transportation industry to a
free-market basis.

RELUCTANCE TO CHANGE
There is a notable and justifiable reluctance to em-

brace a major shift away from comprehensive regula-
tion. That would constitute a change of the rules of the
transportation game in midstream. When the Interstate
Commerce Act, the Transportation Act of 1920, and the
Motor Carrier Act of 1935 were passed, rules were
changed in the middle of the game and the courts were
full of protests and challenges of authority. We can ex-
pect the same with any major changes because interest
becomes vested in the set of rules for playing the trans-
portation game.

John Snow provided the estimate of $3 billion in
trucker's certificate values. Anytime production is lim-
ited by certificate or allocation to support prices, a
capital value is created for the certificate holders. A
sugarbeet association representative told that the right
to grow and market one acre of sugarbeets in Minnesota
is worth $350. In my state of North Carolina, tobacco
allotments are worth as much as $600 per acre equiva-
lent of poundage annually, just for the right to grow and
Market tobacco under the price support program. Is it
any wonder that the December referendum among farm-
ers on whether to keep the tobacco program gained 98
Percent approval by participants?

A second type of private interest in rules of the game
pertains to how a rule affects one's own company posi-
tion. Railroads fought reconstruction of Locks and Dam
26. Port authorities fight rate changes in inland areas
Which affect grain flows to their port. Taxpayers are
reluctant to vote for tax increases to pay for roads.

Actions of Congress are chiefly a reflection of minor-
ity interests due to concentration of interests among
those directly affected by an action and the dispersed
interest in general principle. It takes courage to be a
leader in Congress. One example is the action .of Sen.
Henry Bellmon during his reelection bid in 1076. The
Rock Island Railroad had declared bankruptcy and had
asked Congress for a $300 million subsidy. The Rock
Island has a big yard facility in El Reno, Oklahoma and a
great deal of employment in the state. Sen. Bellmon
voted "No" on the proposal saying that $300 million
would not solve the Rock Island's problem.

We tend to be afraid of the unknown and a lot of fears
have been mentioned. Mr. Stubbs mentioned poten-
tially reduced rural truck service while John Snow and
others discounted the likelihood of this result. Orb o Sor-
enson and others voiced fears for the livelihood of cap-
tive and small shippers. These fears call for caution and
a bit of risk-sharing by the public. Public bodies set the
rules for the public good, and carriers and shippers have
invested according to these rules. The public must con-
sider transitional compensation for those who will be
harmed by major rule changes.

Professor Breimyer said that we will need a crisis to
get any movement off of dead center on transportation
issues. This is likely overstatement. Educational efforts
like this seminar raise awareness to the problems, op-
tions for solutions, and costs of solutions. There is need
for mutual commitment so everyone understands that
everyone is contributing to solutions. This is the major
problem blocking action. In abandonment cases, for ex-
ample, action is not taken until roadbeds have deterio-
rated. No party will play their cards for fear of later third
party awards. Railroads won't say what it will sell the
line for; shippers won't say how valuable the line is.
There is a need for greater communication between
shippers and carriers in forms of protection for agree-
ments made between themselves.

Quite possibly, return to the discipline of the market-
place will substitute for Professor Breimyer's crisis. In
competition, opportunities are displayed, communica-
tion is direct, and parties are assured of reaping the
awards of these agreements without having to share
them with protestants.

THE REAL TRANSPORTATION PROBLEMS
Evidence of this seminar bears out Professor Breim-

yer in saying the Task Force did not define the real
transportation problems. The Task Force has identified
symptoms of problems and skipped on to recommended
solutions for these symptoms. A sore throat could be a
symptom for a common cold, a streptococcal infection,
or leukemia. Each requires a different remedy. Simi-
larly, a railroad car shortage may result from poor utili-
zation which may in turn result from a lack of incentive
to utilize cars well or a difficulty with management. A
rail car shortage also may represent a lack of incentive to
construct more cars or a short-run shortage of car-
building plant capacity slowing adjustment to increases
in traffic.
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Sluggish response to reconstruction of rural roads
and bridges may be caused by a lack of finance proce-
dures to provide what the public truly values. However,
the slow response may reflect a lack of value held by the
public for rural roads. Or, the outcry by rural residents
for more rural roads may represent a lack of considera-
tion for total cost of roads. With a separation of
ownership and access, such as in the rural road and
bridge case, users demand services according to the
prices they are called upon to pay, which may not reflect
the total cost of the investment. If highway resources are
not priced correctly, these resources will be wasted.

Sometimes, what appears as problems or symptoms
in the short-term may not be problems in the long-term
at all. Symptoms of inconvenience can be merely an
unusual demand stress on a transportation system with
capacity built to handle a base, normal load.

FINDING THE ROOTS OF THE PROBLEM

There appears to be a consensus among the program
participants in this seminar that the overriding concern
or problem of the transportation system lies in the care
and use of transportation infrastructure and equipment
and the provision of quality service. First we must un-
derstand this problem. What do we want and how much
will anyone pay for it? Will the market system provide it
if unrestrained by government? If not, why not? Because
value to consumers is less than the cost of additional
facilities? Because there are impediments in the market
that cause the market to fail?

Pricing of transportation services has been relegated
to a secondary position of concern because changes in
prices appear to yield only small changes in revenue
potential. However, prices determine more than reve-
nue level. The relative price structure of transportation
services affects the use and care of facilities and estab-
lishes incentives for investments, maintenance and
utilization.

We have heard much about needing money for rural
roads, for saving railroad branchlines and for resurfac-
ing highways, but not much about the hard choices. The
hard choices are how much of our rural roads to surface,
how many bridges to replace, how many branchlines to
save and to what standards these roads and bridges
should be maintained.

As Richard Braun stated at the beginning of this
seminar, we desire a lot of facilities and we do not have
enough money to pay for all that we want. The hard
choice comes in determining the allocation of limited
resources. Pricing in the marketplace provides a way to
guide participants in these markets to the hard choices
of resource allocation. The alternative to market pricing
is the allocation of resources by rules administered
through government agencies, or a combination of mar-
ket pricing under rule.
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APPENDIX III

Summary of Rural
Transportation
Task Force
Recommendations

Note: The full report, Agricultural Transporta-
tion Services: Needs, Problems, Opportunities,

Co. was published January, 1980. For a copy, contact
the Office of Transportation, U.S. Department of
Agriculture, Washington, D.C. 20250. This sum-
mary was adapted from the report by Jerry Fruin,
conference co-chairman, and Kathy Frank Ches-
ney, extension editor.

NATIONAL POLICY*
A comprehensive national transportation policy that

integrates agricultural transportation as an essential ele-
ment is required. The following statement is recom-
mended as the agricultural transportation component of
a national transportation policy.

The primary objective of the agricultural transpor-
tation policy of the United States is to assure the effi-
cient movement of agricultural products and farm
inputs. This is particularly desirable given the expand-
ing demands for transportation of agricultural prod-
ucts, especially for export. This objQctive can best be
met by an efficient and commercially viable transporta-
tion system. Such a system should be achieved primar-
ily through market forces.

Market forces alone are not adequate to achieve
efficiency in those instances where effective competi-
tion does not exist. Some users willing to pay the full
costs of service may not receive adequate service. In
those instances, some rate and service regulation
should be provided to protect these users. Regulation
may be needed to prevent undue disruptions of service
and rate relationships during periods of transition
when the system is moving toward greater reliance on
market forces.

Public funding in various forms may be essential to
the provision of an effective system capable of meeting
the nation's transportation needs. Such public funding
must be clearly identified, and recovery beneficiaries
should be considered. Public funding and associated
recovery of funds should be conducted in a manner that
achieves an efficient competitive balance among vari-
ous transportation modes.

Any cost imposed on the transportation system in
advancing other national or state goals primarily non-
transportation or social in nature should be identified,

*Bold face text indicates recommendations emphasized by the Task Force.
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and the added costs of these requirements should be
assumed by the public. Such goals may include farm
policy, rural development, agricultural exports, and
energy conservation.

Information Resources
Several recommendations dealt with development

of information resources, including the monitoring and
forecasting of agriculture's essential needs.

The Task Force recommended that the secretary
of agriculture, in cooperation with the secretary of
transportation and the land-grant university system,
undertake the effort necessary to develop and publish
estimates on current and future agricultural commodity
movements by commodity, mode, and region. The Taslc
Force further recommended that the secretary of agri-
culture, the secretary of transportation, and the Inter-
state Commerce Commission (ICC) review continuously
the transportation system's performance in serving agri-
culture. The Task Force asked that these agencies moni-
tor the progress achieved in correcting those conditions
that the Task Force has identified as hindering efficient
rail movement of agricultural outputs and farm
supplies.

The Task Force also recommended that USDA
increase its applied research activities in technology
associated with agricultural transportation. These
research activities should include, but not be limited to,
Packaging, handling methods, transport equipment,
refrigeration, warehousing and distribution. This re-
search should be coordinated with the department of
transportation (DOT) or other agencies.

The Task Force recommended that USDA and DOT
develop a major effort to inform the public on agricul-
tural rural transportation issues and alternatives.

This effort could include the development and dis-
semination of informational materials such as the
following:
O A description of transportation issues and alterna-

tives in moving agricultural outputs and inputs from
and to farms, and in moving other commodities to and
from rural communities in various regions;

o A discussion of the various causes of transportation
developments;

O An identification and discussion of the range of alter-
native solutions available to shippers, carriers, and
receivers; and

O The implications of these alternatives.

RAILROAD FREIGHT SERVICE
The Task Force's position was that long term railroad

efficiency can best be achieved by creating an economic
environment in which railroads can recover their full
long-term costs of providing service and earn a reason-
able return on investment. The Task Force's recommen-
dations were based on the belief that agriculture needs a
rail industry that has incentives for providing adequat 
service and financing needed equipment, repair, main-
tenance, and technology as well as a substantial corn-
Inon-carrier obligation. The Task Force concluded that

legislation should be enacted to provide rail service and
rates under three options—negotiated contracts, regu-
lated contracts, and common-carrier service.

The Task Force recommended that legislation be
enacted to provide for negotiated contracts which
would permit shippers to contract with railroads for
transportation. The enabling legislation should contain
provisions so that:
o The equipment required to fulfill the contracts be
exempt from car-service decisions of the ICC;

o The rates specified in the contracts must be above
variable cost to contribute to going-concern values of
the railroads;

o The essential transportation terms of the contracts
be filed with the ICC for summarization and publica-
tion in a form that will inform other shippers and
carriers;

O Similarly situated shippers have a right to similar
contract terms (as the ICC usually or hereafter de-
fines these rights and obligations); and

o Unless the ICC grants relief, a carrier be allowed to
commit no more than 50 percent of any particular
type of equipment to contracted service.

The Task Force recommended enabling legislation
for regulated contracts that allow shippers who are
unable to negotiate acceptable terms with railroads to
apply to the ICC for specification of the contract terms.
The enabling legislation should contain provisions
that:
O The equipment required to fulfill the contracts be
exempt from car-service decisions of the ICC;

o This equipment be considered as part of contracted
equipment with respect to the 50-percent limitation
cited under the negotiated contract regulations; and

O The rate specified by the ICC for any regulated con-
tract can be no less than the railroad's full cost of
providing the service or rates provided for compar-
able negotiated contracts, whichever is greater.

The Task Force recommended that the common-
carrier obligations including ICC authority to regulate
rates and car service be maintained.

The enactment of the above recommendations
would cause fundamental changes in the environment
in which most railroad users have operated. The Task
Force saw a need to help small shippers take advantage
of contract rates and to assist rail users with unusual
transportation requirements.

It recommended that USDA and DOT jointly de-
velop and implement a special program of not more
than five years' duration to provide to railroad users
information and technical assistance on how best to
take advantage of opportunities made available by rail-
road transportation contracts.

The Task Force position was that over the long term,
contracts for railroad service will generate substantial
improvements in rail service quality, but that there is a
need for interim rehabilitation assistance now.

The Task Force recommended that the redeemable
preference share loan program of the Railroad Revitali-
zation and Regulatory Reform (4-R) Act be expanded to
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include a focus on improving rail lines necessary for
export transportation.

Demonstration Fleet
Certain companies, jointly owned by many railroads,

own fleets of cars that can operate throughout all the
lines of these railroads. These fleets have been well
used. While at present these companies principally op-
erate general-purpose boxcars and flat cars, the Task
Force believed that similar fleets of covered hopper cars
and additional boxcars might help alleviate car short-
ages currently affecting the agricultural community.

The Task Force recommended that the nation's rail-
roads, through their ownership of the Trailer Train
Corporation or some other similarly owned corpora-
tion of their choosing, support and implement immedi-
ate acquisition of a demonstration fleet of 500 covered
hopper cars for shipment of numerous dry-bulk com-
modities. Also recommended is immediate acquisition
of 500, 50-foot, wide-door, general-purpose boxcars to
operate as a free-running fleet to augment the railroads'
individually owned fleets of cars. The Task Force fur-
ther recommended that legislation be introduced to
provide a refundable tax credit, to be available only to
railroads for this specific purpose.

Rail Branchline Service
The Task Force considered opposing points of view.

In line with its recommended agricultural transporta-
tion policy, the Task Force did not believe the govern-
ment should force the railroad industry to continue
branchline operations which are uneconomical or
clearly unprofitable to the carrier. Nevertheless, the
Task Force believed that some branchlines, although not
profitable, may be essential to local agricultural produc-
ers. Other lines could become viable if they were reha-
bilitated through federal, state, or local funding. The
primary responsibility for identifying essential branch-
lines and establishing priorities for funding such proj-
ects should rest with local beneficiaries and their state
governments.

The Task Force developed the following recommen-
dations for addressing the problems of local railroad
service:
O The process for handling abandonments be expe-

dited by permitting abandonment after 75 days if
there are no protests, and 195 days if oral hearings
are conducted and no appeals are filed;

O Railroads be required to make all supporting data
available to users at the time the railroad issues its
notice of intent to abandon;

O Continuation of Federal Railroad Administration
(DOT) programs to provide federal financial assis-
tance for railroad branchline rehabilitation projects;

• Farmers Home Administration (USDA) give top pri-
ority for use of its loan/grant programs in rural areas
for branchline rehabilitation projects (FmHA should
consider setting aside a portion of its loan/
grant funding for rail rehabilitation projects); and

o No abandonment be permitted where upgrading of
such line segment would yield a reasonable return on
the required investment, subject to a reasonable com-
mitment on the part of the shippers/receivers using
the line, as determined by the ICC.
Use of cooperative organization for businesses en-

gaged in agricultural marketing and distribution has
long been promoted by the federal government. Farmer
cooperatives are given unique status before the ICC in
that their for-hire transportation by truck is exempt from
interstate regulation. However, no special recognition of
cooperative ownership of railroads exists.

The Task Force recommends that there be a
federally assisted pilot demonstration of a "rural trans-
portation cooperative" concept in an area where aban-
donment is in prospect, but for which shipper and other
community commitment offer promise of making rail
service viable.

This commitment should be in the form of loans,
loan guarantees, tax abatements, or other secured
commitments.

Rail Exemptions
Movement of fresh fruits and vegetables has been

administratively exempted from rail regulation by the
ICC. Shippers told of problems this exemption caused.

The Task Force recommends that the ICC continue
to monitor the progress of exemption from regulation of
fresh fruits and vegetables and any other commodities
so exempted in the future, and in the event there is
failure to achieve increased movement of these com-
modities by rail through the negotiation process, ad-
ministrative action be taken to prevent complete
elimination of these commodities from rail carriage.
Congress should monitor ICC activities to be sure that
administrative remedies provided within the 4-R Act
are used to prevent the destruction of competition in the
transportation of these commodities by permitting
them access, through regulatory processes, to regulated
contracts as recommended earlier in this chapter.

Labor and Management
The Task Force was well aware that effective rail

management will be necessary for successful implemen-
tation of many of the recommendations- it made. The
success of new legislation and governmental adminis-
tration resulting from the recommendations will be de-
pendent on the response by all segments of the railroad
industry, especially labor and management.

Therefore, the Task Force recommends that:
O Any federal or state assistance provided by these
recommendations be closely monitored to ensure
that recipients apply them to carry out the purposes
intended;

• DOT, ICC, the National Mediation Board, and any
other appropriate agency of government be in-
structed to work aggressively with both management
and labor organizations in the railroad industry to
achieve courses of development consistent with the
objectives set forth at various places in this report;
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O Special legislation be enacted to set up a procedure
by which, in the event collective bargaining over
work rules reaches an impasse, compulsory binding
national arbitration shall go into effect; and

O Congress, ICC, and DOT, in their actions concerning
financial assistance and regulation of railroads, en-
courage the evolution of progressive and responsive
railroad management and, in particular, that they
carefully avoid using their powers to preserve man-
agement which fails to take advantage of increased
opportunities made available through the recom-
mendations of this report.

Right-of-Way Nationalization
The Task Force recommended that the railroads,

including their fixed plants, remain in the private sec-
tor and that market forces be the primary determinants
for the provision of rail transportation.

The Task Force was optimistic that its recommenda-
tions, if effectively implemented, would contribute sig-
nificantly to long-term survival of railroads in the
private sector, thus avoiding the many pitfalls of nation...
alization. However, if an efficient railroad transporta-
tion system for meeting the needs of agriculture is not
achieved, the Task Force urged Congress to give consid-
eration to more dramatic measures.

PERFORMANCE
The Task Force recommended that the ICC, in con-

sultation with DOT and USDA, monitor and report
annually to Congress the effectiveness of the proposed
recommendations that were implemented regarding
rail service.

HIGHWAYS AND TRUCKING
Rural roads and bridges in many agricultural areas

have become a special problem. This is particularly true
where large trucks are necessary for efficient movement
of farm supplies and commodities.

The Task Force recommends a change in the federal
role with respect to the federal-aid program to develop
incentives to encourage increased state funding for
non-major highways, and to target more federal aid to
interstate and other major highways.

The recommended changes could be implemented
through a four-point program:
O Develop incentives to increase the level of state fund-
ing for non-major hiighways;

O Make appropriate changes in highway user taxes to
cover expanded federal involvement, but continue to
limit use of the Highway Trust Fund to highway pur-
poses only;

• Expand the scope of federal involvement on interstate
and other major highways to include maintenance;
and

• Reduce the number of miles of highways directly eli-
gible for federal assistance.
The Task Force decided not to address the rural road

Problem on the federal level because legal and adminis-
trative requirements inherently associated with federal

aid often are so complex and costly that balancing needs
and funds for small-scale rural highway projects can be
more effectively accomplished by state and local
governments.

Trucking Regulation
The unwillingness of some states to increase permis-

sible truck weights to federal standards was viewed by
many as a significant impediment to national agricul-
tural truck movement. The difference between federal
and state standards was also criticized as a cause of
energy waste and economic inefficiency.

The Task Force recommended that those states pro-
hibiting twin trailers and having load limits of less than
80,000 pounds and vehicle length limits of less than 65
feet be encouraged to increase their maximums up to
these limits on interstate and other major highways.

One criterion for a state's receiving an increased
level of federal funding (as recommended) should be its
adherence to the recommended federal standards. The
Task Force supported appropriate increases in federal
highway user taxes to implement this program.

Requirements for the operation, registration, and tax-
ation of trucks for highway use vary greatly from state to
state.

The Task Force recommended that Congress con-
sider legislation which would provide adequate incen-
tives to the states to resolve the problem of varying state
regulations.

Many small firms are involved in agricultural
trucking; many of them are individual owner-operator
truckers who spend most of their time driving. They
sometimes are subjected to unfair trade practices, and
they lack the organization, time, and money needed to
pursue remedies through litigation. Legislation to con-
trol these practices may be necessary so that this type of
trucking will continue to benefit agriculture. Also, these
truckers need information about recent rates and operat-
ing costs in order to negotiate rates and services on a
sound basis.

The Task Force recommended that feeds, feed
ingredients, grain mill by-products used in feeding,
fertilizer, agricultural limestone, and other soil condi-
tioners be added to the list of commodities exempt
from ICC regulations under the agricultural-commodi-
ties exemption.

This change would:
O Assist feed and fertilizer distributors in obtaining

service;
• Help improve backhaul loading for agricultural truck-

ers; and
O Help reduce adverse impacts of rail abandonments.

In order to promote more efficient use of agricul-
tural cooperative trucks, the Task Force recommended
that legislation be enacted to remove the 15 percent
restriction now applied under the the agricultural co-
operative exemption to the noncooperative, nonmem-
ber, regulated traffic of farmer cooperatives.

Agricultural truckers are often at a disadvantage
without written contracts with shippers, brokers and
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receivers. Such problems as unloading conditions and
market price decline claims against truckers are espe-
cially severe for haulers of fresh fruits and vegetables.

The Task Force recommended the enactment of leg-
islation that will give the secretary of agriculture the
authority to develop standard contracts of haul for
trucking fresh fruits and vegetables and to establish
both waivable and non-waivable regulations to govern
the use of these contracts.

One non-waivable provision should impose on ship-
pers and receivers loading and unloading responsibili-
ties. Also, the legislation should confer on the secretary
appropriate authority to enforce standard contracts and
to arbitrate disputes.

The Task Force recommended that USDA continue
to provide historical cost, rate, and other information
that will be useful to truckers in deciding where to look
for loads.

The Task Force recommended that the hours-of-
service regulations continue as presently formulated
under Federal standards.

WATERWAYS
Locks and Dam 26 at Alton, Ill., constrains the poten-

tial for increasing grain movement by barge, and unless
the capacity is expanded, it may effectively limit the
growth of grain exports in the next several years.

The Task Force made the following recommenda-
tions regarding this facility:
O The Corps of Engineers should be directed to acceler-

ate the construction schedule of Locks and Dam 26.
To facilitate implementation of an accelerated sched-
ule, Congress should immediately appropriate the
necessary funds.

O Congress should immediately authorize a second
lock of 600 feet to provide capacity needed on the
basis of grain export and other commodity projec-
tions, and as an important alternative in case of an
emergency closing of the principal lock.

• Executive and legislative branch procedures should
be improved to arrive at a better and more ex-
peditious process for weighing economic and envi-
ronmental considerations in projects of waterway
development.
The Task Force made the following recommenda-

tions regarding the Snake-Columbia River System and
the Welland Canal:
• Coordinated examinations of the economic feasibil-

ity and environmental impacts of expanding the Bon-
neville Locks and of rehabilitating the John Day Dam
on the Snake-Columbia River System; and

• Continued discussions between the U.S. and Cana-
dian governments on the economic feasibility of ex-
panding the capacity of the Welland Canal.

AIR CARGO, INTERMODAL
The Task Force recommends that Congress provide

an overview on the results of air cargo deregulation
within three years after effective date of deregulation to
determine the ability of shippers of perishable agricul-
tural products (and live animals) to utilize air freight.

Currently, moving goods from one mode to another
often involves unnecessary delays, inefficiencies, and
costs.

The Task Force recommends that DOT work with
USDA and other appropriate agencies of the Federal,
State, and local governments and private industry to
improve intermodal freight movement terminals.

Issued in furtherance of cooperative extension work in agriculture and
home economics, acts of May 8 and June 30, 1914, in cooperation with
the U.S. Department of Agriculture. Norman A. Brown, Director of
Agricultural Extension Service, UniVersity of Minnesota, St. Paul, Min-
nesota 55108. The University of Minnesota, including the Agricultural
Extension Service, is committed to the policy that all persons shall have
equal access to its programs, facilities, and employment without regard
to race, creed, color, sex, national origin, or handicap.
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