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more of the following ways: (a) The use=it=or=lose-it policy

should be atrengt_hened by increasing minimum qualifying requirements
each year until assured traffic produces breakeeven revenues. (b)
The clase rate formula should be adjusted so that nubaid;.r is re-
lated more closely to loss operations rather than to the overall
system needs of the carrier. (c) Communities which want to
continue a loss operation should at some point be required to

share in its costs. (d) If a community cannot share subsidies

and nevertheless reauires the air service, consideration should

be given to reserving operating rights for nonesubsidized carriers,
[:e} The allowable rate of return for subsidized carriers should

be successively reduced over a period of years to a level more
nearly commensurate with risks involved and the financial require-

ments of the induatry.
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1. Attached is & copy of the report of the Interagency Committee’on
Transport Mergers and covering White House Press Release of

March 6, 1963.

2: The next meeting of the task force has been set for

and_15, 196l at the Department of Commerce. Additional details

Tlater.
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ITI. ISSUES FOR THE TASK FORCE

l. BRegulation

While the 1962 Transportation Message suggested a basic
approach toward the regulation of transportation, it left
unresolved a number of questions. That statement did not
spell out the criteria necessary to guide the Congress and
the regulatory agencies in reaching decisions on particular
reductions or modifications in the approach to Federal
regulation. It contained only one specific deregulation
recommendation == that referring to minimum rail rates of
agricultural and bulk commodities.

If the underlying shift in emphasis suggested by the 1962
statement is to be effective, more precise guidance must be
developed. In particular, a central problem in rate regulation
arises because of the inadeguate basis provided by cost data

as currently collected. Realistic cost accounting would make
possible a major simplification in tariff schedules for those
rates which remain regulated. More importantly, better cost
data would provide one part of the information needed to
determine the areas in which the possibilities of intra-modal
competition make derequlation desirable.

Reflecting the interactions among nominally independent public
policy decisions is the impact of regulatory policy on Federal
investment decisions in transportation. For example, the
investment in waterways is predicated on the traffic that
inland water carriers are expected to generate,. given their
present rates vis-a-vis rail and truck rates. There is reason
to question whether relative rates in the different modes
appropriately reflect differences in economic costs.

2, Subsidies and usger charggg

An underlying issue in Federal transportation policy which so
far has been approached on an ad hoc basis is the extent to
which the direct beneficiaries of Federal support of a given
mode of transportation should pay, in some form or other, for
all or a part of the benefits they receive. Direct user

charges such as the highway gasoline tax which supports the
highway trust fund, coupled with State and local gasoline

taxes and other user charges (e.g., toll roads), are (apparently)
predicated on the principle that the full cost of this particular
transportation mode should be borne by the users (this applies
only to inter=-urban highway transport). By way of contrast,

the Federal Government heavily subsidizes both water and air
transport, and even the currently proposed user charges in

both of these modes will by no means recover full costs.
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Finally, the railroads currently receive almost no
significant direct Federal subsidy, and since their
rights-of-way and equipment are privately owned, they

are subjected to State and local property taxes, (During
their developmental stage, the railroads did receive
significant public subsidy, primarily in the form of land
grants, but since the end of the 19th Century there has
been little if any public subsidy for the railroads.)
Furthermore, the railroads are subjected to perhaps the
most stringent regqulations of any mode of transportation.

If some rationality is to be brought to the present "crazy
gquilt" pattern which shows a wide range of subsidy policies
among the different transportation modes, a basic task is
the development of criteria which can guide particular
decisions.

Closely related questions arise with regard to such issues

as Federal excise taxes on passengers using the various modes,
and the guestipn of the Federal Government's own procurement
of transportation services (e.g., postal services, prefer-
ential treatment of the Defense Department perscnnel on

air carriers, excise taxes on the purchase of private
automobiles, etc.). 5
Another basic issue currently handled in a variety of ways
and with a variety of devices has to do with the question of
the form in which Federal -support is given to the different
modes cof transport. Should the Federal Government direutly
invest in facilities (e.g., the Federal airway system, inland
waterway development), should it make grants to States and
localities -- with or without fund matching -- so that they
may undertake direct investment, should it make loans on
preferential terms to public or private bodies for investment
and, finally, should it grant operating subsidies?

As indicated above, the decisions made with regard to user
charges, subsidies, and taxation have a direct and pervasive
bearing on the public regqulation of transportation, and
particularly on the impact of subsidies (in one form or
another, direct or indirect) on the requlation of one mode
when heavy Federal support goes to another mode. This
problem is highlighted by the situation of the railroads
vis-a-vis water carriers particularly, and, to a lesser
extent, motor carriers.

Developing criteria to guide decisions in this range of
problems will presumably focus on encouraging the economically
efficient use of the existing resources as well as on the
efficient development of additional capacity, but such criteria
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III. TASK FORCE

l. HNature of the Task Force

Below is a list of suggested persons inside and outside
the Government from which the task force might be drawn.
No information is available as to the willingness of any
person on the list to serve. It is to be noted also that
the list does not contain a specialist in the field of
public administration. At least one person on the task
force should have this competence and preferably work
experience in the field of transportation.

It is suggested that this paper, as it may be revised, be
submitted to each task force member with a portfolio of key
documents. Each member should be requested to prepare an
issues paper of his own. Arrangement should be made for

the exchange of these papers and for preparation of comments
by each member, An initial meeting of the task force should
then be scheduled. At this meeting, to last several days

if necessary, the task force members should be required to
draft a consensus paper selecting and defining issues for
subsequent development. The resulting issues paper can

then serve as the progress report scheduled for submission
completion on July 5th.

2, List of possible members

Inside Government

Allen R. Ferguson, International Air Coordinator,
Department of State (Economist with impressive
work in transportation).

Robert A. Nelson, Director of Research, Office of
the Under Secretary for Transportation, Department
of Commerce (Transportation Economist, able
researcher) .

Outside Government

George Bortz, Brown University (Transportation
Economist) .

Benjamin Chinitz, University of Pittsburgh
(Economist with work in regicnal resource
development and transportation). J

John Dunlap; Hurvar&quiveraity (Economist with
impresaive uxpurien?a in transportation labor).
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FPREFACE

Transport expenditures in the United States exceed $1ﬂ+:: billion ennually.
The industry consumes nearly half of our total output of energy. It employa
directly more than nine million people. Transport permeates the economy.
Virtually all cther industries -- manufacturing, ngrinulturlal, extrective and
gervice industries anlike =- are heavily dependent on transport. Consumers
depend on transport for much of their recreation and for much of their freedom
in choosing where to live. Workers depend on it not only for access to their
Jobs but for much of their freedom to choose between Joba. The ecomomle
health of transport is, therefore, of vital concern to the U.S. Government.

When aceount is taken of the increased demands for transport scrvices
that ere generated by & growing populetion end & growing economy, the need
to develop & national transport policy consistent with the circumstances and
opportunities of a dynamic and highly developed industrial society becomes
apparent.

The United States now has s massive, flexible transport eystem linking
2ll parts of the nation together. That system has been built within the con-

fines of present policy. Why, then, is & new policy needed? First, it will

e ——

€lininate inefficiencies which retard growth, impair the ability of American

Andustry to compete abroad, end depress the stendard of living at home.
Second, it will reduce the deep entanglement of governmental agencles as
advocates, promoters, protectors and repulators of private interests which
conflicts with cur liberal international policies and contravenss the precepts
we advance to the less developed and the non-free nations. Advocacy of "equal
opportunities for all and special privileges for none" is particularly

eprroprigte in transport. Finslly, it will save governmental funds needed

e ————— e e e ————— -
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to achieve real social benefits but now flowing into unproductive channels.

Thus there is need for drastic revision of natienal transport policy,
geared to contemporary realities. What ere these contemporary replities?

(1) The transport industry has been transformed by technology, growth
of market, massive investments and competition. A nationwlde system is in
operation. Virtually all shippers and travellers have a wide range of
choice of modes, routes and destinations. The old notion that transport is
a natural monopoly is no longer relevant.

(2) The extension of the number and veriety of transport alternatives
makes nu@ehem‘:ive regulation administratively infeasible.

(3) The problems of the nation are now vastly different. We are a
highly developed country experiencing accelerated tachnulngmﬁl change.

A prime requisite of further progress is flexlbility to respond to such
change, Detailed and eomplex regulations which serve to diminish adepta-
bility to change discourage general economic expansion.

The new transport environment requires that we emphasize the efficient
eccomplishment of the primary mission of the transport system, which is. to
meet the demands generated by the economy. ~This objective will be achieved
only if we:

(1) Place greater relisnce on market forces and less on public regulation
in guiding the development of the private transport sector, and

(2) Rigorously evaluate costs and benefits in the allocation of public
funds for the enhancement of the transport system.

The transport system that develops under this policy will have strength
and flexibility--and will serve the nation st lowest cost consistent with
the demands put upon 1t.

£1
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To implement this poliecy; the task foree has madairEcummﬂnﬂatiunﬂ ranging
the entire spectrum of trensport problems. These recommendations cell for:

(1) Establishment of a Depertment of Transportation.

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

(3) Relaxation of rete regulation by the Interstate Commerce Commiseion
so that the rete structure will more nearly reflect the technological and
competitive conmditions which determine the alternmtives fncg& by the shipping
and trevelling publie. |

(4) wWider application of user charges in air, water, and highway transport
on grounds of equity, public revenue needs and the improvement of public in-
vesiment decisions.

(5) Purchase of trensport services by the Government st lowest cost
compatible with adequate service.

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

(7) Enlargement of the authority of the Interagency Committee on Transport
Mergers which would permit the Committee to ﬂaialnp and present before the
regulatory sgencies alternatives to mergers proposed by the carriers and to
evaluate and suggest alternstives to merger.

(8) Drastic reduction end alteration of cperating and construction

‘subsidies in the maritime industry.
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The task force feels that immediate leglislative action to correct

current deficiencies can be initiated along the following lines:

Investment

(1) Divert some funds from the Highway Trust Fund to the new Federal
fund for the development of cutdoor recreationsl facilities--at least 1
percent immediately, 5 percent or more within five years.

(2) Divert some of the funds now expended on the inland waterways to
the rehabilitatlon of major ports.

(3) Terminate the Federal-sid Airport Program.

Rates

(1) Eliminate most of the authority of the Interstate Commerce
Commission to regulste minimum retes of all carriers under its Jurisdiection.

(2) Repeal the "long haul, short haul" provision of the Interstate
Commerce Act.

(3) Eliminate the "rule of three" and other limitations on bulk
commodities that may be transported on the waterwvays without loss Pf the
exemption.

(4) Amend the Interstate Commerce Act to eliminate the requirements
in Parts I, II, III, and IV that cerriers maintain rates based on
"ressonable classifications".

(5) Amend the Tnterstate Commerce Act to require rail and highway
carriera to accept shipper-owmed or -leased equipment for transport. The
lew ghould be amended to permit shipperas to lesase equipment among theme-
selves as well as to and from car-leasing companies without regulation

of lensing terms.

iv
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(6) Amend the Interstate Commerce and Federal Aviation Acts to provide
that in rate cases where the complainant is & carrier, the burden of proof as
to the reasonablensss of the rate shall be on the complaining carrier.

(7) Amend the Interstate Commerce snd Federsl Aviation Acts to deny
carriers the right to request suspension of proposed rates.

(8) Amend the Interstate Commerce Act to give the railroads and bus
companies ccmplete freedom in setiing intercity passenger feres.

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

unsubsidized domestic air passenger transport.

User Cherges end Subsidies

(1) Terminate subsidies for helicopter operations.

(2) Levy an initial tax of 2 cents per gallon on all fuel used on the
inland waterways.

(3) Increase the tax on highway diesel fuel from 4 to 7 cents per
gallon, the welight tex on trucks over 26,000 pounds gross weight by an
additional $2 per thousand pounds, and on tread rubber by an additional
5 centa per pound.

(4) Extend the 2 cents per g:allun tax 1::::1 aviation gasoling to Jet
fuels for commereisel svistion. Continue the 5 percent tax on passenger
travel by eir and extend it to sir freight. Increase the gasoline tax
for general aviation to 10 centas a gallon and extend it to jet fuels;
impose anminl license fees averaging $1,000 per aircraft (varying with

weight),

HerEra g
(1) Revise the Interstate Commerce Act to require the Commission

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

v




lﬂE{IIJ.B‘C-E transport service to the publie.

(3) Revise the Interstate Commerce Act to substitute more flexible
alternatives for the protection of effected employees to the present
provision of a 4 year guarantee of equivalent emﬁlumnt.

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

equity and other Junior security holders in bringing about reorganization.

Operating R:I.Elgts

Permit complete freedom of entry to new firms and permit exdsting
firms to adjust routes, direction of movements eand commodities carried
in response to demand. Reduce impediments to exit and to sbandonment

of facilities and discontinuance of service for all modes.

International Maritime

(1) Discontinue the operating subsidy for passenger ships. No new
subsidy contracts for such ships should be made and existing contracts
should be renegotiated to terminate them as npﬁeﬂil;r as possible with
compensation for undue hardship otherwise imposed on coperators end
erevs. Contract settlement terms should px;utuct operatore agalnst losoes
and a modest portion of subsidy savings may be used to assist displaced seamen.

(2) Eliminate the concept of the essentisl trade route and allow cargo
line operators wide latitude in scheduling their operations. Relieve them
of the requirement to operate American-built wvessels exclusively and to
use only Amerdican yerds for repair and maintenance.

{3_} Feduce new obligstional suthority for ship construction
Bubsidies immediately by one-third and the remainder by one-fifth per
¥ear so as to terminate in five years.

vi
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(4) Eliminate cergo preference either immediately or in steps of,

gsay 10 percentage points anmually.
(5) Eliminate the requirement of filing rates 30 days in advance

of effectivencas.
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I. SIMMARY OF RECCMMENDATIONS

: s AT )
A. Orgenization snd Procedures —-—-—W%W -

@ Establish a Department of Transportation.

2. Build up a permanent organization for continuwous poliey formulation

and revision in the Office of the Under Secretary of Commerce for Trans=
portation. This should become a core element in the recommended Department
of Transportation. .

Adons

@E Establish & Federal Transport Iuwstmt Review Bamﬂmrdmte .ﬁ;&;m&
Federal transport investment budget and long-run tra.nsp-urt investment

plannirg; to eliminate inconsistencies in the methods now employed to

determine the extent and distribution of transport investment; and to

provide a means of efflclently edjusting transport Ilnvestment to economy=

vide cbjectives of reducing unemployment or redistributing income,

. Esteblish, under the chairmanship of the proposed Department of
Transportation, an interagency committee to formulate executive branch
positions for presentation to the regulatory eagencies in important rate
cases and In important cases Involving operating rights.

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

B. Investment Policy

l: Exsmine the Federal-aid highvay program projected for the post-1072
period in terms of (a) least-cost eliminatiocn of bottlenecks; ?o} possible
reduction of need In vlew of the completion of the Interstate Highway
System already planned; (c) greater flexibility, particularly avoidance of
high-volume design on light-density routes in sparsely-settled areas and
excessive gecometric design standards in urban areas, especislly when the
result 1s impairment or destructlon of nelghborhoods or assthetic values.

D Continue the Highway Trust Fund, but be alert to the prospect that a
combination of increasing revenues and reduced benefits derivable from
additional highway investments may make possible a diversion of some of
the Punds' resources as at least part payment for the indirect costs thrust
upon governments by the existence and use of the Interstate System. BPBecause
of the close connection between the use of highways and the use of recrea-
tional fecllities, some of the Highway Trust Fund should be diverted
immediately to the new Federal fund for the development of cutdoor recrea-
tional facilities: at least 1 _percent inmedia.tel;r, and 5 percent or more
within five years. F- +allds Tt .h.:?-ﬁnm-‘ rD S gy

3. Place interstate toll roads on an economic and financial parity with
;h;sa portions of the Interstate System now financed by the Highway Trust
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4. Make an exception to the criterion of limiting estimated aggregate

0 benefits to those accruing directly to individual private useres in cases
where transport investment is an indispensable tool for changing the
whole face of the economy, as in Appalachia.

5. Instruct the Department of Commerce to eéxamine the appropriateness of
present forms of transport ownership end control in cases where the trans-
port investment problem may be complicated by organizational weaknesses or
fragmentation and overlapping of responsibilities. Curriida~_

D S L.

I 6, Begin immediately to relate investment in the Federal airways to
revenues that can be obtalned from user charges.

T: Give greater attentlion to the rehabilitation and improvement of major
ports. Divert some of the funds now expended on additions to the inland
waterways to this objective.

C. Rate Policy

1. Eliminate the authority of the Interstete Commerce Commission to A,
regulate minimum rates of all carriers under its jurisdiction. S -1 we® feats

.2.) Repeal paragraph (1) Section b (the "long haul, short haul" provision)
the Interstate Commerce Act. '

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

4. Repeal the provision limiting the bulk exemption to commodities handled
' by water carriers on June 1, 1939.

@ Amend the Interstate Commerce Act to eliminate the requiremente in
rte I, II, III, and IV that carriers maintain rates based on "reasonable
| elassifications.”

/ @ Amend the Interstate Commerce Act to require rail and highway carriers

' To accept shipper-owned or -leased equipment for transport. Shippers
should be permitted to lease equipment among themselves and to and from car-

| leasing companies without regulation. Rates charged for hauling shipper-

owvned or -leased freight cars or trailers should be commenZBurate to the

service being provided and should not take account of the nature of the

' commodities being hauled.

Instruct the Department of Commerce to initiate proceedings before the
terstate Commerce Commission to eliminate from TOFC tariffs, either
- specifically or by reference, the requirement that Plans III and IV TOFC
. rates be applied only on mixed loads.

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

O
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9. Amend the Interstate Commerce snd Federal Aviation Acts to deny carriers
the right to request suspensicn of propoced rates. The right of shippers
to request suspension would remain unimpaired.

10, Amend the Interstate Commerce Act to give the railroads complete
freedom in setting interclty passenger fares,

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

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

13. Urge the Civil Aeronautics Board to encourage the setting of rates for
subsidized alr transport at the highest level compatible with maximizing
carrier net revenue.

D. User Charges and Subsidy Policy

l. Instruct the Department of Commerce with the assistance of the Federal
Aviation Agency, the Civil Aercmautics Board, the Treasury, and the Bureau
of the Budget to continue efforts to quantify benefits received by various
categories of users of aviation facilities.

2. Renev recommendations to the Congress for alrvey user charges.

@ Create an Alrways Trust Fund with provisions for linking of
user charge revenues and new Federal expenditures on additions and improve-
ments to the Federal alrvays.

@ Terminate the Federal-Aid Alrport program.

5. Urge greater cooperation between the Civil Aeronautics Board and the
Federal Aviation Agency in relating changes in commercial avietion operaticnms,
especially of the subsidized local service carriers, to the development of
alrports and related alrways system lmprovements.

6. Terminate subsidies for helicopter operations.

T. Urge the Board to continue the evoluticnary development of its Class
Rate Plan for subsidies to local service airlines, to develop similar plans
for Alaska end Hawall sybsidlzed operations, to enforce its use-it-or-lose=it
policy, and to revise use-it-or-lose-it standards progressively so that
deficit operations will be eventually eliminated.

8. Ievy en initiel tax of 2 cents per gallon on all fuel used on the inland
waterwvays,

9. Instruct the Department of Commerce to update and elsborate its studies
of inland waterway costs and revenues and to develop a more nearly compensa-
tory schedule of charges,
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10, Create a Waterways Trust Fund with provisions for ultimate linking of
user charge revenues and nevw Federal expenditures on edditions end improve-
ments to the inland waterwsys system.

11. Recommend increases (a) in the tax on diesel fuel from 4 to T cents
per gallon, (b) in the weight tax on trucks over 26,000 pounds gross weight
by en additional $2 per thousand pounds, and (¢) on tread rubber by an
aidditional 5 pents per pound.

12, Instruct the Department of Commerce to continue its studies of acceler-
ated highway wear likely to result from liberalized truck size and welight
limits and to recommend any necessary further adjustmente in user charges.

13, Instruct the Secretary of Commerce to participate directly in sll
gtages of any study of highway needs for the pericd beyond 1972.

1k, Instruct the Department of Commerce to explore the possibilities of

developing schedules of differential user charges to control pealk traffic
loads (congestion) on the highways.

E, Govermment Purchase of Transportation

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

2. Reslst efforts to meke any major change in Sectiom 22 of the Interstate
Commerce Act.

F. Merger Policy

l. Endorse railroad mergers when merger appears to be the 'best means of
* achieving improvements or disinvestment.

2] Revise Section 20b, Part I, of the Interstate Commerce Act to give greater
luence to equity and other Junior security holders 1o bringing about
reorganization.

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

@ Revise Section 5(2)(f) of Part I of the Interstate Commerce Act which
now requires that employees of merged carriers not be put in "a worse
position with respect to employment" for a period of b years after merger.
Alternatives to the fixed time period, such as liberalized seversnce pay,
speclal retraining programs and compulsory retirement should be explored.

@ Continue the poliey of preventing all intermodal mergers.

i e - —— e, e it g
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6. Once minimm rate and entry control are removed, smend Section 5, Part I,
of the Interstate Commerce Act to remove all restrictions on intermodal
mergers, This removal should be accompenied by repeal of Section 5a of the
Interstate Commerce Act (Reed-Bulwinkle Act). Transport mergers should be
sub jected to the full sanctiocns of the Clayton Act.

T+ Exempt all frelght forvarder sctivitles from regulation.

G. rat R ta
——ae—ufi) - Surface Transport i

1, Permit freedem of entry to new fimms who can cbtain adequate public
lisbility insurance and meet safety requirements, as rapidly as rate
deregulation is effectuated.

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

3. Reduece impediments to exit and to abandonment of facilities and dis-
continuance of service for all modes.

L, Amend the Interstate Commerce Act to provide similar sutomatic right to
bus companies to discontinue service.

5. Asslgn to the interagency committee, established under the chairmenship
of the proposed Department of Transportation, responsibllity to formulate
executive branch positicns for presentation to the regulatory agencies in
important surface transport eases involving operating rights, entry and
exit.

(1) Air Transport

1. Eliminate ultimstely sll barriers to entry into the industry asnd to
participation on particular routes. Simltanecously, remove all restrictions
on exit, sbandorment and discontinusnce.

2. Permit immediately the trunk carrlers to discontinue service on low
traffic segments. UTransfer these segments to the local service carriers,
even if subsidy is transitionally inecreased.

3. Encoursge the Civil Aercnautics Board to 1ift restricticns sgainst
ekip-stop operations for local service as well as trunk carriers.

k., Discourage the Board from imposing any minimum mumber of round trips
per day to low traffic points on subsidized carriers. The small, unsub-
eidized texi operator serving & few pairs of points offers & much more
satisfactory soluticn.

5. Urge the Board not to certificate a subsidized carrier bhetween pointa
vhere existing air taxi service is satisfectorily meeting needs.

>




6. Asgign to the interagency committee, established under the chairmanship
of the proposed Department of Trensportation, responsibility to formulate
executive branch positions for presentation to the regulatory agencies in
important alr transport cases involving operating rights, eéntry and éxit.

H. International Maritime Pollcy

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

2. Discontinue the operating subsidy to passenger end combination ships
with substantial passenger accommodations. Contract settlement terms
should protect operators against losses and a modest portlon of subsldy
savinge may be used to assist displaced seamen.

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

4, Reduce the operating subsidies by the amount of the passenger ship
subsidy as quickly as possible in accordence with recommgndation 2.

5. Base the emount of subsldies beyond the first six years on the experience

of the trangition periocd and set it st s level designed to sustaln & volume
of U.8. flag aservice aufficient to exert a beneficial influence on operating
efficiency end freight rates.

6. Renegotimte existing cargo liner subsidy contracts so as to transfer
operations to the new program without undue hardship or undue windfall
benefits to the operators.

T- Reduce new obligational muthority for comstruction subsidies immediately

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

8. Devote some portion of the remaining obligational authority to facili-
tate sdjustment of yards and workers. The residual should then be used ta
subsidize "transition-period construction" on terms calculated to provide
a real competitive incentive to management and labor.

9. Do not require ship operators to utilize American-built vessels.
Operators should also be permitted to have their vessels maintained and
repaired abroad.

10. Exclude hovercraft from the foreign bottom prnviuiun if they are deter-
mined to be marine vessela.

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

12. Urge the Federal Maritime Commission to use its power to approve or

disapprove conference agreements as & means of influencing cohference rate
decisions.
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13. Require subsidized U.S., carriers that choose to participste in con-
ferences to comply with Federal Maritime Commission guidelines on con-
ference policy as the price of impmunity from n.nt.i.truﬂt. prosecution.

"1k, Continue and enforce the Bomner Act's limitations on dusl rate
contracts.

15. Eliminate the legal requirement of filing shipping rates 30 days in
edvance of their effectiveness.

16. Eliminate pooling agreements to the fullest extent practicable--there
is 8 presumption that if they are worth the trouble to establish and disci-
pline they are monopolistic,

17. Clarify the antitrust status of shipper associations to encourage their
participation In conference rate making.

18. Avoid U,.S, participation in any international organization or discussion
directed toward making the conference eystem more effective.




II. INTRODUCTION

Transport expenditures in the United States exceed $100 billion

A"

annually. The industry consumes nearly half of our total output of energy.

It employs directly more than nine million pecple. In addition, vast

—gupplier-industries and the service lndustries that maintain and regulate

the vehicles, highways, airuﬂyﬁ and terminale which make up the transport
complex provide substantial additional employment snd cleim major shares of
our resources. Virtually all other industries -- menufacturing, agricul-
tural, extractive and service industries alike -- are heavily dependent on
transport. Consumers depend on transport for much of their recreation and
for much of thelr freedom in choosing where to live. Workers depend on it
not only for access to their jobs but for much of their freedom to choose
between jobs. The economic health of the transport industry is, therernée,
of vital concern to the U.8. Government.

Increased demand for services will confront the industry, say by
1950: a population of more tham 250 million, the most mabilelun earth;
and a gross national product likely to exceed $1 trillion, requiring fast,
econcmic end widespread distribution. In view of these prospects, it
bécomes doubly clear that we need to develop a national transport policy
consistent with the circumstances and opportunities of a dynamic and highly

developed industriel society.

The United States now has a massive, flexible trensport system linking
all parts of the nation together. That system has been built within the
confines of present policy. Why, then, is a new policy needed? First,
present policy is internally inconsistent -- it is not a policy but many

fragments of policy. It includes inefficiencies which retard growth,
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impair the ebility of American industry to compete sbroad, and d.;pi'eaa the
étandard of liviog at home. Its deep entanglement of governmental egenciles
a8 pdvocates , promoters, protectors and regulators of private interests
conflict with our liberal intermational policies and contravenes the pre-
ceptes we advance to the lesg developed and the non-free nations. Finally,
it will save Government funde needed to achieve real social benefits but
pnov flowing into unproductive channels.
Thus there 1s need for drastlic revision of nmatlomal trsmsport policy;

LY

geared to cootemporary realitles.

A. A look at the Past

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

The policy of the nineteenth century had a deeper motive then simply
the desire for a cuﬂmterciu].l;:r efficient transport system. Throughout that
period, the most compelling domestic need was to advence the settlement,
development end unification of the vast territories of the United States.
For more than one huvmdred years the response of our Government has been
promotion of transport, with more and more regulation superimposed to
protect the public ageinst momopolistic exploitation.

No other instrument of publie policy then seemed to promise as prompt,
Blizeable and widely diffused retums In economie development and social
betterment as subsldy of transport.

Whether the resulting policies and programs, on balance, were best
for the United States in the ninecteenth century need not be answered here.

The question of alternatives would have to be weighed. In eny event, no
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reasonebly good alternative seems 1o have occurred to nineteenth century
leaders, For us, the more important question goes to the appropriateness
of thése time-honored policies to the solution of mid-twentieth century
problems.

For three main reasone the amsver is "no":

(1) The transport industry has been transformed by technology, growth
of market, massive investments end competition. A nationwide system is in
operation. In some instances there is physical redundancy. Virtuelly all
shippers and travellers have a wide range of cholce of modes, routes and
degtinationa. The old notion that transport is a natural monopoly is no
longer relevent and hence the basic rationale for direct regulation of the
monopoly type 1s gooe.

(2) The extension of the mumber mnd variety of transport alternatives
makes comprehensive regulation administratively infeasible and this in turn
creates serious and growing distortions between the regulated and unregulated
segments of the transport industry. |

(3) The problems of the nation are now vastly different. We are a
highly developed country experiencing accelerated technological change. A
prime requisite of further progress 1s flexibility In management to respond
to the accelerated growth of technology. Detalled and complex regulatlons
vhich serve to obstruct the prompitness and effectiveness of responses to
market signals are, therefore, cobsolete as a means of encouraging general

econcmlic expansion or specifie regional development.

B. The Transportation Message of 19562 and its Effects

Policy cbsolescence was recognized by Presldent Kennedy in his specisl
message on transport when he said that "Federal policies must be re-shaped

in the most fundamental and far reaching fashion. . . ." He emphasized
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urgency: "If direct and decisive asction is not taken in the near future,
+ &« « undegirable developments thet confronot us now will cause permanent
loss of essential services or require even more d‘.ﬂ'ﬂ*.:ult and costly
solutions in the not-too-distant future," |

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

To make & practical beginning on policy reforms, President Kemnedy
listed specifie recommendations for some 50 administrative and legislative
ections. ILegilelation was for the most part embodied in three major bills
promptly su‘bmiﬂ?ﬂ to the 87th Congress: The Urban Mass Tranqur'tutim A!.'ﬂ_:-
of 1962 [dealiug.with Federal aids for public mass transit development), the
Transportation Act of 1962 (dealing with rates), and H.R. 11584, and omnibus
blll incorporating other major leglislative recommendations. A few proposals
vwere in bills already before the Congress or were submitted separately (e.g.,
in the Federal-Aid Highway Act of 1962).

Hearings begun during the latter part of the B7th Congress were con-
tinued in the B8th Congress when the major bills were reintroduced, but no
further action was taken, possibly because testimony evoked such strongly
hostile, though conflicting views.

In July 1964, however, Congress passed the Uiben Mess Transportation
Act authorizing $3'T5 million in Federsl grants-in-ald over a three-year
period to assist urban areas in revitalizing and expanding public mass
transport systems. The Congress has just appropriated $60 million for

grents and $5 million for lcans for the mass transit program.
11
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E. Underlying Assumptions

Three assumptions underlying the basic policles and specific sctions

recommenfed in this report must be emphasized; (1) The reformulation of

Government policy and consequent chenges in Govermment progrems and in the

transport industry iteelf, cemnot be accomplished overnight. Changes must

be staged; they will be evolutionary. OSome will generate relatively minor
dislocations and can be initiated promptly; others must be carefully planned,
E‘I:._r;ﬂucea grsﬂ.ua!l:r or postponed, and may require transitional public aids,
(2) The specifies of this new transport policy are integral parts of a pro-
gram to vhich only total commitment can assure success. For exsmmple, relax=-
ation of public restraints on mergers can be accepted only if preponderant
weight is given public interest eriteria in evaluvating merger broposals and
if parallel and progressive relaxation of public regulation -- particularly
of entry, operating rights and rates -- is vigorously supported. Similarly,
the retrenchment of rate regulation recommended here camnot be vigorously
endorsed unless new attitudes and standards on mergers are adopted. (3)
Transport policy must be the dynamic response of Government to the constantly
changing conditions in the transport industry and in the vhole economy.
Policy is not made "once and for all," but demands continuing review as
policy changes teke effect end as nevw problems arise, demanding new or
revised policies end programs., A permanent orgenization for continuous
policy formulation emd revision should be built up in the Office of the
Under Secretary of Cormerce for Transportation., It can at eny time become

a core element in a Department of Tramsportation which this report earnestly
recormends. | ‘

The members of the transportation task force are impressed by several

statements made by President Kemnedy concerning the future, "No simple

15










If not made with care, these expenditures can defeat objectives sought
by other Oovernment programs end policies. Inadequately conceived or
poorly executed, :hhu:.r can weaken or even prevent the healthy development
of & transport system suited to the nation's growing needs.

Public investment in transport should be made primarily on the basis
of a showing that the benefits to the United States exceed the investment
ecoste. There are, however, several problems in making these caleulations.
First, there are indirect, secondary or diffused benefits from investment
in transport, such as contributions to economic growth, national unity,
safety, defense, ete. These are often intengible and always hard to
quantify. Their definition depends on the point of view. In a nation
well provided with trensport, these héne:r_it.u can easily be overstated
and usually are,by those advocating the particular expenditures.

SBecond, expansion of some federally supported transport investments
may also entail social costs which must be deducted from b'Fneﬂtn. For
example, the undesirability of being "across the tracks" may nov be matched
by "near the expressway or the mirport." Transport investment may dislocate
femilies and cause other disruptions which must be counted against expected
benefita.

Third, most relevant benefits and some relevant coste accrue only in
the future end must ,therefore be fﬂisnnn;ited for_ proper comparison with
costs and benefits arising imu:ediately and, equally important, for comparison
with alternative uses of the same funde. This involves the difficult problem
of selecting an appropriate rate of discount. Often the present value of
future benefits is exaggerated by the use of too low a rate.

Most transport benefits derive directly from the economic advantages

mccruing to or through the direct users of transport. Consequently
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expenditures. But we are aware of the danger that ever-larger receipts of
the Hiphway Trust Fund might be devoted automatically to highway construc-
tion even when other uses should have higher public priority. Therefore

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

(3) Toll roads present a special problem within the general highway
classification. Most toll roads were bullt, or at least financed, befors
construction of the Interstate System was well under way. For the time
being at least, toll roads seem to be more interesting as a historical
survival than as a popular method of financing new highway constructlon.
Indeed, it can be argued that holders of toll road bonds have already made
their bargains and should receive their interest, or take their losses,
without recourse to the Federal Oovernment.

But this conclusion does not take account of a number of complications:.
(a) The least successful toll road in the United States, the West Virginia
Turnpike, cuts through the heart of Appalachia. As long as the Turnpike
eontinues to earn less than its debt service, prudent management must try
to set tolls with the sole objective of minimizing losses, even at the
expense of maximum utilization of the highway. This is obviously incon-
sistent with the President's Program for Appalachia. (b) Where toll roads
are successful, this very success may indicate a volume of traffic in need
of additional facilities. Presumably these facilities would often be

provided free. as part of the Interstate System. The expenditures that

21
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IV. RATE FOLICY

A. Gencral Considerations

Rate reguletion stands at the very heart of relaticnships between
different modes of tranaport, crucially affecting the division of traffic
between modes and thereby the overall efficiency of the transport system.
An eventual goal of publie transport policy should be the elimination of
most or even all minlmum rate regulation end the use of market forces
rather than regulation to establish most transport charges. Certain
practical economie, sccial and political problems, however, preclude the
early achievement of this objective or hasty movements in ite direction.

The problems that have been built into the trensport system cannot
be solved at one stroke. Even their gradual solution, step by step, will
not be possible without painful disruptions, both inside and outside the
transport industry. Wherever long-prevailing regulation has built up a
rate structure subsatantially different from free market rates, industrial
location patterns are likely to have developed which would be seriously
dierupted by an ebrupt change in rate policy. Moreover, some rate regulation
can be used to protect carriers with "inherent advantages" from short-run
rate cutting of less efficient carriers. In each situation the short-run
interests of consumers and chippers must be balanced against the longer-
term interests of consumers and the more efficient carriers.

We state, therefore, a price policy toward which the Federal Govern-
mént should strive as an ultimate goal. Practical problema prohibit the
immediate achievement of this goal btut, at the least, public action

should move in the proposed direction.







0 included in regulated rates. Neither the demand nor the supply side of
the market for rolling stock exhibits public util!‘.‘l:'.r characteristices.
Moreover, the present system, whereby shippers who provide their owm
freight cars are requirsd to pay regular tariff charges based on the
comeodity or commodities being shipped, and then in return are paid
mileage allowances by the carriere, is unnecessarily cumbersome and
discourages shippers from the use of specielized equipment appropriate
to their needs.

Before making and explaining apecific recommendations, we wish to
emphasize that we would for the present make no changes in Sections 2
and 3 of the Interstate Commerce Act, or in similar provisions of Parts
II, III and IV of the Act, which afford protection against personal and

O place discrimination.

Recommendationse

l. Eliminate the suthority of the Interstate Commerce Commisasion to
regulate minimum rates of all carriers under its jurisdiction. This
freedom should be achieved gradually--for example it might be subject
to the provieo that during the first five years, the Commission may,
upon protest in specific cases; limlt reductions to a cumlative amount
of 15 percent per year of eny rate in effect on Jamuary 1, 1965. In
this case, imminity from regulatory review would apply to actions reducing
rates to not less than 85 percent of base rates in the first year, not less
than 70 percent of base rates in the second year, not less than 55 percent
in the third, etc. Rates reduced by this means, i.e., without regulatory
« reviewy;ehould not be permitted to be incremsed under any clircumstances
for two years and thereafter only if, following an Interatate Commerce
Commission hearing, it is found that proposed increases reat upon changed
conditions other than the elimination of competition from other modes.
,These limitations cn rate increases amount, in effect, to an extension
of the present limitations on reilrcad rate setting in water-competitive
l!t.uatjiona contained in paragruph (E] Section 4 of t.ha mteratnta E:m:mrn&
Act. Gelimr ™2 o ¥ a T dr e

/

2. Repeel paregraph (1) Section 4 (the "long haul, short haul" provision)
of the Interatate Commerce Act, This provision was designed to protect

O intermediate points without competitive services from higher ratea than
are enjoyed by more distant points havipng tranzport alternatives.
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V.. USER CHARGES AND DIRECT SUBSIDY POLICY

A. Genersl Copeiderations

If economle dsmand for transport is to be the primary guide for
transport decision making, in the public as well as the private sector,
users of transport faclilities should be required to pay for them in
amounts cormensurate with the costs incurred in their provision and use.
The presence of subsidies (whether direct or in the form of user charges
below Government costa) fallors some carriers and reglons at the expense
of others, and results in higher than necessary total cost for the pro=-
vision of transport service. BSubslidy and user charge policies, therefore,
should be designed to bring private outlays and total costs of transport

cleser together.

B. Problems of Implemsntation

In moving toward a more nearly pervasive equivalence of private
outlays and socisl costs, we mist recognize that part of past public
transport investment was not based on this test, part was designed to
produce benafits beyond the realm of transportation, and part has become
obsolete as & result of economic and technical cheange. In many situations,
therefore, the mssignment of coets to current users is inherently a.r-
bitrary. Charges to be asseseed sgainst users of these facilities ghould
at least fully reflect the coste of current operation and maintenance.
Future public inveatments in transport facilities should be predicated
on eventual full recapbure of capital cogte as well as maintenance and

npe:rntiﬁg costa.
The imposition of ussr charges for the first time, an incréase in
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3. Create an Airwvays Trust Fund with provisions for ultimate linking
of user charge revenues and new Federal expenditures on edditlons and
improvenents to the Federal airways sinmilar to the Byrd Amendment in
the highway program. Transfer existing aviation gasoline taxes to
this fund from the Highway Trust Fund. We do not believe that thise
earmarking of Federal revenue is a sound long-run device but as an
expedient for bringing public expenditures in this arees into an
appropriate relationchip to benefits received it should be adopted.

D. Adrports
Since World Wer IT, the Federal Government has made substantial

grants-in-aid to localties for the construction of airports in crder

to develop a pational airport system. Further extensions of this eystem
now redeund almost exclusively to the ben=fit of local communities and
should be financed by them. General aviation airports which in the past
have also been federally supported are not, 1n our view, sufficlently

beneficial to the general publie to varrant Federal aid.

Recommendations

1. Terminate the Federal A4id Airport progranm.

2. Urge greater cooperation between the Civil Aeronautics Board and the
Federal Aviation Agency in relating changes in commercial aviation
operations, especially of the subsidized local service carriers, to the
development of airports and related airwvays system improvements. FPoliey
can only be fully implemented by the creation of e Department of Trans-
portation and the transfer of the cperating subsidy program (until it
has been phased out) from the Civil Aeronautica Board to this Department
as the 1961 reorganization did with respect to maritime subsidies.

E. Airline Operating Subsidies

An efficient and dypamic local air transportation syetem responsive
to public and private demand, requires a progresaive reduction of Federal
operating subsidies. We believe that the 50 percent reduction in operat-
ing subsidies envisionad by the CAB in its 1963 report, "Airline Subsidy

Reduction Program" can be substantielly bettered.
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Recormendations

l. Terminate subsidies for helicopter operations. The benefits of this
long-continued experiment are largely confined to upper incom2 travellers
vell able to pay the full costs of such services.

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

F. Waterweys
Sufficiently detailed information is also availeble to initiate water-
ways user charges. A beginning should be made by imposing m small tax on all
fuel used on the waterways. This will not materially affect users and vill
not recoup more than a fraction of system operating and maintenance costs.
Rew watervays investmente, however, should be allowed to go forward

only if full incremental costs can be recovered,

Recommendationa

1. Ilevy en initial tax of 2 cents per gallon on all fuel used on the
inland watervays.

2. Instruct the Department of Commérce to update and elaborate its studies
of inland watermy coste and revenues and to develop a more neerly com-
pensatory schedule of charges.

3. Create a Waterways Trust Fund with provisions for ultimate linking of
user charge revenues and new Federal expenditures on additions and im-
provements to the inland watervays system similar to the Byrd Amendment

in the highway program. (Bee further comments concerning the Airways
Trust Fund above.,)

G. Highways
Highway users in the aggregate come closer to reimbursing the Federal

Government for its initial facilities investment than do either airvay or
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VI. GOVERIMENT PURCHASE OF TRANSPORTATION

Carriers of all modes vie with each other for the transport business
of the United States Government. Rivalry has increaced in pace with the
expansion of Govermment activities, especially since World War II. In-
evitebly, pressures have developed in the carriers! efforte to retain a
"fair chare" of the Goverument's business or to increase it. The argument
has been made repeatedly that each mode, and in some instances each
carrier, is entitled to a share of the Government's business for the same
reasons advanced in defense of public subsidies: to keep the carriers
strong during peacetime so that they can be of maximum service to the
nation in times of national emergency; to assure facilitles and services
adequate to the requirements of the Postal Service; to build national
prestige, or to meke a contribution toward balancing our Internaticnal
accounts.

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

elements.
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of its personnel and property at rates below those published by the
carriers for non-Government traffic and without regulatory proceedings.
The Task Force believes that the arguments sdvanced against this provision
do not have sufficlent merit to Justify a policy change, either in the
present context or in the context of the policies recommended elsevhere

in thie report. One important ergument in favor of retaining Section 22
ie the freedom vhich it gives to the carriers and the Government to

experiment with rates, services, documentation and related practices.

Recommendations

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

2. FResist efforts to moke any major change in Sectlon 22 of the Interstate
Commerce Act.
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5. Revise Section 5(2)(f) of Part I of the Interstate Commerce Act which
nov requires that employees of merged carriers not be put in "a vorse
position with respect to employment" for a period of L years after merger.
Alternatives to the fixed time pericd, such as liberalized severance paY,
spkcial retraining programs and compulsory retirement should be explored.
Care should be taken to make these programs consistent with similer
programs being undertaken to meet similar problems elsevhere in the

eCOonomy -

C. Drucking
Merger In the trucking industry does not constitute a critical

problem. The industry characteristics are such that mergers are

unlikely to present problems of monopoly. In any case the trend towards
mergera of a decade ago has slowed because of the limited opportunities
for improving efficlency of trucking by enlerging the firm. If the
recommendatione for freedom of entry and greater freedom of rate making
are adopted, it should not be necessary to place any speclal restrictions

on truck mergers.

D. Air Transport.tion

The task force believes that the number of air carriers providing
domestie trunk line eervice is not excessive and that the pumber should

not be reduced by merger. For the time being improvements in the route
gtructure of the carriers ghould take place mainly through certifica-

tion and decertification procedures rather than through mergers.

E. Intermodal Mergers and Acquisitlons

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

mergers would tend to fortify mny tendency to monopoly that may inhere













to preserve erchale value-of-gervice structures. Competitive forces

vould tend to break down value-of-service rates and £i11 up capacity as

a consequence. If necessary, legislation should be introduced to pro-
hibit the Interstete Commerce Commisslon from limiting truck operations

to one direction, to & limited number of commodities, to ri.g:l.d.lar restricted
routes or through limited gateways.

3. Reduce Impediments to exit and to sbandonment of facilities and dis-
continuance of service for all modes. This problem is now mainly important
for the railroads because of their relative decline and because of restric-
tions on sbandonment. At present & railroad must secure a certificate of
public convenience and necessity to abandon a line. The coacept of publie
convenlence end necesslty 1s vague. The Commlsslon is typleally confronted
wvith reasonably specific data on losses, but by only general statements
concerning demand. Moreover, since the iInvestment in & railroad's right-
of-vay is mainly irrecoverable, sbandonment is the last resort. The
ubliquity of truck transport is at once the principal cause of railroad
gbandooment and the principal resson vhy sbandonment of rail service will
no longer leave communities without transport. Consequently, we rescamend
that railroads be granted the right to sbandon lines with adequate notice--
presumably 90 days. The ICC's current poliey of establishing priority of
purchase for anyone wishing to acquire sbandoned facilities for further
pperation should be continued.

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

5. Amend the Interstate Commerce Act to provide similar sutomatic right
to bus companies to discontinue service, regardless of the opposition of
Btate regulatory authorities. If the present ICC regulation of passenger
train discontinuance is retained, bus companies ghould be provided vith a
procedure parallel to Section 133(2} whereby they might appeal to the ICC
for discontlnuance of services required by State suthorities.

6. Esteblish, under the chairmanchip of the proposed Department of Trans-
portation, an effective, permanent instrument by which the transport policy
of the executive branch can be presented in such regulatory cases involving
operating rights as cccur after adoption of other recommended policies.
This chould be the same instrmentality recommended in connection with

rate cases,

B, Entry and Exit in Air Trarsport

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

Federal Avietion Act aeuthorizes the Civil Aeromautics Board to issue a
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certificate but only on & finding that the public convenience and necessity
requires the contemplated service.

' A carrier's certificate usually specifies the routes and the precise
points to be served, and in effect, denies the right to provide scheduled
service to any other points. The mumber of carriers regularly serving any
market is rigidly limited for long periocds. The certificste nmot only

--protects the carriers' markets but also usually requires that he serve all

points in his protected markets.

Comsequently, monopolistic profits can exist in one market while sub-
marginal retums are realized in another and management is preveanted from
shifting rescurces eo as to aveold lossee and provide the publiec with

additional service vhere it is needed. Since no regulstory egency can be

promptly responsive to the changing needs of the economy, major dietortions
1n the use of the uation's avistica rescorces ave Imvitsble: Uheconcmls
markets are served at the expense of the most lucrative markets whose
earnings are devoted in part to eross-subsidization. Management is denied
the opportunity to develop the most efficient route patterns.

These problems ere complicated by the arbitrary division of air
service between trunk and local carrlers adopted by the Civil Aeronautics
Board in 1945 and by the large operating subsidies still being paid to
the local service carriers. The contimuation of subsidies and the
segmentation of operating rights can only be Justified in terms of the
"infant industry" doctrine vhich now seems clearly imappropriate with

reapect Lo both the local service carrlers and the domestic trunk lines,
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IX. INTERNATIONAL MARITIME POLICY

A. Ceneral Considerations

International transport policy faces problems crucielly differing
from those encountered ﬂmstinalir--min.‘ty for two reasons:

l. American carriers in international service compete with foreign
Fmicra vhose cost structure is determined largely by the economic structure
c:!' their home countries, typically involving far lower wage lévels. American
aircraft producers and operaters, like producers of many agricultural and in-
dustrial goods exported on a large scale, have been able to offset the wage
differential by higher productivity and generally have lower unit costs then
their foreign competitors. In shipbuilding end operating, however, the United
States has been at a severe disadvantage ever since salling ships became
“outmoded .

2. As international transport is conducted largely outside the territory
of any one nation, unilateral Government regulation of it is narrowly limited
and involves complex pern'ble_:u in international relations. Governments often
attempt to influence 1nt.ernat1¢n91 transport through subseldies, restriction
of traffic rights, tax measures and by support of international cartels.

Many of these interventions interfere with the functioning of the mr;mt ’
reduce the efficiency of transport, increase tax burdens, and give rise to
political friction with friendly n.at_iéna » including our closest allies.

In air transpert, restrictions arice primur:l.l:,r_ abroad. In maritime
transport, U. 8. cnurmntlinterferf.n_ce exceeds that of eny other major
maritime nation; except the U.5.8.R., and beclouds the posture of the
United States as promoter of r;_'l,a?tj.vely free and competitive enterprise

and of increasing international commerce, economic integration and

b





































{®) serve broadly defined trade areas (e.g., Atlantic Ocean) and (c) pro-
vide some minimum annual capacity (say in ton-miles) within the area to be
served. In revising the subsidy formula, the existing recapture, tax
preference and mortgage guaranty provisions should be eliminated.

2. Discontinue the cperating subsidy to passenger and combination ships
with substantial passenger accommodations. No new subsidy contracts for
such ships should be made and existing contracts should be renegotiated
to terminate them as speedily as possible with compensation for undue
hardship otherwises imposed on operators and crews. Contract settlement
terms should protect operators against losses and & mod=st portion of
subsidy savings may be used to assist displeced sesmen. A significant
nunber of them can readily qualify for skilled jobe on shore, but others
may need retraining or relocation or both, and for some early retirement
might be the best solution.

3. Eliminate the concept of the eggential trade route and allow cargo
line operators wide latitude in scheduling their cperations. Relieve them
of the requirement to operate American-built vessels exclusively and to
use only American yards for repair end maintenance,

k. Reduce the operating subsidies by the amount of the passenger ship
subsidy as quickly as possible in accordance with recommendation 2.
During the firet six years of the nev program, the remalnder of the
operating subsidy should not be permitted to exceed this amount. The
subsidy should be apportioned biennially by the administering agency
among broadly defined .aréas s0 as to assure, as far as possible, the
maximum beneficial influence on freight rates payable by American ex-
porters and importers. The total volume of operations subeldized will
depend on the improvements in operating efficiency for whieh the program
provides incentives and which will affect the subsidy required.

5: DBape the amount of subsidies beyond the first six years on the
experience of the transition period and set it at a level designed to
sustain a volume of U.S. flag service sufficient to exert a beneficial
influence on operating efficiency and freight rates but not larger than
necessary for this purpose.

6. Renegotiate existing cargo liner subsidy contracts so as to transfer
cperations to the new program without undue hardship or undue windfall
benefite to the operators. Compensation which may have to be made to
achieve a fair transition should be of a oné-timé rather than continulng
nature so as to preserve the basic characteristics of the new program.

G. The Construction Differentisl Subsidy

To be eligible for subsldy or to serve in domestlic trades, operators

must now utllize only vessels bullt, malntained and repaired in American
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I. Maritime Rate Policy

Assuring economic pricing of maritime services is made difficult by the
interaction of three elements:

1. The interests of other sovereign states which are importantly
involved;

2. The concept of freedom of the seas vhich is essential to the
broader interests of the United States; and

3. The ci-:rnrerenl:e system which 1s well establighed and invulnerable
to frontal attack by the United States.

It does not follow, however, that the United States is poverless in
this area. A number of available policy ﬂ;ﬁus may serve to exert
pressure on the nu._fit-:l.nn rate structure so as to bring and keep it more
nearly i_n line with the cost of efficient service, vhich would stimulate
international trade and thus serve the primary interest of the United
Btates in this field.

Eliminating the restriction of subaldized carriere to their owm
"essential trade route," a measure already proposed above because of its
intrinsic merits, would also reduce the power of conferences to exclude
putsiders from their markets. Flexible operation of independent liners,
bulk carriers, and other tramps likewise would reduce the power of con-
ferences to malntaln unell:-:nnmicalr_ty high rates mdﬁ should be encouraged.
Pﬂm!tiil?g U.5. operators to buy wvessels abroad, another measure recom-
mended !.'.bvu'vt for other reasons, would work inm the same direction. So would
opposition to collusive agresments among berth operators to discourage
bulk and tramp operators from topping off with "liner cargo.”

Above all, the vulnerability of American conference members, at least,
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~ U.8. policy on international air trensport was reviewed in depth only
two years ago end therefore has not been reexamined here. This is not to
say that all problems were solved. l'll}r.!ﬂﬂr, in a fast growing industry
like international air transport new problems are constantly arising. More
detailed investigation of emerging problems may be in order within the

next fev yeara.
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Porm C0-121 UNITED STATES GOVERNMENT U.5. DEPARTMENT OF COMMERCE

;H-:'?ih . OFFICE OF THE SECRETARY

suto. Memorandum

TO : Mr. Bill Moyers DATE: December 1, 1964
Ia reply refer to:

FAOM : Robert A. Hel:nnKNl

SUBJECT: Proposed Transportation Message to Congress

Attached is the brief of a proposed transportation message to the
Congress whiech you requested by December 1.

Mr. Gordon Murray of the Bureau of the Budget, Mr, Charles Taff of

the Council of Economic Advisers, and Mr. William Hooper of the Office
of Science and Technology, were of great help in its preparation.

Mr. Allen Ferguson of the Department of State participated in early
discussions and made helpful suggestions.

Attachment
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Phase out the Federal-aid Airport Program

1., Comment -~ Grant program has been %75 million annually.
Program goes more and more to general aviation airports.
Commercial airport system is virtually complete, benefits
urban communities and upper: income groups, Could reduce
grants.by %25 million annually, stop in three years, or
combine nﬁallar grants with guaranteed loans with
termination in 5 years.

2, For = Department of Commerce, Bureau of the Budget,
Gouncil of Economic Advisors, Railréaa.ds.

3. Against = Federal Aviation Agency, Chambers of Commerce,
recreational and business flyers,

& fost and revenue - Ultimate savings of %75 million annually,

Terminate eligibility of domestice trunk airlines for subsidy.

l. Comment - Carriers are enjoying increasing profitability.
In eligibility needs to be established clearly.

2. For = Civil Aeronauties Board, Federal Aviation Agency,
Bureau of the Budget, Council of Economic Advigors, Department
of (ommerce, Railroads.

3. Against = Possibly one or two weaker trumk carriers.

4. Cost and revenus - No immediate saving since no trunk

garrier is now receiving subsidy.
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2.

(omment - Existing inequity of cost sharing as between
heavy trucks and other highway users may be further
aggravated,

For = AAA, railroads, Oouncil of Economic Advisers,
Department of Commerce, Bureau of the Budget.

Against - Trucking associations, heavy truck operators,

Cost and revenue - Indeterminate.,
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B.

problem of highway safety and air pollution caused by

highway and other transportation motive power.

1, Comment - Last year {1953? 48,000 persons were killed
and 1,800,000 injured in motor wehiele aeceidents in the
United States. The economic cost of these accidents is
estimated to be mere than %10 billion per year., The
inereasing number of automobiles on the highways augurs
an increase in the number of f£atalities &nd injuries.

2. For - General publie, parent groups, the Amarican Munici-
pal Assocciation, the Council of State Governments.

3. Against = pmerican Petroleum Imstitute, Automobile
Manufacturers Association, American Automobile Association.

&. (bst and revenus -

Direct that more effort be put into research on the safety

characteristice of highway wvehicles, research on the

relationship of the vehicle to the highway, and its effect

on safety, study of behavioral Eactors associated with traffic

gccidents, and research on the envirﬂnmqntlin which highway

vehicles are operated.

1. Comment - Most Federal support of safety research has
been for highway design. Vehicle design has lagged behind

and needs a coordinated effort.
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2. For = Bureau of the Budget, Council of Economic Advisers,

3. Againat - Steamship operateors.

L, Cost end revenue - Some additional tax revenues,

Amend Merchant Marine Act of 13936 to Ii:lmnge the concept of the

gssential trade route to broad trade areas. Reguire the

Department of Commerce in certifying US flag operators for

subsidy to make a finding that US trade and commerce will be

significantly advaneeﬁ by the provision of US flag carrier
gervice.

1. Comment - Steamship cperators should have greater latitude
in scheduling their operations. The need for US Elag
carrier service pught to be based on requirements for the
stimylation of trade,

2, For - The steamship operators, Bureau of the Budget,
Council of Economic Advisers, Department of Commerce.

.M Against - Some congressmen, maritime labor.

L, Cost and revenue -~ Reduction of subsidy,

Amend the Merchant Marine Act of 1936 to relieve subsidized

and domestic trade operators of the requirementsg of (a) operating

US built ships in subsigzed service and domestic trade and (b)

using only US yards for repair and maintenance. Permit some

freedoms in domestic trade,

L, Comment - US stmshipl operators should be free to buy
ghips at lowest costs.

2. For = Ship operators.
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G.

3.
0.

Against = US shipyards and US shipyard labor.
Cost and revenue

Repeal carge preference laws,

1 .

2.

b,

Comment = The purpose for which cargo preference laws

were originally established is the maintenance of an
adequate fleet viz. the maintenance of an adequate

fleet of bulk carriers is no longer important, The
present fleet is obsolete, A large proportion of preference
cargo is now being transported in subsidized liner veasals.
The existence of cargo preference is a serious source of
friction with maritime nations throughout the world,

For = Department of Agriculture, Department of State,
Bureau of the Budget, Oouncil of Bconomig Advisers,
agricultural groups, exporters.

Against - US flag tramp and subsidized liner operators,
maritime labor.

(ost and revenue - Savings might total $100 million annually,

Repeal the requirement of US liner operators for filing rates

30 days in advance of their effectiveness.

1.

2.

3,

Comment - This provision works against American carriers,
need greater flexibility in rate making.

For = Some US shippers and carriers, US steamship operators.
Against - Some shippers.

Cost and revenue = None.
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C.

D.

OMISSION OF TASK FORCE ITEMS

Investment Policy

1.

Proposal to divert highway user revenues {initially 1%,
increasing to 5%) for fEErEQtiéﬂal facilities dropped in
favor of diverszion of secondary roads fund to safety, scenic
roads, and highway beautification.

Proposal to create an airways trust fund dropped. Earmarking

of Federal revenues is not a sound practice.

3. Proposal to ereaté a waterways trust fund dropped for same
Ceason.

4. Proposal to place interstate toll roads on an economie
and financial parity with portions of the Interstate System
financed by the Highway Trust Fund rejected as an unwarranted
expenditure of Federal funds.

Rate Poliey -

1. Praoposal to dersgulate minimum rates dropped for immediate
implementation. Would be unworkable and would give railroads
opportunities for discrimination,

2. Proposal to eliminate rate regulation of all ungubsidized

air passenger transport dropped. Might create unnecessary

instability of rates and service.

Government purchase of transportation.

1. Action is being taken now.

l.

Merger Policy

Proposal to exempt all freight forwarder activities Erom
regulation dropped in favor of delay until Department of

Commerce study of transport coordination is completed.
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FUNDAMENTAL ISSUES

A fundamental issue involwed in transportation policy today

is the extent to which government transportation investment and

regulatory policies should be used to promote economie growth,

social welfare ,better distribution of income, greater cpportunity

for individual achievement, intermaticral trade, and better

international relations.

A second fundamental issue is the extent to which reliance

can be placed on less regulated private enterprise in transpnrtatibn.

These basic issues can be expanded into a series of questions

which constitute the major concern of policy makers in transporta-

tion,

Is a Department of Transportation essential to better
coordination of transportation programs?

Can the benafits of technological progress be accommodated
expediticusly within the transportation environment?

How can public demands for improvement in safety, reduction
of air pnflutinn, and improved access to educational,
recreational, and cultural facilities be met?

Do densely populated areas of the nation need special
attention in transportation policy?

In determining Federal investment in transportation can
greater rélinnna be placed on user ability to pay withupt
cauging disadvantage to low income and other disadvantaged

gEroups?
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Are there economic grounds to justify the encouragement

of a revitalization of thé railroads in the United States,
Te what extent can thig be done through Federal merger
policy?

Within Federal policy objectives how can greater efficiency
of the transportation aystem be achieved?

Te what extent is a Federally supported merchant marine
esgential to the trade and commerce and the defense of the
United States?

What provision must be made to assure labor of fair

treatment in the face of technological advance?
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