


DEPARTMENT OF TRANSPORTATION 

1. The key actors: 

Alan Boyd, then Under Secretary of Commerce for 
Transportation (later the first secretary of transportation). 

Cecil Mackey, head of the policy planning staff at the Commerce 
Department, and later Assistant Secretary of Transportation. 

Lee White, then Special Counsel to the President 

Charles Zwick, then an Assistant Director of the Budget 

Daniel O'Keefe, Office of the General Counsel, Commerce 
Department who helped draft the legislation and now a lawyer 
in Washington, D, C. 

Mike Manatos and Henry Wilson, then of the White House 
staff who handled the Congressional liaison 

Califano-Levins on 

Harry McPherson, who wrote the transportation message 

Jack Bush, then chairman of the Interstate Commerce Commission 

Gen. William McKee, then head of the FAA 

Charles Schultze, then Director of the Budget 

2. The key documents and events: 
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The 1964 Bailey task force report on government organization 

The Bureau of the Budget "redbook" forecast of government 
organization changes for 1966 

The Boyd task force to further develop the Transportation 
Department concept 

The Califano-White contacts with the industry to smooth acceptance 
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The State of the Union 

The Transportation Message 

The long legislative struggle, including redrafting the 
bill at the White House (a session attended by Levinson, 
Zwick, O'Keefe, and Boyd). 

The fight over the inclusion of the Maritime Administration. 
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THE WHITE HOUSE 

WAS~.lNGTON 

January 2.0, 1964 

MEMORANDUM TO MYER FELDMAN 

Attached is the draft of a Presidential Transportation 
Message which 1 promised you for today. 1 assume you already 
have the ouUines previously submitted by Commerce and Budget. 
The Commerce outline is chiefly a description of what has 
happened since April 1962., and a message following this outline 
could be prepared very easily. Therefore, I patterned my draft 
'more along the lines of the Budget outline, which contains a 
number of new proposals. I have also added a few proposals of 
my own. 

If there is to be no Transportation Message, I would like 
to talk to you about the possibility of the President sending 
several letters to select persons (e.g., committee and agency 
~airmen) on particular topics. 

<iRJ),
• E. Barrett Prettyman, Jr. 

S~~cial Assistant 

Attachment. 



DRAFT OF SPECIAL MESSAGE ON TRANSPORTATION 

In April 1962, President Kennedy sent to Congress the first 

comprehensive message on transportation ever delivered by a Chief 

Executive. It dealt with a variety of topics •• some of immediate 

and urgent concern, and others of long-range importance. Since 

then,. most of his recommendations subject to executive control, 

such as the revision of depreciation guidelines and the accelerated 

use of commercial travel facilities by Government agencies, have 

been implemented. However, with certain exceptions, such as the 

Federal Aid Highway Act of 1962, the repeal of the ten percent 

passenger excise tax_, and the amendment of the loss carry-forward 

-provisions, most of Presiqent"k;nnedy 1s legislative proposals are 

-still pending in Congress. 

The economic. condition of the transport industry has generally 

/ 

improved since the President's message. 
/ 

In fact, the percentage 



increase of over-all passenger and freight traffic from 1962 to 1963 

outstripped the national economy, with rail, truck, air, pipeline and 

maritime traffic all registering advances. 

In the railroad industry, quarterly trends in operating revenues, 

net railway operating income, net income, and freight car loadings 

have all been upward since April, 1962, and revenue ton miles of rail 

freight, probably the most valid indicator of rail freight activity, in-

creased 5% in 1963 over 1962 and 10. 5% over 1961. Comparable 

eta.ti.sties in motor carriage are similarly encouraging, with inter-

city ton miles by regulated interstate motor carriers increasing about 

3% in 1963 over 1962 and nearly 10% over 1961. 

Air carriers fared even better. Net operating income for the 

domestic trunk lines almost doubled between 1962 and 1963, net income 

rose an estimated 450%, passenger miles increased about 14%, and 
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freight-express-mail ton-miles were up almost 8%. Oil pipelines 

estimated their traffic volume in 1963 as 4. 5% above that of 1962, with 

a corresponding 5% rise in revenues~ While few figures are available 

in the maritime industry, there aI'.e estimates that in 1963 merchant 

marine cargo tonnage rose Z% and barge traffic increased 3%. 

Thirty-eight percent of the 41, 000-mile Interstate highway 

system is now open to the public, and construction on another 5,400 

miles is underway, with the entire project due to be completed by 1972. 

At a cost of $9 billion, this will be the most modern highway system in 

the world and will save an estimated 8000 lives a year. 

Statistics to one side, technological advances are becoming in-

creasingly important in many parts of the transport industry~ Changes 

institµted only a few years ago are already beginning to result in better 

and cheaper service. In railroading alone, for example, TOFC, 
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• 
., 

or piggybacking, has increased almost 14% in one year, the number of 

different car types has grown from seven to 30 in only a few years, and 

carriers are beginning to install fully automatic yards, ribbon rails, 

electronic hot•box detectors, unit trains, and centralized traffic 

control. This type 0£ self•help is bound to bring long•term advantages 

to the industry and to the country, so long as adequate measures are 

taken to protect our labor forces. 

Despite these technological improvements and encouraging 

economic portents for the future, many.of the ills which beset the 

... ......--industry in April 1962 are ~till-with us. 

Today, as then, there are too many inequities between modes, 

too much rate regulatio~an overcapacity in some areas and an under-

./ 

capacity in others, a number of individual carriers in financial distress, 

a lack of coordinated mass transit planning, and a multitude of other 

---~ - --
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problems. It is timely, therefore, for this Administration to take 

a fresh look at the industry that accounts for 20% of our gross 

national product and affects every man, woman and child in the 

country. 

Though some of the particular problems and specific solutions 

may have changed since 1962, the basic objectives of the Kennedy message 

remain as valid today as when enunciated. These include primary re-

liance upon unsubsidized, privately-owned facilities, with as little 

regulation as possible consistent with the public interest; equal competi-

tive opportunities for all modes; an investment in transport facilities 

which neither substantially exceeds not substantially falls short of 

actual requirements; a more comprehensive and long-range approach 

to the problems of mass transit to meet the increased needs of urban 

areas; and, as nearly as possible, the assumption by transportation 
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users of the full cost of services, both public and private. The long-

term results of these objectives should be fast, safe and economical 

service in response to private and public demand, with daily and 

emergency requirements fully met at the lowest cost consistent with 

broad public objectives. Achieving these results will require certain 

basic revisions in our transportation policy, particularly in the legis-

lative field. 

Rate de regulation 

In his message, President Kennedy expressed particular concern 

over two related inequities which are still present in our law: excessive 

regulation of minimum rates, and unequal competitive opportunities 

between modes. The two most glaring examples relate to bulk commod-

ities, which are fully regulated 
_,,/
except where water carriers haul liquid 

_bulk commodities or three or leas dry bulk commodities in one vessel, 

and to agricultural and fishery products, which are regulated unless 



transported by motor carriers and to a certain extent by freight 

forwarders. The President recommended that all minimum 

rates on bulk commodities and agricultural and fishery products 

be exempted, and that the antitrust laws be made applicable to 

the exempted transportation. In regard to bulk commodities, 

he alluded to the less desirable alternative of repealing the 

exemption for . water carriers. 

Bills to accomplish these objectives were introduced in 

the 87th and the 88th Congresses (S. 32.43, s. 1061, H. R. U583, 

H. R. 4700), hearings have been held, and a committee print 

of a revised bill has been circulated in the House Interstate and 

Foreign Commerce Committee. I have carefully reviewed these 

various bills, as well as several alternatives suggested by 
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private groups,!_/ and am convinced that President Kennedy's original 

recommendations not only were sound but constitute the best solution 

yet offered. While some aspects of the committee print may be help• 

ful, there are other features which I feel could cause unnecessary 

confusion. For example, the committee print would repeal both 

maximwn and minimwn rate regulation and abolish the conference 

system of rate-making, and at the same time impose with respect to 

* Commerce would substitute the following for the remainder of 
this section on deregulation: 

11and am convinced that the committee print is an acceptable 
starting point in resolving these problems. Its provisions 
are consistent with the basic philosophy of the Kennedy 
Message: equalized regulation, preferably through lessened 
regulation, but if necessary through removal of exemptions. 
While I do not necessarily agree with all sections of the 
committee print, including the •undue burden on * * * 
commerce• standard in Section Z(a), the general purport 
of the bill is constructive, and both the House and Senate 
Committees deserve praise for their efforts. I urge 
both Committees to conclude their deliberations at an 
early date and, with the committee· print as a starting 
point, to report out a bill which will provide competitive 
opportunities in the rate-making field to all modes of 
transportation in equal measure." 



minimum rates an "undue burden on * • * commerce" standard which 

would be difficult to' apply and uncertain in effect. In my view, only 

minimum rates should be deregulated and traditional antitrust con• 

cepts made applicable. 

Particularly important, I feel, is the extension of minimum 

rate deregulation to all carriers of agricultural and fishery products.; 

Inequities under the present law impose an unnecessary and unhealthy 

burden on shippers and on all modes except motor carriers.; While 

repeal of the agricultural exemption now available to motor carriers 

would tend to equalize regulation, the extension of the exemption to 

all modes would more nearly meet our objective of imposing less 

rather than more Government regulation except where protection of 

the public interest requires otherwise. If all modes are exempted, 
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costs and rates can be reduced in an openly competitive market, 

service improved, and initiative restored. 

Mass transit and highways 

Efficient mass transportation systems are becoming increasingly 

essential to the sound functioning of our urban communities. The need 

to improve and modernize existing facilities has been persuasively 

demonstrated. A balanced and well-planned system of good highways 

and mass transit facilities affords the only feasible means of meeting 

the transportation needs of our increasing urban population and of 

assuring our people future opportunities for recreation, health and 

leisure. 

The Federal Government has long encouraged adequate high-

way development. Now a grant program to aid the development of 
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efficient and modern mass transit systems is urgently needed. The 

Co~gress has held extensive hearings on Administration proposals, 

most of which ar.e contained in a .. bill reported out by the House 

Banking and Currency Committee. With the following two additions, 

I endorse this bill and urge its prompt enactment: 

First, the principle of federal guarantees of taxable local 

aecurities to aid in the mass transit program should be supported.; 

The Housing and Home Finance Agency shortly will submit proposals 

for carrying out this principle, while continuing to recognize the 

traditional relationship between state securities and the federal 

taxing power. 

Secondly, I endorse s. 855, which seeks a more effective use 

of federal development grants by making them available only where 

local officials consider federally-aided projects as part of a 
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comprehensive area planning process. This proposal, sponsored by 

the Advisory Commission on Intergovernmental Relations, is needed 

to avoid a well-meaning but uncoordinated or even self-defeating 

use of federal funds. 

I urge the States, as a logical extension of these changes in 

the federal program, to consider the establishment of transportation 

authorities in all metropolitan areas with powers to regulate peak-hour 

automobile traffic by such me_µis---as differential us er charges; to fix 
• -

•road, bridge and tunnel tolls; to set transit fares, routes and schedules; 

and to determine the charges for and the location of parking facilities 

on fringes and in central business districts. This Administration, for 

its part, stands ready to support before the Congress any interstate 

compacts which will facilitate balanced transportation systems in 
/ 

interstate metropolitan areas.---- In the meantime, we intend to review 
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·periodically the use of federal funds to make certain they are being 
/ 

expended on coordinated and farsighted· projects. 

Our Interstate highway program is very much a part of the 

mass transit picture, and a number of accomplishments are already 

growing out of the Federal Aid Highway Act of 1962. Under that Act, 

the Secretary of Commerce may not approve a program for highway 

projects after July l, 1965, in any metropolitan area of over 50,000 

population unless he finds that the project is consistent with compre-

hensive development plans and is an integral part of a balaiiced trans• 

portation system. With this same objective in view, the Bureau of 

Public Roads is placing added emphasis on social and economic re-

search and on comprehensive planning in its own programs, devoting 

particular attention to the social and economic impact of our new 

highways. The Department of Commerce has established a regular 
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procedure for consultation with the Housing and Home Finance Agency 

both at the headquarter level and at regional levels throughout the. 

country. Not only transportation programs, but all HHFA programs 

which have a. potential connection with the Federal-aid highways, 

are being discussed. 

Tlere is still much to be done in regard to highway trans• 

portation. It is desirable that our current Interstate program be 

completed by 1972., and I urge those few States which are lagging 

to make every effort to advance their construction schedules. 

I also recommend to the Congress that authorizations for other 

Federal-aid highway programs be extended as part of the biennial 

highway legislation at a level of $975 million for the two years 

1966-67. 
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In my view, Congress should postpone until 1965 any considera-

ti.on of vehicle weight and size limitations for our highways. The 

Commerce Department is now studying these matters, and new 

estimates of Interstate coats and final economic analysis of the high-

way user tax structure will not be ready until January 1965. These 

matters should be considei:,e.d-1:ogether as a single problem. 

So that we do not imperil our highway safety program through 

a proliferation of study groups, I have requested the Secretary of 

/ 

Commerce to submit a plan for bringing together into one _centralized 
,,,.. 

authority all of the Federal commissions presently studying 

accident and death rates. This is a matter of utmost importance. 

There were 41,000 deaths on our highways in 1962, and the 1963 figure, 

although not yet finalized, will be of the same magnitude. 



twenty Class I railroads are now pending. ·What we are witnessing, 

therefore, is a basic reorganiza~on of our rail carrier system. The 
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While these numbers represent a slight statistical decrease in relation 

to the increased number of vehicle miles traveled, they. nevertheless 

are far too great to be tolerated in a modern society. A promising 

note •• and one that dem~t?,strates one of the important dividends of 

the Interstate system •• is that the death rate on up•to-date, dual, 

limited-access highways is almost one half the rate on other highways. 

This is one of the developments requiring the urgent attention of a 

centralized study group, whose job it will be ~ produce a practical 

action program for substantially reducing the slaughter on our highways. 

Mergers and passenger services 

Seventeen rail consolidations have been approved during the 

last seven years,. and additional merger or control cases involving more 

than 
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affiliations established today cannot easily be disestablished, so that 

we are creating in effect a new structure for our rail system, and one 

which will prevail for the forseeable future. This imposes a great 

responsibility upon the carriers who seek affiliations and upon the 

Government agencies and departments whose duty it is to determine 

whether these affiliations are in the long-term pul:>lic interest. 

An excess of railroad right-of-way and facilities in some sections 

of the country has existed for many years, and at least part of the 

recent merger movement is an attempt by the carriers to eliminate 

this excess. Less than ten percent of the main line miles now in 

service carry 50 percent of our total freight ton miles, and 30 

percent carry only two percent. For this reason, the Government 

does not oppose proposed affiliations~ ..!=.iin many ins_tances these 

affiliations may be entirely justified. At the same time, each must be 
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judged on its own merits and not as part of an irreversible 

trend. 

Recoinizini the importance of the modern merger movement, 

President Kennedy in his 1962 message directed the formation of an 

lnteragency Committee on Transport Mergers to develop criteria 

applicable to transportation mergers and to present a Government 

position ori each major merger application. That Committee has 

met regularly under the chairmanship of the Under Secretary of 

Commerce for Transportation, has issued its merger criteria, and 

has established a Government position in a number of individual cases. 

I have directed that this Committee continue its functions under its 

present make-up. 

In considering future applications, the Committee will take 

into account not only its announced criteria but also the fact that 

rationalization need not always require merger or control. Often 
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branch lines and other facilities within a single system can be 
' 

abandoned without undue harm to passengers, workers, shippers, 

consumers, or communities. In additi~n, pooling agreements, joint 

operations, trackage rights, and other inter-carrier arrangements 

are sometimes feasible. But where such alternatives are not practical, 

and where the proposed consolidation satisfies th_e other criteria 

established by the Committee •• with particular emphasis on the 

protection of employee job rights, significant cost reductions, and 

the improvement of service -• the consolidation will receive the 

-sympathetic consideration of the United States. At the same time, 

it must be recognized that the United States is a party to these cases, 

that the consolidationsm1111:at be initiated by the carriers themselves, 

and that responsibility for approval or disapproval lies with the regu-

latory agencies. 
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In order to apply its criteria properly, the lnteragency 

Committee will need extensive information about traffic flows, 

reiional disparities, rail capabilities, irowth pr01pect1, the extent 

and nature of intermodal competition, effects on community labor 

forces, costs, and a multitude of other facts. Much of this informa-

ti.on is not presently available. The Department of Commerce, there-

fore, is promptly undertaking further research studies -- similar to 

the New England and Mid-West studies already underway -- in areas 

to be designated by the lnteragency Committee. Under the guidance of 

the Committee, Commerce will develop data and analytic techniques 

so that in each major region, merger proposals can be evaluated in 

terms of overall transportation objectives. Information which the 

Committee feels will be helpful to the regulatory agencies in individual, 

cases will be introduced in evidence at appropriate hearings. 
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Excess facilities and discriminatory regulation are not· the -

only problems facing the nation's railroads. Of equal importance are 

the deficits arising out of passenger services.; For years, suburban 

commuter and intercity short haul traffic have failed to pay their way 

on most rail carriers. This is a particularly serious matter in the 

Eastern District, where good highways, the prevelance of the short 

haul, and severe competition from other modes all combine to create. 

special problems for the rails, so that even freight revenues often do 

not offset passenger deficits. A solution to the passenger problem 

would substantially improve economic conditions not only in this 

District but for many _railroads in other parts of the country. 

The Federal Government recognized the importance of this 

problem when it initiated the Washington-Boston Corridor study, which 

is considering the feasibility of high-speed transportation in the mega-

lopolis between Washington and Boston, an area embracing only 1. 4 
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percent of our land but containing over 20 percent of our population. 

The first phase of that study will soon be completed. 

Regardless of what it shows, States and local communities will 

continue to have important responsibilities in the solution of the basic rail 

passenger problem. For this reason, I recommend that the States spon-

eor regional conferences of railroads and local governments to dcvelo p 

plans for assuring the continuation of necessary passenger services. 

Topics for consideration might include interstate compacts; state and 

local subsidies; the elimination of inequitable and discriminatory tax 

provisions; the possibility of exempting passenger commuter services 

from all taxation; and the relation of rail passenger transportation to 

passenger transport by other modes, including the automobile. The 

Federal Government 'is willing to send representatives to these conferences 

.,,,-

in an advisory capa~ity and-to consult with local officials in an effort to 

produce workable plans. 



-
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The maritime industry 

Our maritime industry remains in a state of transition. 

Despite an increase of ZS ships in our active fleet during 1963, 

American flagship participation in our expanding foreign trade again 

showed a slight percentage decline, as it has in each of the past 

fifteen years. We have not yet fully solved the problem of shipping 

discriminations against our fleet, particularly in the area of export 

freight rates. 

It is essential, therefore, that the Federal Maritime Commission 

put renewed effort behind its program of assuring fair and reasonable 

rates for the movement of commodities in our international trade. 

Rebating and other discriminatory practices must be curbed. I am 

also requesting the Maritime Commission to expedite its investi-

gation of the rate-fixing powers of conferences in terms of their 

effect upon competition and the adequacy 0£ service. · Particular 
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attention should be directed to illicit pooling agreements.; 

The Maritime Administration should continue its efforts under 

th~ so-called "fifty-fifty" program and under Section 2.12.(d) of the 

Merchant Marine Act of 1936 •• efforts which are beginning to show 

positive results. The Agency for International Development, for 

example, has been active in aiding Maritime in its preference-of. 

vessels program, and the Defense and Agriculture Departments 

are now using United States vessels to a greater extent than in 

the past.; I am requesting that work continue throughout the 

Government on compliance with the cargo preference laws, en-

couragement of the use of United States flag carriers by private 

and public shippers, and improvement in the status of coast-wise 

shipping, including the trade-out of vessels in the reserve fleet. 



- 2.5 -

The need for revising and modernizing our shipping laws 

and regulations is universally recognized. However, previous 

attempts at a wholesale revision of Title 46 have proven un-

successful, largely because. so many substantive changes of a 

controversial character were suggested that little over-all 

progress could be made. I propose, therefore, that the needed 

revision be _accomplished in two steps. First, Title 46 should 

be recodified. This would involve a restatement of the existing 

laws by consolidation, elimination of obsolete provisions, r~-

arrangement into a logical form, and other improvements entailing 

little or no substantive changes. Once this first step is accomplished, 

substantive amendments can be introduced by means of a series of 

separate, smaller bills. With a view to initiating this revision, 

I am requesting the Director of the Bureau of the Budget to call 

··-
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an early meeting of the departments and agencies concerned with 

·the administration of Title 46, and to invite to the meeting repre-

aentatives from the Senate Commerce Committee and the House 

Merchant Marine and Fisheries Committee. Out of this meeting 

should come a .project embracing the two steps outlined above. 

Domestic and international air transport 

Local service air subsidies can no longer be justified in 

- the amounts awarded heretofore. They should be continued only 

when, and to the extent that, the continuation of an essential 

service necessarily entails a specific loss. Plans already under 

way by the Federal Aviation Agency and the Civil Aeronautics 

Board for -the development of area airport facilities should help 

eventually to reduce these local subsidies. In the meantime, I 

recommended that subsidy requirements be tightened in one or 
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• more of the following ways: (a) The use-it-or-lose-it policy 

should be strengthened by increasing minimum qualifying requirements 

each year until assured traffic produces break-even revenues. (b) 

_.,. 

The class rate formula should be adjusted so that subsidy 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 cos ts. ( d) If a community cannot share subsidies 

and nevertheless reauires the air service, consideration should 

be given to reserving <?Pe rating rights for non-subsidized carriers. 

(e) The allowable rate of return for subsidized carriers should 

be successively reduced over c3:·period of years to a level more 

nearly commensurate with. risks involved and the. financial require·- !
ments of the industry. • I 
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In the field of international air transport, I endorse S. 1540 

as introduced. It provides for control over international air rates 

by the Civil Aeronautics Board and preserves Presidential review 

powers. Any attempt to eliminate Presidential review would in my 

judgment raise a serious constitutional question, since the determina-

ti.on of international air rates necessarily involves a consideration of 

foreign policy. 

I also recommend approval by the Senate ~f the Hague Protocol 

modifying the War•~.w Convention. The Protocol would increase the 

liability of international air carriers from $8,000 to $16,000 per person 

for personal injury or death. Legislation perfecting the operation of 

this program -will shortly be sent to the Congress for approval. 

A Presidential statement on International Air Policy in 1963 

instructed various agencies and departments to develop a program of 
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user charges for international air carriers. A staff study dealing with . 

this subject is underway, and any necessary legislation will be submitted 

to the Congress in due course. 

Carrier reports and interagcncy meetings 

The nwnber and complexity of reports which Government depart-

ments and agencies require of transport carriers have markedly increased 

in recent years. Most of these reports are essential to responsible de-

cision-mak:ing in Government, and the data derived from them are also 

of value to the transport industry itself. In some instances -- notably 

at the Federal Maritime Administration and the Federal Maritime Com-

mission•· c_arrier reporting actually needs to be expanded. But in many 

instances the opposite is true. Duplications, obsolete items and unnecessary 

details have become imbedded in the reporting process, creating a burden 

both on industry and on Government. A thorough review of reporting 

requirements is long over-due. 
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Recent action by the Interstate Commerce Commission demon-

strates what can be accomplished. Over the last three years, the Com-

mission bas entirely eliminated some 453,000 reports which carriers 

bad heretofore been required to file annually, deleted some 2.2.,800 pages 

from additional reports, and canceled, in all, approximately 33,800,000 

items of information previously reported. Not only have the reporting 

tasks of the regulated carriers have been greatly simplified, but the 

Commission itself has been relieved of receiving and processing all of 

these unnecessary items. 

Accordingly, I have requested the Chairman of the Interstate Com-

merce Commission to continue the review of his agency's reporting re-

/ _.,,...,,...,,.. 

quirements, and the chairm~n of the other regulatory agencies and heads 

---· 
of departments in the transportation field to continue or initiate similar 

reviews of their own.; Such implementation logically follows from the 

/ 

joint discussions on this subject already undertaken by the agency chairmen. ~-
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Since September 1962 the chairmen have also held joint 

conferences in regard to such matters as terminal areas; the divergent 

treatment and regulation of freiaht forwarder,, broker, and c0n1oli• 

dators; the need to facilitate the establishment an~ mainten~[\ce of through 

routes and joint rates between different transport modes• auditing; 

uniformity of accounting; collaboration ai long-range research projects; 

the simplification of formal case processing; containerization; tariff 

simplification; and credit regulations.; These conferences appear to 

have been fruitful and should continue.; After most of their present 

discussions have developed to fruition, the chairmen may well want 

to solicit suggestions from industry and labor as to further topics 

which are of mutual interest and which require consideration.; 
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Additional proposals 

Several additional. subjects arising out of or supplemental to 

the 1962 message deserve special mention. 

The committee print circulated in the House Interstate and 

Foreign Commerce Committee does not contain a provision allowing 

all carriers to ship vehicles or containers on the carriers of other 

. . 
modes at the same rates available to non-carrier shippers and 

freight forwarders. In the light of the continued growth of such 

innovations as piggybacking, it is even more important now than 

heretofore that all carriers be allowed fhis right, and I recommend 

the inclusion of such a provision in pending legislation.· 

The committee print does include, and I endorse, a repeal of 

the so-called Commodity Clause of the Interstate Commerce Act, 

which, with certain exceptions, prohibits a railroad from transporting 
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any commodity manufactured, mined, or produced by it, or under its 

• authority, or in which it has any interest. Here again, recent events 

have pointed up the need for equalizing the competitive opportunities of 

railroads, so long as the antitrust laws guard against possible abuses, 

and the Commodity Clause should therefore be repealed. 

I endorse previous proposals for user charges on domestic 

air transport and inland waterways •. These charges comply with the 

equitable doctrine of allocating costs to those who benefit most from 

services, and are essential to even a minimal lightening of the 

economic burden now being borne by the Federal Government for 

domestic air and water transportation. While the two-cents-per-

gallon net tax on gasoline is continuing, the re have not been but should 

be co~parable taxes on jet fuels. A three-cents-per-gallon tax on fuels 

used by general aviation is also proposed. Similarly, fuel used by 
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inland waterway carriers should be taxed at a rate of two cents per 

gallon. The five-per-cent tax on airline tickets was passed by Congress 

as a user charge and signed into law as part of the legislation repealing 

the ten-per-cent passenger excise tax, but this legislation expires on 

June 30 of this year. It should be extended at least for another year, 

and its permanent extension should be considered whenever a general 

review of excise taxes is undertaken by Congress. 

Subsidies for helicopter operations have been reduced each 

year but are still being granted. These subsidies are no longer 

warranted and should be terminated by the beginning of fiscal 1966. 

Public Law 88-239, enacted December 2.3, 1963, gave the Post 

Office Department some degree of flexibility in arranging for the trans-

portation of mail. As we gain experience under that Act, Congress may. • 

want to consider whether the Department should not be authorized to 
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contract with any type of carrier which meets its needs with economy 

and efficiency. This would not only result in lower cos ts to the Depart-

ment but increase competition among modes in the important area of 

Ciovernment procurement. Similarly, that Deparbnent probably should 

·have greater freedom to adjust parcel post rates and weight limits. 

I am also taking two steps administratively which should in-

crease the efficiency of Ciovernment operations. First, I am directing 

the Deparbnent of Defense and the Cieneral Services Administration to 

make use of all types of carriers, including contract carriers, when 

the circumstances seem appropriate. Secondly, I am direc~ng these 

same deparbnenta to continue their rate and docwnentati.on simplifica-· 

ti.on programs under Section 22 of the Interstate Commerce Act. 

Hopefully, experimentation under these programs will lead to 

simplified rates and docwnenta applicable to all shippers. 

https://docwnentati.on
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Finally, I recommend that the Congress begin studying the 

feasibility of three steps which might well quicken the trend toward 

rate simplification: (a) authorizing contract-type rates for rail and 

motor carriers, thus enhancing competition with private carriage 

and lowering transport costs to shippers; (b) requiring rail carriers 

to accept the rail equipment of shippers; and (c) granting motor 

carriers the operating rights to provide power units {truck-tractors) 

and drivers to shippers, with the latter p.roviding the trailers. 

Conclusion 

Throughout our history, transport conveyances have held a 

special fascination for American~. The mQving train, the landing 

plane, the whistling tug -• these are at once reminders of our rich 

and productive past, and symbols of our· constant movement toward 

future accomplishments.; .The internal, technical workings of the 
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industry, however, are little understood. Contracts and conventions, 

rates and rebates and rationalization, short hauls and long subsidies, 

users and user charges -- these are difficult subjects even for experts. 

• Yet no industry in our expanding economy requires a greater apprecia-

tion of its complexities than transportation does today. 

Americans not only deserve adequate transportation; they de-

mand it. As our population, our goods, and our capacity for speed 

all increase, so will our desire for safe, economical, commodious 

movement. The old tnethods of travel, the old regulations, the old 

relationships between modes, will not necessarily' serve us for the 

future. That is why it is particularly important that our experimenta-

ti.on and research in this field continue. The $Z million which the 

Congress has provided for a study of transportation problems will be 

meticulously and constructively spent. In addition, various groups 
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are now investigating such subjects as experimental freight rates, new 

kinds of service, mergers, through routes and joint rates, coordinated 

mass transit and highway programs, and practices and competitive 

efficiency in the maritime industry. These studies and the current 

Transport Census will continue, and those conducting them will be 

charged with the duty of producing practical solutions rather than 

laudatory goals.; For, as Mr. Justice Moody once said, "The 

business of transportation is not an abstraction.; It is the labor of 

men employed Y4th the aid of instrumentalities, animal ;1nd mechanical, 

in carrying men and things from place to place. ' t It is in recognition 

of this fact that we must seek real answers to real problems. 
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Task Force Issue Paper 

TRANSPORTATION 

I. BACKGROUND 

The Federal Government is more heavily involved in trans­
portation than in any other major industry. Through heavy 
investments, subsidies, user charges, research and develop­
ment support, and taxation, it plays a major role in 
determining the growth and structure of the Nation's 
transportation system. The Federal Government's role as 
among various modes of transportation, however, is extremely 
uneven. Moreover, policy with respect to each mode is more 
often than not pursued without consideration of the conse­
quences for other modes. As a consequence, a set of 
transportation policies has been evolved which, viewed in 
the perspective of the entire transportation system, makes 
little rhyme or reason. 

The most recent major enunciation· of a Federal transporta-tion 
policy took the form of the Transportation Message of April, 
1962. A central theme of that message was that significant 
changes in the technologies (and therefore relative costs) 
of the different modes of transportation over the last several 
decades have made it possible and desirable for the United 
States to place much greater reliance on competition and 
lesser reliance on regulation. 

The 1962 message contained three major legislation recom­
mendations: (1) a program of Federal financial assistance for 
urban passenger transportation, (2) transportation user charges 
for airways and waterways, and (3) rate deregulation of agri­
cultural and bulk commodities. None of these measures has 
been enacted, though each has been the subject of extensive 
hearings, committee deliberations, and executive branch 
efforts to develop acceptable compromises. 

This discussion excludes any reference to the vexing questions 
of Federal policy toward the maritime industry, though some 
of the general points suggested for task force consideration 
undoubtedly have a bearing on that subject. 
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II. ISSUES FOR THE TASK FORCE 

1. Regulation 

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 inadequate 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 deregulation 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 waterway~ 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 user charges 

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 beneficiariesof 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 regulations of any mode of transportation. 

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

of criteria which can guide particular 

Closely related 
as Federal excise 

questions 
taxes 

arise with 
on passengers 

regard 
using 

to such issues 
the various modes, 

and the questi~n of the Federal Government's own procurement 
of transportatfon services (e.g., postal services, prefer­
ential treatment of the Defense Department personnel on 
air carriers, excise taxes on the purchase of Ptivate 
automobiles, etc.). ~ 

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 Federa1~support is given to the different 
modes of transport. Should the Federal Government difectly 
invest in facilities (e.g., the Federal airway system: i~land 
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 regulation of transportation, and 
particularly on the impact of subsidies (in one form or 
another, direct or indirect) on the regulation 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-;--iiiotor 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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must also take account of the present fabric which past 
policies have created. Equity considerations presumably 
demand that 
investment 
expectations 

we acknowledge past private decisions 
predicated on past public policy and 

they have engendered. 

in 
the 

3. Research and development 

The Federal 
toward its 

Government has adopted a 
role in supporting R&D in 

broad range 
the various 

of policy 
modes of 

transportation. At one extreme, virtually no Federal 
effort has been made to encourage the improvement and 
modernization of railroad transportation. At the other 
extreme, the Federal Government has been the prime mover, 
both in terms of leadership and in terms of financial 
support, for the development of aviation. While there is 
a growing consensus that the Federal Government has a 
legitimate role in supporting research over a wide spectrum 
of civilian activities, there is no agreement yet as to 
the appropriate guidelines by which the Government should 
arrive at decisions regarding the extent and kind of R&D 
which it should support. The question of the Federal 
Government's role in the development of the supersonic 
transport has highlighted most of these issues -- and 
emphasizes their complex and controversial nature. None­
theless, if we are to move toward greater reliance on 
competition within and among competing modes of transport­
ation, it is vital that a policy be developed, taking due 
account of the differential effect of the current pattern 
of Federal support for R&D among the various modes of 
transportation. 

4. Other issues and Task Force focus 

There are a number of specific transportation policy issues 
currently confronting the executive branch. Examples 

Evaluation of the Civil Aeronautics Board 
airline subsidy reduction program. 

Implementation of the 
(assuming congressional 

urban mass transit 
passage). 

program 

The subsidy reduction program for local service 
aviation. 

The development of the Federal Governm~nt's 
program for post-1972 highway development. 

include: 
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Evaluation of proposals to develop high­
speed ground. pass.enge.r. t.ranspor.tation .in. the 
Boston-Washing.ton. Corridor... 

The task force may choosa to. cons.id.e.I:. one. or mor~ of these 
(or other) specific. and. mar.a .or. l.ess. . .immed.i.ate:- issues. In 
addition, the transportation. area .c.ontains.. serious. Federal 
organizational probl..em.s.... Ei.th.e.I:.. the. transportation task 
force or the task force on efficiency and economy should 
give serious consideration to the proposal that all Federal 
transport "promotion" activities be placed in a single
Department of Transportation, or in some other way brought 
under common control. 

Rather than focusing on more immediate issues which are 
already under active consideration in one or more parts of 
the Federal Government, the task force may direct its 
attention to the broader, underlying issues mentioned above. 
Those wrestling with particular problems in the transportation 
field on a day-to-day basis are frequently frustrated by the 
lack of a frame of reference which would help articulate the 
important interrelations among modes of transportation and 
among policy areas. While it would be unreasonable to 
expect a task force in a few months to provide the definitive 
development of such a frame of reference and set of criteria, 
it might lay the groundwork on which a basic re-evaluation 
of Federal transport policy could be evolved -- possibly as 
the charter of the new Department of Transportation. 
Inevitably in the course of such an effort the task-f-or.ce 
would throw off more immediate and specific policy recom­
mendations leading either to the development of specific 
legislative pr4U>osals or changes in specific Administration 
policy. •• 

https://task-f-or.ce


III. TASK FORCE 

1. Nature 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. .~rrangement 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 regional resource 
development and transportation). 

John D~ Harvar¼iµ-versi ty (Economist with 
impresr.ve experienr in transportation labor). 

https://impresr.ve
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George Hilton, University of California, 
Berkeley (Economist with emphasis in trans­
portation regulatory 
World Bank this sum

problems) 
mer). 

(reported at 

Edward Mason, Harvard University 
possible task force chairman). 

(Economist, 

George Wilson, Indiana University (Transportation 
Economist) (on leave at Brookings). 
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THE WHITE HOUSE 

WASHINGTON 

tJOV1 6 1~64 

M™ORANDJMFOR PARTICIPANTS IN WHITE HOUSEMEm'INGSON 
THE LIDISLATIVE PROGRAM 

Attached is a copy of a Task Force report covering the 
subject of the meeting you are scheduled to attend 
tomorrow. These Task Force reports are being held in 
strict confidence, and the attached copy is for your 
eyes only; please do not distribute it to your staff. 
You should bring it to the meeting tomorrow. 

Attachment 
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November 16, 1964 

The President 
The White House 
Washington, D. C. 20500 

Dear Mr. President: 

Herewith I present to you the report of the Task Force on 
Transportation Policy. 

The Task Force was unanimously of the opinion that American 
transportation policy has been deficient in two major respects: 
first, the use of rate regulation and restrictions on entry 
rather than competition has raised rates and lowered utiliza­--o tion of many transport facilities; second, investment in 
transportation has often been allocated in a fashion not 
wholly in accord with the public interest. Accordingly, we 
have framed a program which is mainly concerned with policies 
in these areas. 

We are keenly aware of the honor of serving on the Task Force, 
and we hope that our efforts may be of service to your 
Administration and to the Nation. 

~i~ 
George W. Hilton 
Chairman 
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PREFACE 

Transport expenditures in the United States exceed $10~ billion annually. 

The industry consumes nearly half of our total output of energy. It employs 

directly more than nine million people. Transport permeates the economy. 

Virtually all othe;r ifldustries -- manufacturing, agricultural, extractive and 
I 

service industries alike -- are heavily dependent on transport. Consumers 

depend o~ transport for much of their recreation and for much of their freedom 

in choosing where to live. Workers depend on it not only tor access to their 

jobs but for much of their freedom to choose between jobs. The·economic 
I 

health of transport is, therefore, of vital concern to the u.s. Government. 

When account is taken of the increased demands for transport services 

that are generated by a growing population and a growing economy, the need 

Q to develop a national transport policy consistent with the circumstances and 

opportunities of a dynamic and highly developed industrial society becomes 

apparent. 

The United States now has a massive, flexible transport system linking 

all parts of the nation together. That system has been built within the con­

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

~imi~te_i~~ftici~pcies which retard g~Q~~,_impair the ability o~ ~~rican 

industry to compete abroad, and depress the standard of living at home . 
....._,____- - • ---------------------~----------------·--·-··-----
Second, it will reduce the deep entanglement of governmental agencies as 

advocates, promoters, protectors and regulators of private interests which 

conflicts with our liberal international policies and contravenes the precepts 

ve advance to the less developed and the non-free nations. Advocacy of "equal 

opportunities for all and special privileges for none" is particularly 

0 appropriate in transport. Finally, it.will save governmental funds needed 

i 
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to ~chieve real social benefits but now flowing into unproductiv~ channels. 

Thus there is need for drastic revision of national transport policy, 

geared to contemporary r'eali tie's . • What a.re these con~emporary re~li ties? 

'(1) The transport industry has been transformed by technology, growth 

of market, massive investments and competition. A nationwid~ 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 variety of transport alternatives 

makes comprehensive regulation administratively infeasible. 

( 3) The problems of the nation are now vastly different. We are a 

highly deyeloped country experiencing accelerated technological change. 

A prime requisite of further progress is flexibility to respond to such0 
change . Detailed and complex regulations which serve to diminish adapta­

bility to c~ange discourage general economic expansion. 

The new transport environment requires that we emphasize the efficient 

accomplishment 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 reliance 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 flexibjlity--and will serve the nation at lowest cost consistent with 

0 the demands put upon it. 
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To implement this policy, the task force bas ma.de recommendations ranging 

the entire spectrum ot transport problems. These recommendations call for: 

(1) Establishment of a Department of Transportation. 

(2) The curtailment of Government subsidies and creation of a mechanism 

--the Federal Transport Investment Review Board--for harmonizing the expenc;}1hi -1·:::. 

ture ot public funds with the stated objectives of an integrated transport 

policy. 

(3) Relaxation of-re:te regulation by the Interstate Commerce Commission 

so that the rate structure will more nearly reflect t~~ technological and 

~ompetitive conditions which determine the alternatives fac~d by the shipping 

and travelling public, 

(4) Wider application of user charges in air, water, and highway tr@sport 

on grounds of equity, public revenue needs and the improvement of public in­

vestment decisions. 

(5) Purchase of transpotj; services by the Government at lowest cost 
' 

compatible with adequate service. 

(6) Removal of legal barriers to entry and abandonment on the pa.rt of 

common carriers. 

(7) Enlargement of the authority ot the Interagency Committee on Transport 

Mergers which would permit the Committee to develop and present before the 

regulatory agencies alternatives to mergers proposed by the carriers and to 

evaluate and suggest alternatives to merger. 

(8) Drastic reduction and alteration of operating and construction 

'subsidies in the maritime industry. 

0 
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The task force feels that immediat~ legislative 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 outdoor recreational 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 rehabilitation of major ports. 

(3) Terminate the Federal-aid Airport Program.· 

Rates 

(1) Eliminate most of the authority of the Interstate Commerce 

Commission to regulate minimum rates of all carriers under its jurisdiction. 

(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 waterways without loss of. the 

exemption. 

(4) Amend the Interstate Connnerce Act to eliminate the requirements 

in Parts I, II, III, and IV that carriers maintain rates based on 

"reasonable classifications". 
-

(5) Amend the Interstate Commerce.Act to require rail and highway 

carriers to accept shipper-owned or -leased equi:pment for transport. '1'.}:le 

law should be amended to permit shippers to lease equipment among them­

selves as well as to and from car-leasing companies•without regulation 
. . . 

0 of leasing terms. 
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(6) Amend the Interstate Connnerce and Federal Aviation Acts to provide 

that in rate cases where the complai~nt is a carrier 1 the burd~n of proof as 

to the reasonableness ot the rate shall be on the complaining carrier. 

(7) Amend the Interstate Commerce and Federal Aviation Acts to deny 

carriers the right to request suspension of proposed rates. 

(8) Amend the Interstate C_ormnerceAct to give the railroads and bus 
' . 

compan_1es complete treedo~ in setting intercity passenger fares. 

(9) >~nd the Federal Aviation Act to eliminate rate regulation of all 

unsubsidized domestic air passenger transport. 

~ User Charges e.nd Subsidies 

(1) • Terminate subsidies tor helicopter operations. 

(2) ~vy an initial tax of 2 cents per gallon on all fuel used on the 

Q inland waterways. 

(3) Increase the tax on highway diesel fuel from 4 to 7 cents per 

gallon, the weight tax on trucks over 26,000 pounds gross weight by an 

ad~tional $2 per thousand pounds, and on tread rubber by an additional 

5 cent~ per pound. 

(4) Exte~d the 2 cents per.gallon tax on aviation gasolin~ to jet 
' . 

fuels tor commercial aviation. Continue the 5 percent tax on passenger 

travel by air and extend it to air ·freight. Inc:rease the gasoline tax 

for general aviation to 10 cents a gallon e.nd extend it to jet fuels; 

impose annual license fees averaging $1,000 per aircraft (varying with 

weight). 

Mergers 

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

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

V 
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ade~ate transport service to the public. 

(3) Revise the Interstate Connnerce Act to substitute more flexible 

alternatives for the protection of effected'employees to the present 

provi~ion of a. 4 year guarantee of equivalent' employment_. 

(3) Revise the-Interstate Connnerce Act to give greater influence to 

equity and other junior security holders in bringing about reorganization. 
, l 

Operating Rights 

Permit complete freedom of entry to new firms and permit existing 

firms to adjust routes, direction of movements and commodities carried 

in response to demand. Reduce impediments to exit and to abandonment 
' I I 

of facilities and discontinuance of service for a11·modes. 

Q 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 speedily as possible with 
• • ' 

compensation for undue hardship otherwise imposed on operators e.nd 

crews. Contract settlement terms should protect operators against losses 

and a modest portion of subsidy savings may be used to assist displaced seamen. 

(2) Eliminate the concept of.the essential trade route and allow cargo 

line operators wide latitude in scheduling their operations. Relieve them 

of the requirement to operate American-built vessels exclusively and to 

use only American yards for repair and maintenance. 

(~) Reduce new obligational authority for ship construction 

subsidies immediately by one-third and the remainder by_one-fii'th per

0 year s·o as to terminate in five years. 
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(4) Eliminate cargo preference either immediately or in steps of, 
► • 

say 10 percentage ~oints a~ually. 

(5) Eliminate the requirement of filing rates 30 ~ya in advance 

of effectiveness. 

,.,. 
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I. StMMARYOF RBX!-iMEND.ATIONS 

A. Organization and Procedures 

Q Establish a Department o:f Transportation. 

2. Build up a permanent organization for continuous policy formulation • 
end revision in the Office of the Under Secretary of Connnerce for Trans­
portation. This should become a. core element in the recommended Department 
of Transportation. . · • - , 

. ' ~~~ 
(;) Establish a Federal Transport Investment Review Boa.rd, to coordinate i' ,;r.~ 

llie Federal transport investment budget and long-run transport investment 
pla.nn~; to eliminate inconsistencies in the methods now employed to 
determine the extent aJO.ddistribution of transport investment; and to 
provide a. means of efficiently ad.justing transport investment to economy-
wide objectives of reducing unemployment or redistributing income. 

4. Establish, under the chairmanship of the proposed Department of 
Transportation, a.~ interagency committee to formulate executive branch 
positions for presentation to the regulatory agencies 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 

1. Ex.amine the Federal-aid highway program projected for the post-1972 
period in tenus of (a) least-cost eliminatioo. of bottlenecks; (b) possible 
reduction of need in view of the completion of the Interstate Highway 
System already plamled; (c) greater flexibility, particularly avoidance of 
high-volume design on light-density routes in sparsely-settled areas and 
excessive geometric design standards in urban areas, especially when the 
result is impairment or destruction of neighborhoods or aesthetic values. 

~ 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 Funds' resources as at lea.st part payment for the indirect costs thrust 
upon governments by the existence and use of the Interstate-System. Because 
of the close connection between the use of highways and the use of recrea­
tional facilities, soxne of the Highway Trust Fund should be diverted 
innnediately to the new Federal fund for the development of outdoor recrea­
tional facilities: at least 1 percent .immediately, and .. 5 percent or more 
within five YE-:a.rs. f7~~ ~ ~.._,d_,.e-6;,'f-e:.e,..,,.,.J) . . 

3. Place interstate toll roads on an economic and financial parity with 
those portions of the Interstate System now financed by the Highway Trust 
Fund.() 

l 
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4. Make an exception to the criterion.of limiting estimated aggregate.

0 benefits to those accruing directly to individual private users in cases 
wh~re transport inveptment is an indispensable tool for changing the 
whole face of the economy, as in Appalachia. • 

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

6. Begin immediately to relate investment in the Federal airways to· 
revenues that can be obtained from user charges. 

7. Give greater attention to the rehabilitation and improvement of major 
ports. Divert some of the funds now expe~ded on additions to the inland 
waterways to this objecti~e. • ' 

C. Rate Policy _ 

L Eliminate the author! ~y of the Interstate Cormnerce Commissio1' tq 11I'~1regulate minimum rates of all carriers under 1ts jurisdiction. /\ ::,--t tu c"l.J~' 

~ Repeal paragraph (1) Section 4 (the "long haul, sho!t haul" ~rovision) 
~ the Interstate Commerce Act. . 

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

ex~mptioho 

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

\51Jknend the Interstate Commerce Act to eliminate the requirements in 
'_-'Farts- I, II, III, and IV that '.carriers maintain r~tes based on "reasonable 
f classifications. 0l
f
·(l;A Amend the Interstate Cormner·ceAc~ t6 require rail and highway carr1ers
?o accept shipper-owned or -leased equipment for transport. Shippers 

l 
I 

should be permitted to-lease equipment among themselves and to and from ear-
l, l_easing companies without regulation. Rates charged for hauliµg shipper-
!' owned or -leased freight cars or trailers should be commensu~te to the 

s·ervice being provided and should not take account of the nature of the 
commodities being hauled. 

17)) Instruct the Department _of Commerce to 1nitiate proceedings· before the· 
~terstate Commerce Cormnission to eliminate from .WFC tariffs, either 
-specifically or by reference, the requirement.that Plans III and IV WFC_ 

rates be applied only on mixed loads. • 

a.· Amend the Interstate Commerce.and Federal Aviation Acts·to provide that 
in rate cases where the complaina:nt is a carrier;·the burden of proof as to 
the reasonableness of the rate shall be on the complaining carrier. 

O· 
2 
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9. Amend the Interstate Commerce and Federal Aviation Acts to deny carriers 
the right to request suspension of proposed rates. The right of shippers0 
to request suspension would remain unimpaired. 

10. Amend the Interstate Conmierce Act to give the railroads complete 
freedom in setting intercity passenger fares. 

ll. Amend the Interstate Connnerce Act to allow management complete freedom 
in setting intercity bus passenger fares. 

12. Amend the Federal Aviation Act to eliminate rate regu~tion of all 
unsubsidized domestic air passenger transport. 

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

D. User Charges and· Subsidy Policy 

1. Instruct the Department of Commerce with the assistance of the Federal 
Aviation Agency, the Civil Aeronautics 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. ~enew recommendations to the Congress for airway user charges. 

0 G?Create an Airways Trust Fund with provisions for linking of • 
user charge revenues and new Federal expenditures on additions and improve­
ments to the Federal airways., 

@. Terminate the Federal-Aid Airport program. 
r 

5. 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 airways system improvements. 

6. Terminate subsidies for helicopter operations. 

7. Urge the Board to continue the evolutionary development of its Class 
Rate Pla.n for subsidies to local service airlines, to develop similar plans· 
for Alaska and Hawaii subsidized operations, to enforce its use-i~-or-lose-it 
policy, and to revise use-it-or-lose-it standards progressively so that 
_deficit operations will be eventually eliminated. 

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

9. Instruct the Department of Connnerce to update and elaborate its studies 
of inland waterway costs and revenues and to develop a more nearly compensa-
tory schedule of charges. •0. 
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10. Creat~ a Waterways Trust Fund with provisions for ultimate linking of •• 
user charge revenues and new Federal expenditures on additions and improve­
ments to the inland waterways system. 

11. Recommend increases (a) in the ta.x on diesel :fuel from 4 ·to 7 cents 
per gallon, (b) in the weight ta.x on trucks over 26,ooopounds gross weight 
by an additional $2 per thousand pounds, and (c) on tread rubber by an 
additional 5 ~ents per pound. 

12. Instruct the Department of Commerce to continue its studies of acceler­
ated highway wear like}¥ to result from liberalized truck size and weight 
limits and to recommend any necessary further adjustments in user charges. 

13. Instruct the Secretary of Connnerce to participate directly in all 
stages of any stud:y of highway needs for the period beyond 1972. 

14. Instruct the Department of Connnerce to explore the possibilities of 
developing schedules of differential user charges to control peak traffic 
loads (congestion) on the highways. 

E. Government Purchase of Transportation 

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

2. Resist efforts to make any major change in Section 22 of the Interstate 
Commerce Act. 

F. Merger Policy 

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

(;) Revise Section 20b, Part I, of the Interstate Commerce Act to give greater 
~luence to equity and other junior security holders in bringing about 

reorganization. 

(j) Revise Section 5(2)(c) of the Interstate Commerce Act to provide that in 
evaluating a;n:y-proposed merger the Commission must give dominant weight to 
the effect of the merger upon adeq~ate transport 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 4 years after merger. 
Alternatives to the fixed time period, such as liberalized severance pay, 
special retraining programs and compulsory retirement should be explored. 

@;Continue the policy of preventing all intermodal mergers. 

0 
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•6. Once m:inimum rate and entry control are removed, amend Section 5; Pa.rt I, 
of the Interstate Commerce Act to remove all restrictions on intennodal 
mergers. This removal should be accompanied by repeal of ~ection 5a.of the 
Interstate Commerce Act. (Reed-Bulwinkle Act). Transport mergers should be 
subjected to the full sanctions of the Clayton Act. 

7. Exempt e.11 freight forwarder activities from regulation. 

G. Operating Rights 

__ _,._..__._.__:f.)--Surtace.Transport 

1. Permit freedom of entry to new firms who can obtain adequate public 
liabiiity insurance and meet safety requirements~-- as rapidly as rate 
deregulation is effectuated. 

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

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

4. Am.end the Interstate Commerce Act to provide similar automatic right to 
bus companies to discontinue service. 

-o •• - 5.- Assign to the interagency committee, established under the chairmanship 
of the proposed Department of Transportation, responsibility to fonnulate 
executive branch positions for presentation to the regulatory agencies in 
important surface transport cases involving operating rights, entry and 
exit. • 

(ii) Air Transport 

1. Eliminate ultimately all barriers to entry into the industry and to 
participation on particular routes. Simultaneously, remove all restrictions 
on exit, abandonment and discontinuance. 

2. Permit immediately the trunk carriers to discontinue service on low 
traffic segments. Transfer these segments to the local service carriers, 
even if subsidy is transitional.1¥ increased. 

3. Encourage the Civil Aeronautics Board to lift restrictions against 
skip-stop operations for local service as well as trunk carriers. 

4. Discourage the Board from imposing any minimum number of round trips 
per day to low traffic points on subsidized carriers. The small, unsub­
sidized taxi operator serving a few pairs of points offers a much more 
satisfactory solution. 

5. Urge the Board not to certificate a subsidized carrier between points 
where existing air taxi service is satisfactorily meeting needs. 

5 
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6. Assign to the interagency committee, established under the chaimanship 
of the proposed Department of Transportation, responsibility to formulate· 
executive branch positions for presentation to the reguil..atory agencies in 
important air transport cases involving operating righ~s, e~try: and exit. 

H. International Maritime Policy 

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

2.· ·Discontinue the operating subsidy to passenger and combination ships 
with substantial passenger accorrnnod.ations. Contract settlement terms 
should protect operators ..against losses and a modest portion of subsidy 
savings may be used to assist displaced sea.men. 

3. Elimii;mte the concept of the essential trade route and allow cargo line 
operators wide latitude in scheduling their o_perations. 

··"4. Reduce the operating subsidies by the amount of the passenger ship 
subsidy as quickly as·possible in accorde.nce with recomm~nda.tion 2. 

5. Be.se 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. 

',• 

6. Renegotiate existing cargo liner subsidy c~ntracts so as to transfer0 operations to the new program without undue hardship or undue windfall 
benefits to the operators. 

7. Reduce new obligational authority for construction subsidies immediately 
by one-~hird and the remainder by one-fifth per year so as to terminate in 
five years. 

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

9. Do not require ship opera.tors 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 provision if they are dete!~ 
mined to be marine vessels. •• 

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

,12. Urge the Federal Maritime Cormnission to use its power to approve or 
disapprove conference agreements as a means of influencing cohference rate 
decisions.· 
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13.· Require subsidized u.s. carriers that choose to participate in con­
ferences to comply with Federal Maritime Connnission guidelines on con-_0 
ference policy as the price of immunity from antitrust prosecution. 

' - -

- 14. Continue and enforce the Bonner Act• s limitations on dual rate 
contracts. 

• l 

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

16. Eliminate pooling agreements to the fullest extent' practicable--there 
__ is a 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 system more effective. 

0 
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II. INTRODUCTION 

- Transport expenditures in the United States exceed $100 billion 

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

I~ employs directly more than nine million people. In addition, vast 

-----suppl-ier--industries and the service industries that mainta~n and regulate
- ' 

the vehicles, highways, airways and terminals which make up the transport
·: I 

COIJIPlexprovide sub~tantial additional employment and claim major shares of 

our resources. Virtually all other industries manufacturing, agricul­

tural, extractive and service industries.alike are heavily dependent on 

yransport. 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 
- I

Q between jobs. The economic health of the transport industry is, therefore, 

of vital concern to the U.S. Government. 

, Increased demand for services will confront the industry, say by 

1980: e. population of more than 250 million, the most mobile on earth; 
I 

and a gross national product likely to e~ceed $1 trillion, requiring fast, 

economic and widespread distribution. In view of these prospects, it 

becomes doubly clear that we need to develop a national transport policy 
I • 

consistent with the circumstances anq opportunities of e. dynamic and highly 

developed industrial society. 

The United States now has a massive, flexible transport 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 ability of .American industry to compete abroad, and depress the 

() standard of living at home. Its deep entanglement of governmental agencies 

as advocates, promoters, protectors-and regulators of private interests 

conflict with our liberal international policies and contravenes the pre­

cepts we advance to the less developed and the non-free nations. Finally, 

it will save Government funds needed to achieve real social benefits but 

·--now flowing into unproductive channels. 

Thus there is need for drastic revision of national transport policy; 

geared to contemporary realities. 

A. A Look at the Past 

Current policies reflect convictions that long ago became 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.0 
-

The policy of the nineteenth century had a deeper motive than simply 

the desire for a commercially efficient transport system. Throughout that 

period, the most compelling_ domesti? need wast~ advance the settlement, 

development and unification of the vast territories of the United States. 

For more than one hundred years the response of our Government has been 

promotion of transport, with more and more regulation superimposed to 

protect the public against monopolistic exploitation. 

No other instrument of public policy then seemed to promise as prompt, 

sizeable and widely· diffused returns in economic development and social 

betterment as subsidy of transport. 

Whether·the resulting policies and programs, on balance, were best 

for the United States in the nineteenth century need not be answered here. 

0 The question of alternatives would have to be weighed .. In any event, no 
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reasonably good alternative seems to have occurred to nine~~enth cep.tu~ 

(). leaders. For us, the more important question goes to the approp~iat~ness 

of these time-honored policies to the solution of mid-twentieth century 

problems. 

For three main reasons the answer is "no": 

(1) The transport industry bas been transformed by technology, growth 

of market, massive investments and competition. A nationwide system is in 

operation. In some instances there is physical redundancy. 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 and hence the basic rationale for direct regulation of the 

monopoly type is gone. 
J 

(2) The extension of the number and variety of transport alternatives 

makes comprehensive regulation administratively infeasible and this in turn 

0 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 is flexibility in management to respond 

to the accelerated growth of technology. Detailed and complex regulations 

which serve to obstruct the promptness and effectiveness of responses to 

market signals are, therefore, obsolete as a means of encouraging general 

economic expansion or specific regional development. 

B. The Transportation Message o:f' 1962 and its Effects 

Policy obsolescence was recognized by President Kennedy in bis special 

message on transport when he said that "Federal policies must be re-shaped 

0 in the most fundamental and far reaching :fashion ..•. " He emphasized 
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urgency: "It direct and decisive action is not taken in the near future, 

••• undesirable developments that confront us now will cause permanent 

loss of essential services or require even more difficult and costly 

solutions in the not-too-distant future." 

The new 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-

able . . .", (2) "less reliance on the restraints of regulation •. 11
, and• 

(3) "users of transportation /Jopai] the full cost of the services they 

use, whether those services are provided privately or publicly." 

To make a practical beginning on policy reforms, President Kennedy 

listed specific reconnnendations for some 50 administrative and legislative 

actions. Legislation was for the most part embodied in three major bills 

promptly submitted to the 87th Congress: The Urban Mass Transportation Act 
....·~ l• -: •• ... . i-',. . ...., , 

of 1962 (dealing with Federal aids for public mass transit development), the . . . 

Transportation Act of 1962 (dealing with rates), and H.R. 11584-, and omnibus 

bill incorporating other major legislative recommendations. A few proposals 

were in bills already before the Congress or were submitted separately (e.g., 

1n the Federal-Aid Highway Act of 1962). 

Hearings begun during the latter pa.rt of the 87th Congress were con­

tinued in the 88th 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 Urban Mass Transportation 

Act authorizing $375million in Federal grants-in-aid 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 

grants and $5 million for loans for the mass transit program. 
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During 1963 and 1964, Chairman Harris ot the House Commerce Committee 

0 made efforts to salvage parts ot the other two administration bills, but his 

ettorts (reflected in H.R. 9903, 88th Congress, 2nd Session) have been 

frustrated by the intransigent opposition ot the water and motor carriers, 

joined by certain large shippers and some local public agencies, principa.~ 

port authoritie_s. 

Other legislation fared better. The in~stment credit provisions ot 

the Internal Revenue Act of 1962 gave tr~sportation companies, among 

others, substantial tax savings as an incen:tive to increase capital invest­

ments. The railroads alone have received benefits totaling several hundred 

million dollars already. Also in 1962, Congress increased from 5 to 7 yea.rs 

the period for applying prior year losses to reduce current income tor tax 

purposes. This change, applicable to all regulated public utilities, has 

particularly benefitted the railroads. At the same time the Treasury 

0 Department revised its depreciation guidelines, affording transport 

companies, espe~ially the railroads, substantial additional assistance 

through more realistic tax write-off terms for vehicles and facilities. 

The Federal-Aid Highway Act of 1962 incorporated tour additional 
~ 

Presidential proposals: (1) relocation aids tor families and businesses 

displaced by highway construction, (2) earmarking of additional highway 

trust :t'unds revenues for research and planning, (3) more extensive use of 

secondary funds for urban roads, and (4) tightened requirements for coordi­

nation of highway and other transport planning in urban areas. 

In the time available, we have not been able to ascertain the precise 

extent to which recommended administrative actions have been carried out. 

There has been clear evidence of progress. For example, the chairmen of 

the regulatory agencies have been meeting regularly on common problems. 0 
The Interagency Committee on Transport Mergers developed new merger criteria 
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and has been advising the Department of Justice on merger applications 

C) being presented to the regulatory agencies. 'We believe this Cormnittee 

should be strengthen_ed, its scope grea.tfy enlarged, arid its powers of 

initiative increased as indicated later. 

In the remaining paragraphs of this introduction, we have distilled 

from the succeeding chapters, where issues and findings are developed in 

detail, a statement of objectives and an overall policy statement high­

lighting :1:mportant assumptions end implications. 

C. Transport Objectives 

The principal objective of transport policy refonn is economic because 

transport is, first of all, the servant of our cormnerce end industry. Its 

impact is made largefy through other economic activities. Its duty is to 

carry goods end people swif'tfy, safefy and as cheapfy as the quality end 

Q variety of services demanded will permit. In fulfilling this objective 

well, the transport system will, under most circumstances, also make its 

maximum contribution to the mobility of people in ~eir social, recreational, 

and other non-economic pursuits, and to th~ special ta.ska of Government, 

including national defense and delivery of the mail. 
r 

Thus directed, transport will also make respectable contributions 

toward the achievement of other national goals, both economic end non­

economic. These purposes, however, should seldom be allowed to deflect the 

transport industry from the e~ficient accomplishment of its primary mission. 

Exceptions should be tolerated on'.cy (1)· on convincing demonstration that 

non-transport purposes cannot be served by more direct and less cost:cy 

means, end (2) when any burdens in higher transport costs or poorer services 

can be shown not to exceed the benefits accruing to other objectives. 
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..D. Statement of Policy 

To meet the core objective of efficiency, national transport policies 

ehould give greater freedom to the torces of the market which have shaped. 
other industries so effectively and ple.ce less reliance on Government 

regulation and promotion. This is true for three main reasa:is: 

(1) As already stated, transport is now sufficiently competitive to 

.. _protect the public interest without detailed regulation. 

(2~~n it the inc~sistencies ~t present policies should be removed 

by increasing the scope ot regulation., it is administratively infeasible to 

regulate many thousands of firms operating under widely differing and rapidly 

changing circumstances. 

(3) The next step forward is to simplify., rationalize., and large~ 

li~uidate direct intervention and substitute a few overall policies in place 

ot the growing mesh of detailed and direct ones. Detailed Government inter-

vention in transport grew up during a period in which the railroads., in 
Iparticular., were expected to act as spearheads in developing our economy., 

its regions and industries. Now that our economic welfare no longer depends 

on one means ot transport., our complex transport system will best serve the 

Great Society if it operates generally with highest attainable efficiency. 

Government influence on it., therefore., is most fittingly exercised by general 

and pervasive policies rather than administrative and regulatory interference 

with individual business decisions. 

The transport system that develops \lllder this policy will have strength 

and flexibility. Successful enterprises will be cost- and service-conscious. 

Profits will depend on management ingenuity and customer satisfaction rather 

than on the props or public subsidy and regulation. Jobs will be secure and 

Q rewarding as they cannot be in inefficient and declining industries. 
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E. Underlying Assumptions 

0 Three assumptions underlying the basic policies and specific actions . - . 

recommended in this report must be emphasized: (1) The reformulation of 

Government policy and consequent changes in Government programs and in the 

transport industry itself, cannot be accomplished overnight. Changes must 

be staged; they will be evolutionary. Some will generate relatively minor 

dislocations and can be initiated promptly; others must be carefully planned,. . 

introduced gradually or postponed, and may require transitional public aids. 

(2) The specifics of this new transport policy a.re' integral parts of a pro­
gram to which only total commitment can assure success. For example, relax­

ation of public restraints on mergers can be accepted only if preponderant 

weight is given public interest criteria in evaluating merger proposals and 

if parallel and progressive relaxation of public regulation -- particularly 

of entry, operating rights and rates -- is vigorously supported. Similarly,

0 the retrenchment of rate regulation reconnnended here cannot 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 whole economy. 

Policy is not made ''once and for all," but demands continuing review e.s 

policy ch~es take effect and as new problems arise, demanding new or 

revised policies and programs. A permanent organization for continuous 

policy formulation and revision should be built up in the Office of the 

Under Secretary of Commerce for Transportation. It can at any time become 

a core element in a Department of Transportation which this report earnestly 

recommends. 

The members of the transportation task force are impressed by several 

Q statements ma.de by President Kennedy concerning the future. "No simple 
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Federal solution," he said, "can end the problems of any partic~ company 

0 or mode of transportation ••• no just and comprehensive set ot goals • • • 

can be quickly or easi~ reached ••• research and ana~sis, going tar 

beyond our present findings,· will be required before we know enough about 

the costs and other characteristics ot various forms of transportation to 

guarantee the a.c~ievement ot these objectives 1n ~-" 

In this spirit, we have reviewed the principles of the 1962 Message and 

we endorse them. We have also reviewed all of its major recommendations. 

Our findings and conclusions are stated 1n the following chapters of this 

report. 

0 -- ---------· -
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llI. INVESTMENTPOLICY0 
A. General Considerations 

The appropriate policy goal tor public transport investment is a 

"transport plant" that will pertorm economically all socially needed 

transport services. It is a long jump, however, trom a statement ot 

this goal to its implementation. 

Among other di:N'iculties is that ot determining how much transport 

investment should be undertaken in the public and how much in the private 

sector. A distinction must be made between the procedures by which optiUIWll 

investment is likely to be achieved in each ot the two sectors. Private 

transport companies are subject to very different conditions when making 

investment decisions trom those faced by public authorities or govern-

mental agencies. The most fundaioontal difference ia that private companies0 
must normally meet more stringent financial and profit tests than Government. 

While considerations ot economic efficiency should not be absent trom 

Government decisions, it seems highly probable, and quite properly in many 

instances, that efficiency will play a less critical role in public than in 

private evaluations. 

Public investments in transport development are enormous.' Including 

expenditures on development of' military standby capacity, they are 

estimated to be $7 billion annually, possibl11 more. Even w1thout the 

military expenditures, they come close to $6 billion per year. 

Obviously, Government is a major decision maker in u.s. transport 

investment. The direction of' Government investment expenditures can 

•hape the development of' the u.s. transport system in crucial ways. 
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Q If not made with care, these expenditures can defeat objectives sought. 

by other Government programs and policies. Inadequately conceived or 

poorly executed, they can weaken or even prevent the healthy development 

of a transport system suited to the nation's growing needs. 

Public investment in transport should be ma~e primarily on the basis 

of a showing that the benefits to the United States excee~ the investment 

costs. There are, however, several problems in making these calculations. 

First, there arc indirect, secondary or diffused benefits from investment 

in transport, such as contributions to eco~mic growth, national unity, 

safety, defense, ete. These are often intangible and always hard to , 

quantify. Their definition depends on the point of view. In a nation 

well provided with transport,· these benefits can easily be overstated 

and usually are,by those advocating the particular expenditures. 

0 Second, expansion of some federally supported transport investments 

may also entail social costs which mus~ be deducte~ from brnefits. For 

example, the undesirability of being "across the tracks" may now be matched 

by "near the expressway or the airport." Transport investment may dislocate 

families and cause other disruptions which must be counted against expected 

benefits. 
I 

Third, most relevant benefits and some relevant costs, accrue only in 

the f'uture and must,therefore,be discocU1ted for proper comparison with . . 

costs and benefits arising imm~diately and, equally important, for comparison 

with alternative uses of the same fund.a. This involves the difficult problem 

of selecting an appropriate rate of discount. Often the present value of 

f'uture benefits is exaggerated by the use of too low a rate. 

Most transport benefits derive directly from the economic advantages

0 accruing to or through the direct users of transport. Consequently 
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estimated revenues from the prices charged or chargeable to individual 

• ·users are the best general measurEs of benefits. 

In some instances, however, transport investt'lent may~ justified 

by social benefits in the form of reduced unemployment or redistribution 

ot income. These are best evalue.ted by a tul1 systems analysis, i.e., 

an analysis comprehendipg all direct and indirect benefits as well as 

al:ternative means of achieving them. In general, evaluation procedures 

tor transport, as well as other Government investments, should move - . . 

toward greater reliance on this approach and less·upon calculations 

restricted to particular projects. 

At present, there is no comprehensive review or comparative evaluation 
~" . . . . - . 

ot Federal investment programs in transportation. Each program agency 

formulates expenditure plans in terms of the needs of the mode or area 

tor which it has responsibili~y. Its plans reflect the desires ot its 

industry clientele, previous year appropriations, and budget targets. . 

established in reference to the agency's overall program. Although these . . 

plans are analyzed, agency by agency, by the Bureau of the Budget, there . - -
is no effective process of inter-program comparison and evaluation. How 

do we know that Federal expenditures of $3 billion on highways, $750 

million on the merchant marine, $300 million on the inland waterways, 

$780 million on the airways are equally well spent? Does the last 

dollar or the 1 billionth dollar spent on highways produce as much 

benefit as the last of the $78o million spent on the airways? We do 

not know. And even if all are worthy, we do not know what priori ti~s 

should be established to use beet the limited :funds available for public 

investment in transport. 
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Q B. Special Investment Problems 

A number ot specialized problems arise in this area because ot the 

extreme diversity ot transport investment and the great variety ot in­

vestors, public and private, who are expected.to Cf,rr)' out national 

investment programs. 

{r,The- largest Federal transport investment is 'made 1n the Interstate 

~igh~y System.- The present program tor the Intersta~ System, involving 
I 

investments until 1972, entails the completion ot an articulated structure 

ot highways which had already been planned, except tor relatively minor de­

tails, before any construction or financing were undertaken. Post-1972 

highway needs provide an opportunity to avoid certain weaknesses of the 

present program, as well as to shift the emphasis away from basic structure 

..toward refinements and improvements. The standards of the present program 

Q have been too inflexible, especially in sparsely-settled areas, for a "first 

round" program. This defect may be alleviated by the growth of future 

traffic with respect to highwe.ys now existing or planned, but should not be 

' repeated in a new program. Conversely, there is a need for mre attention to 

the existence of bottlenecks--especially 1n urban and suburban areas where 

growth is expected to be rapid--and for careful attention to the relative 

costs and timing of programs to eliminate them. 

(2) This last observation has specific relevance for the Highway 

Trust Fund. We believe that this Fund should be continued, in spite of 

the forceful arguments which can be made against earmarking ot revenues. 

Our argument for earmarking, in the form of the Highway Fund, is that this 

device un~erscores the fact that so-called taxes whose proceeds are used to 

maintain and improve the highwe.y system are, in fact, prices charged to 

users of highway service and not sources of support for general Government 
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expenditures. But we are aware of the danger that ever-larger receipts of 

the Highway 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 Fund 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 built, or at least financed, before 

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 construction. 

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 P,overnment. 

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 

continues 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 

Q provided free. as part of the Interstate System. The expenditures that 
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0 would maximize the usefulness of the System, therefore, might also jeopardize 

the earning capacity of existing toll roads. (c) In a few instances, toll 

revenues have been far more than adequate to service bond issues. Toll 

roads which yield such returns are in effect earning monopoly profits. 

(d) In States that built toll roads in advance of the Interstate System, 

-·--users-·arenow 'effectively paying -twice: in tolls, and by payments of Federal 

excise taxes toward the support of the Highway Trust Fund and hence, 

eventually, toward defraying the costs of the Interstate System. 

(4) Although we have expressed our opposition to the inclusion of 

intangible,generalized benefits in analyses of the value of transport in­

vestments, we believe that exceptions do exist. For example, in evaluating 

such major projects as the highway program for Appalachia, transport anal-

ysis must be extended to recognize that the dominant purpose of the whole 

program, including its highway component, is a direct attack on chronic 

regional poverty. Therefore the deliberate intention is to provide trans­

port facilities which are beyond the financial capacity or immediate traffic 

needs of the region. Transport expenditures may be warranted in such circum­

stances if alternative expenditures have been analyzed and found to be more 

costly relative to anticipated results. ' 

(S) • We have already noted that we do not believe in the doctrine, 

appropriate to a sparsely-populated pioneering society, that transport im­

provements necessarily bring net indirect advantages. In particular, in a 

country as crowded, and as prosperous, as ours, the Federal Government should 

be willing to find at least some funds for protecting social and aesthetic 

values from the destruction which may result from least-cost transport in-

Q vestment. Even moderately more costly alternatives without deleterious 

side effects should be carefully considered in preference to less expensive 
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Q construction. Non-economic values cannot be quantified in this instance; 

but they should not., on that account., be ignored. 

(6) Passing trom highways to rails., the most urgent immediate invest­

ment problem involves the tuture of all rail passenger transport.in the 

Northeast Corridor. We believe that a satisfactory soluti~n to this 

problem., with its attendant effects on needs for highway and airport 

facilities in the area, may require nev forms ot operation and even of 

ownership. These might include: (a) leasing ,of the appropriate facilitiea 

to one or more private operators, not excluding the railroad companies nov 

owning an.d operating the properties; (b) an interstate authority or 

authorities; (c) direct Federal operation. Moreover., with reference to 

existing rights-of-way and other permanent facilities., Government acquisition 

tor conversion to non-railroad uses should be encouraged in many cases. 

0 - -----(7)-With respect to airways., present user charges do not serve as a 

measure of the desirability of the service. Both commercial and general 

aviation provide benefits mainly to those at the upper end of the income 

scale. Often both are exceptionally va.stetul ot investment funds., as well 

as destructive of the peace and quiet of the public. New investment is a 

close substitute for many operating expenditures in airways and even.in 

airports. So the airways subsidy problem cannot be examined solely in 

terms ot investment. Users of airways should be permitted to have a voice 
I 

in the level of facilities provided and maintained., but only to the extent 

that they are willing to pay tor them. 

(8) The major investment problem on the waterways derives trom a 

combination of massive over-investme~t on improving river channels &I?-d 

under-investment, or misallocated investment, in certain major ports.0 
23 
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0 contrast between billion-dollar river projects to provide navigation 

benetits to sparsely-settled areas, on the one hand, and the forlorn and 

archaic appearance ot many basic port facilities, on the other, is indeed 

striking. Technical obsolescence ot many port facilities repels traffic, 

drying up sources ot tunds tor improvement. The dual objective ot a 

Federal program should be increased efficiency of ports and reduced ter­

minal costs for the vater~orne commerce ot the United States. 'lhese 

goals are bard to achieve under present conditions because the problem of .. 
funds has been vastly complicated by the fragmentation of responsibility 

- among local authorities, the States, various Federal agencies, and private 

interests. 

_Recommendations 

0 1. Establish a Federal Transport Investment Reviev Board, to coordinate 
the Federal transport investment budget and long-run transport investment 
planning; to eliminate inconsistencies in the methods now employed to 
determine the extent and distribution of transport investment; and to 
provide a means of efficiently adjusting transport investment to economy­
vide objectives of reducing unemployment or redistributing income. 

2. Instruct the Secretary of Commerceto participate in any study of 
post-1972 highway needs with a viev to assuring implementation of the 
criteria of (a) least-cost elimination of bottlenecks; (b) possible 
shrinkage in total size in viev of the prior completion of the basic struc­
ture of the Interstate Highway System; (c) greater flexibility, in terms 
particularly of avoiding the applica-tion of the most advanced principles 
of high-volume design to light-density routes in sparsely-settled areas, as 
veil as the application of excessive geometric design standards in urban 
areas, especially where impairment or destruction of neighborhoods or 
esthetic values would otherwise result. 

3. Continue the Highway Trust Fund, but be alert to the prospect that a 
combination of increasing revenues and reduc~d benefits derivable from 
continuing bighYay investments may make possible a diversion of some of 
the Fund's resources as at least part payment for the indirect costs 
thrust upon governments by the existence and use of the Interstate System. 
furthermore, because of the close connection between the use of highways 
and the use of recreational facilities, some of the Highway Trust Fund 
should be diverted immediately to the new Federal tund for the development0 of outdoor recreational facilities. The task force would suggest that this 
diversion be at least 1 percent immediately, and rise to 5 percent or more 
within five years' time. 
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0 4. Pl.ace interstate toll roads on an economic and financial parity with 
those portions of the Interstata System now financed by the Highway Trust 
1\lnd. This could be achieved immediately by Federal purchase of all 
existing toll roads. In any event, money in the Highway Trust 1\lnd should 
be used to purchase toll roads whenever needed additional tree.highway 
cape.city could be provided less expensively in this manner than by new 
construction. Also, the Federal Government could offer to purchase toll 
roads whenever it appeared that e:f'ticiency in the use of existing highways 
or in the allocation of new highway investments was sut'fering from the 
need to protect bondholders. • 

5. Make an exception to the criteria of summing benefits to indi vicllial 
private users in cases where tr~sport invee:tment is an indispensable tool 
for changing the whole face of the econcmi;,y,as 1n Appalachia. Bu.t cara­
tull.y restrict th~se exccptions--to exolude, in particular, such.in- . 
vestments in· high-income areas as those that may be contemplated for the 
Northeast Corridor Project. 

6. Instruct the Department of Commerce to examine the appropriateness 
of present forms of transport mr.aership and control in cases where the 
transport investment problem may be complicated by organizational weak­
nesses or fragmentation and overlapping o'f responsibilities. For example, 
so~ form of public ownership or operation may prove to be essential, 
along with public investment, in case it should be decided to make a 
public commitment to the Northeast Corridor Project; moreover, the

0 economic problems o'f some of our ports may prove to be insoluble 
unless lines of authority are more clearly drawn and more closely 
related to over-all investment responsibilities. 

7. Begin immediately to I relate investment in the Federal airways to 
revenues that can be obtained from user charges. 

8. Give greater attention to the rehabilitation and improvement of 
major ports·. Some of the tunds now devoted to additions to the inland 
waterways could profitably be diverted to this objective. 

- 25 

0 



0 

• 

'IV. RATE POLICY 

A. General Considerations 

Rate regulation stands at the very heart ot relationships between 
. 

ditterent modes ot transport, crucially affecting the division of traffic 

between modes and thereby the overall efficiency of the transport system. 

Aneventual goal of public transport policy should be the elimination of 

most or even all minimum rate regulation and the use ot market forces 

rather than regulation to establish most transport charges. Certain 

practical economic, social and political problems, however, preclude the 

early achievement of this objective or hasty movements in its direction. 

The problems that have been built into the transport system cannot 

be solved at one stroke. Even their gradual solution, step by step, will 

0 not be possible without painful disruptions, both inside and outside the 

transport industry. Wherever long-prevailing regulation has built up a 

rate structure substantially different from tree market rates, industrial 

location patterns are likely to have developed which would be seriously 

disrupted by an abrupt change in rate policy. Moreover, some rate regulation 

can be used to protect carriers with "inherent advantages" from short-run 

rate cutting ot less efficient carriers. In each situation the short-run 

interests of consumers and shippers must be balanced against the longer-

term interests ot consumers and the more efficient carriers. 

We state, therefore, a price policy toward which the Federal Govern­

ment should strive as an ultimate goal. Practical problems prohibit the 

immediate achievement of this goal but, at the least, public action 

should move in the proposed direction. 
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0 B. Freight Rates 

We believe it possible to begin now a program ot legislative retorm 

that by successive steps will approach the long-nm goal ot greater re­

liance on competitive torces to determine transport rates. "Value ot 

service" raies based on the value of the commodity are obsolete now that 

the ettective ceiling on rail value of service is established by the coats 

ot moving goods by road and inland waterway, and especially by private and 

unregulated truck. Thia is particularly true in respect to large difterences 

in rates between cormnodities. Rates imposed on some commodities return 

revenues much higher than costs in order to permit the transport of others 

at rates much below costs. This is largely outmoded in an economy that has 
' 

achieved ubiquity of trans~rt service and a high level of diversification 1n 

both geographic and product sense. Accordingly, we should reorient our
0 

national transport policy towe.rd the elimination of rates based on the 

value of commodities, moving towe.rd rates more closely related to the 

costs of efficient transport. 

The task force also finds that legislative and regulatory change is 

ba~y needed to improve equipment utilization, particularly in rail trans­

port. A~ the present time freight car utilization (movement) averages .,. 
well below three hours a day. Yet crippling freight car shortages are 

faced by many regions 01" the country during parts ot the year. We believe 

this is partly the result of the system of individual carrier ownership 

of freight cars which does not provide incentive for investment in new 

equipment. Often cars are off owners' lines for many months. The supply 

of rolling stock is not a function that necessitates regulatory controls, 

and consequently payment for the use o~ rolling stock does not need to be0 
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0 included in regulated rates. Neither the demand nor the supply aide ot 

the market tor rolling stock exhibits public utility characteristics • . 
·Moreover, the present system, whereby shippers who provide their own 

freight cars are required to pay regular tariff charges based on the 

commodity or commodities being shipped, and then in return are paid 

mileage allowances by the carriers, is unnecessarily cumbersome and 

discourages eh117pers from the use of specialized equipment appropriate 

to their needs • 

Before making and explaining specific 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 1n similar provisions ot Parts 

II, Ill and 'IV of the Act, which a:t"f'ord protection against personal and 

place discrimination. 

0 
Recommendations 

1. Elinµnate the authority of the Interstate Commerce Commission to 
regulate· minimum rates of all carriers under its jurisdiction. This 
treedom should be achieved gradually--f'or example it might be subject 
to the proviso that during the first five years, the Commission may, 
upon protest in specific cases, limit reductions to a cwmtlative amount 
of 15 percent per year of any rate in effect on January 11 1965. In 
this case, immunity from regulatory review would apply to actions reducing 
rates to not less than 85 percent of base rates in the first year, not 1e·ss 
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 

,review,should not be permitted to be increased under any cir.cumstances • 
tor two years and thereaf'ter only it, following an Interstate Commerce 
Commission hearing, it is found that proposed increases rest upon changed 
conditions other than the elimination o:t" competition from other modes . 

. These limitations on rate increases amount, in effect, to an extension 
or the present limitations on railroad rate setting in water-competitive 
situations contained in par~graph (2) Section 4 or the Interstate Commerce__, 
Act. 5~-e"t \..L,t--:::. ~~ L,, •• - 1-· ·'r"·-,,,,:'.'.~-~~&.--<·7-/,•J'....,'.,,· •• ••, ~- l"'"· 

2. Repeal paragraph (1) Section 4 (the "long haul, short haul" provision) 
of the Interstate Commerce Act. This provision was designed to protect 
intermediate poi~ts without competitive services from higher ratea than0 are enjoyed by more distant points havil18 tran port alternatives. 
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Q 3. Eliminate the "rule of three II and any similar limitation on the 
number ot bulk commodities that may be transported on the waterways 
in a single tov vi thout loBS of the exemption. (A mix ot not more 
than three exempt commodities per tow.now enjoys the exemption.) 

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

5. Establish, under the chairmanship of the proposed Department of 
Transportation, an interagency committee to formulate executive branch 
positions for presentation to the regulatory agencies in important rate 
cases as well as to formulate and present executive branch positions on 
other important regulatory issues. 

6. Amend the Interstate Commerce Act to eliminate the requirements in 
Parts I, II, III, and IV that carriers maintain rates based on "reasonable 
classifications". Thia Vill make unnecessary the introduction of evidence 
in rate cases pertaining to the value of the commodity as a Justification 
of rates above appropriate costs. It vill also foster so-called "FAK" or 
1'reight-all-kinds rates, a major achievement in rate simplification •. 
7. Amend the In.terstate Commerce Act to require rail and road carriers 
to accept shipper-owned or -leased equipment tor transport. • Moreover, 
the lav should permit shippers to lease equipment among themselves and 
to and from car-leasing companies freely and without regulation of 
leasing terms. Rates charged for hauling shipper-owned or leased freight0 cars or trailers should be commensurate to the service being provided and 
should not take account of the nature of the commodities being hauled. 
Plan IV TOFC already provides a precedent for ~ates of this kind .

• 
8. Instruct the Department of Commerce to initiate proceedings before 
the Interstate Commerce Commission to eliminate from TOFC· tariffs, either 
specifically or by reference, the requirement that Plans IlI 1 and IV TOFC 
rates be applied only on mixed loads. Thia is to permit the application 
ot Plans III and IV to trailers and containers regardless of contents. 

9. Amend the Interstate Commerce and Federal Aviation Acts to provide 
that in rate cases where the complainant is a carrier, the burden ot 
proof as to the reasonableness of the rate shall be on the complaining 
carrier. In the past, the burden of proof has been imposed on those 
proposing changes in rates. This has enabled competing ·carriers to 
impede rate changes unnecessarily. ' 

10. Amend the Interstate Commerce and Federal Aviation Acts to deny 
carriers the right to request suspension ot proposed rates. Carriers 
did not have this right before 1940; since then the overwhelming majority 
of suspensions have been instigated by competing carriers opposing rate 
reduc:~iona. Suspension proceedings are costly and inordinately time­
consuming. Thus, suspension procedure works in most cases to the 
disadvantage of shippers. The right of shippers to request suspension 
would remain unimpaired.0 
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c. Passenger Rates 

During the past 70 years, the travelling public has shirted trom 

virtually complete dependence on railroad trains to almost equally complete 

dependence on the privately-owned automobile for intercity transport. About 

95 percent of intercity trips were made by train in the late 19th century; 

about 90 percent are now made by automobile. Barring an important change 

in the variety of means of transport available, the piblic seems likely to 

continue to move predominantly by automo~ile in the _foreseeable future. 
' 

Consequently, intercity piblic passenger transport no longer has important 

•problems ot monopoly, and increasing reliance can safely be placed upon 

the price system in allocating resources. 

(1) Railroads - The long decline in rail passenger volume, together 

with rising costs and the difficulty ot dropping passenger trains, involved 

the railroads in their greatest single source ot losses. The passenger de­

ficit reached a .peak ot $723,670,000 in 1957 and regularly throughout the 

postwar period absorbed between 35 and 49 percent of net railway operating 

income tram freight. The Transportation Act ot 1958 has facilitated, 

though perhaps not sufficiently, the discontinuance of passenger trains. 

Recommendation 

Amend the Interstate Commerce Act to give the railroads complete freedom 
in setting intercity passenger fare13. We urge that the States be encouraged 
to follow suit. It cannot be argued that maximum rate regulation protects 
the public from excessive fares, nor can it be argued that minimum rate 
regulation assures profitability of intercity passenger service to the 
carriers under modern competitive conditions. 

(2) Busses - Among intercity common carriers, bus service seems 

assured the dominant role in surface passenger transport for the tore­

Q seeable future. Even though many States have granted motor carriers 
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0 
ot passengers exclusive rights on certain routes, and even though there are 

only tvo major national bus networks, there are so many alternatives to bus 

aervice that the industry presents no serious problems ot monopoly. In 

addition, this is not an industry ot heavy fixed costs or the other usual 

characteristics ot technological monopoly. 

Recommendation 

Amend the Interstate Commerce Act to allow management complete freedom in 
setting intercity bus passenger tares. 

(3) Airlines - Air transport is characterized by exceptionally dynamic 

grovth and does not involve the large geographically fixed investments ot 

the railroads. Consequently, the task force does not see need tor con­

tinued rate regulation, except tor the carriers etill re~eiving subsidy. 

Q Recommendations 

1. Amend the Federal Aviation Act.to eliminate rate regulation of all 
unsubeid!zetl.-domestic air passenger transport. 

2. Urge the Civil Aeronautics Board to encourage the setting ot rates for 
subsidized air transport at the highest level compatible with maximizing 
carrier net revenue. 

3l, 
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V.. USER CHARGES AND DIRECT SUBSIDY POLICY 

: 

General Considerations 

It ecoz,..omic demand for transport is to be the primary guide for 

transport decision making, in the public as we~ as the private sector, 

users of transport facilities should be required to pe.y for them in. . 

amounts commensurate with the coats incurred in their provision and use. 

The presence of subsidies (vhether direct or in the form of user charges 

below Government costs) fa~ors some carriers and regions at the expense 

of others, and results in higher than necessary total cost tor the pro­

vision of transport service. Subsidy and user charge policies, therefore, 

should be designed to bring private outlays and total costs ot transport 

closer together. 

0 
B. Problems of Implementation 

In moving toward a more nearly pervasive equivalence of private 

outlays and social costs, we must recognize that part of past public_,,,.-~ 

transport investment waa not based on this test, part was de~igne~ to 

produce benefits beyond the realm of transportation, and part has become 

obsolete as a result of economic and technical change. In many situations, 

therefore, the assignment of costs to current users is inherantly ar­

bitrary. Charges to be assessed against users of these facilities should 

at least fully reflect the costs of currant operation and maintenance. 

Future public investments in transport facilities should be predicated 

on eventual full racapture of capital costs as well as maintenance and 

operating costs. 

0 The imposition.of user charges for the first time, an increase in 
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existing user charges, or a reduction in special benefits to particular 

modes of transport or categories of users may well result in bard.ship. 

To facilitate adjustment, it may be desirable to -raise user charges (or 

reduce special benefits) to appropriate levels over a period not exceeding 

five years. 

c. Airways 

Enough work has been done on est,imating amounts that may fairly be 

charged special beneficiaries of investments in aviation facilities to 

start on a comprehensive program to equate private outlays a.n.d social 

costs. User charges can be imposed where no!lle now exist, and existing 
' 

charges can be moderately increased without tear ot doing injustice. 

As charges are :further increased and revenues approach :f'ull recoupment, 

more precise determinations will be required both as to appropriate 

total charges and as to division of c~ges among categories of ueers. 

The following recommendations reflect this situation. 

Recommendations 

1. Instruct the Department of Commerce with the assistance of' the 
Federal Aviation Agency, the Civil Aeronautics Board, the Treasury, 
and the Bureau ot the Budget to continue efforts to quantify benefits 
rec~ived by various categories of users of aviation facili~ies, to 
eXJ)lore alternative collection techniques and to devote more research 
to incremental costs incurred on behalf of certain users who create 
peak traffic. 

2. Renew-recommendations to the Congress for airway user charges.· As 
a beginning, the 2 cents per gallon tax on aviation gasoline should be 
extended to jet fuels for commercial aviation and the 5 percent tax on 
passenger travel by air should be continued and extended to air freight. 
Business and recreational flying (general aviation) pays only the,2 
cents per gallon gasoline tax and thus pays only-a minuscule portion 
of its share of system costs. Initially, the gasoline tax tor general 
aviation should be increased to 10 cents a gallon and·extended to jet 
tuels and supplemented by annual license fees averaging $1,000 per 
aircraft (v~ng with veight). ' ' 
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3·, Create an Airways Trust Fund vith provisions tor ultimate linking0 oruser charge revenues and new Federal expenditures on additions and 
improvements to the Federal airways similar to the Byrd Amendment in 
the highway program, 'lransfer existing aviation gasoline taxes to 
this :tund trom the Highway Trust Fund, We do·-'not believe that this 
earmarking· of Federal revenue is a sound long-run device but. as an 
expedient tor bringing public expenditures in this area into an 
appropriate relationship to benefits received it should be adopted, 

D,_ Airports 

Since World War II, the Federal Government has made substantial 

grants-in-aid to localties for the construction ot airports in order 

to develop a ll.9.tional airport system. F\1-~her extensions ot this system 

nov redound alm st exclusively to the bE::ne:t'itor· local communitie11 and 

ahould be financed by them, General aviation airJ)orts which in the paat 

have also been federally supported are not, in our view, sufficiently 

beneficial to the general public to wan-ant Federal aid, 

0 
Recommendations 

1, Terminate the Federal Aid Airport program, 

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 airways system improvements.· Palicy 
can only be f'ully implemented by the creation •ot a· Department of Trans­
portation and the trans:t'er of the operating subsidy program (until it 
has been phased out) trom the Civil Aeronautica Board to this Department 
as the 1961 reorganization did with respect to maritime subsidies, 

E, Airline Operating Subsidies 

An efficient and dyns.mic local air transportation system responsive 

to public and private demand, requires a progressive reduction o:t' Federal 

operating subsidies, We believe that the 50 percent reduction in operat­

ing subsidies envisioned by the CAB in its 1963 report, "Airline Subsidy 

0 Reduction Program" can be substa.:1.tially bettered. 
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Recommend.e.tions 

1. Terminate subsidies for helicopter operations. The benefits of' this 
long-continued experiment are largely confined to 

0 

upper income travellers 
well able to pe.y the :f'ull. costs of' such services. 

2. Urge the Board to continue the evolutionary development ot its ClaH 
Rate Plan for subsidies to local service airlines so as to relate subsidies 
more closely to actual deficit segments, and ~o develop similar plans tor 
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 operations will be eventually 
eliminated unless benefitting localities are willing to make up 'the 
deficits. 

' '7• Waterways 

Sufficiently detailed information is also available to initiate water­

ways user charges. A beginning should be made by imposing a small tax on all 

tuel used on the waterways. This will not materially affect us'ers and w11t 

not recoup more than a fraction of system operating and maintenance costs. 

Nev waterways investments, hovever, should be allowed to go forward 

only if f'ull incremental costs can be recovered. 

Recommend.e.tions 

1. ll!vy ·an initial tax of 2 cents per gallon on all tuel used on the 
inland waterways. 

2. Instruct the Department of Commerce to update and elaborate its studies 
of inland waterway costs and revenues and to develop a more nearly com­
pensatory schedule of charges. 

3. Create a Waterways Trust Fund with provisions for ultimate li~ing of 
user charge revenues and new Federal expenditures on additions and im­
provements to the inland waterways system similar to the Byrd Amendment 
in the highway program. (Bee further comments concerning the Airways 
Trust Ji\lnd above.) 

G. Highways 

Highway users in the aggregate come closer to reimbursing the Federal 

Government for its initial facilities investment than do either airway or 
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waterway users. Particular categories of highway users, however,-clearly0 
do not pay an equitable share of Federal-aid highway expenditures. Many. 
peak-hour users of urban streets and highways pay s~bstanti~y less than 

a fair share of the costs incurred on their behalf. Nevertheless, urban 

higmray users in general are subsidizing the c~>nstruction of Federal-aid 

roads in rural areas. 

Another category of users not paying its tull share ot costs is 

intercity trucks operating on diesel tuel, taxed only 4 cents per gallon. 

Increased user charges to this category should be obtained in connection 

Yith any increase in size and veight limits or permission to operate 

multiple bottoms of the Interstate System. These changes will yield 

p.iblic benefits through tuller utilization of the capacity of the 

Interstate System. 

0 
Recommendations 

1. Recommend increases (a) in the tax on diesel fuel from 4 to 7 cents 
per gallon, (b) in the weight tax on trucks over 26,000 pounds gross 
weight by an additional $2 per thousand pounds, and ('c) on tread rubber 
by an additional' 5 cents per pound. This will restructure highway user 
charges in the direction of equity, but it will not produce revenues 
adequate to meet expected increases in the cost of completing the 
Interstate System. 

2. Instruct the Department of Commerce to continue its studies of 
accelerated highway vear likely to result trom liberalized truck size 
and weight limits and to recommendany necessary further adjustments 
in user charges on heavy trucks by December 31, 1965. 

3. Instruct the Secretary ot Commerce to assure, by participating in 
any study of highway needs for the period beyond 1972, a proper relation-
ship between costs and user charges. • 

4. Instruct the Department of Commerce to explore the possibilities 
of developing schedules of differential user charges to control peak 
traffic loads (congestion). 
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0 VI. GO~ PURCHASEOF TRANSPORrATION 

Carriers of all modes vie with each other tor the transport business 

ot the United States Government. Rivalry has increased in pace with the 

expansion ot Government activities, especia~ since World War II. In­

evitably, pressures have developed in the carriers' efforts tp ·retain a 

"tair share" of the Government's business or to increase it. The argument 

has been made repeatedJ.r 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 facilities and services 

adequate to the requirements ot the Postal Service; to build national 

Q prestige, or to make a contribution tovard balancing our international 

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, and of the national defense." 

Obviously the intent of the law is that the national transport system 

meet the needs of the Postal Service and of the national defense, not 

that the use of transport by the Postal Service and the national defense 

be modified in order to support the transport system or any of its 

0 elements. 
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Our present national transport system has ample capacity to meet the 

changing needs ot commerce, the Postal Service and national defense, with 

possible minor and transitional exceptions. The Task Force does not 

subscribe to the argument that the needs ot the two governmental activities 

require the allocation ot the Government• s transport business 1n a manner 

designed to foster the industry. 

The United States Government is the largest user of the nation• s 

transport facilities. More than $4 billion is expended annu~ to trans­

port goods and people on Government account. The Department of Defense 

alone spends $2 billion annually on transport; the Post Ottice Department, 

more than $700 million and the Department of Agriculture, $350 million. 

As 1n the case of Government expenditures generally, maximum shares of the 

revenues stemming from them are looked upon by transportation companies 

and their organized employees, and by counterpart Government program agencies,

0 as being of critical importance to their economic well-being. This, in no 

small measure, accounts for the distortion of the statutory statements of 

purpose. 

The important effect has been that the Government, over a long period 

of time and increasingly, has paid more for transport services. Moreover, 

many of the services obtained have been of lover quality (and some of 

higher than needed quality) in terms of speed, frequency of schedules, 

alternative routings, protection of goods, end ancillary services than 

would have been the case if the Government had directed its transport 

procurement to the lowest cost adequate serrice available. 

Finally, in a discussion of Government procurement something needs 

to be said about the controversial provision of the Interstate Commerce Act 

0 (Section 22) under which the United States Government obtains transportation 
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ot its personnel and property at rates below those published by the 

.Q carriers tor non-Government traffic and without regulatory proceedings. 

The Task Force believes that the arguments advanced against this provision 

do not have sufficient merit to justify a policy change, either in the 

present context or in the context of the policies recommended elsew~ere 

in this report. One important argument in favor of retaining Section 22 

is the freedom which it gives to the carriers and the Government to 

experiment with rates, services, documentation end related practices. 

Recommendations 

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

2. Resist e:f'f'orts to make any major change in Section 22 ot the Interstate 
Commerce Act. 

0 
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0 ITII. MERGERPOLICY 

A~ General Considerations 

Regulation of mergers should be consistent with the general objectives 

of transport policy and must, therefore, be considered in that broader 

context. 

We have noted the massive growth of our transport system, the develop­

ment of new modes and improved methods, and consequent lessened need to use 

transport as a device for promotion of economic growth and other national 

objectives. In the future, merger policy should give greater recognition 

to these changed conditions, and it should also be adjusted to reflect the 

changes in rate policy and in policy dealing with entry and operating 

rights recommended previously in this report. 

0 
B. Railroads 

Public policy questions raised by rail merger: proposals are· complex. 

Giving public policy a cast of leniency tow~rd rail mergers might step up 

the pace of modernization and ease the burden of uneconomic public service 

obligations still carried by the railroads. Clearly, however, merger must 

not be evaluated only on the basis of the financial strengths and weaknesses 

of merger candidates or on possible improvements that would follow merger. 

Merger will do nothing for areas served by carriers not attractive to 

merger partners. Moreover, under present circumstances, the benefits 

produced by mergers through the elimination of duplicative main lines 

and other redundant facilities and services may not be passed on to the 

general public because muGh of the increased cash flow may simply be 

0 withdrawn to pay fixed charges and retire debt--debt no longer reflecting 
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earning power and often little more than a legal and financial encumbrance. 

In the absence ot a close correlation between debt and the economic 

viability or underlying "assets", the mai~tenance ot this debt via 

mergers--or by any other means--is contrary to the public interest. 
•, 

Reorganization may be preferable to mergers of weak carriers designed 

primarily to protect security holders, management and labor. 

Alternatives to more lenient merger policy should also be considered. 

They include giving the railroads greater freedom to discontinue service 

and abandon lines. This would tend to preserve whatever intra-modal main 

line competition may exist. 

Tlle recommendations made below and elsewhere in this report are 

.designed to bring about conditions more favorable to modernization and 

cost reduction which will benefit both the railroads and their users. 

Recommendations 

1. Enlarge the authority of the Interagency Committee on Transport 
Mergers. This should permit the Committee to develop and present before 
the regulatories alternatives to mergers proposed by the carriers and to 
evaluate and suggest alternatives to merger. 

2. Endorse railroad mergers when merger appears to be the best means of 
achievin·g improvements or disinvestment. 

3. Revise Section 20b, Part I, of the Interstate Commerce Act to give 
greater influence to ~quity and other junior security holders in bring­
ing about reorganization. 

4. Revise Section 5(2)(c) of the Interstat~ Commerce Act to provide 
tha~ in evaluating any proposed merger the Commissi9n must give dominant 
weight to the effect of the merger upon adequate transport service to the 
public, ·vith special reference to the effect upon the public interest of. 
the inclusion, or failure to include, other railroads in the territory 

. J
involved in the proposed merger. The Commission should also be req~ire4 
to consider the interest of the carrier employees afrected. 
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0 5. 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" tor a perio<! of 4 years after mergel'. 
Alternatives to the fixed time period, such as itberalized severance pay, 
sp~cial retraining programs and compulsory retirement should be explored. 
Care should be taken to make these programs consistent with similar 
prog!ams being undertaken to meet similar problems elsewhere in the 
economy. 

C. Trucking 

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 

mergers of a decade ago has slowed because of the limited opportunities 

tor improving efficiency of trucking by enlarging the firm. If the 

recommendations for freedom of entry and greater freedom of rate making 

are adopted, it should not be necessary to place any special restrictions0 
on truck mergers. 

D. Air Transport1tio~ 

The task force believes that the number of air carriers providing 

domestic trunk line service is not excessive and that the number should 

not be reduced by merger. For the time being improvements in the route 

structure of the carriers should take place mainly through certifica­

tion and decertification procedures rather than through mergers. 

E. Intermodal Mergers and Acquisitions 

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 believe this to be true because such 

mergers would tend to fortify any tendency to monopoly that may inhere 0 
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in a more relaxed policy toward intra-modal mergers, and also because 

they would tend to make the regulatory' process more complex and 

burdensome. Some of the advantages of transport integration for users 

might also be achieved without intermodal mergers by encouraging the 

concentration of non-transport functions in the hands of freight 

forwarders. 

Wealso believe that carriers should be permitted to enter non­

transport activities. This open door policy seems especially desirable 

to the extent that particular transport sectors, such as the railroads, 

face a problem of disinvestment in connection with presently redundant 

transport facilities. 

Once entry controls and minimum price regulation have been elimi­

nated, our objections to intennodal mergers would no longer be pertinent. 

If anyone in the United States can enter the common-carrier trucking 

industry, subject only to appropriate standards of safety and public 

liability, it would seem illogical and contrary to the goals of flexibil­

ity and experimentation which are stressed throughout this report to 

forbid railroads to operate trucks. 

Recommendations 

1. Continue the policy of preventing all intermodal mergers. 

2. Once minimum rate and entry control are removed, amend Section 5, 
Part I, of the Interstate Commerce Act to remove all restrictions on 
intermodal mergers. This removal should be accompanied by repeal of 
Section 5a of the Interstate Commerce Act {Reed-Bulwinkle Act) which 
grants carrier rate associations immunity from antitrust prosecution 
for collusive rate making. Transport mergers should also be subjected 
to the full sanctions of the Clayton Act. 

3. Exempt all freight forwarder activities from regulation. 

'---.,-•---·-----------------------·----------------
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0 VIII. OPERATING RIGHTS 

A. Entry and Exit in Surface Transport 

The present restrictions on operating rights are largely the result 

of public regulation of other aspects ot transport. These restrictions 

have been heavily influenced by the historical problems of the railroads. 

There is little chance that new rail carriers will appear. Entry, in any 

event, is restricted not so much by regulation as by the economics ot the 

industry itselt. In trucking, and inland and coastal waterway operations, 

on the other hand, entry is severely inhibited by regulation rather than 

by the economic characteristics of' the industries themselves. Economically 

there is no limitation on the mobility ot capital from one route or service 

to another in motor and water transport. It is the institution of the 

Q certificate of public convenience and neces.sity which serves effectively 

to prevent such mobility. 

In particular, restriction of entry has been a consequence of rate 

regulation. Rates held high, across the board or for specific commodities 

or routes, generate either excess profit or excess capacity or other torms 

of misallocation of resources. These 1n tum encourage illegal and so-called 

grey area operations, leading to pressures for intensified regulation. In 

the absence of restrictive regulation, resources would -f'lo-w both in end out 

of the industry, keeping rates reasonably close to the cost of efficient 

operators. 

We again emphasize the interrelationship of our policy reconunendations. 

Specifically, entry control should not be completely dismantled in the 

absence of commensurate reductions in rate control. Dropping entry regula­

tion would only aggravate excess capacity. 
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Exit is a potential problem in transpor:t; wherever regulation compels
•• t • . . • • • •, .. • 

the continuation of unprofitable activities. In its extreme form exit means 
• I • ,. 

th~. ~otal d~sappearance of a transport fi~; 
' 

more co~nlr it me~ the ~~h-

drawal of capital through abandonment of faciiities and discontinuance of ,-. . 
servic~s with related reductions in employment. 

• I • • • 

The problem of abandonment is concentrated in the railroad industry,... . . 

where an estimated 35 percent of the national mileage is so lightly utilized . . . . \ . . 
I • II 

t~at abandonment s~o~ld be contemp,ated·. The problem of discontinuance is 

found in less aggravated f~rm, at ~he State le~l, in bus operation~. 

Public policy should aim to facilitate required disinvestment and to . . 
increase_utilization of capacity where abandonment or discontinuance is not 

required. This reference to disinvestment is to be understood in terms of 

a dynamic transport system in which substantial new investment will continue . . . . . 

to be necessary both to meet expanding demand and to assure rapid absorption. . 

o~_new technolog~. We_ expect large_ net a4ditions to investment_ in hig~way 

transport. The railroad industry can be expected to continue making large 

~ost~saving !~vestments, but it also needs considerable disinvestment as 

already n~ted. 

Recommendations 

1; Permit freedom of entry to· new firms who can obtain adequate public 
liability insurance and meet safety requirements, as rapidly as rate de­
regulation is effectuated. (In dealing witn problems of highway use, no 
distinction should be made between private and public, or between new and 
existing carriers.).This implies repeal· of the Jori~s!Act which restricts 
domestic shipping to· u.-s. built, owned and crewed· vessels·. Repeat wo~ld 
benefit Alaskan, Hawaiian and Piuerto Rican trade as well as important 
segments of t~e u.s. lumber industry .. 
2. Permit ·existing.firms to·adjust 'routes, direction of movements and 
commodities carried in response to demand. In highway transport', c~rrier~ 
are usually limited by regulation to a few commodities on rigidly fixed 
routes and sometimes even to direction of movement. This leads to aggrava­
tion of the imbalance in traffic flow, i.e., the "back-haul" problem and 
the inflation of costs and rates. The "back-haul" problem is a strikingD example of regulation preventing :f'ull utilization of capacity in an effort 
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to preserve archaic value-of-service structures. Competitive forces 
would tend to break down value-of-service rates and fill up capacity as 
a consequence. If necessary., legislation should be introduced to pro­
hibit the Interstate Commerce Commission from limiting truck operations 
to one direction., to a limited number of commodities., to rigi~ restricted 
routes or through ·limited gateways. 

3. Reduce impediments to exit and to abandonment 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 abandonment. At present a railroad must.secure a certificate of 
public convenience 8.!ld necessity to abandon a line. The concept of public 
convenience end necessity is vague. The Commission is typically confronted 
with reasonably specific data on losses, but by onl;y general statements 
concerning demand. Moreover., since the investment in a railroad's rigbt­
of-way is mainly irrecoverable., abandonment is the last resort. The 
ubiquity of truck transport is at once the principal cause of railroad 
abandonment and the principal reason why abandonment of rail service will 
no longer leave communities without transport. Consequently., we re"'c.m;.end 
that railroads be granted the right to abandon lines with adequate notice-­
presumably 90 days. The ICC's current policy of establishing priority of 
purchase for anyone wishing to acquire abandoned facilities for further 
operation should be continued. 

4. Grant to the railroads a similar right to discontinue trains and ferries. 
The Transportation Act of 1958 represented a distinct advance over existing 
State jurisdiction by placing complete and final authority in the ICC. The

0 present system is not intolerable. There have., hc:Mever., been examples of 
long delays in authorization to discontinue hopelessly uneconomic passenger 
trains. 

5. Amend the Interstate Commerce Act to provide similar automatic right 
to bus companies to discontinue service, regardless of the opposition of 
State regulatory authorities. If the present ICC regulation of passenger 
train discontinuance is retained., bus companies should be provided with a 
procedure parallel to Section 13a(2) whereby they might appeal to the ICC 
for discontinuance of services required by State authorities. 

6. Establish., under the chairmanship 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 
opera.ting rights as occur e.:f'ter adoption of other recommended policies. 
This should be the s0JI1e illstrumenta.lity recommended in connection with 
rate cases. 

B. Entry and Exit 1n Air Transport 

At present., virtually all domestic air carriers require a certificate 

of public convenience and necessity from the Civil Aeronautics Board. The 

Q Federal Aviation Act authorizes the Civil Aeronautics Board to issue a 
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certificate but only on a finding that the public convenience and necessity 

0 requires the contemplated service. 

A carrier's certificate usually specifies the routes and the precise 

points to be served., and in ef'f'ect., denies the right to provide scheduled 

service to any other points. The number ot carriers regularly serving any 

market is rigi~ lim1 ted tor long periods. The certificate not o~ 

__ -----protects -the -earrl.ers.!.. markets. but. also usually requires that be serve all 

~in~s_ ~ ~s _p~~cted markets. 

Consequently., monopolistic profits can exist in one market while sub­

marginal returns are realized 1n another &id management is prevented :rrom 

sbi:rting resources so as to avoid losses and provide the public with 

additional service where it is needed. Since no regulatory agency can be 

promptly responsive to the changing needs ot the economy., major distortions 

--o----in_th_e_use ot the nation ts aviat~~_re_sources are inevitable. Uneconomic 

markets are served at the expense ot the most lucrative markets whose 

earnings are devoted in part to cros~-subsidization. Management is denied 

the opportunity to develop the most ef'f'icient route patterns. 

These problems are cOJqplicated by the arbitrary division of' air 
' 

service between trunk and local carriers adopted by the Civil Aeronautics 

Board 1n 1945 and by the large operating subsidies still being paid to 

_~be local service carriers. The continuation of' subsidies and the 

segmentation of' operating rights can only be justified in terms of' the 

"intent industry" doctrine which now seems clearly inappropriate with 

respect to both the local service carriers and the domestic trunk lines. 
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Recommendations 

0 l. EUm1nate ultimate~ all barriers to entry into the industry and to 
participation on particular routes. Simultaneous~., remove all restric­
tions on eXit., abandonment and di6continuance. These measures may create 
or aggravate pressures tor subsidized service., but progressive~ more 
rigorous standards •ot subsi~ eligibility should help to meet this 
problem. 

2. Permit immediately the trunk carriers to discontinue service on low 
traffic segments. Transfer these segments to the local service carriers., 
even 1t subsi~ is transitionally increased. A tightened use-it-or-lose-it 
policy and additional tests of public convenience and necessity (such as 
the proximity of all-weather highways permitting travel to other airports 
served by trunk carriers) should mitigate this problem. 

3. Encourage the Civil Aeronautics Board to lift restrictions against 
skip-stop operations tor local service as well as trunk carriers. 

4. Discourage the Board from imposing any minimum number of round trips 
per day to low traffic points on subsidized carriers. Developnent ot 
these markets depends not so much on the number ot l"OUI!.dtrips performed 
as upon the timing of arrivals and departures. In mfm1' instances the maJor 
carriers cannot meet this problem taking into account total system require­
ments. The small, \msubsidized ta.xi operator serving a few pairs of points 
otters a much more satisfactory solution. 

0 5. Urge the Board not to certificate a subsidized carrier between points 
where eixsting air ta.xi service is satistactori~ meeting needs. 

6. Assign to the interagency committee., established \mder the chairmanship 
ot the proposed Department ot Transportation., responsibility to formulate 
executive branch positions tor presentation to the regulatory agencies in 
important cases involving operating rights, entry and eXit. (See Chapter 
IV, Recommendation 5.) 
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0 IX. INTERNATIONALMARITIME POLICY 

A. General Considerations 

International transport policy faces problems crucially differing 

from tnose encountered domestically--mainly for two reasons: 

1. American carriers in international service compete with foreign 

carriers whose cost structure is determined largely by the economic structure 

of their home countries., typically invol Ying far lower wage levels. American 

aircraft producers and operators., 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 than 

their foreign competitors. In shipbuilding and operating., however., the United . . •· 

States has been at a severe disadvantage ever since sailing ships became 

0 .. ~\\tmoded. 
'· 

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 problems in international relations. Governments often 

attempt to influence international transport through subsidies., restriction 

of traffic rights., tax measures and by support of international cartels. 

Many of these interventions interfere with the :functioning of the market, . . . 

reduce the efficiency of transport, increase tax burdens., and give rise to . .. 

political friction with friendly nations, including our closest allies. . . 
In air transpert., .restrictions arise primarily abroad. In maritime 

transport., u. s. Government interferen_?e exceeds that of any other major 

maritime nation., except the u.s.s.R., and beclouds the posture of the . . . .. ·-
United States as promoter·of relatively free and competitive enterprise 

0 and of increasing international commerce., economic integration and 



0 

0 

political cohesion among free nations. 

Practices which lead to inefficiencies and increased international 

tension should be reduced by all countries to the minimum compatible with 

overriding national interests. To make progress in this direction should 

be a maJor objective of the U.S. international transport policy. In 

pursuing this objective, we should seek maximum opportunity to exploit 

our superior capability in aviation and to decrease inefficient employment 
... , .,. 

of resources in maritime activities. 'Ibis policy will bring the benefits 
r . . ... 
of more efficient international transport to American and foreign sh~ppers 

and travelers. 

Maritime policy bas been a source of continuous concern since the 

recovery of the merchant shipping capabilities of principal maritime 

nations after World War II. Every administration has initiated studies 

of maritime policy with a view to making re.visions which would improve 

the position of U.S. flag carriers and, at the same time, reduce subsi­

dies being provided unavailingly by the U.S. taxpayer. Maritime policy 

is accordingly scrutinized in considerable detail in this report. 

B. International Relations Implications 

It must be recognized that our mari tiJn~ policy has been ~...signifi­

c:ant source of· friction in relations with friendly nations. ~ though 

some of the policy changes recormnended will.further irritate ,ome major 

shipping countries, notably proposed efforts tp bring pJ;'essures to •• bear 

on the conferences, most of the policies proposed below will provide 

powerful bargaining counters for international negotiations. 

The shipping nations which will resent a U.S. policy of limiting 

conference pover over freight markets will highly welcome the withdrawal 
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ot cargo preference and passenger service subsidies and the limitation ot . . 

cargo operating subsidies. The shipbuilding countries will equally welcome 

the termination ot construction subsidies. Some important nations will 

benefit on both counts. Indeed, ~uch ~nefits to foreign countries are 

great enough to give rise to the idea that the proposed policy changes 

might be used in outright bargaining tor concessions on other tronta. 

It cannot be emphasized too strongly tbat every one ot these changes 

is proposed because it is in the interest ot the United States and tor no
• 

other reason. At the same time advantages in foreign relations slx>uldbe . . 
sought by a broad-gauge emphasis on the economic principles guiding 

U.S. policy, challenging our friends to be.se the~r own international 

economic policies on similarly enlightened principles in areas where their 

comparative disadvantage is equally clear, as it is, tor example, in the 
J0 

construction·ot aircraft and provision ot air service, or in the pro­

~uction ot lov-cost farm prod.ucts, coal and electronic equipment. An. 
. 

appropriate international forum should be chosen to further these ends. . 
It enabling legislation is required to permit representatives ot the 

United States to bargain on these matters'; it should be recomnened. 

ibe Department ot State must explain the purposes and povers of the 

United States Government and, ,it possible; negotiate accoiumodations with 

the principal nations concerned. We have, ot course, the wherewithal to 

maintain a large posi~ion in shipping and shipbuilding but, recognizing 

our comparative cost disadvantage, ve ·should retrain trom using this 

potential power. We should leave leadership in these tie~ds to natio_ns 

better equipped to supply vessels and maritime transport at lover cost 

0 
. . 
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0 especially if they in turn elimilla~ barriers which obstruct tu.11 partici­

pation of the United States in their commerce. 

At the same time,~ cannot reasonably be expected to let other 

nations exploit their advantage in shipping by cartelization without 

restraint, at the expense of the trade ot the United States and other 

c6untries largely dependent on services of the leading maritime nat~ona. 

Indeed the lowest freight rates compatible with competitively controlled 

costs and a reasonable return serve the interest of the entire community 

of tree nations. 

On this basis we should be able to rally other·nations to our 

positiol)., especially the new nations who have been complaining about 

exploitation by maritime conferences, and also to extract a return from 

Q the benefits which our maritime policy changes will bring to others. 

Their primary Justificatidn, however, remains i~ the tact that they free 

our own budgetary and e_conomic·~sources tor more product! ve emp1oyment. 

C. Support of Maritime Ind,usti,-ies 

A number of U.S. Government programs are dt;signed to support tbe 

shipping and shipbuilding·industries. The present programs provide one 

ship tor the price ot two and one ton-mile of transportation on an 

American liner tor the price of two ton-miles in a foreign bottom. 

At tbe core of present programs are the operating and construction 

differential subsidies, maintained in substantially their present form 

sinc.e 1936. In recent years, these programs have become more costly. In 

addition they have been supplemented by others, notably tlag preference 

tor Governmen~ and cert~in Government-financed traffic, loan guarantees,
.I0 tax abatement tor ship replacement reserv~s, and vessel trade-in privileges. 
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Reservation of domestic shipping to the u.s. flag, which has long existed,0 
also is designed to support the maritime and shipbuilding industries. 

The entire complex of programs attempts to offset the disadvantage 

arising from American costs. The methods of subsidy computation, however, 

tend to increase rather than reduce. this disadvantage as they eliminate 

incentives for adjustment of ship and yard operations to American cost 

conditions. Consequently, the burdens imposed on the budget and the . . 

national econollcy' have increased sharply and threaten to increase further. . . 

At the same time, benefits originally sought have become and are becoming. . 
more and more questionable because of military, technological and economic 

changes to which the program is not sufficiently adapted.. . 
According to Maritime Administration estimates, a direct Government . . . 

outlay of some $400 million per year for operating and construction subsidies 

Q and for freight rate differen~ials on ~ome of the ~eference cargoes provides 

at present about 12,000 shipyard jobs and "considerably less than f'ull-time . . .. . 
employment" for 50,000 men in the seafaring labor force; that is an annual 

. .. 

cost to the Government of about $7,000 per job. These expenditures are 

said to enable u.s. flag ships to carry about 25 to 3~ of u.s. general cargo. y 
trade ( exports and imports) plus 5~ of dry bulk cargo trade . The Mari time 

Administration further estimates that the cost of these programs, if un­

changed, will mount to about $Boomillion by 1985and the number of ships 

and jobs and the American share in U.S. trade will drop substantially. 

!/ In 1962this added up to about 13.5 ~rcent of total ocean-borne dry 
•cargo exports and imports, but only 7 percent of total non-preference 
cargo. 

0 
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Moreover, these estimates do.not include direct costs to the Government 

~an high rates paid for its own cargoes, trom ship trade-in allowances, 

mortgage guarantees and tax abatement. Hor do they "take account of the sub­

stantial burden arising tor the American economy directly trom high rates 

paid in cabotage trades and indirectly through other reverberations ot the 

subsidy policy, including the retardation ot technological progress in 

foreign and domestic shipping. Estimates of the total cost to the Government 

and the economy trom other sources vary widely but uniformly are much higher 

than those ot the Maritime Administration. Its figures on cargo volume of 

u.s. flag ships, on the other hand, include a large proportion retained only- - . 

because of cargo preference . In 1962 this was 54 percent ot all dry cargo 

carried by u.s. flag ships. 

Yet, even the Maritime Administration's data provide ample Justification . . 

_Q tor the conclusion that the merchant marine and shipyard support programs-------·- . 

should be cut back and so revised •s to reduce the burden on the American .. . 

econC>Jcyand to yield more value tor each dollar spent by the Government. 

D. National Security 

The prospective need tor ship capacity to support military action was 

the most important force behind the Merchant Marine Acts of 1916 and 1936. 

Military needs are still asserted by many who propose to maintain or enlarge 

the present programs. This claim is not supported, however, by the relevant . . . 

tacts of today, the 1IDBt important of which may be summarized as follows: . . . - . . . 

1. Strategic planning increasingly emphasizes early and rapid deploy­

ment as the best means to limit conflicts and reduce casualties and other 

costs. This is to be achieved by prepositioning of equipnent and supplies. -

Q and by an already large and rapidly expanding airlift capacity designed to 



carry virtually all personnel and substantial proportions of dry cargo 

movements for even a sizeable military confrontation. 

2. Even in the relatively improbable event ot a large and prolonged 

overseas war, the u.s. military capability would not depend on a u.s. 
merchant marine of present size, let alone a larger one, because 

a) through commercial charter, cooperation ot allied . . 

governments and, ~f necessary, s~izure, the United States 
--·--·- - --- •

and its allies could employ by f'ar the major part of the . ' 

world fleet, regardless ot nag; 

• b) personnel movement still would rely almost entirely on 

airlift; 

c) present u.s. tlag dry cargo tonnage {including the reserve 

tleet) is itself' f'ar larger than probable peak needs; tor . . .0 
- example, it is ·several- times larger than the peak needs 

experienced during the Korean War; . . 

d) u.s. tlag tanker capacity can be supplemented by u.s. -
controlled tonnage under foreign tlags, With most of the 

crews retainable. 

3. In an unlimited nuclear war, ship capacity is not likely to be 

the major bottleneck. 

4. Shipping needs for supply of war industries and ot civilian 

requirements during an emergency are reduced by existing stockpiles. 

5. There is no military need for subsidy of' commercial shipyard 

capacity because 

a) the availability of' ship capacity described above makes 

it unlikely that new ships will be needed rapidly even in0 
___, 
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0 the improbable event of a large and prolonged war; 

b) subsidized merchant ship construction accounts for less 

than 20 percent ot current shipyard activity; 

c) experience during World War II shows that new shipbuilding 

capacity and work forces can be provided very rapidly f'rom 

scratch. 

In view of these facts, there is·no longer any general military 
!/

justification for continuation of ship operating or shipbuilding subsidies. 

It there is any specific military need, it cannot be of large proportion 

and it should be met under the administration and budgetary responsibility. . 

of the Department of Defense. Vague assertions of defense requirements 

should no longer be permitted to "justify" general merchant marine programs 

not required by other national interests. 

0 
E. Non-Military National Interests 

The second reason for support of a u.s. merchant marine always has 

been the desire to have some sizeable part of the u.s. foreign trade 

carried by American ships • To burden the economyw1th expenditures for 

this purpose would be irrational if less expensive sea transport under . . . . . 
foreign flags was unquestionably available to carry u.s. trade promptly. . . 
and efficiently. By and large, it is available and actually carries by 

far the larger proportion of u.s. exports and imports. 

!/ Current programs do not Sl;_lpport the one type of sea transport which is 
ot t~_greatest ,military signiflcacce--tanker movement of liquid f'uels-­
and yet there is no Defense Department indication that access to such 
capacity is inadequate. 
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~ - :sv n n nest • 

·-o Generally, the~ is no reason to expect ~scrimination against American 

trade tor nationalistic or competitive purposes. Foreign importers (or 

exporters) are as vitally interested 1n efficient and economical movement 

of goods from (or to) the United States as are·the American exporters (or 

importers). Moreover, carriers of variou~ foreign nations are in com­

petition on virtually every significant route, including carriers of' nations 

tar more importantly concerned with the shipping business itself than with 

produ_ction of' or trade 1n the goods carried; 

Limitations on the effectiveness of' this competition arise, however, 

trom the conference system and from impediments to technological progress 

and e:f'f'iciency in the -U.S. ,merchant marine. The conference system is in 

direct confiict with the basic antitrust position ot U.S. economic policy 

and it can be tolerated only with adequate safeguards. While there is 

little prospect that the conference system ca.ii be abolished, its abuses 

can be curtailed and American interest in ef'f'icient sea transport can be 

safeguarded. 

The power to infiuence conference behavior and to accelerate the 

adoption of cost reducing techniques can direct U.S. maritime progress to 

the eervice of real national. interests. Achievement of' these interests 

does not depend so much on the size of' the U.S. merchant fieet as on its 

efficiency, flexibil_ity and enterprise. The subsidy program should be so 

redesigned as to stimulate more ef'f'icient operating practices and the 
I . 

adoption of' cost-reducing technica1. improvements. This would serve the 

rear purpose of' facilitating our foreign trade. It would also more 

effectively ·contribute to national p~stige which often is cited as a 

Q separate reason tor the maintenance of' U.S. fiag shipping. ~.No matter on 
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how many masts it raises the flag, the American merchant marine damages the 

nation's prestige because of its heav,y dependence on subsidy rather than 

efficiency and excellence of performance. Our efforts to negotiate·reduced 

barriers against international travel and trade are severely handicapped 
' 

by our protectionist policies. 

Finally, reference must be made to one more aspect ot national interest 

in the merchant marine--the creation of Jobs for American workers. Under 

the present system! this involves a subsidy of more than $7,000 per man­

year. Clearly, this is an uneconomic way of providing Jobs and the equi va­

lent of the·, in fact modest, volume of employment at stake can be provided 

elsewhere at less cost as improvements of maritime programs reduce maritime 

employment. 

0 F. The Operating Differential Subsidy 

The shipping lines covered by operating differential subsidy receive 

each year cash payments equal to the difference between (a) whatever they 

have spent _for crew wages and subsisten~e~. mJ.int~nance and repairs, 

certain supplies and insurance, and (b) wflat they would have had to spend 
i 

for the same purposes and for the same size and manner of operation if 

wages and prices paid had ~en equal to the estimated average wa~s and 

prices paid by the specific foreign competitors on each specific· route 

served. 'l'his procedure has a number of highly uneconomic consequences: 

1. The costs which the operators bear are largely independent of 

their own actions. If they spend more, the Government pays any major 

difference; if they spend less, the Government gets the major benefit, 

The operators have little inc~ntive (a) to resist increases in wages and 

prices of subsidized items, (b) to employ subsidized cost factors as 
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efficiently as possible, and (c) to adjust their operating methods to the 

American cost stru~ture. Recapture and re-recapture provisions turther 
,. 

weaken the tie ot operators' protits to efticiency. 

2. To avoid unpredictable Government liabilities, the operating 

differential subsidy can be paid only to the most nearly predictable type 

ot ahipping--the regular liner operation which, throughout the vorld, 

carries tar less dry cargo than the more tl~rlble irregular tramp trades 

and specializ~d bulk carrier operations. 

3. To discharge its responsibility as dispenser ot Government tunds, 

the administering agency supervises (as best it can) business decisions 

vhich normally are the sole responsibility ot management. Its approval-­

~t least tormal--is needed speci~ically tor: 

the routes to be served ("e~sential trade routes"); 

-- the ports ot call; 

the minimum an_d maximum number ot sailings; 

the specifications ot vessels; 

the manning scale and crew wages; and 

-- numerous other operating and tinancial matters. 

The tact that the administering agencies have usually endorsed moat 

ot the operators' decisions has not prevented this system trom hamper~g 

a business which should be operated tlerlbly and trom obscuring t~ true 

division ot responsibility between Governmen~ and operators to the 

detriment ot etfectiveness and etticiency in the discharge ot both govern-, 

mental and management functions. 

4. With wage differentials on the average accounting tor approximately 

85~ ot the subsidy, the Government is a silent partner in.wage bargaining 

Q and all other labor-mana_gement disputes. 
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0 5. Since passenger and combine.tion liners require a large catering 

staff (about two-thirds ot the crew as against one-fifth for cargo ships), 

they absorb about one-third ot the ~perating subsic)t (equival~nt to about 

$250 per passenger) without making a:,y significant contribution to the real 

or supposed purpose of the program. 

6. The intimate involvement of administeriJl8 agencies in the affairs 

ot the industry has led them to identify the operators' i:iterest with the 

national interest_. As a result, the;r have, at least until rec.ently, re­

quired or encouraged subsidized operators to adhere to cor_tere~~as so as 

to help keep freight rates relatively high at the expense of the u.s. e-::onom,y 

whose freight payments go predomiuntly to foreign operators.. . 

To eliminate some of these weaknesses and minimize the others, the 

operating differential subsidy program needs to be radically improved. 

-Q Design of a substitute program .. i~vol v~_snumerous and intricate details that 

cannot be worked out by a temporary task force ot part-time consultants. 

Some basic guidelines, however, can be defined. 

Recommendations 

1. Abandon the present method of'· computing the operating subsidy. Any 
new method should be designed to allow wider scope for management initiative, 
reward efficiency and penalize inefficiency, and-should require much less 
Government involvement in ordi~y bus~ness de:cisions. 

Three.general alternatives to the current subsidy formula are under 
discussion: determination of the subQ!dy by competitive bidding; determina­
tion of ·subsidy on the basis of the ~fference between average costs of 
American ar..d foreign operators in amounts·re1ated to dollars of revenue and 
ton-miles of cargo; establishment of a "capital subsidy" by providing-vessels 
tree or at very low prices. • 

The possibilities of basing subsidies on competitive bidding are promis­
ing, but neither of the other· methods ·seem promising to the task force. M.lch 
further analysi·s is needed to develop a completely· workable bidding system, 
but in general, '"e vould ·suggP.st.co!l.-4jracts of several years' duration for 
success:f'ul U.S. bidders vho agreed to: {a) employ u.s. citize?'l.a as seamen, 
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0 -(1>j 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 
aerved. In revising the subsidy formula, the existing recapture, tax 
preference and mortgage guaranty provisions should be eliminated. 

2. Discontinue the operating subsidy to passenger and combination ships 
vith aubstantial passenger accommodations. Ro nev subsidy contracts tor 
auch ships should be made and existing contracts should be renegotiated 
to terminate them as speedily as possible vith compensation tor undue 
hardship otherwise imposed on operators and crews. Contract settlement 
terms should protect operators against losses and a modest portion ot 
subsidy savings inay be used to assist displaced se&men. A significant 
number of them can readily qualify tor skilled Jobs on shore, but others 
~ need retraining or relocation or both, and for some early retirement 
might be the beat solution. 

3. Eliminate the concept of the essential trade route and allow cargo 
line operators vide latitude in scheduling their operations. Relieve them 
of the requirement to operate American-built veBSels exclusively and to 
use only American yards for repair and maintenance. 

i.. Reduce the operating subsidies by the amount ot the passenger ship 
subsidy as quickly as possible in accordance with recommendation 2. 
During the tirst six years of the new program, the remainder ot the 
operating subsidy should not be penni tted to exceed this amount. The

0 subsidy should be apportioned biennially by the administering agency 
among broadly defined , areas so as to assure, as far as possible,· the 
maximum beneficial influence on freight rates payable by American ex­
porters and importers. The total volume ot operations subsi~zed will 
depend on the improvem~nts in operating efficiency for which the program 
provides incentives an:d which will affect the subsidy required. 

5. Base the amount ot subsidies beyond the first aix years on the 
experience ot the transition period and set it at a level designed to 
sustain a volume ot U.S. fiag service sufficient to exert a beneficial 
influence on operating efficiency and freight rates but not larger than 
necessary tor this purpose. 

6. Renegotiate existing cargo liner subsidy contracts so as to transter 
operations to the new progrem vitbout undue hardship or undue windfall 
benefits to the operators. Compensation which may have to be made to 
achieve a fair transition should be of a one-time rather than continuing 
nature so as. to·preserve the basic characteristics of the new program. 

G. The Construction Differential Subsi!!z 

To be eligible tor subsidy or to serve in domestic trades, operators 

must now utilize only vessels built, maintained and repaired in American 

0 
61 



(:) shipyards.!/ After World War II, the Government sold war-built vessels to 

them at tavorable prices. Where these are unusable (notably in passenger 

service) or need to be replaced, acquisition ot nev vessels is subsidized 

so as to reduce the operator's cost to the world P.rket level. U.S. yards 

have been assured ot the business without real toreign competition; hence 

management and labor have had 11 ttle incentive to adjust o~rations so as 

to reduce costs. 

The estimated cost differential has nov risen to 55~of construction 

cost(~ for passenger vessels); annual subsidy requirements have mounted 

to about $120 million per year and will continue to increase substantially 
-

under present programs for replacement of var-built ships. Construction is 

also supported by Government allowances on the trade-in of replaced vessels, 

mortgage guarantees and tax concessions on operators' tunds.
-0 

Where a vessel was built has no bearing on the shipping ·services per­

formed. The construction program's sole function is to support.the ship­

building industry. It is intended to preserve active shipyard capacity for 

national security. National. security needs for this capacity have dis­

appeared, as was shown above. Consequently, this expenditure of public 

tunds to support grossly uneconomic operations should be terminated as 

quick1y as possible, subject only to honoring contractual obligations and 

avoiding or compensating for undue hardship to shipyard ovners and workers: 

'lbe hardship problem is not of large proportion. About two-thirds of 

private shipyard activity is supported by Navy and some other Government 

!/ Speci~ legislation pennits foreign vessels to carry West Coast lumber 
to Puerto Rico if U.S. vessels are not available at competitive rates. 
This exception might well be broadened. 
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0 orders. Work on merchant vessels sustained by subsidy supports only about 

one-fifth of private shipyard work and the employment of about 12,000 to 

15,000 workers, and work for domestic services supported only by cabotage 

is substantially 8lllaller. 

Transition and termination measures will have to be wprked out in 

detail. Meanwhile the following suggestions may serve as guidelines. 

Recommendations 

1. Reduce new obligational authority immediately by one-third and the 
remainder by one-fifth per year so as to terminate in five years. 

2. Devote some portion of the remaining obligational authority to 
facilitate adjustment o.f yards and workers. The residual should then be 
used to subsidize "tra.."lsition-period construction" on terms calculated 
to provide a real competitive incentive to management and labor. 'lhe 
vessels to be built under this transition program·should be procured by 
the Maritime Administration and sold or leased to U.S. operators by com­
~titive bidding. Any individual vessel that could not be p:r,ocured on

0 the reduced subsidy terms from U.S. yards should be orde:r·ed abroad. 

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

' • 

4. Exclude· hovercraft from the foreign bottom provision if they are 
determined to be marine vessels. Their construction and operation should 
be free from economic regulation or subsidization. 

B. Cargo Preference Provisions 

Approximately $150 million a year (about as much as either of the 

two subsidies) is now being paid by the Government for Government­

sponsored cargoes which under cargo preference laws must be shipped by 

U.S. flag vessels. About one-third of this amount is normally recovered 

by charging recipient countries with freight at world market rates payable 

in their ovn currencies of which the United States already holds excessively 

Q large amounts. The arrangement has a number of serious disadvantages and 



does not make a useful contribution to U.S. merchant marine policy. Specifi­

cally: 

1. The principle of cargo preference contradi~ts the bas.ic U.S. 
I 

position in favor the freedom of the seas and elimination of international 

trade restrictions, offends major shipping nations vho are among our close 
1 ; I 

allies, and encourages other countries to follow the same policy. 

2. While at present providing employment for U.S. flag ships, cargo 

preference undennJ.nes the bas~c purpose of merchant m~rine policy because 

·a) the U.S. tramps, which carry over half of preference dry 

I 
~argoes, are war-built ships vith high ~perating cost, do not 

add to the competitive strength of the merchant marine, and 

are ~bsolete; 

b) the U.S. liners which carry the remainder (at least 4o percent
0 

of their overall 1962 tonnage and considerably more outbound} 

are thereby diverted from competing with foreign operators for 

non-preference cargo, especially U.S. export cargo, so that 

the real purpose of the operating differential subsidy is to 

some appreciable extent nullified. 

3. Cargo preference·raises the cbst to the Government of transporting 

aid cargo and Government-owned cargoes because, insofar as· shiploads are 
: . ' 

involved, U.S. tramp operators are the only ones vho can bid 1and they
: . 

operate inefficient vessels of wartime construction. 

Recommendation 
·'• 
Eliminate cargo preference either immediately or in steps of, say 10 
percentage points annually. Owners of tramps that are no longer employable 
should be allowed to sell their vessels on the world market. Some of the 
budgetary:savings might be:devoted to retraining and placement of displaced0 seamen in other jobs or to retirement. 
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·o I. Maritime Rate Policy
I 

.-
Assuring economic pricing of maritime services is made difficult by the 

interaction of three elements: 

l. The interests of other sovereign states which are importantly 

involved! 

2. The concept of freedom or the seas which is essential to the 

broader interests of the United States; and 

3. The conference system which is well established and _invulnerable 

to frontal attack by the United States. 

It does not follow, however, that the United States is powerless in 

this area. A number or available policy devices may serve to exert 

pressure on the ma!itime rate structure so as to bring and keep it more. 
nearly in line with the cost or efficient service, which would stimulate

0 
international trade and thus serve the pri'mary interest of the United 

States in this field. 

Eliminating the restriction of subsidized carriers to their ovn 

"essential trade route," a measure already proposed above because of its 
,. 

intrinsic merits, would also reduce the power of conferences to exclude 
' '. • 

outsiders from their markets. Flexible operation ot independent liners, 

bulk carriers, and other tramps ltkewise would reduce the power of con­

ferences to maintain uneconomically high rates and should be encouraged. 
' ' >--

Permitting U.S. operators to buy vessels nbroad, another measure recom-
' 

mended above for other reasons, would work in the same direction. so·would 

opposition to collusive agreements &:nong berth operator~ to discourage. . 

bulk a.nd tramp operators· from topping·off vith "liner cargo."· 

Above all, the vulnerability of American conference members, at least,0 
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0 
provides the U.S. Government with decisive power to influence conference 

I 

action. As long as the problem is to prevent excessive rates, it is not 

essential that fore~gn flag operators be subJect to these laws. The 

following recommendations suggest means by which the power stemming from 
' ' 

the antitrust laws can be effectively employed. 

Recommendations 

1. Urge the Federal Mari time Commission to use its power to approve or 
disapprove conference agreements as a means ot influencing conference 
rate decisions. It could, tor example, apply a method similar to that 
pursued by the Civil Aeronautics Board and, after consultations with 
other interested agencies, indicate in advance of major conference 
deliberations that certain results would not be acceptable. 

2. Require subsidized U.S. carriers that choose to participate in con­
ferences to comply with Federal Maritime Commission guidelines on 
conference policy as the price of immunity from antitrust prosecution . 

3. Continue and enforce the Bonner Act's limitations on dual rate.0 
contracts. 

4. Eliminate the legal requirement of filing rates 30 days in advance of 
their effectiveness (introduced in 1962 and operating often as a bar to 
rate adjustment). In practice, this requirement discriminates against 
U.S. flag carriers. 

5. Eliminate pooling agreements to the fullest exten't practicable--
there is a presumption that if they are worth the trouble to establish and 
discipline they are monopolistic. The Federal Maritime Conmission, 
supported by Commerce, State and Justice, should continue surveillance of 
existing pools aimed at elimination of those found to be detrimental to 
U.S. coimnerce. or contrary to ·the public interest. The State Department 
through international consultation should continue efforts both to elimi­
nate underlying causes which create demand for pools and to facilitate 
corrective action. 

6. Clarity the antitrust status of shipper associations to encdurage 
their participation in conference rate making. Afford them antitrust 
immunity if necessary. 

7. Avoid U.S. participation in any international organization or dis­
cussion directed tovard making the conference system more effective. 

* * * * * r 
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U.S. policy on international air transport vas reviewed in dept~ ~nly 

' tvo years,ago and theretore has not been reexamined here. This is not to 

887 that all problems were solved. Moreover, in a fast growing industey
I 

like international air transport nev problems are constantly- arising. More 

detailed investigation ot emerging problems may be in order within the 

next tev yea:rs. 

0 
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INTRODUCTION 

Transportation: 

1. Has contributed to the economic, social and political development 

of the nation in the past. 

a. Paced westward growth. 

b. Relieved rural isolation. 

c. Encouraged the growth of metropolitan centers. 

d. Contributed to a sense of national unity. 

e. Made possible access to recreational facilities over the 

nation. 

f. Contributed to the s~curity of the nation. 

g. Promoted economic growth." 

2. Has achieved high levels of safety and efficiency. 

3. Must continue to improve and to serve national goals. 

a. Growing economy. 

b. Social welfare. 

c. More equitable distribution of income. 

d. Improvement of international trade and relations. 

e. Greater opportunity for individual achievement. 

4. Growing economy 

a. Adoption of new technologies to reduce cost and improve 

service. 

b. Assurance that growth will not be inhibited by urban 

congestion. 

c. More efficient functioning of the system - may involve 

greater reliance on the market. 



5. Social welfare 

a. Better access to cultural facilities in metropolitan 

areas. 

b. Serve recreational needs. 

c. Improve safety record, air pollution c·ontrol. 

6. More equitable distribution of income. 

a. Put emphasis on programs which benefit low in~ome 

and other disadvantaged groups - children, older 

people; i.e., urban transportation, highways in Appalachia. 

b. Require those who can to pay for costs of their programs. 

7. Improvement of international trade and relations. 

a. Encourage international trade and commerce. 

b. Policies which set standards for international commerce 

and do not contribute to friction among nations. 

8. Greater opportunity for individual achievement. 

a. Liberalize entry into transportation business. 

b. Improved availability of low cost transportation. 

In the past the Federal Government has used transportation invest­

ment and regulatory policy to: 

l. Stimulate economic growth. This has been particularly true 

for the western region of the country. Railroad rates on 

agricultural commodities and raw materials have been held 

at depressed levels for many years. The deficit below out­

of-pocket cost for the transport by rail of these commodities 

has aggregated over $200 million per year in recent years. 

2 



Waterway, air transport, and highway investment has 

also been made extensively in the U.S. for this purpose. 

2. Redistribute income. Generally speaking, the rate structure 

of common carriers has favored the transport of "necessities" 

and imposed high rates on the transport of "lux·uries." 

The common carrier rate structure has tended to favor 

smaller communities and sparsely settled areas at the expense 

of more densely populated areas. This has had the effect of 

raising land values in rural areas relative to land values in 

urban areas . 

The rail passenger deficit which totaled over $10 billion 

for the period 1946 to 1962 was at the expense of shippers 

of high value rail freight, as well as holders of railroad 

securities. This transfer of income has been to the benefit 

of passengers in all income groups in most areas of the United 

States. Suburban commuters have benefited greatly. 

Much Federal investment in transportation facilities has 

had regional impact and generally has been made in less 

developed and less populated areas of the country. Highway 

investment has favored rural areas. Investment (subsidy) in 

air transportation has benefited smaller communities; however, 

overall investment of Federal funds in air transportation has 

benefited high income groups primarily. 

Federal programs to improve metropolitan transportation· 

have benefited low income groups in urban areas, also suburban 

3 



commuters, and have tended to raise real estate values in 

metropolitan areas. 

3. Increase social welfare. Federal policies toward transportation 

have brought recreational and cultural facilities ~ithin reach 

of low and middle income groups. These groups would probably 

not pay the full transportation cost involved in the use of 

these facilities. Examples are highways to and from national 

parks, monuments, etc., urban transportation for educatio~ 

and other cultural activities. 

4. International trade and relations. Much of transportation 

policy has been directed to defense preparation. Insofar as 

much of the transport sys·tem require.a large capital investment 

this has had to be done well in advance of need, and beyond 

what was economically justified for peacetime purposes. 

Maritime cargo preference laws have been justified as 

necessary to maintain a fleet of-U. S. bulk carriers under the 

U.S. flag for defense purposes. Presently there are about 

90 obsolete ships in this fleet. Cargo preference laws have 

been a source of severe irritation to other nations, par­

ticularly U.S. allies, insofar as they tend to restrain trade 

between U.S. and the rest of the world. 

Operating and construction subsidies to the U. s. flag 

merchant fleet have been justified for defense reasons and 

also _to provide adequate and reliable ocean liner service to 

U.S. exporters and importers. As the system has· worked there 

4 



is little evidence that U.S. flag carriers have provided 

better service to U.S. shippers than could be obtained from 

foreign flag carriers. The proportion of U.S. trade carried 

in U.S. ships has steadily declined while·the volume of 

U. ~. trade has risen substantially. U.S. ships are probably 

less efficiently operated than foreign flag ships, at least 

in part, because of the resistance of employees to the intro­

duction of labor saving innovations. 

5. Promotion of opportunity for individual achievement. To a 

considerable extent regulation has restricted entry into and 

exit from the business of transportation. In highway, water, 

and air transportation this cannot be justified by the scale 

of enterprise. On the other hand, the provision of transpor­

tation on widely uniform terms at rates favoring small size 

shipments has promoted small business enterprise. In that 

sense, regulatory policy has been consistent with anti-trust 

policy. 
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I 

LBGISLATIVBAND AIIWflSTRATIVB ACTION 

Governmental Organization and Policy 

Legislative 

A. Batabliah a U.S. Depart•nt of Transportation land 

Cmmunication.!,I 

1. Ccmnent - Warranted by the size and impact of the 

industry. Needed for executive branch programs 

scattered through more than 30 agencies. 

More effective policy formulation, dissemination, 

and research back-up possible. 

Action program coo~dination - public investment, 

aubsidiea ·, user charges, procurement can be given 

uniform standards for programs and procedures. 

2. Por - Some regulatory commisaionera, aome congreaanen, 

transportation labor, Taak Poree on Government 

Organization. 

3. Against - Some railroad interests, National Industrial 

Traffic League, potential component agencies, regulatory 

agencies. 

4. Cost and revenue - Bstabliahment coat uncertain. Con­

tinuing coats should not exceed coat• of operating 

scattered programs now. 
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II Administrative 

A. Batabliah a Transportation Investment a.view Board 

1. Comment - Needed to adviae on conaiatent policies, 

coordinate transport budget·, review long-run invest­

ment plane, develop conaiatent and aaaningful project 

evaluation •thoda, relate transport investment to 

other national objectives. 

Set up i11!19diately in Departaent of eo.n.rce. a.con­

stitute. in Department of Transportation later. De­

partment· of Coaaerce, Council of Bconoaic Aclviaera, 

Bureau of the Budget members. Consult .,AA, Poat Office, 

Agriculture, DOD, and other• aa nuded. 

2. For - Bureau of the Budget, Depart•nt of Ooamerce, 

Council of Bconomic Advisers. 

3. Against - Large cli.antele agencies like PAA, Bureau of 

Public Roada, HHPA, poaaibly Oongreaaional Committees. 

4. Coat and revenue - Absorbed. 

B. Strengtti.n lnterapncy Committee on Transportation Marpra 

1. Comment - Need for initiative to develop •rger alter­

native• to thoae propoaed by carrier• and alternative• 

to merpr auch aa abandonment, reorganisation. 

Need greater flexibility than afforded by carrier 

initiated propoaala. 
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2. For - New Bngland and some other congrea ■-n, Departaent 

of. Caaaerce, Council of Bconoaic Adviser a, J'uatice De­

partment, Bureau of Budget, Departaant of Labor, weak 

carrier a, railroad labor. 

3. Against - Probably all regulatory apnciea, union•. 

4. Coat and revenue - Absorbed. 

C. Batabliah Interagency Coaaittee on Transportation late• 

and Operating Right• 

1. Collnent - Will provide consistent, coordinated uacu-

tive branch representation in regulatory caNa involvin1 

major policy iaauea. Adainiatration should aaaert policy 

leadership. 

2. For - Depart•n t of Coamerce, Bureau of tha Budget, 

Council of Bcon011ic AdviNra. 

3. Against ·- Clientele agencies, especially Department of 

Defense, A&riculture and GSA. 

4. Coat and rev.nue - Absorbed. 

D. Instruct Secretary of Comerce to take responsibility for 

planning and coordinatinl transportation research and develop­

•nt. 

1. ec.nent - Coordination and balance of a growing program 

of transportation technology and ayateaa analyai• requires 

consideration of all transport probl ... and support of 

broad inquiry unrestricted by aodal conaideration•. 
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2. l'or - Scientific ca.aunity, univeraitiea, hip technology 

coapaniea. 

3. Against - PAA, poHibly RASA, DOD. 

4. Coat and revenue - lndeterainate. 

B. Strengthen and expand capability for tranaportatiOG policy 

foraulati011 in tba Department of Caaerce. 

1. Cownt - A policy oriented reaearch prograa muat be 

maintained to help identify earging iaauea, formulate 

action alternative•, determine attractiveneaa of alter·­

native facility inveataenta, and evaluate impact of 

policy daciaiona. A capability to detect coaplex 

transportation ayataa interaction°and forecast uaer 

reaponae ia eaaential. Policy deciaiona muat be dia­

seainated to operating agencies and interpreted to the 

general public. 

Thia office should provide ataff aupport for tbe Inter­

agency CCDllittee on Transport Narpra, Tranaportati011 

lnve•t•nt Review Board, and Interapncy Comaittee on 

llatea and Operatin& llipta. 

2. Por - 'l'ba Department of Comerce, Bureau of the Budget, 

Council of Bconomic AdviNra. 

3. Again•t- - Large clientele agencies, including PAA, 

'Agriculture, Dapartaent of Dafenae, GSA, and poaaibly 

Department of State. 



4. Coat and revenue - Gradual expanding program from 

praaant level of $3.5 million par year could em:eed 

$5 aillioa in five ,-ara, including boa tract fund•. 
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I Legislative 

A. Freight Rate• - Greater latituck to manapment diacretion 

in rate making.· 

1. Comment - Need to mov. gradually toward more liberalisa­

tion in rate regulation due to incraa•d competitive 

aituation. Conaumerawould benefit bJ increaNd flexi­

.bility in pricing. Btficient tranaportation would be 

encourapd. 

2. Por - National Industrial Traffic League (a shipper 

orianization), aaae other ahippera, railroads. 
' . 

3. Againat - Motor and water carriers, Interstate C'-cnnerce 

Colaiaaion, aome small ahippera chiefly wholeaalera and 

retailer• in small towns. 

4. Coat and revenue~ Minor reduction in regulatory.coats. 

B. llepeal of the Long and Short Haul Provision of the Interstate 

Commerce Act. (Paragraph (1) Section 4) 

•diate points without competitive aervices from higher 

rate• than to more distant pointa. lncreaaed availability. 
of alternative forma of tranaport ~•due•• need for thi• 

proviaion. Intermediate point• with aaall volume may be 

extremely coatlJ to aerve. 
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2. Por ~ Western railroads, NIT League, ports. 

3. . Against - Shipper•, coaauni ties, and congreaamen in 

intermountain territory. 

4. Coat and revenue - Indeterminate. 

C. Repeal "rule of three" in Interatate COIIIIIU'ceAct to 

,permit any n\Dber of bulk coaaoditi•• to move eumpt in 

a aingle tow. 

1. • Coaaant - Would make eumpt water carriage more economical. 

2 •. Por - Large ahippere, eumpt water carriera, coal compani••• 

NIT League. 

3. Against - American Waterway Operators, Mil, and railroad•. 

4. Coat and revenue - ,Indeterminate .. 

D. lapeal p~oviei~ limiting bulk. exemptions to commoditi•• 

handled by water carriera-on June 1, 1939. 

1. Conaent - An arbitrary limitation imposed 25 years ago. 

New bulk commodities should be exempted from regulations. 

2. PC¥'- Bxampt carriers, large shippers, some congressmen. 

3. Against - Mil, railroads, Aarican Waterway Operators, and 

regulated water carriers. 

4. Coat and revenue - Indeterminate. 

B. Amendthe Interstate Commerce Act to remove requirement that 

carriers maintain rate• baaed on "reasonable claaaificationa." 

1. Comment - Will eliminate freight rate classification• 

baaed upon value of commodity, and greatly aimpU.fy the 

freight rate atructure. 
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2. Por - Freight forwarders and shippers. 

3. Against - Carriers, carrier rate bureaus, Interstate 

Commerce Commiaaion, We•~ acricultural croupa, and 

lumber intereata. 

4. Coat and revenue - Indeterminate, could reduce reaulation 

aubatantially. 

P. Amend the Interstate Commerce Act to require rail and motor 

carriers to accept shipper-owned or-leased equipment for 

tranaport at rates COllllallaurate to the service bein& provided . 

. 1. Coaaent - Will alleviate probleu of aupply and distri­

bution of rolling atock. Permit shipper acquisition and 

use of specialized equipment. Provide an alternative to 

shippers to present co11110dity baaed rate structure. 

2. For - Shippers, freight forwarders, and car leaaing 

companies. 

3. Again at - Railroads, regulated motor carrier a, Inter state 

·eommerce Commission. 

4. Coat and revenue - Indeterminate.· 

G. Amend ·the Interstate Commerce Act and the Federal Aviation Act 

to provide in.rate caaea where complainant ia a carrier that 

the burden of proof aa to reaaonableneaa of rate• ahall be on 

the complainin& carrier. 
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1. Comment - Burden of proof ia now upon those proposing 

changes in rates. Thia had enabled competing carriers 

to impede rate changes unnecessarily,. and haa impaired 

flexibility of rate making and interfered with managerial 

discretion. 'Will greatly reduce regulatory backlog. 

2. Por - Shipper, NIT League. 

3. Against-· Carriers, carrier rate bureaus, Interstate 

CommerceCommiaaion. 

4. Coat and revenue - Indeterminate.I • 

H. Amend Interstate Commerce Act and Federal Aviation Act to 

deny carriers right to request 1u1penaion of propoaed rates. 

1. Comment - !t>at auapen ■ iona are in&tipted by competinl 

carrier a opposing rate reduction•. Will greatly reduce 

regulatory backlog. 

2. For - Shippers. 

3. Against - Carriere, Interstate CommerceCoaai.aaion. 

4. Coat and revenue - Indeterminate. 

I. Repeal regulation of intercity rail and bua fares. 

1. Comment - About 90 percent of all intercity paaaenger 

miles is now in private automobiles. Paaaenger deficits 

have abaorbed about 40 percent of ~he ~et railway income 

from freight in the postwar period. The proposal will 

encourage railroad and bua management to experiment with 

competitive fares. 

2. Por - Paaaengera and carriers probably. 

3. Againat - Intercity commuter•, railroad labor, and probably 

labor in general. 
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4. Coat and revenue - Indeterminate. 

3. Amend the Pedaral Aviation Act to eliminate rat• regulation 

of all unaubaidized domestic air transportation. 

1. Comment - Recommended aa an intumediate atep. Generally 

the Civil Aeronautic• Board h&a permitted airlin•• to in­

stitute flexibility in their fare structure and it ia felt 

therefor• that no change needs to be made iuaediately in 

this part of board replation. Purtharmore tbare ia aoma 

evidence of oligopoly in air transportation and the con­

tinuation of fare regulation at preaent ia desirable. 

Por the intermediate future, however, we should aU.ainat• 

fare regulation. . ' 

2 . Por - Paaaenger •. 

3. Against - Trunk line carrier a. 

4. Coat and revenue - Indeterminate. 

~. ·Amend existing Federal law and enact aiailar legislation for 

common carrier• by air to authorize the limitation of liability 

by coaaon carriers of all commodities. 

1. Ccmlent - Regular insurance procedures ara·preferabl• and 

leaa costly to including insurance in COIIIIOII carrier rat••• 

2 .. Por - Carriere, insurance companies. 

3. Against - Some ahippera. 

4. Coat and revenue - Indeterminate. 
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II 

L. Amend the Interstate Commerce Act and the Federal Aviation 

Act to provide that rates become effective upon filing and 

cannot be suspended for 90 days. Requests for suspension 

must be filed during this period. 

l. Comment - The proposal would inject a &reater degree 

of flexibility to meet competitive conditions in both 

the regulated and non-regulated areas. 

2. Por - Most shippers. 

3. Against - Carriers except possibly railroads. 

4. Cost and revenue - Indeterminate. 

M. Repeal the provision of the Interstate Commerce authorizing . . 
reparations to be paid by carriers subject· to Part I to 

shippers in caNs where rates are found to be unlawfully high. 

l. Comment - Very often reparations awards are paid·to parties 

other than those actually incurring loss. 

2. Por - Carriers. 

3. Against - Shippers, TAA, ICC. 

4. Coat and revenue - Indeterminate. 

Administrative 

A. Urge the Civil Aetonautics Board to encourage the setting 

of fares for aubaldized air transport·. at the highest level 

compatible with maximizing carrier net revenue. 
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l. Comment - Paaaengers should make a larger contribution 

to local service airline revenues. 

2 .. For - Bureau of the Budget, carriers. 

3. Against - Soma passengers, coamunities served. 

4. Cost and revenue - Some contribution to subsidy reduction. 

B. Instruct Commerce to initiate proceedings before ICC to. 

eliminate from TOPC tariffs the requirement that plane 111 

and IV ratea be applied only on mixed loads. 

1. Comment - Will contribute to elimination of rates baMd 

on value of cammodity. 

2. For - NIT League, shippers, some railroads. 

3. Against - Interstate Coanerce Comllliaaion, truckers, some 

railroads. 

4. Cost and revenue - Indeterminate. 

C. Instruct Department of Commerce to initiate proceedings before 

the ICC if necessary to require railroads to offer Plan I 

service to regulated motor carriers on terms comparable to 

Plans 111 and IV. 

1. Comment - Railroads should not be permitted to discriminate 

against for hire motor carriers in TOPC service. 

2. For - Motor carriers, shippers. 

3. Against - Teamsters, railroads. 

4. Coat and revenue - Indeterminate. 
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Regulation - Operating aighta . 

I. Legislative 

A. Amend Parts II and III of the Interstate C<mNrce Act to provide 

that after January 1, 1966, all operating rights will be granted 

or converted to irregular routes with alimination of coaaodity, 

point, and direction restrictions. Further amend Parts II and 

III to provide that grants of operating rights will be aade 

on tba basis of a determination that such grants are in the 

public interest. 

1. Comments - Moves in the direction of· eliminating restrictions 

on certificates and permits by which many carriers are 

' limited to specified commodities and in s01De instances to 

points and direction of movement. Motor and water carriers 

have been granted certificates and permit• aa a means of 

1 imiting tbe number of firms in the field (currently over 

5,000 motor carriers with such rights). We should move 

toward more flexibility in granting operating rights and 

ultimately toward eliminating them. Their ultimate elimina­

tion would inject more competition into tba field and rates 

would be kept reasonably close to the coat of efficient 

operaton. 

2. For - Moat shippers, National Industrial Traffic Lea&ue, 

prospective operators. 

3. Against - All regulated carriers, regulatory bodies, 

Association of American Railroads, certain conferences of 

the American Trucking Association•~ 
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4. Cost and revenue - Indeterminate. 

B. Amend Part I of the Interstate Commerce Act to authorize 

unrestricted abandonment of lines and facilities and dis­

continuance of service. Provide for option to public 

agencies to acquire railroad property by condemnation or 

to provide for continuation of operation: by subvention 

of out of pocket deficits. 

1. Comment - 'there are many instances of train and ferry 

operation years after public need has disappeared. 

Proceedings for discontinuance and abandonment are 

time consuming and costly to all parties. 

2. Por - Railroads, large shippers, National Industrial 

Traffic League, some agricultural groups. 

3. Against - Small communities, organised labor, state 

public utUity coami.ssioners. 

4. Coat and revenue - Indeterminate. 

C. Amend Pederal Aid .Highway Acts to increase size and weight 

limits on the Interstate Highway Syatemia• recommended by 

the Department of Commerce;/ 

1. Comment- Size and weight limits have an effect upon 

the economy of motor carrier operations. Preliminary 

evidence indicates that specifications to which the 

Interstate System has been built permit the raising 

of size and weight limits. 
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2. Por - American Trucking Association, motor carriers, 

freight forwarders. 

3. Against - American Automobile Association, railroads. 

4. Cost and revenue - Indeterminate. 

D. Amend the Interstate Commerce Act to permit private carriers 

to lease equipment with drivers to authorized carriers for 

return hauls to point of origin. 

1. Comment- Reduces uneconomic operation by private carriers. 

2. Por - Shippers. 

3. Against - Regulated commoncarriers. railroads. ICC. 

4. Cost and revenue - Indeterminate. 

11 Administrative 

A. Urge the Civil Aeronautics Board to permit trunk line carriers 

to discontinue service on low traffic segments§y transfer to 

local service carriers7J 

1. Coaaent - Trunk line carriers are still serving many low 

traffic points. 

2. Por - Some trunk airlines, soma local service lines. 

3. Apinst - Cities losing trunk service, possibly airline 

labor, CAB. 

4. Coat and revenue - Indeterminate. 

B. Encourage the Civil Aeronautics Board to liberalize - skip -

atop - authority~ 
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l. Comment- Skip-stop restrictions, increase costs of 

operation, and add little to revenue. 

·2. For - Air carriers with such restrictions 

3. Againat - Air carriers adversely affected, CAB, middle 

size and small cOD1Dunities. 

4. Cost and revenue - Indeterminate. 

c. Urge the Civil Aeronautics Board not to impose a minimum of two 

round trips per day to low t~affic points on subsidized carriers 

before making additional studies of traffic response and con­

sidering alternative means of meeting need. 

l. COD1Dent- Prescription of minimum number of round trips 

per day may be uneconomical. 

2. For - Air taxi operators, local service airlines. 

3. Against - Communities served, CAB. 

4. Cost and revenue - Indeterminate. 

D. · Urge the Civil Aeronautics Board not to certificate a subsidized 

carrier between point& where existing air taxi service is satis­

factorily meeting needs. 

l. Coament - Air taxi operatorJ are presently rendering service 

in many localities. They should not be forced to terminate 

as a result of new authorization of subsidized competition. 

2. For - Air taxi operators, Council of Economic Advisers, 

Bureau of the Budget, Department of Commerce. 

3. Against - Local service airlines. 

4. Cost and revenue - Indeterminate. 
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Regulation - Mergers 

I. Legislative 

A. Revise the Interstate Commerce Act to give greater influence 

to junior security holders in bringing about voluntary 

reorganizations. 

l. Comment - At the present time, it is necessary that 75~ of 

each class of security holders approve voluntary reorgan­

ization. This results in senior security holders being 

placed in a position to frustrate recapitalization. 

2. For - Railroads, most security holders. 

3. Against - Senior security holders. 

4. Cost and revenues - None. 

B. Revise the Interstate Commerce Act to p·rovide that the ICC 

give dominant weight to the effect of mergers upon adequate 

transportation service. Consideration should be given to the 

effect of mergers upon other roads in territories served. 

1. Comment - Statutory criteria do not give sufficient weight 

to the effect of proposed mergers upon the adequacy. of 

transportation service. 

2. For - Weak railroads. 

3. Against - Strong railroads and Interstate Comnerce Commission. 

4. Cost and revenue - None. 

C. Revise the Interstate Commerce Act regarding employees not 

being placed in a worse employment position: for four years 

.after a merger. 
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1. Coament - Thia·provision was instituted _during the 

depression. Should be replaced by provision for special 

retraining programs, and compulsory retirement. 

2. For - Railroads and shippers. 

3. Against - Organized railroad labor. 

4. Cost and revenue - None. 

D. Amend the Interstate Coamerce Act to prohibit intra-modal 

merge·rs of trucking, water carriers, and freigl\t forwarders 

when the effect is to lessen competition substantially. 

l. Coament - At the present time there is very limited attention 

given by the Interstate Coamerce Commission to mergers in 

the trucking, water, ~nd freight foi:warder fields. Similar 

provisions to general anti-trust standards should be enacted. 

2. For - Railroads, s~e shippers. 

3. Against - La~ge motor carriers, larger water carriers, 

large freight forwarders, and the Interstate C01D11erce 

Commission. 

4. Cost and revenue - None. 

E. Amend the Interstate Commerce Act and the Federal Aviation Act 

to prohibit inter-modal mergers. 

1. C0111Dent- In particular this will prevent merger of 

competitive and monopolistic firms increasing complexity 

of regulation. 

2. For~ Motor carriers, water carriers, airlines, Civil 

Aeronautics Board, ICC. 

3. Against - Railroads. 

4. Cost and revenue - None. 
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II. Administrative 

A. Endorse railroad mergers where merger appears to be the 

beat means of achieveing improvements or disinvestment. 

1. Coament - Substantial reductions of cost can be achieved 

by reductions in the extent of the rail network. 

2. Por - Railroads. 

3. Againat - Railroad labor, communities affected. 

4. Coat and revenue - None. 
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Federal Transport Facilities Program 

I. Legislative 

A. Relate.Federal investment in airways to revenues from 

user charges. Establish user charges for air carriers, 

increase ticket tax to 7~, impose freight waybill tax 

of S~, abandon gas tax of 2 cents per gallon. Establish 

user charges for general aviation - 10 cents per gallon 

fuel tax, and annual license fee averaging $1,000 (varying 

with weight). 

1. O>ament - Need to re·late private outlays for transport 

more closely to total costs, both public and private. 

Charges should fully recoup operation and maintenance 

costs now, capital costs as soon as possible- for all 

new investment. Exceptions can be made where other 

national objectives are overriding. 

2. For - Railroads, Transportation -Association of America, 

Bureau of the Budget, Civil Aeronautics Board, Federal 

Aviation Agency at least in part. 

3. Against - All air carriers, general aviation, trade 

associations of carriers and general aviation.,,, Many 

Congressmen. 

4. O>st and revenue - User charge revenues should be about 

$208 million from air carriers; $127 million from general 

aviation. 
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B. Phase out the ~ederal-Aid Airport Program 

l. O:>mment- Grant program has been $75 million annually. 

Program goes more and more to general aviation airports. 

O:>mmercial airport system is virtually complete, benefits 

urban communities and upper:;income groups. O:>uld reduce 

grants.by $25 million annually, stop in three years, or 

combine smaller grants with guaranteed loans with 

termination in 5 years. 

2. For - Department of Commerce, Bureau of the Budget, 

O:>uncil of Economic Advisors, Railroads. 

3. Against - Federal Aviation Agency, Chambers of O:>mmerce, 

recreational and business flyers. 

4. O:>st and revenue - Ultimate savings of $75 million annually. 

C. Term\nate eligibility of domestic trunk airlines for subsidy. 

1. C.Omment- carriers are enjoying increasing profitability. 

In eligibility needs to be established clearly. 

2. For - Civil Aeronautics Board', Federal Aviation Agency, 

Bureau of the Budget, Council of Economic Advisors, Department 

of O>mmerce, Railroads. 

3. Agai~st - Possibly one or two weaker trunk carriers. 

4. O:>st and revenue -.No immediate saving since no trunk 

carrier is now receiving subsidy. 
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D. Terminate helicopter subsidies. 

1. Coament - Federal aid exceeding $50 million to three 

small carriers has not produced reasonable hope of 

subsidy-free operations. ·Subsidy-free operation now 

exists in San Francisco. Benefits of subsidy go to 

upper income travelers. 

2. For - Railroads, Bureau of the Budget, Council of Economic 

Advisors. 

3. Against - CAB, Air Transport Association, helicopter 

operators, some local service carriers, possibly Federal 

Aviation Agency. 

4. Cost and revenue - Savings approximately $4 million 

annually on pres·ent program. 

B. Rehabilitate deep-water ports. 

1. O>ament - Technical obsolescence of major port facilities 

discourages traffi~ and dries up sources of funds for 

improvement. Need to improve efficiency of ports and 

reduce cost of terminal facilities for US waterborn 

coamerce. 

Intergovernmental relations problems make effective action 

difficult. 

2. For - Long-shore labor, Maritime labor, Bureau of the Budge._t, 

Council o( Economic .Advisors, Department of 0:>mmerce, 

shipping companies, port authorities, many shippers, railroads. 
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3. Against - River valley interests, inland water carriers, 

some shippers. 

4. O:>at and revenue - None. 

F. Enact a waterways' user tax of 2 cents a gallon on all fuel 

used on the inland waterways. 

1. 0:>minent- Public investment is excessive on cost/effective­

ness basis. Recoups a small portion of operating and 

maintenance costs. 

User charges should eventually relate new investment to 

benefits. 

2. For - Department of C.Oanerce, Bureau of the Budget, 

0:>uncil of Economic Advisors, B.ailroads. 

3. Against - Inland waterway carriers, O:>ngressmen from 

Gulf States, large shipper-carriers in Mid-west and South. 

4. O:>st and revenue - About $8 million annually. 

G. Increase highway user charges by raising diesel fuel tax from 

4 to 7 cents per gallon, weight tax on trucks over 26,000 

pounds by $2 per thousand pounds, and add 5 cents per pound 

on tread rubber. 

l. 0:>11111entThia will restructure user changes in the-

direction of equity .. 

2. For - Bureau of the Budget, O:>uncil of Economic Advisors, 

Depart~nt of O:>mmerce if size and weight limits are 

allowed, railroads. 
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3. Against - Truck manufacturers, trucking associations~ 

road builders, petroleum producers. 

4. ())sts and revenue - User tax increases will produce 

$1S0 million additional revenue in first year, more later. 

H. Provide that Federal funds now allocated to the Secondary Roads 

Program be used for highway safety, scenic roads, and highw.ay 

beautification. 

1. ())U11Dent- The purposes of the secondary road program viz 

construction of farm to market roads have now been largely 

met. Funds not used'for urban extension of secondary roads 

could be directed to safety, ·scenic roads, and highway 

beautification. 

2. For - Civic groups, outdoor and recreation groups, Department 

of ())mmerce. 

3. Against - Agricultural interests, possibly municipal 

groups and HHFA. 

4. ())st and revenue - Diversion of funds. 

I. Provide that 1/5 of income from automobile and truck excise 

tax be used for highway safety, scenic roads, and highway 

beautification. 

1. ())ament - Eiccise tax on automobiles and trucks should 
. 

support highway safety and other highway improvement 

programs. 
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2.- For - Department of Commerce, BOB, civic groups, parent 

groups. 

3. Against - Automobile Manufacturers. 

4. Cost and revenue - Diversion. 

II. Administrative 

·A. Instruct the Secretary of O>mm.erce to assure that the study 

of post-1972 hiehway needs be directed to (a) least-cost 

elimination of bottlenecks, (b) more refined methods of 

determining need, (c) engineering standards of design more 

appropriate to the traffic being served.· 

l. O>mment - See discussion of need for better integration 

of highway and other transport planning and of both with 

other development planning in urban areas. (Urban Transport&• 

tion) 

Better methods of highway needs projections are needed. 

M:>re rigorous cost/effectiveness analysis needed. 

Allocation formula in existing laws should be critically 

reviewed. 

Alternatives to Interstate System as a solution of urban 

congestion problems needed. 

2. For - Bureau of Budget, C.ouncil of Economic Adv~sors, 

railroads, possibly AAA and some trucki~g groups, Department 
I 

of O>mmerce. 

30 



3. Against - Highway interest groups. 

4. Cost and revenue - Indeterminue. 

B. Instruct Secretary of Commerce with assistance of FAA, CAB, 

Treasury and Bureau of the Budget to continue efforts to 

quantify ben~fits received by various categories of users 

of the airways, waterways, highways; to explore various 

charging and collection techniques and to devote more research 

to incremental costs incurred on behalf of users who create 

traffic peaks or require large investment in low-density 

situations. 

l. O>mment- See comment A above. 

2. For-- Department of Q:>mmerce, Bureau of the Budget, O>uncil 

of Economic Advisors, FAA, railroads, many local planning 

agencies, local governments in congested areas, airport 

authorities. 

3. Against - Peak load and low-density users, carrier 

associations, congressional committees. 

4. O:>st and revenue - Indeterminate. 

c. Urge greater cooperation between CAB and FAA in relating 

changes in airports and airways to changes in air operations, 

especially of subsidized carriers. 

1. O>mment - In past new airports, airport improvements have 

been made before certification of service or after CAB 

has suspended commercial service. Service has been 

certificated where airports are clearly inadequate. 
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2. For - Bureau of the Budget, Council of Economic Advisors, 

Department of Commerce. 

3. Against - Local service airlines~ general aviation 

Congressional c01J11D.ittees, local chamb~_rs of coamerce, 

airport builders and authorities. 

4. Oost and revenue - Indeterminate. 

D. Urge CAB to continue development of Class Rate Plan to 

control local service airline subsidies; develop similar 

plans for Alaska and Hawaii; enforce Use-it-or-lose-it 

policy and tighten standards. 

1. Comment - Tne Class Rate Plan does not reflect well enough 

cost of deficit operations. Board must require more 

refined cost and revenue data by route segments. 

2. For - Department of O>mmerce, Bureau of the Budget,
I 

Council of Economic Advisors, Railroads. 

3. Against - Local service airlines, Chambers of O>amerce, 

CAB, congressional committees. 

4. Qost and revenue - Eventual subsidy reduction. 

E. Instruct the Secretary of Commerce to continue studies of 

highway wear, especially accelerated wear likely to result from 

liberalized size., and weight limitations on the Interstate Syatem 

with a view to adjusting user charges. 

32 



1. O:>anent - Existing inequity of cost sharing as between 

heavy trucks and other highway users may be further 

aggravated. • 

2. For - MA, railroads, O:>uncil of Bconomic Advisers, 

Department o.f Coanerce, Bureau of the Budget. 

3. Against - Trucking associations, heavy truck operator~. 

4. Cost and revenu, - Indeterminate. 
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Safety 

I. Legislative 

A. Request congr~ssional authorization of Federal support for 

driver education programs in pu~lic schools. 

1. O:>mment- Many .commun~tie~ have insufficient educational 

resources to support driver education programs. 

2. For - Parent groups, u.s. Education Association, O:>uncil 

of State Q>vernments, American ~nicipal Association. 

3. Against -

4. Q>st and revenue -

B. Amend the Interstate O:>mmerce Act .to make safety standards 

uniform as between.regulated for~high motor carriers and 

private and exempt motor carriers. 

1. O:>mment- As the volume of private and exempt carriage 

increases on major highways differences in safety standards 

are no longer justifiable. 

2. For-· Regulated carriers, insurance companies. 

3. Against - Some shippers, exempt ~arriers, agricultural 

groups. 

4. O:>st and revenue -

II. Administrative 

A. Instruct the Secretary of C.Ommerce, Labor, and Health, 

Education and Welfare to intensify efforts to cope with the 
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problem of highway safety and air pollution caused by 

highway and other transportation motive power. 

1. Comment - Last year (1963) 48,000 persons were killed 
j 

and 1,80~,000 injured in motor vehicle accidents in. the 

United States. The economic cost of these accidents is 

estimated to be more than $10 billion per year. The 

increasing number of automobiles on the highways augurs. 

an increase in the number of fatalities and injuries. 

2. For - General public, parent groups, the Ameri9an Munici­

pal Association, the Council of State Governments. 

3. Against-. American Petroleum Institute, Automobile 

Manufacturers Association, American Automobile Association. 

4. O:>st and revenue -

B. Direct that more effort be put into research on the safety 

characteristics of highway vehicles, research on the 

relationship of the vehicle to the highway, and its effect 

on safety, study of·behavioral factors associated with traffic 

accidents, and re.search on the environm~nt 
1
in which highway 

vehicles are operated. 

1. Comment - M:>st Federal support of safety research has 

be~n for highway design. Vehicle design has lagged behind 
1 

and needs a coordinated effort. 
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2. For - General public, parent groups, the American 

Municipal Associat~on, the Q.'.>un~il of State Government;.s·. 

3. Against - American Petroleum Institute, Automobile 
j 

Manufacturers Association, American Automobile Association. 

4. ().)st and revenue -

C. Continue safety programs in aviation and make them more 

effective. Instruct the Federal Aviation Agency to inaugurate 
' I 

safety clinics for general aviation, tighten up requirements 

for licensing of non-commercial pilots, increase minimum 

standards of communfoation and navigational equipment in 

non-commercial aircraft. ., 

1. Q.'.>mment.. The .great increase in non-commercial flying 

requires increased atten~ion to assure safety to all 

users of the air space. 

2. For - General public, insurance interests. 

3. Against - Some aviation groups. 

4. ().)st and revenue -
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Research and Development 

I. Legislative 

A. Request congressional authorizations of a research 

program to advance the technology of high speed ground 

transportation. 

1. Cocmnent - Greatly improved intercity transportation 

efficiency and service will remove a constraint upon 

economtc growth in the Northeast Corridor and other 

densely pop~lated regions of the United States. New 

concepts generated m~y be applicable to many transpor­

tation problems here and abroad. In order to forecast 

passenger and freight facilities needs through 1980, 

environmental determinants of transport needs must be 

explored. Estimates of the impact of new services on 

the development of regions and urban centers are 

required. Technological improvements in all modes will 

be analyzed and new institutional requirements studied. 

2. For - Research firms and universities, railroads, 

aerospace industry, passengers and shippers in the Cor­

ridor. 

3. Against - Air carriers, possibly some bus operators. 

4. Cost and revenue - $20 million provision rigid in 1966 

budget. 

B. (Assuming _forthcomi~g SST report is favorable) Request 

congressional authorization of an 'SST development program. 
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1. Comment - The opportunity exists to safeguard our pos­

ition of leadership in commercial aircraft construction 

and introduce a new era of passenger travel. The 

magnitude of costs involved requires Federal participation 

in partnership with industry. 

2. For - Aerospace industry, some air carriers, air passengers. 

3. Against - Some carriers, some ur~an residents. 

4. Cost and revenue - Indeterminate. 

II. Administrative 

A. Encourage colleges and universities to participate in far­

reaching interdisciplinary attacks on complex transportation 

problems. 

1. Comment - In addition to the conduct of basic research 

leading to new technological opportunities, universities 

must be depended upon for the development of needed 

systems analysis methodology. 

2. For - Universities, scientific community. 

3. Against -

4. Cost and revenue - Indeterminate. 

B. Instruct the Secretary of Commerce to proceed with the 

broad exploration of alternatives to present highway systems. 

1. Comment - Automated highways and other point-to-point 

transportation system components may permit more rapid, 

higher density travel with greatly increased safety to 

travelers and pedestrians. 

38 



2. For - Automobile owners, some automobile manufacturers, 

municipalities, other high technology companies. 

3. Against - Some automobile manufacturers, some insurance 

companies. 

4. Cost and revenue - Indeterminate. 

C. Instruct the Secretary of Commerce to prepare long term 

research plans for meeting major technical needs in 

transportation. 

1. Comment·- Readily visible needs include a more economic 

short haul aircraft, air traffic control for all weather 

flying and more intensive use of airspace, new ship 

cargo hauling, better construction techniques for building 

future ships, more efficient movement of urban freight. 

~- For - Department of Commerce. 

3, Against - PAA. 

4. Cost and revenue - Indeterminate. 

D. Instruct Department of Defense to continue and strengthen 

efforts to obtain more efficient service and explore impli­

cations of system innovations in cooperation with shippers 

and carriers. 

1. Comment - The purchasing power of Department of Defense 

is sufficiently great to permit meaningful tests of new 

rate arrangements, shipping systems, and operating 

practices. 
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2. For - Most railroads. 

3. Against - Some unions, some carriers. 

4. Cost and revenue - Indeterminate. 

E. Urge regulatory agencies to obtain the advice and assistance 

of outstanding scientists, engineers, and business executives 

in order to improve further the environment for innovation 

within the transportation industry. 

1. Coament - Regulation must not inhibit shippers and 

carriers from cooperatively developing and utilizing 

promising new transportation ideas. 

2. For - Railroads, shippers, equipment manufacturers. 

3. Against -

4. Cost and revenue - Indeterminate. 



Urban Transportation 

I Legislative 

A. Strengthen the planning requirements of the Federal-Aid 

Highway Acts. 

1. Coument - Transportation planning coordination was 

made a requirement in the Federal Highway Act of 1962. 

Greater emphasis is needed on (a) integration of trans­

port planning and general community development planning, 

(b) participation of local, especially metropolitan-wide, 

general planning agencies in comprehensive transport 

planning. 

2. For - Bureau of the Budget, Council of Economic Advisers, 

Department of Commerce, HHFA local planning agencies, 

American Municipal Association and U.S. Conference of 

Mayors.· 

3. Against~ State highway departments, city highway depart­

ments, highway interest groups. 

4. Cost and revenue - Indeterminate. 

II Administrative 

A. Urge HHFA Administrator and Secretary of Commerce to develop 

fully their responsibilities for consulting on coordination 

of all transport developments in urban areas. 
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1. Comnent - Federal transport aids·need to be coordinated 

internally and with other Federal aids for urban develop­

ment. Federal transportation aids to different metro­

politan areas should be coordinated and made consistent 

where common transport systems are involved, e.g., the 

New Haven Railroad as between New York and New Haven. 

2. Por - Housing and Home Finance Agency, Department of 

Coaaerce, Bureau of Budget, Council of Economic Advisers . 

3. Against - Highway interest groups. 

4. Coat .and revenue - Inda terminate. 

B. Rutate the possibility of using highway funds for mass 

transit right-of-way and related facilitfes, e.g., bus turn­

out• and shelters. 

1. Coament - Ho positive action ha• been taken by the Bureau 

of Public Roads to implement existing authority. Physical 

coordination of mass transit, particularly express buses, 

with highway development is highly deairable. Lanes can 

be reserved for exclusive bus use during ruah hours. 

2. For .- HHPA, BOB, Council of Economic Advisers, metropolitan 

planning agencies. 

3. Against - AM, State and city highway departments. 

4. Cost and revenue - Highway Trust Fund and Urban Mass Transit 

Progr.am wi 11 meet need■ . 
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C. Instruct all Federal programs aiding urban transport to 

consider integration of freight movements with passenger 

movements in urban areas, evaluate projects on the basis 

of coordination to be achieved and improvement in efficiency 

and economy of freight transport within urban areas. 

1. Coament - Neither mass transit nor highway programshave 

given consideration to this problem. 

2. For - Local planning agencies, Housing and Home Finance 

Agency, Department of Commerce, Bureau of the Budget, 

Council of Economic Advisers, carriers. 

3. Against - AAA. 

' 4. Coat and revenue - Indeterminate. 
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Maritime Transportation Policy 

I. Legislative 

A. Amend Merchant Marine Act of 1936 to provide for a change 

in the method of computing operating subsidy. Tnis change 

should move in the direction of allowing wider scope for 

management initiative; it should reward efficiency and should 

require much less government involvement in ordinary business 

decisfons of steamship companies. The subsidy should compensate 

operators for the higher wage levels ~enerally in the United 

States as compared to the rest of the world. It should be paid 

on the basis of specific shipboard wages. 

l. O:>mment- The present subsidy decision distorts the 

operator •·s use of labor in relation to other inputs. 

2. For - Bureau of the Budget, O:>uncil of Economic Advisers,
I 

Department of O:>mmerce. 

3. Against - Maritime Unions, operators. 

4. O:>st and revenue -

B. Repeal the statutory provisions for recapture of excess profits 

of subsidized carriers, tax preference to preserve funds of 

subsidized carriers, and the guaranty of s~ip mortgage. 

l. O:>mment Greater freedom to operators to retain profits1 

on the one hand and removal.of specail treatment under 

the tax law and in procurement of loans which are no longer 

justifiable. 
I 
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2. For - Bureau of the Budget, Council of Economic Advisers. 

3. Against - Steamship operators. 

4. ():)st and revenue - Some additional tax revenues. 

c. Amend Merchant Marine Act of 1936 to change the concept of the 
I 

essential trade route to broad trade areas. Require the 

Department of ():)mmerce in certifying US flag operators for 

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

significantly advanced ~y the provision of US flag carrier 

service. 

1. ():)mment - Steamshi~ operators should have greater latitude 

in scheduling their 'operations. The need for US flag 

carrier service ought to be based.on requirements for the 

stimulation of trade. 

2. For - The steamship operators, Bureau:of the Budget, 

():)uncil of Economiq Advisers, Departmen~ of ():)mmerce. 

3. Against - Some congressmen, maritime labor. 

4. Cost and revenue - Reduction of subsidy. 

D. Amend the Merchant Marine Act of 1936 to relieve subsidized 

and domestic trade operators ·of the requirement~ of (a) operating 

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

using only_ US yards for repair and maintenance. Permit some 

freedoms in domestic trade. 

1. Comment - US steamship operators should be free to buy 
I 

ships at lowest costs. 

2. For - Ship operators. 
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' 3. Againat • US shipyards and shipyard labor. 

~. Oost and revenue - About $10 aillion firat year. 

B. Inatruct the·Maritille Subsidy Board to diacontinue operatina 

aubaidy to.paasenger operation■ (except for ■hip• apecifically_ 

required by the Depart•nt of Defenae). 

1. O,..nt •-Olrrent availability of unsub,idized US flag 

transportation aakes conti~u-d operating aubaidy of 

passenger ships unnecessary. Need for troop carrying 

•capaci~y should be deterained by the Departaent of Dafena••· 

2. For - Bureau of the-Budget, Council of Bconoaic Adviaera, 

Depart•nt of 0>.. erce, 

3. Againat - US passenger ahip operators, aaritiae labor. 

4. Ooat and revenue - $15 million annually. 

P. Inatruct the Secretary of Oo.-erce to contract for the conatruction 

9f veaaela in US ahipyards only wben warranted by technological· 

improveaents in ahip design and construction which cannot be 

obtained abroad on acceptable teraa. Require the excess of the 

coat of a US built ship over the price at which it is sold to 

US operators to be borne by the Department of Ooaaerce. 

1. 0>111ent - 'l1Lemaintenance of shipyeard capability wit~ 

Federal funds is justified for defenae and the encourage­

ment of innovation in ship ~esign and construction. 

2. For;.. Bureau of the Budget, Oouncil of BcollOlli.cAdviaera. 
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3. Against - US shipyards and US shipyard labor. 

4. • Coat and revenue 

G. a.peal cargo preference laws. 

1. Qolaent - 'lbe purpose for which cargo preference lawa 

were originally established ie the maintenance of an 

adequate fleet viz. the maintenance of an adequate 

fleet of.bulk carriers ie no longer important. The 

present fleet is obsolete. A large proportion of preference 

cargo ie now being transported in subsidized liner veaaela. 

The existence of cargo preference ie a eerioua aourc• of 

friction with maritime nation■ throughout the world. 

2. for • Department of Agriculture, ·Depart .. nt of State, • 

Bureau of the Budget, O>uncil of BconoaiF Adviaera, . 

aaricultural groups, exporters. 

3. Againat - US flag tramp and aubaidized liner operator•• 

•maritime labor. 

4. O>at and revenue - Savings might total $100 •illion an~ually. 

a. aepeal the requirement of US liner operator ■ for filing rate ■ 

30 days in advance of their effectiveness. 

1. O>-ent - ~is provision works against Aaerican carriera, 

need greater flexibility in·rate making. 

2. Por - Some US shippers and carriers, US ateaaahip o~ratora • . 

3. Againat - Some shippers. 

4. Coat and revenue• None. 
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II. Adainietrative 

A. In ■ truct the Departaent of O>iaerce to intervene before the 

Pecleral Maritiae O>allliHion in oppoaition to ■t--■hip carrier . . 

pooling agr .... nte vbare the effect ie·to liait· coapetition 

unduly •• 

1. O>aaent - '1'he euppreeeion of carrier coapetition throup 

of the United Stat••• 

2. For - US ■ hipper ■• 

3. Again■ t - Soae US eteaaahip operator ■• 

4. Ooat and revenue - None. 

B. In■truct the Depan,ent of J\aetice to clarify the anti-tru ■t 

■ tatu■ of ■ hipper ae ■ociatione to encourage their participat~n 

ln ■te... hip conference rate making. Afford anti-truat illllunity
I 

by law if nece■ eary. 

1. Q>llllent - A continued coaplaint of ehippere 1■ that they 

are unequal to the ■ trength of the ■teaa■hip conference■• 

Shipper ■ group• ehould be ■trengthened acc;ordingly. 

2 • For - Slipper•. 

3. Again■ t - Nobody. 

4. Ooat and revenue• None. 
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OMISSION OF TASK FORCE ITEMS 

A. Investment Policy 

1. Proposal to divert highway user revenues (initially 1%, 

increasing to 5%) for recreational facilities dropped in 

favor·of diversion of secondary roads fund to safety, scenic 

roads, and highway beautification. 

2. Proposal to create an airways trust fund dropped. Earmarking 
.I 

of Federal revenues is not a sound practice. 

3. Proposal to create a waterways trust fund dropped for same 

reason. 

4. Proposal to place interstate toll roads on an economic 

and financial parity with portions of the Interstate System 

financed by the Highway Trust Fund rejected as an unwarranted 

expenditure of Federal funds. 

B. Rate Pol icy 

1. Proposal to deregulate minimum rates dropped for immediate 

implementation. Would be unworkable and would give railroads 

opportunities for discrimination. 

2. Proposal to eliminate rate regulation of all unsubsidized 

air passenger transport dropped. Might create unnecessary 

instability of rates and service. 

C. Government purchase of transportation. 

1. Action is being taken now. 

D. Merger Policy 

1. Proposal to exempt all freight forwarder activities from 

regulation dropped in favor of delay until Department of 

Commerce study of transport coordination is completed. 
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2. Proposal to permit intra-modal mergers changed to 

prohibit all mergers between trucking companies and 

between water carriers where the effect is to lessen 

competition substantially. Anti-trust standards ought 

to be applied to industries where canpetition is workable. 

E. Operating Rights Policy 

1. Proposal to permit freedan of entry of new firms into 

transportation dropped in favor of proposal to liberalize 

motor and water carrier certificates, and recoamendation 

that private motor carriers be permitted to lease to 

regulated motor carriers on back hauls. 

F. International Maritime· Policy 

1. Proposal for operating subsidy calculation dropped in 

favor of a subsidy formula which would give operators 

maximum freedan and would canpensate for differences in 

wage levels between other nations and the United States. 

2. Proposals for construction differential subsidies dropped 

in favor of putting responsibility for determining U.S. 

built ship requirements on Department of Defense. 
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FUNDAMENTALISSUES 

A fundamental issue involved in transportation policy today 

is the extent to which government transportation investment and 

regulatory policies should be used to promote economic growth, 

social welfare,better distribution of income, greater opportunity 

for individual achievement, international trade, and better 

international relations. 

A second fundamental issue is the extent to which reliance 

can be placed on less regulated private enterprise in transportation. 

These basic issues can be expanded into a series of questions 

which constitute the major concern of policy makers in transporta­

tion. 

1. Is a Department of Transportation essential to better 

coordination of transportation programs? 

2. Can the benefits of technological progress be accommodated 

expeditiously within the transportation.environment? 

3. How can public demands for improvement in safety, reduction 

of air pollution, and improved access to educational, 

recreational, and cultural facilities be met? 

4. Do densely pop.ulated areas· of the nation need special 

attention in transportation policy? 

5. In determining Federal investment in transportation can 
. . 

greater reiiance be placed on user ability to pay witho~t 

·causing disadvantage to low income and other disadvantaged 

groups? 
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6. Are there economic grounds to justify the encouragement 

of a revitalization of the railroads in the United States. 

To what extent can this be done through Federal merger 

policy? 

7. Within Federal policy objectives how can greater efficiency 

of the. transportation system be achieved? 

8. To what extent is a Federally supported merchant marine 

essential to the trade and commerce and the defense of the 

United States? 

9. What provision must be made to assure labor of fair 

treatment in the face of technological advance? 
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