








‘ 40

In 1970, there was a continuous shortage throughout th. zar with the highest
monthly average reaching 4949 cars during February, while in 1971, there was
a surplus of cars during mmuch- of the -year, particularly during.the. harvest
months. Car surpluses were the rule in 1972, until sustained exports, particularly
to the Soviet Union, began moving in large amounts late in the year. For 17
months, from December 1972, to April 1974, there was a critical shortage of
cars to move grain, reaching a record of 15,992 cars during March 1973. The
balance of 1974 and 1975, were more normal years with minor shortages during
the fall harvests. The year 1976 showed relatively minor shortages during the
summer and fall harvests while 1977 began with substantial shortages during
February and March, improved with insignificant shortages during the summer
harvest, but got worse quickly in November and December as prices began rising
and exports increased. The shortages during the first 5 months of this year, all
nou-harvest months. dramatically shows the extent of the current car shortage
problem. The montlily average of shortages reached 35,807 cars in April—more
than twice the previous record high. The reported shortage declined some for
May, down to 29,985, but still nearly double the record high.

We see no lessening of the demand for railcars for at least the rest of the
year. Wheat stocks on June 1 totaled 1,174 million bushels, the largest on this date
since 1963, and six percent more than a year ago. June 1 feed grain stocks totaled
87.4 million metrie tons, a fourth more than a year ago and the largest since
1973. The indicated harvest of wheat for this year is likely to be down slightly
while feed grain and soybeans production may be about the same as a year ago,
depending upon weather conditions this summer.

The kinds of data shown on exhibit A are what we are trying to put together,
and interpret, for the staff at the Interstate Commerce Commission.

Yery briefly, a few causes of the shortage are as follows:

Severe winter weather conditions, including blizzards throughout the Northern
tier of the United States interrupted railroad operations, trapped numerous
freight cars in the East that resulted in extreme congestion and poor freight
car utilization.

A lack of motive power to move trains in road haul service coupled with cold
weather conditions, necessitated a reduction in train length. Thus, through trains
were using the same amount of power to pull shorter trains.

The bad order ratio (rail cars unfit for loading) grew steadily as many of the
nation’s railroads continued to defer repair of bad ordered cars. Likewise, many
locomotives were bad ordered because of electrical generators that shorted out
due to light, dusty snow. ’

A prolonged strike at one of the largest manufacturers of jumbo covered hopper
cars delayed delivery of additional equipment to the national fleet.

Poor maintenance of tracks has resulted in the imposition of “slow orders”
by the Federal Railroad Administration. There are six granger railroads with
nearly 25,000 miles of tracks that are currently under FRA slow orders. Inability
to move cars with dispatch seriously cuts rail car utilization.

As shown on the attached table, there has been a dramatic reduction in the
number of 40-foot narrow door boxcars that are badly needed for loading baled
cottort. These cars are also needed for grain loading on lines where weight re-
strictions do not permit the loading of jumbo covered hoppers. While there was
a net gain in the number of covered hopper cars from 1972 to 1978, these figures
do not include a net increase during that same period of 33,428 cars in this type
of equipment that are under the exclusive control of shippers and car companies.

During the last 2 years, market conditions led to a build up of grain stocks on
farms and in country elevators resulting in large carryover stocks. The rise
in grain prices early this year triggered substantial selling by farmers and created
unprecedented demand for rail movement.

The acquisition of new equipment has not kept pace with the retirement oi
older cars thereby creating a direct loss in total carrying capacity.

Of course the above list is not all inclusive. There are other factors which
contributed to the overall situation. While the weekly grain car loading nation-
wide have been increasing and the daily average shortage of both box and
covered hoppers have declined. we are of the opinion that the situnation will not
improve significantly until after fall harvest of feed grains and soybeans.
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RAIL CAR OWNERSHIP LAST 7 YEARS

General

Plin  Plain Pl Plai pen ' Pl
F I ain ain open Flats ain
40 ND 40" WD 50-60 60 plus C/H  hoppers TOFC  gondolas

January:

1972 40,442 118,626 1,939 138,099 349,525 7, 886 158, 746
1973, 34,555 124,872 2,197 142,976 344,365 8,463 159, 849
1974 N 30,819 135,367 2,703 151,155 237,010 10,618 155, 458
1975_.. . 28,814 145,368 3,915 155,281 316,265 6,918 153,565
1976 .. 27,183 150, 768 4,892 158,236 317,888 6,677 153,731
9177. .. R 27,502 153,042 4,662 159,924 311,666 5,885 14, 513
1978 23,371 155,792 4,803 162,726 309,540 5,819 140, 128
Gain or loss —17,051 437,166 42,864 424,627 39,985 —2,067 -18,618

Source: AAR statements.
USDA ACTIVITIES

In late April, Secretary Berglaud ordered an all-out effort within USDA to
fissist grain and cotton shippers with their car supply problems. Qur transporta-
tion people are working wirn the Interstate Commerce Cominission in supplying
analysis of export sales activity, current crop reports, estimated fertilizer de-
mand and other informmation that may be helpful in obtaining maximum utiliza-
tion of available equipment and forecast future railcar needs. Exhibit A repre-
sents one method of analysis that may be useful in predicting future grain trans-
portation demand.

In addition, we established a “hot line” within USDA, so that shippers could
advise us about specific problems or alert us to serious shortage situations. So
far, we have had over 300 calls on that line, most of them coming from country
clevator managers in the Midwest. We have also received a number of calls
from cotton shippers who are experiencing difficulties obtaining sufficient box-
cals. The states most represented by their calls have been Illinois, Iowa, Min-
nesota, Montana, Nebraska, Kansas, Michigan, Ohio, and Mississippi. The hot
line pumber was so well circulated that we even had a call from a coal mine
operator seeking 60 cars for coal loading.

The following address the specific questions on which the Committee has
requested comment :

1. What have been the effects of the Interstate Commerce Commission’s vari-
ous car service orders on mitigation of the car shortage problem?

USDA has made no studies purporting to show a quantitative measure of the
impact of any one or more of the Commission’s car service ovders. Assuredly, the
net effects are the balance of the good and any harm which result.

It is our assessment that car service orders are potentially effective in al-
leviating specific, isolated problems, but are not effective in dealing with a
problem that pervades the entire industry or concerns a wide geographic region.
We believe, in fact, thiat the more pervasive the problemn, the greater the tendency
for the net effect to be negative.

Qbviously, a car service order does not increase the total supply of equipment.
Any beneficial effect during a period of widespread shortage must result from
improved utilization, and the evidence is mixed. An order requiring the return
or reassignment of cars can result in increased movement of empty cars. When the
nverall capacity of the system is constrained by available locomotive power or
vard capacity or other operational constraint, increased movement of empties
way actually result in lower utilization of equipment. .

Another point to consider is that service orders may increase equipment avail-
ability to some users at the expense of others. This is not necessarily wrong;
certainly the Commission is charged with ensuring equitable availability of
service. However, to the extent that equity dictates a reallocation of cars into
a less efficient use, overall utilization is lowered.

One example may serve to illustrate the dilemma with which the Commission
ix faced in allocating equipment through use of service orders. In May of this
vear, the Commission issued Service Order No. 1322, which required the railroads
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ICC’s current definition, the last condition is not met. In. ..e grain business, the
price the producer receives for the grain is the price at an established market
less the rail rate to reach the market. The farmer effectively bears the freight
burden. But the grain company to which the farmer sells generally pays the
freight. bill. In such a circumstanc the grain companies would reap windfalls
from freight refunds unless there were a practical way to ensure equitable
distribution of refund monies to producers.

Ultimately, the costs of transportation on grain are borne in some proportion
by the farmers who produce it and the consumers of end products in the various
forms in which grain is found on grocers’ shelves. Farmers and copsumers are
at opposite ends of the economic chain. Intermediate processors, while providing
esselitial services, are generally able to shift transportation costs either up or
down the chain. But the producers must absorb at least part of the cost and
would not be protected by a refund system.’

Mr. Chairman, this concludes my prepared remarks. I will be happy to try to
answer any questions.

EXHIBIT A
Percent
of capac-
ity occu-
i pied at Rail
Cash prices per bushel pnnctpal grain
C/Hcar  Exports Barge interior . car
short- (1,000 loadings  Wheat+ Corns Soy- eleva- Grain load-
age! bu): (1,000 bu)3 beans ¢ tors? stocks 8 ings?
1970:
January.._._. —3,87 128,317 39, 396 146 126 , 974,055 _____.__
February_..__ —4,949 141,311 40, 159 - 146 126 259 .l
March.___._. —4,301 137,076 55, 989 145 124 -
Aprilo._..__ —3,544 135,749 59, 954 147 128 6,489,691 _______.
May__. 139, 267 50, 509 144 132 270 e
June_.. 132,140 €3, 515 140 137 281 oo
Sy 148, 008 63,434 138 138 4,331,092 ...
August 151, 388 57,081 147 146 279 .
September... —3,438 158, 856 55,038 159 152 S
October__.._. —4,110 197,211 72,659 158 142 290 __________ 4,717,524 _______.
November___. —3,343 176,463 62, 408 159 142 300 ool
1971December.._. —1,593 181,054 36 919 159 154
154,739 35,084 158 159 24, 609
153, 825 33,504 158 157 5,735
147, 864 58, 863 155 155 5,414
122, 844 53, 881 156 151 21,920
149, 025 33,324 161 152 0, 0C7
111,238 70, 964 183 157 24,823
129, 567 69,233 154 148 27,076
123,353 €9, 843 154 129 5 721
September___ —362 174,017 52, 940 153 116 21,963
October___.__ —+476 94,767 65, 858 156 110 29,073
November_.__ +551 151,343 78,811 156 107 9,185
lgnnecember..__ +4,850 193,073 55, 375 158 122 19, 810
January__.__. 43,598 151,375 55, 240 158 122 309 e 9,215,943 22,592
February_ +3,040 141,286 - 51,755 157 121 22,172
144, 565 67,745 158 122 24,148
163, 889 84,761 161 126 22 287
184, 217 75, 299 162 128 18, 800
183, 328 100, 697 155 125 4, 341
169, 534 52, 060 15 129 26,758
209, 082 103, 897 182 129 , 311
September.__ —1,502 209, 953 65, 118 210 140 ' 5G9
Qctober___.__ —2,932 238,262 99,753 215 132 31,682
November.._ —3,408 257,495 113, 525 225 133 , 270
]g7aDecember_.__ —6,438 261,817 65 875 262 157 31,643
270, 460 75,009 267 158 33,442
255, 807 94, 534 248 159 33,322
274,007 76,213 242 159 30, 654
272,262 55, 816 251 165 28, 554
300, 799 47,971 263 201 30, 547
299, 893 85, 952 269 242 32 634
293, 301 97, 4€4 250 252 35 342
224,609 97, 146 467 291 34 614
285,294 71,021 501 247 31 8e4
300, 925 97,787 467 237 32 €18
Noverrber.._ —13,346 336,512 123, 823 478 250 35,219
December._ .. ~11,032 298 033 £1,663 522 268 29, 37¢
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EXHIBIT A Cont.

Percent
of capac-
ity-occu- i
i pied at Rail
Cash prices per.bushel principal gratn
C/Hcar  Exports Barge interior car
short- (1,000 loadings  Wheat+ Corns Soy- eleva- Grain foad-
aget bu)2 (1,000 bu)3 . * ' beans¢ tors? stocks 8 ings 9
1974:
January______ —11,995 262,724 66, 587 568 290 617 o ... 8,196,111 30,396
February. —13,354 247,767 73,046 582 313 639 el 29,983
March_ . —10,944 270,027 10 77,975 501 299 623 e , 434
April —4,994 258,477 80, 000 407 269 5,204,303 28,048
May. —273 256,323 82,913 359 270 582 e 3,616
June_ +191 233,487 8], €66 405 293 oo 30,706
July_ —1,327 233,444 94, 587 436 335 2,598,911 29,41
August_______ +480 192,048 88, 405 433 363 ceeea.. 21,259
September_.. 42,999 180, 760 107, 475 435 355 . 22,173
October.__.__ —1,096 205,409 128, 887 494 374 3,086,153 30,212
November_.._ —2, 141 267 655 10 100, 000 488 348 e 30,637
1975December..._ -1, 140 271 495 80, 000 466 347 728 e 25,757
January_____. —1,184 294,255 76, 408 415 319 633 36.5 6,850,519 26,397
February. +368 246,750 76,992 393 296 568 31.8 -
March . 42,160 244,621 10 86, 000 369 290 556
April . 5,056 216, 162 94, 160 3€6 296 576
May. - -+11,608 166,571 55,113 334 282 523
June_ +10,242 190, '217 84,991 323 291 515
July_ . 1,626 239, 794 137, 105 361 295 558
August.______ +1,478 243, 866 90, 821 412 311 597
: . 126, 441 421 299 555
138,95 409 274 497
131, 110 371 259 470
328 205 350 259 459
1976:
Januvary 298, 697 116, 084 357 262 465
February 282,296 109, 061 381 270 474
March___..__ 292, 695 158, 610 381 268 466
April_ .. 296, 867 118, 525 361 268 471
May___ 273, 561 152, 381 357 284 521
June___ 294,784 169, 411 375 296 625
July .. 3 280, 634 116, 876 383 291 515
August - 281, 945 120, 640 331 287 630
September__. —3,350 270, 539 112,721 301 277 659
October._____ —6,662 363,637 127, 810 277 249 623
November____ —4,471 353, 341 158, 600 262 233 658
1977December._,_ +3 920 273 642 124,790 264 244 686
257, 862 81, 266 270 253 708
260, 365 61, 005 273 254 725
299, 540 126,784 263 252 833 51.9 .
300, 843 151, 098 252 250 974 49,1 6 055 424 22,592
281,948 137,725 43.3 R
245,682 145, 960
257, 031 125, 094
267,628 139, 082
September. __ —65 298,649 140, 602
October . ____ —5 558 286, 869 129,243
November____ —8,394 320,234 135, 457
December ... —7,050 313,224 149 062
1978:
January______ —9,170 267,674 102, 599
February..___ —17,805 301, 507 77,996
March.______ —28,388 333,722 129, 854
136, 616
171,765

! Average daily covered hopper car shortage (average), for all commodities, as reported by individual railroads to the ICC.
I~dTotaI inspections for export as reported by the USDA in the “Grain Market News”. Includes soybeans—does not in-
clude rice.
ISdTotaI barge loadings of grain as reported by the USDA in the “‘Grain Market News.”” Includes soybeans—does not in-
clude rice.
+ Average price per bushel No. 1 Hard Red Winter wheat, ordinary pratein, on the Kansas City market. From the ““Grain
Market News,”” USDA.
& Average price per bushel No. 2 Yellow corn on the Chicago market. From the ““Grain Market News.”
8 Average price per bushel No. 1 Yellow soybeans in the Chicago market. From the ‘‘Grain Market News.”
7Monthly average. “From Elevator Capacity and Grain in Storage at Principal Interior Ma:kets,” published by the
Association of American Railroads.
& Grain stocks in all positions, on and off farm, as reported by the USDA in *“*Grain Stocks.” Includes corn, sorghum,
oats, barley, wheat, rye, soybeans, and flaxseed.
PAverage cars per week. From stat CS-54A, published by the Association of American Railroads. Includes $oy-
beans and Rough rice.
10 Estimate.
113 weeks only.

31-890—78——4
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Senator Lone. Next, we will call Mr: William .. Jempsey, president
of the Association of American Railroads.

STATEMENT OF WILLIAM H. DEMPSEY, PRESIDENT, ASSOCIATION
OF AMERICAN RAILROADS; ACCOMPANIED BY RICHARD BRIGGS,
VICE PRESIDENT, DIVISION OF ECONOMICS AND FINANCE

Mr. Deuapsey. Thank you, Mr. Chairman. I have with me Mr.
Richard Briggs, who 1s vice president of the Economics and Finance
Division of the Association of American Railroads. We have sub-
mitted a lengthy written statement which I would like to have incor-
porated in the record. :

I will summarize it briefly.

Senator Lowe. It will be so.

Mz, Dempsey. I would like to compliment the gentleman from Iowa.
I thought it was an extremely constructive statement, not only for this
committee, but for the ICC for its consideration.

For reasons that I will indicate, it seems to us that one of the prin-
ciple obstacles to a solution of the service problems of the American
railroads right now are some recent actions taken by the ICC.

I want to begin with a consideration of S. 3260 and in that con-
nection, with the general condition of the industry.

Here T would like to borrow a statement that I have just read from
a summary of Mr. Church’s testimony. Mr. Church is going to testify
this morning, as you know. He says in this ssinmary that the ultimate
solution of the problem must include substantial improvement in the
service of both ConRail and the railroad industry as a whole. I think
that is indisputable. It seems to me that matters such as the car short-
age are in part at least symptomatic of the general inability of the
industry to provide the kind of service that the shippers want and
that is altogether traceable to the continued financial anemia of the
industry.

I would like to go to that first. We support S. 3260. But we don’t
think it goes nearly far enough. Now, 1977 was a pretty good year
for American industry in general.

But it was a perfectly dreadful year for the railroad industry. In
1977 the rate of return of this industry fell to 1.26 percent on net
investment. That wasn’t just a temporary phenomenon.

In 1975 and in 1976 the rate of return was 1.20 and 1.64. Two of
those 3 years it was lower than 1932.

I-would just like to compare the rate of return on equity in our
industry with other industries regulated by the ICC. Class I rail-
roads, 1976, the latest year for which we have figures. class I railroads,
1.8 percent. Motor carriers, 23.67 percent. Water carriers, 17.8 percent.
Pipeline compaities, 26 percent. And again, railroads, 1.8 percent.

‘We ranked dead last in a listing of 73 industrial groups. Things are
getting worse. The first quarter of this year, was the worst 1n the
history of the American railroads.

We end up the 12 mouths ending in March with a retiin on net in-
lvgstment of 0.6 percent, and that must be the lowest in all reported
ustory.

Now the ICC was charged by this Congress in the 1976 4-R Act with
doing something about that. The Congress directed the ICC—I am
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quoting now- . that act, quote, “to develop and maintain standards
and procedures for the establishment of revenue levels adequate to
cover total operating expenses plus a fair, reasonable, and equitable
profit.” )

Now, I would like to turn to what the Commission has been doing
in carrying out that inandate, because we think that not only has it
not been carrying it out, it has been entirely frustrating it. )

In the first place, the chairman of the committee, of course, is famil-
iar with our position on the interpretation that the Commission gave
the market dominance provision of the statute.

We think that the Commission gutted that provision and deprived
s of the kind of rate flexibility that the Congress intended to give us.

Most recently, let’s take another look at what we have had. On
June 28 of this year they handed down an order ex parte 343, which
had to do with the rate increase before this, a 5-percent general rate
increase last year which was designed not to increase the earnings level
hut only to cover part of ourincreased costs.

It would have fallen $150 million short, if granted in full, of cover-
ing our increased costs. The Commission, on June 28, directed the
railroads to roll back that increase on seven major commodity groups,
to make $25 million in refunds, and to lower our future revenues by an
estimated $30 million a vear.

Senator Loxa. Let me ask something. Is Mr. O’Neal still here and
lhis associates? Ave they still here, he and his associates?

I am going to ask that at the appropriate time that they come here
and respond to your statements. If yvou are wrong, they will have a
wood response, but if you are right, then they ought to take another
look at their situation and reconsider their position.

Mr. Dempsey. I would welcome the opportunity to have such a dia-
log with him and any of his representatives before the committee.

Senator Loxe. Because if you arve right about all this, I don’t think
that it ought to be just brushed under the rug. I think we onght to
lay it out in the open. have it out, and then decide what we think is
right about the matter.

Mr. Dempsey. That is whv I am laving it out hefore the committee
{his morning. When they took this rollback action. thev said that they
discerned in the 4—R Act an intention on the part of Congress to em-
phasize selective rate increases.

I just say to the chairman there is nothing in the act that so in-
dicates.

On the one hand. they gutted the market dominance provision.

On the other hand. thev found in the act an intent which is not there
to concentrate on selective rate increases, and I want to say further
that if we are required to do that, if that is going to be the policy of
the ICC, we are dead in the water.

We cannot in this period of horrendous inflation hope to recover
these costs increases, which are so large and which come upon us so
swiftly, by selective commodity—by commodity rate increases. There
¢ no wav we can do that.

If we are going to be barred from recouping these expenses through
oeneral rate increases, then we are dead in the water. In ex parte 343,
for examnle, we were trying to recover increased costs of $1.1 billion
cince the last previous general rate increase.
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Another indication that is disheartening to us is that the Commis-
sion is going to hold us to standards which we can’t live with—they
knocked down some increases in the last general rate increase appli-
cation. Tndeed, this seems to run contrary to what they said in the
other proceeding.

There we did apply for higher rates on coal. We applied for a 7-
percent increase on coal, 4 percent generally, except for 2 percent in
the South. There they declined to give us the additional 3 percent on
cogl.
% think it is very interesting that Mr. O’Neal says in his statement
this, and I read: “the statistics show that the only inhibition against
use of the previous yo-yo provision was where there shouldn’t be
any increases anyway, that is, where there is market dominance.”

If I read the Commission correctly, what they are saying 1s: Where
you do have some freedom to raise your rates, the Commission isn't
going to let you do that. There is another aspect that indicates that
that 1s the case, and that is on these commodities where the Commis-
sion rolled back the previous rate increases.

They evidently did it on the grounds that the rates exceeded 130
percent of various costs. Of course, variable costs are far less than
fully allocated costs. If you don’t meet fully allocated costs and earn
a reasonable profit, you go broke in the long run.

In the past the Commission has recognized that we must charge
higher rates on some commodities than others. That is a fact of the
economic market. That is a fact that we have to live with in this com-
petitive environment that we now face and that we have faced since
the 1950’s.

On January 31, 1978, the Commission sald that because of differing
demands and competitive circumstances, there should be greater con-
tribution from some commodities than others, but they apparently
have changed their minds on that, and they are going to hold us to some
cost-rate standard of 180 percent. And there, again, I say if that is
going to be the policy of the Commission, there is no way that they
can fulfill the mandate that this Congress gave them to increase earn-
ings in this industry to a reasonable level.

We are not even beginning to approach that level when we are talk-
ing about rates of return that we have now, What the Commission is
doing, I repeat, is to frustrate the intent of Congress. That is why we
think that S. 3260 is a step in the right direction.

‘But we recommend that it go further. We recommend that the zone
of reasonableness be raised from 7 percent to 15 percent, and that the
Commission be barred from declaring rates unlawful that fall within
this range of reasonableness. It would be 1llegal under section 1, not un-
der section 2 or 3, relating discrimination and prejudice, but under
section 1. :

We recognize that there has to be some kind of ceiling put on that.
and so we suggest that that rate freedom be given the railroads up to
the point where they make a fair rate of return. That is, where they
earn the cost of capital. Because we have concluded

Senator Loxe. What do you call “capital” for yonr purposes?

Mr. Dempsey. 1214 percent after taxes.

I have told you where we are, and we recognize there has to be some
limit, but we really have concluded that, based on recent actions by the
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Fot the only Ly that this industry is going to get its earnings up to
il poind that it can provide good service 1s-to disentangle the rail-
vondde (o the fullest extent possi%le from the rate regulation of the ICC,
whiln maintaining, of course, those kinds of protections that are neces-

to prevent discrimination and prejudice against the shipping
] vighil e,

e proposal is spelled out in more detail in my paper. That is the
heart of it. Those are the basic reasons behind it.

“ow, | would like to turn to the questions that were—that I was

lied (o respond to i connection with the car shortage. I may also say,
ivoway of an aside, that this march of the ICC toward more regula-
f1m not. only flies in the face of the 4-R Act, but also in the face of ac-

one that are being taken by other regulatory agencies, even without
congrressional mandate in other transportation areas, to bring greater
niarket freedom to those industries.

~enator Lone. As a matter of fact, the trend in the area where you
nied it the worst, where you need the freedom to operate the worst is
tor more regulation, Mr. Dempsey.

\Ir. Demesey. That is exactly right.

~cnator Loneg. The trend in the areas where you need the regulation
the least—let’s put it this way: In your area and in the energy area,
we omght to turn free enterprise loose to serve the Nation’s interest;
et {hem go to it and provide more service. But the trend seems to be to
pul more bureaucratic regulation and constraint on it.

[ the areas where it might serve a purpose to have more regulation,
fhe trend is to do nothing about it.

Mr. Demesey. Yes; I agree entirely.

And I may say that S. 3260 as well as the AAR proposal is keyed
to climination of the market dominance restriction—because there is
1o point in using the yo-yo provision in other circumstances, no point
(01l at all—that 1s why it has not been used.

Now, as to rail car shortages, this has been perhaps the worst car

lortage in history, at least so far as we can tell. I want to start out

v saving it 1s improving significantly. There is not any question about
thnt. I will not detain you with any further discusstons for the reasons
for the shortages, because Mr. Sullivan yesterday and the witnesses
today have amply covered those reasons.

I would like to give you one figure that is interesting, which indi-
vates how the pressuve 1s being relieved. That is this: That so far as

overed hoppers are concerned, the shortage is now down from April
I to July 1 by about 45 percent. So, that is a heartening sign.

I would like also to point out——

~enator Lowe. It is what?

\Ir. DeMpsEY. Down by 45 percent. Right.

ind T would also like to note that the railroads are now moving
mnre grain per week, more grain per week than we were in the record
linssian export year of 1978. We are doing a good job under very diffi-

It eircumstances. '

\s one of the witnesses said, it is really impossible to expect the

ilnstry to move two seasons of grain in one season.

I think we are doing a good job. And the same thing is true with

ol Our coal loadings are way up. We had difficulty right after the
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strike, in particular when the stockpiles were being rebuilt, but there,
too, the situation is becoming increasingly good. )

And then, so far as investment and costs, I would like to point this
out: There are huge investments being made in - railcars. There are
62,224 cars'on order. That compares to 925,270 cars last vear. It may be
the total orders for this year will research 100,000. The baclklog for
the first 5 months of 1978 is 48279 cars, as compared with 24,705 for
the same period last year.

T do also agree with the representative from the Department of
Transportation of Towa that it does not really make any sense eco-
nomically to-expect the industry or the shippers to malze large invest-
ments in additional cars to have them sit around idle for 6 months
out of the year. That is not the solution to the problem.

e is exactly right when he says what we have is not as accurately

described as a car shortage as an excess of demand. I think, really, the
kinds of things that he is talking about are the way which we ought
to be looling to solve that problem. )
" Now, your first question had to do with the ICC’s various car service
orders. I would like to endorse the statement made by the represenia-
tive made by the Department of Transportation of Towa—and I quote
him: “The fact is that car service orders combine some of the worst
features of government regulation. They are too inflexible to allow
carriers and shippers to devise their own best approaches to these
problems.”

A vepresentative of the Commission asked me the other day if I
thought the railroad people knew how to operate the railroads better
than the ICC. I don’t know if that is a rhetorical question or not, but
T have to say ves, I really do. And I would like to discuss with vou
now, in particular, as one example, the car service order. of which the
1CC spolke this morning, that is car service order No. 1309.

T will say that in the past, it has been our experience that the way in
whicly the Commission exercised its authority to issue these car service
orders has, by and large, been helpful. But that is not trme of some of
the more recent orders. -

We think that these orders have and will continue to exacerbate the
car shortage problem. As I say. I will use as an example car service
order No. 1309, which Chairman O’Neal said they were going to en-
force vigorously. T am not complaining about this order, even though
the Southern Pacific was fined $4.4 million and ConRail $2.2, or what-
ever it was.

In the first place, I do not think that those fines are going to stand
up. T do not think that those railroads really violated those orders. All
we have now are citations. Even if that were not the case, I am not
‘tomnlaining about that.

What T am savine is that T want. ta address the auestion of publie
interest in the distribution of cars. What I want to say is that car
service order No. 1309 is eoine to worsen this sitnation. The more
strictly it is enforced, the worse the situation will become.

That order reauires—I will put it in general terms. as Chairman
’Neal indicated—that order requires that cars he moved out of a
terminal within 24 hours of their receipt. That may sound like a eood
idea on the face of it. but it is reallv a terrible idea, as any operating
man on a railroad will be willing to swear to.
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It isn’t so much that you can’t do it. But if you do do it, you are
zoing to lessen the efficiency of the yard operation by a very large
nren.

The Commission may say, as was said to me the other day, “Why
Jiin’t you railroads complain about that order? It has been issued at
various times in the past.”

‘T'he fact is: We did not complain. And we will not make that mistake
agnin. It was never enforced as a 24-hour order. It was enforced only
m those circumstances where there really was cause to believe that
there was negligence on the part of the railroad.

We do not want to complain about that sort of thing. I do not want
io say that there never is negligence on the part of a railroad, or that
the ICO should not enforce n those circumstances. That is not what I
i sayimg. ‘ '

So, we let it go this time. When it was issued, we did not take it to
cot. But now, it is being enforced as a 24-hour order. and it never was
before, There is now an injunction out against the Southern Pacific
requiring them to move those cars in 24 hours. Thev are going to be
moved, but where they are going to be moved, nobody knows. -

1t would be like the traffic policeman : Yon put a mark on it. and out
they will go in the 24 hours. What you will not be able to do to the
extent that vou want to is to block that traffic. To block that traflic,
(hat takes time. It may tale more than 24 hours. '

What you are not going to be able to do to the extent that you want
to1s to have a runthrough train with power going throngh the next
ierminal onto the next line, because you are going to need that power
tomove cars, out in 24 hours, among other things.

It is in the interest of the railroad to get those cars out, just as mnch
as anybody else, certainly as much as the ICC. And what I am saying,
m short, is that this order bears no relation to the realities of "\’fll%
operations, just as the representative of the Department of Transpor-
tation of Iowa said. '

It does not provide the kind of flexibility that operating people
need in order to run a yard efficiently. It makes a lot of publicity. Tt
hits the headlines. If the Santa Fe—and Southern Pacific, which are
two of the very best operated in the country cannot comply, then I
can guarantee that no major railroad in the country can. .

The car service order that cuts back on the use of unit trains in the
shipment of grain is quite properly criticized by the representative
of the Towa Department of Transportation. I recognize the interest
in equitable distribution of cars, but I do believe that when the de-

partment of transportation of Towa says that in the period of emer-

veneles, such as we have now, we should not reallv he havine orders
out there that cut back on the efficient utilization of cars like that one
does, we should not really be doing that. That is what that order does.

Mandatory car service rules No. 1 and 2 have contributed to the
rurrent shortages. Those rules say that when a freight car is unloaded
on another railroad, it has to be sent back empty or loaded in the
divection toward the owning railroad. There have been a number of
rxceptions made to that order, and quite properly so.

Jut what we sav is when youn have a period of car shortage of this
-ort, those orders ought to be, if not entirely eliminated, ver;' sharply
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curtailed so that we do not have empty cars .nuffling around the
country.in the way that they have to under those car service orders.

Now, I would like to turn to legislation. The question is: Will there
be legislation that could be effective in improving car utilization? The
legislation that, would be most helpful would the kind of broad-
ranging legislation that would put us on competitive parity with the
people that we do have to compete with. I am talking about deregula-
tion so that we can respond to competitors like the barge lines. As
the representative from the department of transportation of Iowa
indicated, the rates of the unregulated barge lines, go up and have
been up 300 percent—and I think Mr. Sullivan testified yvesterday,
in the spot market, 350 percent—of their base tariff, that is going to
even up demand. And the question is: Why don’t the railroads do
that? The railroads don’t do that because we can’t do that because the
ICC will not let us do that. The barge lines can do that over lunch. We
hdve got to file 30 days’ notice with the ICC to have them go up and
30 days’ notice to have them go down. So, we have got to guess when
the peak periods are going to be, and we have got to guess right or
we are going to be dead.

This last time, if we had guessed, we would have guessed wrong,
because the surge came at a time that was entirely unexpected, so,
there again, if we are going to have peak pricing that is going to be
effective and put us on parity with the barge lines, it has got be peak-
and-valley pricing that, to the fullest extent possible, is free of the
constraints that the TCC imposes on us when we try that kind of
ratemaking.

There are other things that we think would help, and you are
familiar with them. We do believe that, in the tax area, if we could
get better investment tax credit relief, that that would be the single
most important piece of legislation that we could obtain right now—
higher investment tax credit, and refundable credits.

Because it just doesn’t malke any sense, when we are talking about
the desirability of increasing the ability of the railroads to do their
job, not to have that kind of assistance go to some of the railroads
that need it the most.

We could use some additional Federal assistance under the existing
provisions of title V of the 4R Act. I hope that, under the aegis of
l}h)/,[r. Sullivan, that that money will be more forthcoming than 1t has

een.

T do note here some difficulties that we have under customs laws and
regulations that may need legislative relaxation so that we can use
the Canadian and Mexican fleets. They have periods of surpluses, and
they would like us to be able to use their cars at that time. But we do
hagfe some inefficiency there, and that may require some legislative
reform.

Your third question went to seasonal rates. I think I have already
responded to that.

And your final question went to a “common ownership concept” for
covered hopper cars and gondolas. I think that that is an interesting
concept.

Trailer Train and Rail Box certainly have proved that we can get
higher car utilization with free running cars, no question. Based on
that experience, several major railroads have established what is
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called a “civ..inghouse” among themselves which permits the same
sort of thing among those railroads.

There are eight of them involved in that, now. At the end of every
period, they chalk up the debits and the credits and see whe owes what
company how much. And that has demonstrated an improved car-
supply situation.

So far as gondolas are concerned, we do have some agreements be-
tween pairs of railroads like the Chessie and the Norfoﬁi & Western,
or ConRail and Chessie, which permit the same kind of pooling ar-
rangement. It has proved to be workable there.

Tt seems to us that the pooling of gondolas could be a workable plan
and ought to be given consideration and expanded to additional rail-
roads. ‘

As to the pooled use of covered hopper cars, we have a problem
with because we transport lots of commodities in them, varying from
toxic chemicals to food products. We are not exactly sure whether a
pooling arrangement would work, but it is worthwhile considering,
too.

Mr. Chairman, I have already taken up too much of your time, but
that does conclude the remarks I intended to make.

Senator Long. You made a very impressive statement here. I asked
the Chairman of the ICC when he was here today if he thought that
they ought to permit a higher price for the use of cars. In view of
the shortage, why did they want to wait until 1979, sometime next
vear, for it to go into effect? Why not put it into effect, now?

I guess you heard his answer, did you not ¢

Mr. DEMPSEY. Yes.

Senator Lore. What is vour reaction to that situation ?

Mr. Denpsey. I may say, preliminarily, that I am constrained to
disagree with your desire that they act. even if wrong, because my per-
ception of their batting average 1s different than yours. On this ques-
tion, we generally have been in favor of higher rates.

Dick, would you like to comnient ?

Senator Lowxe. I don’t think that yon wonld object too much to
what I said about “acting even if wrong,” if you would take the rest
of it into account.

¥# thev find it is in error, change 1t.

Mr. Denersey. That’s right.

Senator Loxe. In other words, if they find that this order that you
are talking about is wrong, and you can demonstrate that it is wreng,
then change it.

Mz, Dearesey. I certainly agree with that. I perhaps have been too—
mavhe I am just a little bit too upset about these recent events. We are
asking—the Seuthern Pacific is asking the Commission to reconsider
Order 1309. T shouldn’t indicate that I think they have a precenceived
idea that they aren’t going to modify, if it can be demonstrated that it
is an unrealistic order.

Senator Long. Go ahead.

AMr. Brices. I think all T would add to that is whenever vou change
the per diem stracture, it has very unequal effects within the railroad
industry.

In other words, some railroads are creditors; some are substantially
debtors. Therefore, there may be more argument for socme sort of
graduated phasein, a period for new car hire rates to take etfect, than



