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INTRODUCTION.

The object of this volume is to explain the
principles that govern the traffic of railroads and
assign the latter where it belongs with the other
industries of the world. An understanding of
these principles is necessary to the proper govern-
ment of those who work for railroads.

The object of every intelligent, honest and
patriotic man is the attainment of that which is
best. What I have to say in regard to railway
rates and government control is actuated by this
desire. It is based on what is practicable and
true; on what is attainable. If it runs counter
to the opinions of the publie, or of those to whom
the public looks for information, I am sorry. Ido
not write from the standpoint of the railways,
but from that of an observer and student; from
the standpoint of one interested in the prosperity
of his country, and helieving in the intelligence
and uprightness of his countrymen.

Much has been said and written about the
Railway Problem. So far as rates are concerned

there is no problem not known to every student
(i)



iv INTRODUCTION.

of political economy. The same laws that govern
manufacturers and traders govern railways. Men
have sought to make the people believe that
there is something special about the operation of
ailways that invites arbitrary laws. The truth
of the matter is that air and water do not adjust
themselves to each other more naturally than the
rates of railways adjust themselves to the viei-
ssitudes of trade. Wherever they do not, the
case is exceptional and not more important or
worthy of notice than other exceptions to well
known prineiples.
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ECONOMIC LAWS GOVERNING RATES.

[NoTE,—This epitome of the economic laws governing rail-
way operations is a partial summary of the accompanying
volume, and to those who have not time to study the subject in
detail it will afford a glimpse of the conditions that govern the
traffic of railways.|

The office of a railroad is to facilitate travel,
and to bring producer and consumer together.
This is accomplished by the use of such mechan-
ical appliances as the arts of man have placed at
his disposal, supplemented by rates that come
within the means of the consumer and yet afford
a margin of profit to producer and carrier.

The appliances of railroads everyone may study.
They are such as traffic requires. But the prin-
ciples upon which rates are based are not so well
understood. A correct and general understand-
ing of them is, however, necessary to the pre-
vention of grave nu\underat(uuhngs between the
public and the carrier. Prosperity, ability of
consumers to buy, inducement to producers to
create, are all dependent upon a proper applica-
tion of the rate principle by railroads. No other
subject connected with trade is of greater impor-
tance. The principles governing it are very simple.
Rates must be uniform wherever conditions are
alike, and they must be just and reasonable. But

(7)



8 ECONOMIC LAWS GOVERNING RATES.

in determining what is reasonable, collateral
questions must be considered. Thus the car-
rier’s ability to perform a particular act embraces
all his acts, as he can handle designated articles
only so long as he handles other articles. Rates
cannot, therefore, be considered apart. They are
founded on economic laws, on what the article
will bear. Itisapparent that they are not equally
productive, yet unjust discrimination is not exer-
cised by the carrier. He does not conserve par-
ticular interests at the expense of others.

While rates must be such as to stimulate trade,
they must also be remunerative to the carrier.
It results from the application of this condition
that traffic which is not productive dies.

Competition is a potent factor in determining
rates, and is general in the case of railroads.
Thus, the facility and cheapness with which
wheat may be moved from India to Liverpool
affect the rate on wheat in every quarter of the
globe. They also affect the rates on substitutes
therefor, such as rye, barley, and so on. In so
far as this is so, it is apparent that competition is
only partially dependent upon the presence of
neighboring lines or other local influences. Local
competition, while valuable, is not enough to
enforce equitable conditions. It must be supple-
mented by the competitive markets of the world,
including the diversified carriage of mankind by
land and water. Richness of soil, facilities of
production, the price of labor and rates of local
carriers from points of production to places of
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general consumption, influence the charges of
other carriers in every quarter of the globe. It
is no exaggeration to say that sources of com-
petition among carriers are as numerous as the
divergent interests of trade. Because of this they
are self-regulative. Their errors of judgment and
sins of omission and commission are self-cor-
rective.

Competition is not the “life” of trade, but its
balance wheel or regulator. Trade cannot he
vigorous or healthy where it does not exist.
Supply and demand are the “life” of trade. Love
of gain and the necessities of mankind will keep
trade alive where there is no competition. But
competition sweeps away or reduces to their
proper level enterprises that labor under disad-
vantages. It is in no part the duty of carriers,
any more than private individuoals, to keep alive
unproductive industries or those requiring con-
stant succor; to do so would be to make one por-
tion of the community bear, permanently, the
burdens of another. Wherever competition pre-
vails, the fittest survive. It stimulates men to
great effort; develops their inventive genius, en-
forces economical methods, keeps alive interest,
leads men to personal sacrifices. Competition is
not an unmixed good. Its advantages, however,
outweigh its disadvantages. Its hardships are
mollified by the devices of men. Thus, those of
railroads are mitigated.

Local competition enforces special conditions,
but is supplementary to the general competition
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railroads labor under. Wise diserimination is a
necessary adjunct of the duties of carriers. When
denied, both carrier and community suffer.

Railways in the United States have suffered
greatly from local competition. While encour-
aged to compete with each other, it has been
sought to deny them the right to mollify their
strife.  Wherever railway construction is free,
owners should be permitted to regulate competi-
tive effort, and laws prohibiting it are destructive.
One of the devices of railways for preventing un-
due competition is pooling. Where it is prohib-
ited, consolidation of rival interests follows
when the adoption of other effective devices is
impossible.*

Competition between local carriers is beneficial
in many ways aside from its effect on rates. It

*The device of pooling has been vehemently opposed in
the United States under the belief that, if countenanced, man-
agers of railroads would take advantage of the public or cease
to try to operate except under this makeshift. This is a mis-
take. It should not be forgotten that they have never adopted
a pool, in any country, except with reluctance and only under
the most trying circumstances. No railway owner or manager
will willingly circumseribe his action. This was the experi-
ence in the United States during the short period in which
pools were permitted. They were never entered into except
with reluctance, and only when their presence beeame neces-
sary to protect the interests of the community and the carrier.
While the practice of pooling is advocated by economists as a
panacea for many of the evils that affect railroads subjected to
indiseriminate competition, it operates generally to the disad-
vantage of properties highly managed and equipped, and in
favor of those more potential as disturbing influences than as
carriers,
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insures better facilities, superior warehouses,
yards and grounds, adequate equipment and
suitable provision for the convenience, safety and
comfort of the traveling public. Local competi-
tion resulting in abnormal rates is to be deplored.
Only the natural markets of the world, conjointly
with carriers, afford self-regulative effort. They
are based on supply and demand, universal,
salutary and wise, the laws governing them
being so far-reaching as to preclude manipula-
tion.

The rates of railroads, being competitive, do
not invite extraneous attention. The objection
to laws that interfere with economic conditions is
that they must be so liberal as to be inoperative,
or, if agrarian, destroy the enterprise they are
designed to regulate, beside crippling dependent
industries. Thus, laws limiting the income of
properties place maximum earnings so high that
they are inoperative, or so low that they are
evaded or the service degraded, in which latter
case they are denied necessary support.

In the practical operation- of railroads such
rates are made as the traffic will bear. It is
probable that there is more or less business upon
which there is little or no profit; perhaps, mo-
mentarily, a loss. If on the whole the revenue
affords a fair return on the capital invested, the
property prospers; if, on the other hand, the
revenue is not sufficient, it languishes—is thrown
into the hands of the courts and readjustment
fixed to conform to earnings. The burden of this
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readjustment does not fall alone on the owners
of railroads; all other securities feel the effect of
the loss of credit, and private industries every-
where suffer. Thus, in disaster as in prosperity,
solidarity of trade is observed. Itis a misfortune
to a community to have railroads constructed
that are not productive. They cast a shadow
over every surrounding industry.

Private control of railroads is governed by
economic conditions of trade, and must conform
to its laws; safety of property and prospect of
gain enforce such conditions. Government own-
ership or control is desirable only so far as it
conforms to like conditions; only so far as it can
adapt itself from hour to hour to the changing
vicissitudes of trade. It must possess both knowl-
edge and practicability. Automatic action, such
as that attendant upon the enforcement of taxes
and the collection of customs dues, is not sufficient.
It cannot shield itself behind formulas oradroitly
conceived methods. It must be both creative and
adaptive. Moreover, only the wants of business
can be considered; action must not be hampered
by questions of public policy or administrative
needs. This adaptability and abstention we know
to be impossible to governments, and in so far as
this is so their management fails. Governments,
however, have a necessary and beneficient office
to fulfill; that of a supervisory force; the office
of inquirer and judge; the duty of allaying unjust
irritation; the correction of misappehension; the
settlement of disputes; the correction of acts of
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injustice or oppression, whether originating with
the public or the carrier.

Superiority of private control over that of a
government is due to the greater incentive of the
former; to the desire of gain; to the fear of loss.
Productiveness of property requires that it should
adapt itself to every need; that its management
should be far-seeing, prudent and wise. Govern-
mental management is lacking in immediate
concern; it is mechanical where it should be
inventive; indifferent where it should have the
fear of loss before its eyes; extravagant where
it should be economical.

Superiority of private management over that
of governments is not due to any natural superi-
ority of the employes of the former over the
latter, but to the fact that the former are im-
pregnated with the spirit of the owner, and are
subject to his commanding presence, practical
experience and exacting methods.

Mankind is interested in having railroads oper-
ated as cheaply as possible, because traflic that
does not pay cost of operation cannot be handled.
High rates restrict production and therefore
heighten cost to the consumer. Their effect is to
reduce the volume and profitableness of business.
They increase the price of food and clothing,
lower the wages of labor and lessen the demand
for the latter. In so far as governmental con-
trol of railroads is more expensive than private
management (and it is always more expensive)
all these evils are intensified. They are felt



14 ECONOMIC LAWS GOVERNING RATES.

alike by the farmer, manufacturer, merchant and
laborer.*

The science of transportation is said to be the
contribution of America to political economy.
[t was developed under a policy of governmental
abstention. Its further elucidation is dependent
upon a like policy. Its wisdom has been
demonstrated in widespread productiveness; in
growth of population and wealth; in unprece-
dented increase of agriculture, manufacture and
mining. There can be no question of its wisdom,
just as there can be no surer evidence of the
efficiency of carriers than constant and increasing
demand for their services.

The railroads of the United States and Great
Britain are the most efficient in the world. 1t is
due to the presence of the owner; to his genius
and authority; to his watchfulness and supervis-
ory care. The value of such service to those who
have no practical genius for business cannot be
understood. With them mechanical effect and
formulas have too often the same effect as vital
forces. They believe government employes to
be as capable as those who work under the
immediate eye of a jealous and exacting owner;

*The general principles here laid down for the government
of railroads were long observed in the United States. Under
them its railroad system became the greatest in the world in
magnitude and effectiveness of operation. Under them the rail-
ways supplied the people with transportation at the lowest rates
in the world, and under the operation of these nmatural laws
steadily reduced their rates. For confirmation of this, refer-
ence is made to the appendix hereto, showing the decline in
freight rates in the United States,
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that the same talent lodges in the clerk that is
to be found in the principal.*

The principles and methods that apply gen-
erally to manufacturers apply to carriers. They
are to be measured by normal standards only.
In times of peace carriers should be assured pro-
tection and impartial treatment. Intime of war
other and greater interests intervene, but such
occasions are exceptional, and in no wise affect
the general principles that owners shall be free
to construct, to own and to manage. Mutuality
of interests will prevent the privilege being
abused.}

*Thus a writer says: “It is curious how men still argue that
man in running a railroad, if left alone will act according to
natural law; but that man in running a government is some way
freed from the operation of that natural law and can work out
all the viciousness that is in him.”—Sidney Herbert, Observa-
tion teaches that the prosperity of the man whoruns a railroad
is bound up in the prosperity of the owner, while the man who
runs o government is responsible only, in a devious way, to a
shadowy principal—the people. That there are exceptions to
this rule, due to the presence of exceptionally able and consci-
entious officials, does not render it the less generally true.

+ The Interstate Commerce Commission of the United States
bears general testimony to this fact. It says: “It is freely con-
ceded that many practices of the carriers, and many of the
prineciples adopted by them in the establishment of tariffs and
classifications, which seem on first blush to be purely arbitrary
and unjust, are found, on examination, to be perfectly just, and
founded on the strongest reasons of public expediency and
commercial necessity. It is, indeed, almost wonderful, con-
sidering the arbitrary powers which the carriers (so far as mere
common law restraints are concerned) possess in the matter of
rate making, that the actual exercise of arbitrary and oppress-
ive action is so comparatively rare. The explanation is that,
while the restraints of the common law count for little or
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The operations of carriers are impartial and
equitable. Unjust discrimination is impossible,
because retroactive. Instances of wrong ocecur,
but isolated and infrequent. They should be con-
sidered apart and punished apart. Wherever
injustice exists it should be corrected, but a drag
must not be put on the commerce of the world
because of special practices of this nature.

The dream of carriers is a stable service, trains
that are safe, ample and rapid. These objects
are impossible if a service is not remunerative,
and no service can be remunerative if a com-
munity is not prosperous. The affairs of the two
are, therefore, mutual and reciprocal. The inter-
ests of railroads are never wholly selfish. Others
must prosper—the producer, middleman and con-
sumer.

America has been the Utopia of railroads. Its
low rates, commercial prosperity and colossal
development (the result of government absten-
tion) teach the lesson that the less railroad prop-
erties are interfered with by governments, the
better. Supervision is valuable, but when it
assumes to supplant private endeavor and inter-
est, is surcharged with harm.

(tovernmental regulation of railroads is a return
to the practices of medieval times, when gov-
ernors fixed the price of bread and meat. The
loss of confidence, the falling off in production,

nothing, the operation of economic and commercial principles
is constantly exerting a pressure which cannot be resisted, in
the actual as well as the relative adjustment of traffic charges.”
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the enhancement of prices, the general hardship
that followed then, will follow to-day from like
cause in the management of railroads. The
advantages of governmental interference are
fictitious. Railroads are self-governed, for the
reason, as already stated, that the commercial
interests they serve demand responsive effort.
Railway rates may be too low; they cannot be
too high. If too high, they cripple or destroy the
business they seek to foster. Great or wide-
spread commercial prosperity is impossible where
rates are not equitable. They are the connecting
link leading the producer to the consumer, and
when economically applied, as they must be
under natural conditions, stimulate and protect
every interest.

2 Vol.8



CHAPTER L

THE ETHICS OF TRADE, INCLUDING THAT OF
CARRIERS,

The principles that govern producers and manu-
facturers generally, govern railroads. But the lat-
ter feel more quickly than other property any fiscal
disturbance, because they are nearer the people than
any other industry ; because their relations are more
intimate ; the association of interest stronger and
more sensitive. Reciprocally, anything that in-
jures the business or credit of carriers, injures
other industries.

The commercial interests of a people are indis-
soluble.

Anything that injures one class, eventually in-
jures all. The source from which the injury arises
is immaterial, whether from unwise legislation, de-
nial of justice, over production, improvident man-
agement, or failure of crops. The effect is the same.

(19)
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The interests of the railroad companies and the
community are indistinguishable. Their objects and
aims are the same. Each is necessary to the other.
Each must perform its part. They are mutually con-
cerned that each should progress; that each should
be prosperous. They participate in each other’s pros-
perity, as they do in each other’s misfortunes.

The greater the interest that is stricken down,
the greater and more lasting the effect on surround-
ing industries. Witness a monetary panie, a failure
of crops, a prolonged strike, a disturbance in the
value of land. It is quite as marked in the case
of railroads, though the community rarely, if ever,
in such instance, trace the cause of their misfort-
unes to its true source. The prosperity of the la-
borer, merchant, land owner, manufacturer, and
farmer, can only be temporary if railroads are un-
remunerative. One class can not successfully prey
upon another.

Capital is exacting; its requirements cannot be
evaded. Without its confidence, improvements can
not be made, and those in existence languish and
die. In commercial affairs, enterprises widely sepa-
rated and seemingly having no connection, wait on
each other's prosperity. An attack upon one
recoils upon the other. The bond of sympathy is
complete.

Interference with trade destroys its equilibrium,
its natural adjustment, and this is as necessary to
its proper fruition as the equal distribution of the
forces of nature is necessary to their harmonious
action.
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The commerce of the world adjusts itself accord-
ing to natural laws. Any interference with these
laws superinduces artificial action, and injures and
retards trade. There are no exceptions to this rule.
Particular interests cannot be separated from others.
Thus railways cannot be singled out. They must
be allowed to prosecute their affairs in accordance
with the economic laws that govern such properties.
The disasters that follow refusal to recognize these
laws will not be offset, as we might hope, by tempo-
rary successes. They will occasion injury, through
the mistrust they will engender, long after the inci-
dents themselves have been forgotten.

Commercial and social prosperity go hand in
hand. The former is necessary to the latter. Rec-
ognition of natural laws, of equity, of the rights of
labor, of moral obligation, and of the duty we owe
society, is necessary to success in commercial affairs,
It is bound up in the success of railroads.

Trade must be allowed to work out its destiny, to
accomplish its ends in its own way, in accordance
with its environment and in harmony therewith.
We can not put it in a strait-jacket. This is true
of railways, of farming, of the manufacture and
sale of iron. A change in prices, say in the rates of
-ailways, can not be brought about arbitrarily with-
out subsequent injury, any more than we can
bring about a change in the price of farm products
at will.

Railways are based on the needs of the world.
They are a necessary of life. They require to be
untrammeled to attain their maximum usefulness,
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just as farming requires to be untrammeled. Noth-
ing but harm can come from interference with their
affairs. Their environment, the action of commer-
cial and social usages and needs, will secure their
equitable management.

Governmental regulations in harmony with these
conditions may be enforced without harm. No
others can.

The railway interest, by its greatness and benefi-
cence, merits our esteem. It answers a universal
want. It is an integral part of our being, of our
social and commercial system. It must conform to
our peculiarities in its government and affairs. This
it will freely do, if left untrammeled, but not other-
wise.

Railroads are not different from other trades that
respond to general needs. They are self-adjustive.
They are governed by what we may term God’s
natural laws—the laws of trade, universal, adapta-
ble, and just. All other laws are limited or acci-
dental in their application.

In every business definite knowledge of the influ-
ences likely to operate for or against an enterprise
is necessary to its greatest prosperity. Until these
can be ascertained, the enterprise languishes. This
being the case, we can estimate the injury that may
be done a community (though quite likely without its
being cognizant of the fact) by ill-considered legisla-
tion affecting great business enterprises like railways;
by denying them protection; by separating them
from other industries; by throwing around them an
air of mystery and uncertainty. A community may
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do the same thing by fostering a belief that the
owners and managers of railways are more selfish
than other men, less efficient, less patriotic, less
honest; by interfering arbitrarily in their affairs; by
seeking to make them subservient to other influ-
ences; by confiscating their revennes, wholly or par-
tially, through enforced reduction of rates, or other
measures. And yet this is exactly what is being
done to-day, more or less actively, in every quarter
of the world, but more particularly and especially
in the United States. In every direction the igno-
rant, fussy, idle, and vicious are stirring up strife,
creating distrust.

Assimilation and distribution are coincident in
commercial affairs. Thus, the collection of the reve-
nue of a railroad and its disbursement are simul-
taneous acts. Inmany cases the revenue is expended
in advance of its being gathered. The receipts from
merchants and others for transportation services do
not remain in the vauits of the carrier, but pass
back without sensible interlude into the possession
of the persons from whom received. The proceeds
of the check given by the grocer or hardware mer-
chant for the carriage of his goods, he receives back
directly, with its accretions, through the medium of
purchases made by the carrier, or those directly or
indirectly dependent upon him.

The remunerative revenue of railroads is largely
disbursed in improving the property or adding to it.
No portion is hoarded or lost. It passes without a
moment’s delay into the circulation of the world,
giving employment to men and adding to their field
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of usefulness, It is estimated that the direct outlay
of railways for labor is thirty-eight per cent. of
their gross earnings. This amount, therefore, is at
once returned to the community. Twenty-six per
cent. is refurned for taxes and supplies. A part
is paid out in interest, a part for dividends and for
the improvement of the property. Both interest and
dividends find their way without delay into useful
circulation; a part goes to pay for labor, and the
necessaries and comforts of life; the balance is used
to start new enterprises or develop old ones. No
portion is lost. The community derives benefit to
the utmost farthing.

This much by way of preface to a more minute
consideration of the question of railway rates and
government control.

CHAPTER II.

RAILWAY RATES —THEIR BASES, AND THE INFLU-
ENCES AFFECTING TIIEM.

Public injustice is the result of misapprehension—
rarely, if ever, of eriminal intent; it originates in
ignorance. The injustice railways have suffered in
the United States, at the hands of the people, has
been due to a lack of knowledge of the principles
that govern carriers. The owners of railways are
largely to blame for this. Many of them know
little about political economy, and, while they have
conformed to its laws, have not recognized its pres-
ence in their work. It is a common belief of the
public, that all that is necessary to make a rate is
the disposition —that it may be put up or down at
will. This is not true. Rates are governed by in-
fluences beyond the control of the carrier. Some
of these influences I propose to notice.

Those who have charge of the traffic of railroads
must conform in all they do to the laws governing
commercial affairs; otherwise their work would be
fruitless. They are practical economists. While
they may not have studied political economy, they
are yet thoroughly versed in its subtleties, so far as
relates to their business. They may not understand
the theory; but they understand its bearings, and
conform thereto in everything they do.

(25)
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The rates charged by carriers affect the cost of
everything we use. They appeal especially to the
producer and consumer. Each sees that the amount
is added to the cost. The subject is, therefore, one
of universal interest. Each day adds to its gravity.
It is a favorite theme with those who wish to catch
the public ear—to pose as reformers. The effort to
make the masses believe that, through legislative
action, they may arbitrarily regulate the affairs of
ailroads, without detriment to themselves, has been
persistent and adroit. The idea sought to be con-
veyed is, that railroads are something apart; that
their traffic is not governed by laws known to reg-
ulate other commercial transactions—to fix the price
of other commodities. The credence these misrepre-
sentations have met with encourages those who
utter them to pursue the subject. The outcome can
not be foretold. Railways, like other institutions,
are capable of withstanding a certain amount of
pressure—a pressure equal to their reserve. Then
they collapse. The subject is one of the greatest
importance, and worthy of careful examination—of
honest and intelligent action.

The rates of railways are governed by the same
laws that fix the price of other necessaries of life.
There are no exceptions to the rule. We can no
more change them arbitrarily, than we can the price
of fish or flour. The same principles govern in each
case.

In considering the question of railway rates, one
of the first questions asked is: What is a reasonable
rate? What may be a reasonable rate in one section
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or country may not be in another. The question is
purely a local one. It can not be generalized or
made to fit any formula. It is a practical, not a the-
oretical, question. There is nothing ideal about it.

In the enunciation of theories regarding rates,
the fact that particular railroads are intended to
serve particular districts is oftentimes overlooked,
and an attempt made to make them conform to the
interests of the country as a whole. This, practi-
cally, is the confiscation of private property to the
general public—the robbery of individuals and com-
munities to benefit other individuals and communi-
ties. It is wrong, unnecessary, and indefensible.
Generally speaking, reasonable rates are such as
enable carriers to furnish the accommodation the
communities they serve require; to keep their
property in repair; to pay necessary expenses; to
make a reasonable return on the capital invested.
The last named governs only qualifiedly, however.
The question is a practical one.*

*“To determine whether a rate is reasonable it is necessary, in
every instance, to go beyond the single article and consider the whole
subject of classification and the whole business of the carrier under
it. To challenge the charge for the carriage of a single article is to
challenge to some extent the whole rate sheet, and calls for careful
consideration of the question whether the rate to be charged to the
one article is out of just proportion, when all the circumstances and
conditions which the railway officers must be supposed to have had
in mind in making the classification and the rating are considered,

If policy or necessity requires the giving of unprofitable
rates as to one article, compensation is expected to be made by a
proper adjustment of charges in respect to others, . . . A rate
imposed upon any article of commerce may affect rates in distant
parts of the country, so that an intelligent consideration of the sub-
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So far as the use of mechanical appliances is
concerned, common carriers are not different from
other people. Their revenues are wisely disbursed.
When these revenues fall below reasonable require-
ments, properties deteriorate and companies become
bankrupt. The community suffers in both cases.
“The people want good railroad service, and they
ought to have it at fair rates; but to give them this,
it is needful that the road be kept in good um(htlon
and well equipped; that the trains be sufficiently
manned and well handled; that competent servants
be employed and fairly paid, and that the company
avail itself of all new appliances which are cal-
culated to make the service more speedy, more
convenient, or more safe. Good service and un-
reasonably low rates are antagonistic ideas; if the
latter are insisted upon, the former is not to be

ject will require study of the railroad situation in every part of the
land. . . . Relative charges between any one article of com-
merce, and the others which the carrier transports, are made from
considerations of policy and in the discretion of the carrier, so that
a rate may be, if considered by itself, unreasonably low or unrea-
sonably high. . . . Railroads, in the matter of rates, can not be
considered singly. When a road, favorably situated, charges but
reasonable rates for its own service, it may be impossible for a rival
road, which was built perhaps without any sufficient demand for it,
or which is unfavorably situated for successful competition, to main-
tain such rates as will give to it a corresponding return upon the
investment. It will be compelled to measure its rates by its more
fortunate rival, whether its stockholders receive returns upon their
investment or not, for reasonable rates to the one may determine
what the other shall receive, notwithstanding anything the manage-
ment can do or that can be done for it by the public authorities.”
—*“Fourth Annual Report, Interstate Commerce Commission,”
pages 16, 17, 20, 28,
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expected. Ma,ny times in railroad history it has
been found, oninquiring into the cause of some great

ailway calamity, that it was due to the fact that
some bridge had become weak, some tunnel was
insufficiently guarded, some machinery defective,
or some employe incompetent or wanting in vigi-
lance because of overwork. If the road was pros-
perous, the management would thus be shown to be
inexcusable, perhaps eriminal; but, if the road was
not prosperous, and for some reason the manage-
ment had been forced to make such rates as would
not give the necessary revenue for a safer service,
the blame for such a calamity may be fairly subject
to apportionment. The public can never be in the
wrong in demanding good service when fair rates
are wncu’lcd and an enlightened public sentiment
will never 01'1Je(,t to fair rates, when it is understood
that good service is conditional upon them.”” *

The rate influences the cost of railroads and the
outlay for operating.t It also affects the accommo-
dation.

It is never designed to invest more in a railroad
than its traffic will yield a return upon. Accommo-
dations conform to the price paid therefor.

If properties are not remunerative, capital will
no longer seek such investment. That already
placed will shrink in value. This shrinkage entails
hardship both on the owner and the community.
It is, however, unavoidable when not precipitated
by governmental interference.

# ¢« Second Report, Interstate Commerce Commission,” page 23.
+ When I speak of operating expenses, I mean, generally, working
expenses, taxes, and cost of maintenance.
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In practice, carriers oftentimes find it expedient
to do business that barely covers cost of operating.
This is so when maintenance of organization needed
in other directions is sustained thereby. Such in-
stances are rare, however. Except in cases of rate
wars, business is not done that does not pay a mar-
gin of profit over cost of operating.

While rates must be generally remunerative, they
can not be uniformly so. They are the result of
innumerable conditions, compromises, and adjust-
ments. The first tariff was constructed as a child
builds a highway of blocks. It did not remain
unaltered an hour. It was found that the traffic
determined the rate, and not the traffic manager.
His action was mechanical. He was merely carry-
ing out a law.

The rate must be such as to stimulate the effort of
every party in interest. The moment it does not,
business ceases. There must be present or prospect-
ive gain in every case. To determine whether a rate
is reasonable or not, we must take the business of a
carrier as a whole. If his gross profits are not un-
reasonable, particular rates are not unreasonable.

The rates of a railroad are the outcome of natural
causes. There is nothing artificial about them ; the
flow of water, the movement of the clouds, the
reverberation of thunder, the falling of rain, the
warmth of the sun, are not more natural. They
grow out of the action of men, are based on their
needs, on the worth of the thing handled. The
process is extremely simple, but because of its vary-
ing conditions is not generally understood. An able
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and fluent writer has written a book to make it
appear that the transportation system is artificial,
and is carried on mainly by ignorant, grasping, and
rascally railway owners and managers.* He assumes
rates are based on cost, and craves legislative inter-
ference because like service is not charged a like
price. He says the public “demand that the same
method of determining the cost of fransportation
shall apply to all classes alike, and that railway
managers must not have one standard for such
freights as they wish to favor, and a higher one for
those which they desire to burden. That all the
services of the railways shall be performed with im-
partiality, and at charges based on the same stand-
ard of cost.””t+ Underlying all he says is the studied
effort to make it appear that carriers are interested
in favoring particular industries; in breaking down
others. Nothing can be further from the truth.
They are absolutely impartial. He particularly
deprecates special rates and the opportunities they
afforded shippers. He devotes many condemnatory
pages to special instances of wrong-doing, among
others to the case of the Standard Oil Company.}
The benefits this great aggregation of capital has

*J. F. Hudson, ‘‘ The Railways and the Republic.”

1 His arguments are fanatical and misleading. His basis of rates
would exclude from the markets of the world the cheap beef and
grain of remote districts, because they cannot pay the same rate per
ton per mile for one thousand miles, that local producers can pay for
fifty miles.

t A corporation controlling the bulk of the output of oil in Ohio
and Pennsylvania.
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conferred on the community, he adroitly ignores.
The fact that sixty millions of people are able to buy
their oil to-day for one-hall what they would, except
for its enterprise, sagacity, and economical methods,
he passes by in silence. The merging in it of in-
numerable petty producers, and the avoidance there-
by of expenses for services, rents, agents, commis-
sions, and kindred outlays, he ignores, or esteems a
commercial crime. He would have had the govern-
ment keep each little trader alive ; have compelled
the people to support them, notwithstanding com-
petitive influences amply protect them from arbi-
trary exactions in other ways. It is apparent
from results that the industry referred to has been
managed throughout by sagacious and prudential
men, and that the people have been greatly benefited
thereby. Government interference at any time
would have been unwise. It would have kept alive
myriads of middlemen, a dead load fastened on the
back of the people. The benefits attained are not
lessened by the fact that men claim great wrong
has been done. In the good accomplished we see
the difference between theory and practice ; between
sense and foolishness. There was nowrong. It was
purely imaginary. There was no oppression. A
few sharp traders were overreached by other sharp
traders. That is one of the incidents of trade, and
out of it good arises. It eliminates the drones. The
community is benefited. And so it has been gener-
ally with all the practices of railroads.*

* T bring up the case of the Standard Oil Company here, and thus
prominently, because it is ecited in the United States as the most
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If every sin atfributed to railroads were true, all
their shortcomings would be but as a grain of sand
in the sea, a star in the sky, compared to the good
their unrestricted management has conferred upon
our people. I use the word unrestricted advisedly.
Railway owners are not different from other traders.
They conform to their surroundings. Their methods
are the same as those who haul by water. The rates
they charge adapt themselves to the law of supply
and demand as naturally as does the price of corn.

The rates of railroads can not be the same from
month to month, or year to year, any more than
they can be by water. They are the center of con-
flicting interests, of incessant fluctuations. Those
who advocate legislative interference would change
all this. They would substitute for this natural
world an artificial one, a world filled with block
houses, wooden horses, impossible men, impracti-
cable theories. They would sweep away that which
is good because evil has attended it; would make
the government the instigator of commercial enter-
prise, rather than business men; substitute auto-

glaring instance known of railway diserimination and injustice. The
country has rung for years with condemnatory speeches, editorials,
and enactments based thereon, If, however, all that has been said
were true, it would only be an exception, an isolated instance, some-
thing special, and not by any means sufficient ground upon which to
predicate wholesale warfare upon carriers. As a matter of fact,
however, the action of the railways in connection with the Standard
0il Company was involuntary, unavoidable, and natural; was such
as the necessities of business required, and the needs of the com-
munity demanded. Their action was not predicated upon a desire
to please the Standard Oil Company or benefit it, but upon the neces-
sities of the case.

3 Vol. 8
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matic action for genius. When they have achieved
this, they “look to see the great principle of com-
petition work so freely that wild fluctuations of
freight rates, the injustice of special rates, the
restrictive influence of pools, or the creation of
monopolies, and the crushing out of independent
industries by diseriminations, become as impos-
sible on the railways as it is upon our lakes, rivers,
and canals.””* The pictureis beautiful, but mislead-
ing. The so-called evils are really blessings, and
attend transportation by water quite as much as by
land. They are the natural tools of commerce, are
such as facilitate trade, and should be fostered and
encouraged, not condemned.+

Every kind of competition in trade is beneficial.
That of carriers is no exception. Particular proper-
ties or neighborhoods may momentarily suffer, but
the result will, on the whole, be good.

The money that active competition loosens is not
wasted, albeit superficial lookers-on esteem it so. It
sets in motion forces impossible to animate in any
other way. The perfection of the railroad system
of the United States is due to it. Managed arbi-
trarily by a single man, or by the government, it
would not be what it is. It would be tyrannical, in-
adequate, and ineflicient.

The wastage of competition is only apparent. It

# J. F. Hudson, ** The Railways and the Republic,” page 23.

$ I use the terms “ commerce” and “*trade” in a general way.
They imply buying and selling, bargaining, the effort to make money,
the interchange of products and commodities, and include all the
agencies incident thereto, such as transportation and warehousing,.
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is returned tenfold in the intense activity of men, in
multiplied interest, broadened intelligence, new in-
ventions, new industries, increased trade, increased
consumption, cheapened processes. This is what
active rivalry between our railroads has brought us.
The future holds out equal promises, but condi-
tioned upon our allowing the capital invested in
railroads to manage its own affairs in its own way,
conformably, as heretofore, to the greatest good to
the greatest number.

The relatively small profits that carriers realize on
competitive traffic (discriminating business, so-
called), is thus measurably offset by its stimulating
effect. The smallness of these profits is explained
by the fact that they must be shared with the ship-
per. Mutuality of interest is present here, as it is
everywhere else. Its operation is as unchangeable
as cause and effect. While the fruits of competi-
tion are wholesome, its processes are curious,
oftentimes apparently absurd.*

Wise saws and instances, actual and hypothetical,

* Thus, Mr. Hudson thinks it extremely ridiculous that iron
should be shipped from Pittsburgh to New York, to be there re-ship-
ped through Pittsburgh to points in Texas, the object in shipping to
New York being to get the benefit of the competitive rate by water
from there to the Texas coast. Just as if the shipper in Pittsburgh
could expect to get the benefit of the New York rate unless he
is on the ground! Can sophistry or legislation put Pittsburgh on
the same footing with New York, so far as the advantages that the
latter enjoys from transportation by water along the coast are con-
cerned ? Manifestly not. The advantage is a natural, indisputa-
ble, inalienable one, and one that can not be corrected by extra.
neous action without endangering the whole commercial edifice.









































































































































































































































































































































































































































































































