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APRIL 5 , 1973 . ' 

The Nation is fortunate to have such a fine 

organization as the Transport~tion Association of A,~erJ.ca . 

Your willingness a.nd ability to provide a forum where the 

Northe,ist rz.il problem can be considered thoroughly and 

openly by those who have so much at stake is most corr.mendable . 

Thougl:. perhaps it :r.ay not have b~en publicly obvious , 

for about t.:1e last eight weeks I ' ve been working very har.d on• ( • '"' 

your cclJ.c~ctiv0 benal:: . Other than c1n occasional free lunch , 

which I appreciate , what I now ask in return can be expressed 

in four phrases : an open mind , a ·willingness to set aside 

special .interests and seek out the National interest, a 

resp8ct for t~e abilities of t~e free-enterprise system, and 

the courage to move ahead . 

I've been working hard on your behalf , as well as 

that of all others who are affected by the Penn Central 

pro'.~lcm , because I feel auite strongly that some very •larc;e 

-:: ... i ssues are on the table . I fear that if we ' re not careful 

https://A,~erJ.ca


-2-• ( 
historians of a .ilecade or so hcnse may be pointing to the 

rail ~risis of 1973 and saying, "From this crisis-borne 

beginning the Federal involvement inevitably reached further 

and fur~her into the operations, financing, and policy 

making of the Northeast rail system until there was finally 

no alternative to nationalization of the full system. And, 

of course, this step soon drove other previously healthy 

competitors to a similar fate .... " I need not pursue this 

avenue, for I ' m sure all of you are aware of the dangers 

• of trying to be a "limited partner" with such a pO\-lerful 

and ponderous entity as the Federal government. rt•~ an 

unfair match . No one can emerge a long-term winner. 

Viewing the future more optimistically, let's hope 

that the historians will really say that 1973 marked a 
, , 

turning point for rail--that in 1973 rail started the long 

road back toward good economic health--and that 1973 signaled 

victory for private enterprise. I believe that it can be 

done and , in fact , that the Nation can ill afford anyth_ing 

else . Our objcctive--and your objective--must be to find 

the way to make it happen. 
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The rail .report that the Department of Transportation 

issued on March 26 was, we believe , a proper beginning . 

Admittedly much was missing in the way of necessary detail, 

for we felt it essential to concentrate on procedural 

conccpts--the road map, so to speak--and on getting oft on 

• 

. the right first step. Once \ve' ve started these cu.rly r icr:1t 

steps we will then be able to bear down on the operational 

details. nut \vhile we expect give and take on the details, 

at least we ' ll know we ' re on the right road and have a 

dependable map to guide us. 
~l_. Before discussiDg sc~G of th8 details of our proposal , 

perhaps it's worth a brief pause to clarify what we did not 

say. We did not say, contrary_to_onc newspaper, "that all 

the problems can-- and indeed must--be solved within the broad · 

framework of the private sector ," or , contrary to a news 

magazine , we did ·not say that "this problem can--and indeed 

must-- be solved by the private sector." The differences 

between what we said and what those quotes imply make us 

sound a bit like our economics are coming out of the 19th 

Century textbooks. Such an implication is dead wrong. 

I 
\. 



- 4-• 
' What we s.aid requires a quote of a full p aragraph 

(from page 5 of the report) : 

11 h1 ithout question we face a short-term rail crisis 

in the Northeast . Six of the rail carriers in this 

area are in bankruptcy, and the dominant onc--t}1e 

Penn Ccntral--is on the verge of Court ordered 

liquidation in order to prevent further erosion of 

the creditors' estates . Correcting this short-term 

proble:n will require cooperative and public-spirited 

action by aJ.l parties involved--Congrcss, the 
~• ( 

Administration, regulators , labor , creditors, 

shippers , and the courts . We believe that the 

problem can--and ir.deed must- - be solved within the 

- · 
~_road framework of the private sector ." 

I read these words to say (1) that the short-term 

problem is clearly serious , (2) that all affected parties-

including the Federal government-- must work together to find 

the way out, and (3) that the solution must be found within 

the-broad franework of the private sector. We believe this 

,approach properly protects both the essential public interest 

and our priva~c-sector rail transportation system. 
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•rurning t? another key potnt, I doubt t hat it's 

_necessary to restate here our reasons for concluding t.hat 

the Nation's rail system is neither dead nor dying, though 

I find this to be a common public misconception. 

Over-generalizations come easy, I guess , and the tendency 

to conclude that the problc:ns of the rail cc;,1pc1nics in the 

Northeast: are irreversibly the problems of the rail companies 

of the nation is understandable . But such pessimism tends 

to unnecessarily cloud thinking about po~siblc solutions, and

I urge you to seeJ~ ways to turn it to thoughts of optir.1ism.• (_ 
To use Clement Stone ' s phrase , let's se0k the proper 

~ 

"posit~ve 

mental attitude." 

Imd why not be optimistic? Our analyses indicate 

that the· Northeast area now has adequate freight business, 

plus long-term prospects for growth , that will clearly support 

one or more new private-sector rail systems designed out of 

the assets of the six bankrupts . It also indicates that, if 

properly structured , these new systems can move the vast 

majority of this freight business more efficiently an4 at 

lower costs than the present over-burdened systems. And, 

most importantly , it suggcsts that the capi_tal for this new 
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entity (or entit_ies) could , in ti.me , come from the ~.riv-ate 

capital market, just as does the capital that is YJ::}W :r-a:ised 

by the Nation ' s healthy railroads. 

W11at is needed , of course, is to figure out 1h!Dw t.-o 

get from where we are to where we want to be . Ot.u: :FWIDpi:,scd 

procedure is an effort to outline one workctble plu., c»i: 

action--to create some machinery and to oil the 1:J1:,-!.L""'.'S

Touching o:-i only the highlights, the plan 1:i-;;,;m1J..y1,es 

these steps_. 

Using freight and passen:;er traffic forec·ct:"'.t.:s 'f.cr .., 
each c1rea in the i\01.·thec,st, the Department of Tri•IXSJ)Llrt:al:.ion 

would identify Core Rail Service for the region . 1J~b:e service 

would be based on the conce?t of long-term econorn:.1-r .er£.iciency 

i n the use of transportation· resources . During t :he '.9::0 or so 

days following enactment of legislation , the Sec:r e:t,;i:ry ·would 

prepare a preliminnry report identifying the Core ~~~ l Service . 

Following a period of public co::nment , final select.ifo~l!.L'B,. .free 

from judicial review , would be made . 

The enabling legislation ',,JOuld authorize the 

establishment of a new for-profit private corporht'°.:t(C]D,, 'l-Mlose 

Board of Incorporators , appointed by the President, m.o'D.ld 
\. 
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select assets f:r:·om the bankrupt carriers needed to provide 

the Core Rail Service and such other stc)rvices as they deemed 

desirable. Bankrupt railroads would be permitted to ter1ninate 

(but not abandon) rail service not included in the Core System 

within a specific time period and without ICC approval·. The 

new corporation would also afford viable ru.ilroads, shippers, 

communities and others the O!)portunity to provide ::or the 

continuation of service not included in the Core by co~pensating 

either the ;bankrupt roads or the new corporation. 

The corporation •,,;ould then proceed to design 1.n 
t"(• C 

specific details one or more rnil syst0m in the Northeast 

based on the Secretary ' s Core selections . In designing the 

system the Board would apply t\-:o eri teria : economic viability 

o f each ··element of the system (or systems) , and preservation 

of rail service competition in high density markets. After 

the Secretary approves the Board ' s proposals as to meeting 

overall criteria , the Board would acquire the facilities and 

equipment of the bankrupt roads through negotiation with the 

estates and others. We believe the value of the Core · asscts 
·-:-:-······· --
.. . 

as a going-concern would exceed thbir uncertain value under 

protracted and piecemeal liquidation--that its ~sent value 

as a profitabl0 railroad ca:1i10~ hC:lP but snrpc:l.ss i.ts 
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stretched-out li9uidation value . : Consequently , we believe 

• 

..that the trustees would find it in their best interests 

to work out equitable agreements with the I3oard in the 

specified time periods, and that the Courts would agree 

with the settlements . If the Board designates more th~n 

one new system, the Board would establish as many additional 

corporntio~s as are required to run the systems . Alternatively-

and stiliject to guidelines on competitive balance and negotiations 

with other carriers--the systC:'ms might all become part of 

on-going rall companies . 

(_ ~ 

'f"ne stock of the new corporation or corporations would 

be placed in escrow until it could be allocated equitably 

and distributed to the bankrup-';: estates . Following this step 

the new ciorporation or corporutions would hire managements, 

employees , ·raise capital , and take over the operations . At•··•······· " · ··•··········· .............. 
' ........... . . 

this point, track not included in any continuing rail system 

could be abandoned without ICC approval . 

Without doubt the transition to a streamlined rail 

sys~~m i.n the Northeast ~ill cause strains and dislocations 

·::::-·:·. to three mc-.jor groups--the bankrupt carriers themselves, 
... 

their employees , and the affected shippers . In our plan 
r 
'-
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we have outlined a few of the ways to handle these problems . 

They include such possibilities as speciul tax treatment for 

settlements of claims of displaced eraployees, a carryover of 

the tax losses of Penn Central into the new corporation or 

corporations, and time for shippers to arrange for alternate 

service where previous rail service is no lo:1ger avu.ilable . 

Additional plans to deal with problems caused by displaced 

l abor and the problems of co1.uiltmitics and shippers can best 

be developed following better unc1erst~nding oft.he numbers 

involvE:d and the extent of the dislocations. We arc wo1~king• ( on these pl<lns . \'le have not prescribed a formula for 
~ 

wholesale abandon~ncnts , but rather a sradual , carefully planned 

process of moving from an over-burdened system to one that is 

more appropriate to the realities of today . 

Viewing our overall proposal broadly , I would summarize 

it by saying that we are offering a one-time procedure for 

moving ahead--c1 procedure that protects the ·broad public 

interest and calls for maximum private sector involvement . 

By offering sufficient incentives for cooperation we bc}ieve 

.:-:-:-.:-------- the affected parties can reach reasonable and fair agreements . 
... 

All will have t·o give a bit , but in the long run all will gain . 
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, l·Jhilc ,,:e think Uiat this approach c,m lead to an 

eventual solution to the problem of t11e bankrupt roads in 

the Northeast, we must also c:i.ddress the regulatory problems 

which fc:tce all railroads and which must bear some of the 

blame for this crisis. ,,;e believe that the modernization 

of long out-dated regulatory procedures is a necessary step 

in improving rail • s long-terr.1 health and competitive strength. 

Clearly the rates of return for even the healthy railroads 

are too lo•,,• by almost any sta:1dards . I recognize that some 

of the proposed rcgulator.y c:-iangcs may uppea:r. to be ..,• C 
Um\larrantcd intrustions into the status quo. But , in 

response , I must ask : Who , in .the rail business, is really 

happy with the status quo? 

I ~~ill list our regulatory proposals only briefly, as 

they are outlined in more detail in the report . We recon.inend : 

l iberalized procedures for rail abandonment 

of uneconomic routes; 

procedures to make rate-making more flexible; 

the elimination of S!:)Ccial rates for Federal 
~ 

, 

state and local governncn~s ; 

' 
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modifying the antitrust immunity of ru.il rate 

bureaus; 

providing new procedures to s~nplify merge rs 

and encourage the acquisition and joint use 

• 

·of common facilities and to promote intermoda.l 

ownership; 

permitting liberalized entry of motor and 

water carriers to fill gaps created by rail 

abandonments; 

eliminating <li~;crirni'natory state and local 
( ~ 

taxation of r~il assets; 

eliminating delays iri state approval of intrastate 

::. :;:::::::: ratef; that coordinate wi.t.h changes in interstate 

~~ rates ; and 

amending Section 77 of the Bankruptcy Act to 
.......... .... 
.............. 

give courts adequate authority to act promptly 

and rationally to solve the problc:ns caused by 

r ailroad bankruptcies. 

So much for details . As a concluding comment let 

me touch on three broader issues . 
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First, I _recoc:;nizc that otlhcr Northeast rai 1 !}d!:r>po:sals 

have been made and more ·will certainly continue tID be :m-aB.e. 

The merits of each should be looked at carc£uJ.11:.'o/,, .mm:~ a.'S 

you arc ·aoing today. But as you ma}~,; this rr:~'V.!l\fW -~'-1!'1. :ma.:stt:: 

also look carefully at these questions : 1·Jho 1 -s :l:<!:'ilc.·ig, c.mlL].erl 

upon to bear the costs? Are these burdens ~~tt.2..:1r,:On:??? ~IE 

the long-term problems really being solved a:i>.i! ca:ro.1:· ciIT§' :orr:,11.y 

being swept aside? 

Second, as you rcvic,.v plans that cal.l :f-nn ihi.ii15 rYJ:':WI 

Federal outlays you must also ask : 

~• C ca11 npon the Nation to shoulder a new massi'-"::· tl'iil?.l.:ti:~'rn<r7 

burden just at a time \·1hen we I re all straini:n..g '.t©' :tn,..'.J~ t:be 

line on spending--straining to find ways for t'u.1£ t.nt:r.ni:ct::.:r_:f to 

live wi~nin its means? President Nixon was t.t.c.,':t ":!1E-~2l•~d 

by voters who wanted higher taxes and stepped- L'!J>' il:r1:f-].;at.:i<0n. 

The majority said': "Control inflation and hold il.'.ova:i tt:a::~e:s." 

And that is precisely what the President is tryin9' very bard 

to do. But with Congress responding to the pressures --o:£ the 

minorities whose pet programs arc in danger- -r<'!rS'J'.)'{'Jni:Li-r;-s by 

trying to add bill ions of dollars to Federal sp:r;ndi1.:n;;1--itn s 
·•···· .... 

a most difficult job . Though it. ' s often lost s.iitj"trt: im± :iLo 
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the heat of the ~hetoric , next yciar ' s proposed r'odcral 

budget is actually up- - from $250 billion to $2G9 billion . 

The President bclie,;es that that ' s as much as the country 

can possibly afford . This is ccrtair.ly not the time to 

come up with more programs that add to the fires of 

i nflation and perhaps trigger a.n unv..antcd increase in 

t axes . 

• 
Finally, let me note · thc1t , because of this rail crisis, 

t here may never be another time in your organization ' s history 

that you have the opportunity to J?luy suc:1 a leadership role 

( 
i n sh~ping the kine of transportation system you want and the 

Nation needs . I strongly urge you to accept this challenge. 

Let me c lose as I began : Let ' s work together , l et ' s put 

.. -
special interests aside , and let ' s get moving . 
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