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Mr. Chairman and G-entlemen of the Committee :

It would be impossible to treat in a brief space of time, ex-

haustively and in a deserving manner, a subject so complicated

and of so mucli importance as that under your consideration,

viz. : the enactment of a law " to regulate Interstate Commerce and

to prohibit unjust discrimination by common carriers^ I do not

propose, therefore, to weary you by the consideration of all the

details of this subject, which embraces nothing less than the solu-

tion of the so called "Kailroad Problem," but shall briefly refer

to the general principles involved, and point out the difficulties

which are encountered in its practical solution, and show how it

can and how it ought to be solved, and prove that the proposed

measure is entirely inadequate to accomplish the desired end.

It may be proper here to remark, that the railroad companies

are not hostile to the intended object of the bill ; on the contrary,

they are exceedingly anxious that it may be attained. They are

only opposed to the proposed measure because it does not and

cannot reach the evils which it intends to remed}^, and because

its enactment into a law will complicate, rather than aid in the

solution of the railroad problem. The railroad companies are

now themselves earnestly engaged in solving this problem with-

out the aid of Congress ; and during the past year great progress

has been made in that direction, an account of which I propose

to give hereafter.

To form an intelligent and just opinion of the effect and

merits of the proposed measures, it is first necessary to clearly

understand what are the evils to be remedied by this bill.

It will be found that the complaints of the public are directed

against the commercial management of the railroads—the charges



made for transportation service, or the adjustment of the railroad

tariffs. We hear of no public complaint against the technical

management of the roads ; and it may be said with some pride,

that as regards the accommodations and facilities furnished to the

American people, the safe and prompt and economical transac-

tion of the passenger and freight traffic, the management of the

railroad in this country is superior, or, to say the least, not sur-

passed in any other country. A passenger may traverse the con-

tinent, from the Atlantic to the Pacific Ocean, while almost enjoy-

ing the comforts of a home. Freight is being shipped from and

to the remotest parts of the continent with great expedition, and

without subjecting the shipper to the many annoyances and in-

conveniences which are experienced in other countries. These

results have been secured partly through the consolidation of a

number of roads into long lines, or large systems under one

control, or through the co-operation of the many yet existing

separate railroad companies, by which unity of management,

so necessary for the proper transaction of business, has been

practically secured.

The solution of the railroad problem in this country is, there-

fore, confined to the satisfactory settlement of the tariff ques-

tion, and may be stated in a few words, to consist in the attain-

ment of the following objects :

1. To establish a reaso)iabIe and equitable railroad trans2')ortation

tarifffor the luhole country.

2. To maintain this tariff with the greatest possible degree'ofper-

manency.

I purposely state the problem under these two separate heads,

as it will simplify its consideration.

The solution of the first part of the problem involves the con-

sideration of these questions :
" What is a reasonable^ equitable and

justly discriminating railroad tariffT' It is held by some that a

tariff, in order to be reasonable, must be made in exact proportion

of the cost of the service performed ; but then the question arises,

" What is the costT and this is a very difficult question to answer.

In some instances the cost of transporting one ton of freight one

mile may only be one-tenth (1-10) cents, and at the same time, on

the same road under different conditions, it may be as much as



ten (10) cents or more. To make even an approximate estimate

of the cost in any given case is a work of great difficulty and

complexity, and strictly to comply with the condition that a rail-

road tariff, in order to be reasonable, must be based upon actual

cost, and must be made in exact proportion to cost, is an im-

possibility.

It is equally as difficult to answer the question, " What con-

stitutes just and unjust discrimination T^ It is conceded that

discrimination in transportation charges must be made ; but

when are such discriminations just and when unjust ? In order

to ascertain this we may apply this test : A tariff is just when

under its operation one shipper is not injured at the expense of

another, and when like charges are made for like services. It

would, however, be in vain to search for one general principle

applicable to all cases that occur in daily practice, according to

which we could, a jmoi^i, decide whether a railroad tariff compHes

with these conditions or not.

For example, the principle that transportation charges should

be made in exact proportion to the distances over which goods

are carried, generally known as the pro rata principle, is recog-

nized, in the abstract, as correct, and in a great many cases can be

and is being acted upon; but it is not of universal application,

because it comes in conflict with the principle already mentioned,

which is also recognized as a correct one, viz., that a tariff should

be based upon the cost of transportation. Kow, as the cost of trans-

portation per unit of measure and distance is greater for shorter

distances than for longer, also greater for smaller quantities of

goods than for larger, the pro rata principle must be modified or

abandoned, at least to the extent that the cost of transportation

may require it. And so in regard to the equality of charges for

like service. A railroad company may charge twice as much
to one shipper, per 100 lbs., as to another for the same kind of

goods shipped from the same point to the same destination, and

yet this, in itself, is not proof of unjust discrimination, as the

quantity shipped by one may be comparatively small as com-

pared with that shipped by the other ; and the actual cost of carry-

ing the smaller quantity may be twice as much per 100 lbs. as to

carry the larger quantity. It is, therefore, necessary to take the

cost of the service into consideration to determine what consti-
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tates like service ; and here, again, we meet the difficulty of

determining what is the actual cost in each case.

But in a great many cases the pro rata principle, or the prin-

ciple that tariffs should be made in the exact proportion to the

cost of service, must give way to other and more important con-

siderations. The value of the articles to be transported, and their

prices in the different markets in which such articles are to be

exchanged, determine most frequently the transportation charges,

regardless of the cost to the carrier or distance to which the

articles are to be carried. So long as there is any profit at all to a

railroad company in moving certain articles of commerce, no mat-

ter how small that profit may be—either to meet competition of

markets or of other transportation lines—railroad companies

should not be obliged to refuse to carry such low priced freight,

because they cannot afford to do the whole of their business at

so small a profit. They must be allowed to make greater

charges on articles which can bear higher rates of transportation,

and disregard the principle that charges should be in exact pro-

portion to cost. They must either do this or the articles which

do not stand the higher charges of transportation cannot be

moved at all, and the profit which could have been derived from

their carriage would most likely be replaced by a further

increase in the charges on those articles which can stand higher

rates. In all the business transactions of a.common carrier, as

well as in all other commercial transactions, the laws of trade,

and commerce, of demand and supply, ought to be allowed to

have their full influence ; and hence they must have a most im-

portant bearing upon the construction of railroad tariff's.

If these laws were disregarded, it would soon be discovered

that railroads could not be operated at all, or that their useful-

ness to the public and to their owners would be immensely cur-

tailed. Now, as railroads were not built for the mere purpose

of carrying out abstract principles, but for the purpose of mak-

ing them subservient to the wants of the people, for the purpose

of facilitating trade and commerce and of developing the re-

sources of the country, it follows that the great commercial prin-

ciples—those that give existence and life to the roads—become

paramount, and that the ^^ pro rata principle' or the ^^ cost prin-

ciple " can be applied, if at all, only in so far as they do not

come in conflict with the recognized laws of trade and commerce.



From these considerations, it will appear that transportation

tariffs cannot be established by simple arithmetical or mathe-

matical rules ; they require the application of quite a number of

principles, all correct in themselves, and this to a great variety

of ever changing facts. This is necessarily the work of experts,

and not the work of legislative departments of a government.

All attempts to lay down specific rules for the regulation of

tariffs have heretofore failed. Nothing else could be expected,

considering the nature of the case; and, as some of the pro-

visions of the bill under consideration are only repetitions of

former attempts, they must either meet with the same fate, or, if

enforced, must result to the injury of public interests.

Mr. Blanchard, in his argument made before the committee",

yesterday, has ably discussed a great many of the practical ques-

tions that have to be considered in making railroad tariffs, and

no doubt convinced you of the intricacy of this subject.

Upon a more careful consideration, I am sure your committee

will be led to the conclusion that, in order to protect the people

against extortion or unjust discrimination of common carriers,

you cannot devise or formulate a more precise and definite law

than the common law, which embodies the experience and

wisdom of past ages, and which, I am convinced, cannot be

improved.

It guarantees to the people reasonable and just rates of trans-

portation, and necessarily leaves to the courts to decide what con-

stitutes reasonable and just transportation charges. These are ques-

tions that can only be decided after a full consideration of all the

facts controlling each case. It- may be possible to pass an act

by which the enforcement of the common law can be facilitated,

and this, I understand, is one of the objects of this bill ; and in

some cases, especially as far as the local traffic of railroads is

concerned, I have no doubt that some abuses may be corrected

by a stricter enforcement of this law ; but as far as the interstate

traffic is concerned, with which alone you have to do, and under

interstate traffic may be comprehended the competitive traffic of

^the railroad companies— even the strictest enforcement of the

common law, if such were practicable and just, which it will be

shown it is not, would and could not accomplish the object of

your bill, viz. : to prevent unjust discriminations.
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Owing to the commercial nature of the transportation busi-

ness, the laws of trade and commerce, which should govern the

management of that business, come, under certain circumstances,

in direct conflict with the duties of the common carriers as public

servants. The spirit embodied in the common law can only

be put into practical execution by restricting or regulating

to a certain degree, the operation of the commercial laws

—

the law of competition, as applied to the business of the com-

mon carriers themselves. It cannot be expected that a number
of public servants, when engaged in competitive struggles

with each other—in other words, when engaged in a free fight

—could perform their public duty as common carriers, and

guarantee equal and indiscriminating rates of transportation to

all shippers.

Such guarantee can only be given when these public servants

are made to act in concert in all matters relating to their

public duty—the establishment and maintenance of reason-

able and just transportation tariffs. But if the public prefers that

the laws of competition should remain in full force as between

these public servants, it must dispense with the enforcement of

the law regulating common carriers, and be satisfied with endur-

ing the evils which result from the violation of the latter, viz.,

unjust discrimination, and constant fluctuations in the trans-

portation charges.

The correctness of this statement will be proven when we
come to consider the true causes of the evils which you seek to

remove. Upon close investigation it will be found these evils do

not arise from defective tariffs. Notwithstanding the difficulties

encountered, the railroad companies have succeeded in establish-

ing tariffs, by agreement between themselves, covering the whole

of the interstate traffic, which are considered satisfactory by the

public, or are as nearly so as it may be possible to make them.

Perfection must not be looked for in this, as in other compli-

cated transactions in which human agencies play a part, nor

must it be expected that the difference of opinion which natu-

rally exists between parties having for sale and those wishing to

purchase an article, as regards its value, could be removed by

legislation—congressional or otherwise. This difference will

exist as long as there are sellers and buyers. The pressure
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of the public and the general clamor for lower rates of trans-

portation, must not be looked upon as positive proof that

something is wrong, and should not lead your committee to the

conclusion that something or the other must be done by Con-

gress to satisfy the demands. This is a subject capable of in-

vestigation and positive proof ; and I venture to assert, that if

your committee would undertake to make a critical examination

of the existing transportation tariffs as established by the

railroad companies, and made known to the public ; or if your

committee would cause such examination to be made, it would

be fully demonstrated that the published tariffs for the inter-

state commerce are, upon the whole, satisfactory to the public,

or ought to satisfy all reasonable demands.

The difficulties which you propose to remedy do not arise

from the fact that there are not properly and well considered and

satisfactory tariffs of transportation for the interstate traffic of

the country, but from the fact that these tariffs are, in most

cases, utterly useless, because they are not carried into practical

execution. They are often disregarded almost as as soon they are

made. Each company may change or abolish them at pleasure
;

and it is from this state of affairs from which result all the evils

of the transportation business which you seek to remedy—the

general confusion in the transportation rates, unequal charges

to shippers at the same locality, discriminating rates between

different localities, uncertainty and constant fluctuations in the

transportation rates. If you, therefore, desire to remove these

evils, it becomes necessary to consider, first, the causes which

prevent the adherence to the proper and just tariffs; and the

question has to be answered, Why are the proper tariffs not

enforced f

Simply because there is no authority in this country—no

power to enforce them. Each railroad company is at liberty

and permitted to deviate from the established tariff whenever it

pleases, although it may have given voluntarily its consent to it,

and agreed to maintain it
;
yet, in the hope that it may secure

some advantage over its competitors, any one of the companies

may, and frequently does, enter into secret arrangements with

shippers, and reduces the rates, in the hope of procuring a larger

amount of business than it otherwise could obtain. Ko sooner
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is it discovered that one company engages in this practice, than

the others must and do follow. No sooner has the tariff in any

one city been disturbed, than tlie tariff in other places must
necessarily also be disregarded. Owing to the mutual depend-

ence of tariffs one upon the other—a featui-e of the transporta-

tion business to which I shall more particularly refer hereafter

—a change at one important point must be followed by a general

readjustment throughout the whole country, or through a large

section of the country.

Under the process of underbidding, heretofore so generally

practiced by competing railroad companies, a practice which

is always encouraged by the shippers, and is generally called

comytiition—although not a correct name—no just and equitable

tariff can be maintained. I sa}^ competition is not a correct

name, because legitimate competition can always be carried on

openly and above board ; the process here described, when com-

petitors are under an agreement to maintain the same tariff, is

simply a process of cheating and deceiving, and ought not to be

dignified by the name of competition.

I venture to say, that every complaint which may have been

made to any member of this committee— every complaint which

has been brought to light in the various investigations—and I

refer particularly to the investigations lately made by the Com-

mittee of the Legislature of the State of New York—can be

traced, directly or indirectly, to the cause which I have just

assigned, namely, the strife between the railroad and other trans-

portation companies to secure business for themselves and to

take it away from their competitors.

Take, for example, the frequent complaints made by local

shippers, who have to pay higher rates of transportation than

shippers over longer distances from points of competition. Eates

from Chicago, Cincinnati and other great trade centres in the

West, to New York, Philadelphia and Baltimore, have been

made as low as ten or fifteen cents per hundred pounds over a

distance of a thousand miles, while local shippers, situated only

fifty or one hundred miles from New York, Philadelphia or

Baltimore, may have to pay as much or more.

There is no justification for such great discrimination, but no

one company is responsible for it. It arises from the fact that
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the agreed and proper tariffs, at points where a number of rail-

roads can perform the same service, are not maintained, the rates

being reduced unreasonably low, often below the actual cost of

transportation, while from local points they are maintained upon

the properly established basis.

The rates at local points are under the control of a single rail-

road company, while at competitive points they are not control-

led or controllable by any one company. They can only be

controlled by the railroad companies collectively, Acting as

one road.

In the absence of this necessary co-operation between all the

companies which are in a position to influence, change, or

altogether annul such tariffs, the abandonment of the best

regulated tariffs is unavoidable, and without their strict mainte-

nance, chaos and unjust discrimination must reign supreme."

With a knowledge of these facts, you can now test the merits

of the bill under your consideration, and ascertain whether, if it

becomes a law, it will have the effect of preventing unjust dis-

crimination. I propose to show that it will not accomplish this

result. And why not? Because the proposed remedies do not

strike at the root of the evil.

The bill is only operative upon each individual railroad com-

pany. It says "to each company, you must not discriminate

unjustly between your patrons
;
your charges must be the same

for like service performed. This is well, enough, as far as it

goes, but it does not go far enough. It simply reiterates and

attempts to enforce the law that is already in existence, and

under the operation of which, any shipper that has suffered

from unreasonable and unjustly discriminating tariffs, can find

redress. If the mere enforcement of the common law were suf-

ficient to prevent unjust discrimination, why has it not been en-

forced, and why has not unjust discrimination been prevented?

The fact is, the strictest enforcement of the common law, or of

the Reagan Bill, should it become the law, cannot prevent un-

just discrimination. Each railroad company for itself, may
strictly obey these laws and carry out faithfully all their provi-

sions, and yet the worst sort of unjust discrimination may and

will still exist.

To illustrate and prove the truth of this statement

:
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Suppose that the Baltimore & Ohio Railroad Co. charges to a

shipper A, 40 cents per 100 pounds on grain from Chicago to

New York, and the same rate to all its patrons for contempora-

neous and like service. It will have strictly complied with the

Reagan Bill. Suppose, also, that the Pennsylvania Railroad

charges on the same day 25 cents to another shipper B, from

Chicago to New York, and the same to all its patrons for like

and contemporaneous service. Both companies will have strictly

complied with the Reagan Bill, and yet the shipper A, who
may be a next door neighbor of B, and compete with him in the

same article of trade, pays 15 cents more per 100 pounds than

B. The effect of the independent action of these two companies

is precisely the same as if one and the same company had made
this unjust discrimination.

It certainly can make no difference how discrimination is pro-

duced, or by whom it is practiced, as long as it exists.

To prevent this sort of unjust discrimination, it is necessary

that the two roads in the case I have mentioned for illustration,

and also the other Chicago roads and their connections which can

carry this freight to New York, should agree together upon a

like charge to be made for contemporaneous and like services to

all shippers at Chicago. These several roads should co-operate

first in agreeing upon a joint tariff, and then strictly adhere to

it. It is only in this way, and in no other, that the shippers in

Chicago, or in any one locality where a number of roads compete

for the same traffic, can be put upon the same footing, and that

the spirit and intention of the common law and the Reagan Bill

can be practically enforced.

To illustrate this subject still further, suppose the rate from

Chicago to New York on grain per hundred pounds is to-day

40 cents, while from St. Louis, upon a strict mileage basis, tl:e

rate is 4t cents. These aie the rates actually observed to-day;

they are reasonable and just, and do not discriminate between

Chicago and St. Louis, and therefore ought to be, and are

satisfactory to all parties. But suppose the New York Centi-al

Company charges in Chicago 25 cents to-day, while the St. Louis

roads charge 45 cents in St. Louis. The St. Louis shipper

would at once complain against this unjust discrimination ; but

the -Reagan Bill would afford him no relief and grant him no

protection.
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In order to secure to the St. Louis people a non-discriminating

tariff—a tariff that will enable them to compete on equal terms

with Chicago—there must bean understanding or an agreement,

there must be co-operation between the several lines centring in

Chicago with the lines centring in St. Louis in determining the

JQst and proper difference in the tariff from the two cities to the

same point of shipment, as justified and made necessary by their

relative location from the markets and by other commercial con-

siderations; and after the relative tariff is established upon the

correct and satisfactory basis, there must be joint and co-opera-

tive action in maintaining the same.

Each of the terminal roads in Chicago has a number of con-

necting roads which reach to the seaboard. Counting the various

and distinct combinations of connecting roads with the main

roads, there are upward of twenty distinct organizations, work-

ing over some 50 different routes to the East, each having

separate interests, soliciting business on its own account,

and at liberty to make such tariffs as it pleases. A similar

state of affairs exists at St. Louis, from which place freight is

shipped over 107 different routes to the seaboard, controlled by
more than twenty different organizations, so that there must be

an agreement between upward of forty different interests, all of

which must be satisfied as regards the tariff and the amount of

business each receives under it, in order to secure the intended

object of the Eeagan Bill : to prevent unjust discrimination. I

have only mentioned Chicago and St. Louis
; but you must now

also consider that the rates made from these cities influence and

control the rates from almost every section of the country, from

Indianapolis, Louisville, Cincinnati, Toledo, Detroit, in fact,

from the lakes down to the Grulf of Mexico, and from the Atlan-

tic to the Pacific Ocean ;
and further consider, that the co-oper-

ation of all the roads interested in the carrying business of this

large country is required to regulate and maintain just and

proper tariffs
; and you may be able to form some idea of the

complications and difficulties of the problem, to satisfy the

demands of the people for indiscriminating railroad transportation

tariffs.

Under these conditions, is it to be wondered, then, that there

has been complaint of unjust discrimination ? Is it to be won-
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dered that there has been the greatest confusion, demoralization

and chaos in the transportation tariffs of the country? The won-

der is, considering the number of independent raih-oads, each at

perfect liberty to make whatever tariff it pleases, each company

having different interests at variance with the other, each striv-

ing to secure for itself by fair or unfair means all the business

it can grasp, each managed by men of different skill, capacity,

and of peculiar characteristics ; and also, considering that the

closest co-operation of all these various and conflicting elements

is absolutely necessary to reach the grand result—the establish-

ment and maintenance of a uniform, just and equitable railroad

tariff, for 85,000 miles of railroads, in a country dotted all over

with lakes and intersected with a great number of navigable

streams and canals—additional elements of complication—the

wonder is, Mr. Chairman, that the men who have managed this

complicated business for you heretofore, have done it so well, and

have confined within such narrow limits, the evils and mischief

which necessarily must follow the rapid and unprecedented

growth of this new system of transportation, which has worked

so great a change in the development and commerce of this

country, one unprecedented in the history of the world.

Allow me, Mr. Chairman, to say, that the abuse which is

heaped upon railway companies and managers, because they do

not at once control that which, in the very nature of things, is

uncontrollable by their single efforts, appears to me unjust and

undeserved.

If I felt sure that I had succeeded in explaining to you the

magnitude and complexity of the problem that you are attempt-

ing to solve by this proposed law, and the real causes of the evil

which grew up necessarily with the multiplicity of competing

railroads, it would not be necessary for me to again refer to the

defects of this measure, and repeat the assertion that it utterly

fails to cope with the difficulties of the situation.

You will find that no provision is made in this bill looking

to co-operation between railroad companies, as a necessary con-

dition toward the attainment of its object. It not only does not

authorize such co-operation, but strange to say, it actually for-

bids all combinations between railroads, by which they have

heretofore been enabled to maintain, at least, some degree of
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system and. order in the conduct of the transportattoi^ busi-

ness. Moreover,, this bill is to do away with the goodv tliat has

ah-eady been accomplished, and to send us back into the chaos

from which we are just now emerging. It professes to under-

take the prevention of unjust discrimination, and yet it says to

the railroad companies, you are forbidden by authoritj^ of law to

take the proper and necessary steps to obviate and remove this

unjust discrimination.

All legislation for the last forty years, on the subject of rail-

road tariffs, has been futile, because legislators have failed to

comprehend and to recognize the true nature of the subject with

which they attempted to deal. They have directed their laws

toward the suppression of the outward symptoms of the disease

instead of its cause. The true cause of the evils to be remedied

lies in the separate action of a great number of independent com-

peting roads, no one of which, by its single efforts, can remove

the evils. Any legislation, to be effective and successful, must

deal with the system of railroads as a whole; in other words, it

must look to the combination of all the roads, so as to make
them, in effect, act as one road, so far as .their duty as public

servants requires them to maintain just and equitable rates of

transportation, and prevent unjust discrimination.

The real question before your committee, if you desire to

solve the railroad problem, is, How shall this unity of action be

secured?
. .

Before I present my own views regarding the method by

which the railroad problem may be solved in this country, and

the legislation necessary for that purpose, I will briefly refer to

the actual or attempted solution of the problem in other coun-

tries.

In France, we find that the difficulties which you propose to

remedy have never existed, at least not to any great extent, for

the reason that the causes do not exist. There is not the multi-

plicity of competing railroad lines which are in a position to

render like service to the people. The country has practically

been divided among a few systems of railroads which are not

interfering with each other, and the tariff of each can there-

fore be made, in a measure, independent of the other, and is not

subject to be disturbed by the diversity of interests of competing
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roads. Moreover, the government exercises direct control over

these tariffs ; and when they are once established, it sees that

they are strictly observed. It must be remembered, that the

government is practically in partnership with the railroad com-

panies, having guaranteed a fixed interest on the capital invest-

ment, and therefore, the right to exercise such control over rail-

road tariffs cannot be questioned. And it must not be over-

looked, that competition between railroad companies is neces-

sarily eliminated by governmental control.

In Belgium, the experiment has been tried of controlling

the private railroad companies by the railroads owned by the

State. These two systems have been in active competition, and

even the State railroads have been obliged to resort to the

usual means of carrying on that competition not always in con-

-sonance with the laws that should govern common carriers.

The final result of the Belgian experiment is, that the govern-

ment of Belgium is now about to purchase the last important

private railroad in that State, and thus control, virtually, the

whole railroad system of the country ; in which case, it will

secure that co-operation and unity of management which I have

pointed out as necessary to prevent unjust discrimination. Com-

petition between separate companies ceases with State owner-

ship.

In England the condition of the railroad management resem-

bles more that of this country. The railroads are not under the

direct control of the government. Competitive struggles have

had the same result in England as here—dissatisfaction of the

public, and ruin to the railroads, and finally consolidation of

the roads into a few large systems, by which the tariff question

has become more manageable. In addition to this, the govern-

ment has aided the English railroad companies greatly in secur-

ing unity of management, by chartering an institution called

the " Clearing House^^ through which the railroad com})anies

transact all their business, establish their tariffs, and have the

means in their hands of maintaining the same, thus practically

uniting the management of the separate roads into one, and pre-

venting strife between railroad companies ; so that Mr. Pease,

Member of Parliament, could say, before a committee, in 1872,

" I do not think that at this moment there is a competitive rate

existing in the kingdom."
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In Grermany the railroad system and its management resem-

bles that of this country, in so far as the railroad companies are

the creatures of the several States. The consequent want of

unity of management has, therefore, been felt in that country to

a greater degree than elsewhere in Europe, and perhaps as much

so or more than in this country. After the most tht)rough consid-

eration which the ablest minds of Germany have for years given

to the solution of the railroad problem the conclusion has been

reached that the necessary unity of management can .only be

properly and rightfully secured through the complete ownership

of the railroads by the government. In pursuance of that

policy the government of Prussia has already purchased all the

important roads of that State. This also eliminates the compe-

tition betw-een separate companies from the railroad problem.

It would be rather unfortunate for this country if this plan

of State ownership was the only one under which the proper

management of the railroads could be accomplished. It may
be remarked, however, that the idea that the federal government

should take complete control of the railroads has often found

expression in this country. A few years ago the lower house

of Congress passed a bill, according to which the President of

the United States should appoint nine persons authorized to

establish the railroad tariffs of the country, even without first

acquiring proprietary rights to do so. The impracticability and

injustice of such a measure requires no comment
The various and varied experience of other countries in the

solution of this modern transportation problem proves the fact,

beyond a doubt, that the competing common carriers of the rail-

roads of a country cannot fulfil their duties as public servants

without unity and concentration of management—a fact which I

have endeavored to demonstrate, from a consideration of the

dual character of the transportation business—its commercial

and public nature.

The question before this Committee, if it desires to deal effec-

tively with the railroad problem, is, therefore : How shall this

unity of management be attained in this country, consistent with

the public interests, and in accordance with the peculiar insti-

tutions and the practical working of this government ? That it

cannot be obtained through governmental ownership of the rail-

roads is a self evident proposition.

3
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Before considering this question further, it may be of interest

to your Committee to know the work that has already been

accompHshed without the aid of Government, by the railroad

companies themselves, toward the solution of the railroad

problem.

The railroad companies have endeavored to secure unity of

action in all matters in which it is absolutely necessary for the

proper management of the roads, in the interests of the public,

as well as in the interests of the proprietors of the roads, by

voluntary co-operation. But this co-operation has been most

inefficient in all matters relating to th6 uniformity, equality

and permanency of railroad tariffs, although in other respects,

as already mentioned, it has been very successful.

It is on account of the grq^t complexity of the tariff problem

that this voluntary co-operation has not met with better success,

and not for want of effort or desire on the part of the railroad com-

panies to control it, although the public, ignorant of all the

difficulties to be overcome, presume to hold each separate road

responsible for the working of the whole system. The difficulty,

however, has not been so much in agreeing upon the proper

tariffs, but in carrying them into practical effect. The neces-

sary means and machinery for that purpose have not been

adopted, and there is no authority to enforce such agreements.

The managers of roads meet in convention, and make agree-

ments which are broken before they disperse. Every one who has

paid the least attention to this subject is familiar with these unsuc-

cessful efforts. The press of the country chronicles almost daily

some conference held by officers of railroad companies, or some

agreement made, and on the following day it chronicles its vio-

lation or discontinuance.

During the last few years, however, some progress has been

made toward a closer and more effective co-operation. Asso-

ciations of railroad companies have been formed, with a proper

organization, through which it was made ai least possible to con-

trol the important tariff question. The first complete organiza-

tion of this kind, and to which I shall refer hereafter more

particularly, and explain fully its object and its methods, was

the Southern Kailway and Steamship Association, formed in

October, 1875, and which is still in effective operation.

i
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In 1877 the four Trunk Lines—the New York Central, Erie,

Pennsylvania, and Baltimore and Ohio Railroads—entered into a

similar compact, by which all the West bound traffic from the

seaboard was managed under one organization. In April, 1878,

the Grand Trunk and Vermont Central companies commenced to

' co-operate with the- four other Trunk roads. Through this com-

pact it has been practicable to control the tariffs on the whole of

the West bound traffic from the seaboard to all points West of

the termini of the Trunk Lines. Like charges have been made

to the public for like service. The tariff has been permanently

maintained for a period of two and a half years, with only one

change during that time—something that has never been accom-

plished before ; thus securing practically to the people the object

of the proposed measure before your committee—reasonable,

just and permanent rates of transportation. I do not mean to

say that perfection has been reached in this respect, because

much remains to be done ;
but cases of violation of the tariff

rates, as far as the Trunk Lines can exercise their influence, are

now the exception, and not, as heretofore, the rule.

Similar efforts at closer and. more effective co-operation have

been made by the railroads west of Chicago and St. Louis, which

have been in a great measure successful.

During the last year the principal roads embraced in the

territory east of the Mississippi and the Atlantic seaboard,

including the Trunk roads, and the Grand Trunk, have formed

an organization known under the name of the Joint Ex-

ecutive Committee, for the purpose of securing uniform and

equitable rates on the whole of their East bound traffic. This

organization is of the same character as that of the Southern

Railway and Steamship Association, the operation of which will

be more fully explained hereafter. Acting as chairman of that

committee, I beg leave to read an extract of the report which

I was able to make at its first annual meeting in Chicago, in

December last.

" It may not be out of place here to refer briefly to the past

operations of this committee, which has now been established

one year this day, although its organization was not fully per-

fected and put into working order until June last. Since then

the committee has accomplished, in a great measure, the object
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for whicli. it was created, namely, to establish reasonable and just

tariffs for the competitive traffic, and to permanently maintain

such tariffs, securing thereby reasonable compensation to the

companies, and remedying the great evils that have resulted

from want of co-operation between the railroad companies, to the

serious injury of their own and the interests of the public."

"You have now for the first time established a practical method

by which the competitive traffic of your roads can be properly

managed and controlled. Heretofore this was impossible ; the

mere holding of conventions of railroad managers, passing reso-

lutions, and then dispersing and letting thirgs take care of them-

selves, each party acting as it sees fit, will not accomplish the

purpose of intelligent joint management of the large property

under your charge. You have now added to the legislative

department—your conventions— also a permanent executive de-

partment, the duty of which is to see that the resolutions passed

and agreements made are faithfully carried out. In addition to

this you have also established a judiciary department, consist-

ing of a board of arbitration, whose duty it is to settle peaceably

any question of difference, without resort to wasteful warfare, with

all its injurious consequences. You have thus formed a com-

plete government over this large competitive traffic over which it

has heretofore been found impracticable to exercise intelligent

control."

" It must be remarked, however, that the only bond which holds

this government together is the intelligence and good faith of the

parties composing it. To give greater stability and permanency

to the operations of this committee, it would be desirable to make

its operations legally binding upon all parties by legislative

action, provided it can be shown, as I believe it can, that its

operation is beneficial to the public interests. I consider that

no other legislative action would be necessary to remedy the

evils which it has been attempted unsuccessfully to remedy by

State legislation, and which may be attempted by congressional

legislation, I fear, with like results."

" The companies composing this association have already, by

their voluntary action, abolished the pernicious system of special

contracts, and all shippers are now put upon an equal footing.

Bates for the last few months have been everywhere (in the terri-
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tory in which these roads are located) maintained, and the great

disparity between the local rates and the competitive through

rates, whicli has heretofore been so great a source of trouble and

complaint, has ceased to exist Had such a result been sooner

reached, we would have heard nothing of legislative control of

railroads."

" I express it as my opinion, the result of the most careful con-

sideration, that the only legislation required to accomplish the

object which the most zealous advocate of the public interests

can desii-e to accomplish, is to legalize, and even to enforce, the

co-operative system of the railroad companies, so far as it is nec-

essary to establish and maintain reasonable rates of transportation

upon a uniform and equitable basis, treating alike all parties situ-

ated alike—in other words, to carry out the plan adopted by the

committee, and which has been so successfully practiced during

the last few months. I know that objection will be made by

parties not conversant with all the conditions of limitation and

restriction which are enforced upon railroad companies in estab-

lishing their tariffs, that such co-operation or combination, as it

is generally called to make it appear odious, would lead to ex-

tortion on the part of the combined railroad companies. 'J he

past action of this c-mmittee is the best proof that such fears are

unfounded. I'he committee, during its existence, has established

rates lower than they have ever existed before, and even the

highest rates charged have not exceeded those of the last few

years, but have been considerably lower, although the conditions

for high rates have been more favorable this year than they have

been for years past."

" The only thing which the co-operative system has accom-

plished, is the maintenance of the established tariffs and the

abolishment of the contract and rebate system. It is only when
agreed rates are maintained, no matter by what means, either by
the voluntary action of the railroads or by direct legislative en-

forcement, that the evils of the transportation business com-

plained of by the public can be remedied."

" If, therefore, our work is to be judged by its fruit, it should

recommend itself to public favor."

From this, it will appear that, in my judgment, the only measure
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now wanted in order to give permanency to the operations of

these associations, is to recognize the same as necessary and bene-

ficial, to give legal force to the voluntary agreements that may
be made between its members, with the view of carrying out the

objects of the association, namely, the establishment and mainte-

nance of reasonable and non-discriminating tiansportation tariffs

;

in fact, the object of your proposed legislation. If Congress

would pass a law to this effect. I would consider the whole rail-

road problem in this country settled, aiid settled upon truly

American principles. It would allow the proprietors of the rail-

roads to manage their own affairs, which they are much better

able to do than it could be done under a centralized government,

and at the same time it would restrict the operation of each indi-

vidual road under the legalized co-operative systern, to the extent

that it is necessary, in order to carry out the intent and spirit of

the law which regulates the conduct of common carriers in their

capacity as public servants.

I regret that I have not sufficient time to point out at

length the great merits and advantages of this American plan of

governing the railroads, as compared with the European plans, to

which I have referred. It accomplishes fully the object contem

plated by the centralized government of the railroads in Ger-

many. It brings unity in the manngement of the roads, as far

as that is desirable or necessary ; and, at the same time, it pre-

serves the individuality of each road, and reserves to it the man-

agement of all its local affairs, in which it and the country

through which it passes is alone concerned. Co-operation

of the roads is only required in so far as the interest of the

whole system of roads and the public interest requires it'—no

farther. In this respect, the government of the railroads would

be based on the same principle that underlies the government of

the United States —the general government taking cognizance

only of matters in which the several States d^re jointly interested,

leaving to each individual State—and, in this case, each road

— to manage its own local affairs as it thinks best, in accordance

with the laws of the State which created it.

Is it necessary to point out the great advantage of such a gov-

ernment as compared with that of a centralized government ?

Considering the extent of this country and the extent of its rail-
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road system, a government of the railroads, such as is con-

templated in Germany, would be utterly impracticable here.

Government ownership accomplishes only one purpose—the

same as the co-operative plan, it secures unity of management

—

in other respects the difficulties of the tariff questioQ arise and

would have to be dealt with, whether the roads are the property

of the State or of private individuals
; and State ownership would

necessarily bring with it many new difficulties not experienced

or even thought of under the management by private owners.

The plan which I propose, prevents that very centralization

and absorption of the roads under the absolute control of one

or few persons. It makes the separate, individual existence of

these roads possible, and puts a check upon the consolidation of

roads, which is regarded with so much alarm by the people in

this country, but which is the natural result of the struggles of

the railroad companies : the stronger must at last absorb the

weaker. The proposed government of the roads secures all

the advantages of consolidation, without its disadvantages. In-

stead of conferring upon and concentrating great power in the

hands of a few, it has the contrary effect—it will leave that power

distributed among a great many separate corporations.

It is, of course, not proposed that the separate railroads shall

be compelled to co-operate with each other if they do not desire

to do so, for it is presumed that self interest will induce them to

adopt this voluntary co-operative plan ; nor is it asked that the

government should sanction the plan of co-operation without

adopting such measures as may be thought necessary to properly

supervise the operations of these associations, and to prevent all

abuses of the privileges that may be conferred upon the roads.

Such supervision may be accomplished by a commission, specially

appointed for that purpose, upon a plan similar to that which is

now working so satisfactorily in Great Britain.

One of the great difficulties of the railroad problem in this

country arises from the fact that the general government cannot

extend its jurisdiction to State roads, nor to the roads in foreign

countries. Legislation, to be effective, must necessarily embrace

all the competing roads in this country, including the foreign com-

peting roads, as well as the competing water lines.

The tariffs of all competing carriers affect each other to such a
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degree, that if you restrict the action of one, and do not put the

same restrictions upon all the others, you would not only do an

act of gross injustice, but you could not accomplish the purpose

at all for which you undertake to legislate. Instead of pre-

venting unjust discrimination, you would legalize and increase it

The competing carriers, by railroad or water, in foreign coun-

tries, in one State or in several States, all must be permitted

either to enter the field of competition on a like footing, or they

must be restricted alike. If the bill under consideration would

be otherwise unobjectionable, the fact that it does not reach

State roads, such as the New York Central, while it applies to

the Erie, a road competing for the same business, although

located in different States, would not only prevent all the

objects of the bill from being realized, but it would, in addi-

tion, have the tendency to destroy the value of the roads which

are under restriction, and give undue advantages to the roads or

the water ways to which the law does not apply.

The same holds good in regard to the Canadian roads, which

are allowed, under the Reagan Bill, to continue all the abuses

which the bill is intended to prevent, while it restricts the Ameri-

can roads in competing upon a footing of equality with their

foreign rivals. And the same is the case with the rival trans-

portation routes by canal, lake or river. They may continue to

act as heretofore, pay rebates, make unjust discriminations at

pleasure, and take the business away from the competing rail-

roads, while the usual means of defence are taken out of the

hands of the latter.

As the State governments cannot extend their jurisdiction be-

yond the boundaries of the States, and as the general govern-

ment cannot extend its jurisdiction over the State roads nor to

the foreign roads, it is clear that, under our present constitution,

and with the present geographical boundaries of the country,

neither the Federal government nor the State government, nor

even through their concurrent action, could they justly and

effectively legislate upon the subject of railroad tariffs, without

interfering with the free laws of competition, and doing great

injustice to American interests, in favor of foreign roads, or to

the interests of the railroads which are so unfortunate as to

pass through more than one State, and in favor of the roads
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located only in one State, or to the interests of all the railroads

in the country, and in favor of the water transportation lines,

which latter are not to come under the restrictions of this bil].

All these difficulties are overcome by the adoption of the co-

operative plan, under which the roads— foreign and State roads

included—by their voluntary action, undertake to carry out the

intention and spirit of the common law, as regards the duties of

common carriers in their capacity as public servants, induced to

do so by consideration of their own and of public interests. State

lines, and even national boundary lines, are thereby at once over-

come and obliterated, as has been practically demonstrated by

the experience of the association known as the Joint Executive

Committee during last year, which organization has practically

carried out the object of the Keagan Bill in the only way in

which it can possibly be done.

All that is required is to guarantee the permanency of this plan,

which is now subject to be broken or discontinued at will by

the disaffection of one or the other parties, and to recognize it

as a legal method of railroad management. It is not proposed

to use any compulsory means, other than to require the adhe-

rence of the members of the association to an agreement volun-

tarily made by them, in the same way and for the same reasons

that other legal contracts, between private individuals or cor-

porations, are enforced by authority of law.

I am aware that objections will be raised to the proposed

plan, on the ground that it will restrict competition. It will, of

course, be impossible to adopt any remedy that would do away
with unjust discriminations and fluctuating rates, without re-

stricting at the same time, to a certain degree, the strife

—

hut

not the compeLition—between railroad companies. It is just

as impossible that the unrestricted strife between railroads,

improperly called competition, could be continued, and at the

same time equitable, permanent and non-discriminating rates

of railroad transportation could be secured to the public, as it

would be impossible to mingle fire and water into a homoge-

neous mass. The existence of one excludes the existence of

the other. The choice is between this strife of these common
carriers —or public servants—and all its attendant evils, such as

unjust discriminations and fluctuating rates, or co- operation and

4
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unity of action in all matters relating to the competitive tariffs

with permanent, just and equitable rates. The people will have

to choose between the two. Each of these plans have their ad-

vantages and disadvantages. In this, as in all other human
affairs, perfection is not possible, and the question simply is,

which is the lesser of the two evils ?

It cannot be denied, that the past strife between the rail-

roads has been productive of some good. Notwithstanding

the great evils which have also been developed by it, it has

no doubt aided in furnishing the people of this country

with unequalled transportation facilities, and this at lower cost

than the same facilities can be obtained in any other country.

But the question may now be asked, whether, in this respect,

these battles between railroad companies have not done all the

good they can do, and whether the disadvantages arising there-

from have not become greater than their advantages. I am
myself convinced that the latter is the case, and I am supported

in this conclusion by the public sentiment. People do not call

now for lower rates of transportation, because transportation

charges have become as low as can reasonably be expected,

but they ask for equal and indiscriminating rates.

Nor would I recommend the plan of these co-operative asso-

ciations of railroad companies, and ask the sanction of the gov-

ernment for them, if thereby the real and legitimate competition

between the associated Toads would be prevented. The object

of the association is simply to regulate intelligently, the com-

petition between these roads and prevent its excesses, which

result necessarily only in waste of property and in discriminat-

ing rates of transportation.

By guaranteeing the separate existence of a great number of

competing roads, and preventing their consolidation under a

single management, the spirit of competition is necessarily kept

alive, but it is not to be exercised hereafter, by paying rebates to

shippers, and by trying to take underhanded advantage of each

other, but by endeavoring to improve and increase the facilities of

transportation, and thereby retain or increase the claims of each

road upon public patronage. Neither is it intended, nor would

it be possible to restrict, by means of the proposed organized

action of the railroad companies, the legitimate forces of compe-
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tition in the open markets of the world, or of the powerful and

controlling waterways. These forces remain unimpaired, and will

continue to exert their full influence upon the railroad trans-

portation tariffs of the country to such a degree, that it will

be utterly impossible for railroad companies to practice extor-

tion, and thus afford a much stronger guarantee to the public

than any possible legislative device could do.

Although believing that the only action Congress could take

to accomplish the object of the bill under your consideration, is

to legalize the co-operative plan, yet I would not wish to ask

Congress to pass any law at this time that would even have the

appearance of restricting competition. We do not think that

the people and Congress are now sufficiently well informed upon

this subject to enact a law that will effectually reach the evils

that it seeks to cure. It would require the whole time of the

committee for months to enable it to legislate intelligently upon

this subject. The appointment of a commission to investigate

this question thoroughly, and to collect all the facts bearing

upon it, and to report to the next session of Congress, would seem

to be the first step to be taken to secure intelligent legislation.

I submit, whether in the present state of the railroad problem, it

would not be better to let the railroads endeavor to work out this

problem in their own way, for the present, at least, and, in the

meantime, to watch their operation, and collect information

through a commission. All we now ask is, that our efforts be

not obstructed by inefficient legislation, ^uch as is contemplated

by this bill.

Great progress has been already made in solving the rail-

road problem without the aid of Congress. The agitation of

the question by the public has had the beneficial effect of di-

recting the attention of the railroad managers more earnestly

toward its solution, and much good has been done in this direc-

tion. The question does not now stand where it stood when it

was first brought before Congress. Eesults have already been

reached in its settlement which, two years ago, were considered

impossible to attain, by the mere voluntary association of the

railroad companies ; and there is now some hope that the evils

of the transportation business may be remedied in this country,

even without the aid of Congress. But if legislation shall be

required, it can only be successful when the laws are framed in
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accordance with the principles which I have endeavored to

explain, and the correctness of which have already been practi-

cally demonstrated—principles which are not only not embodied,

but are directly violated by the Reagan Bill, as they have been

by all former legislation on railroad tariff questions.

(At this point Mr. Fink gave way to Mr. Chauncey M. Depew,

counsellor and representative of the New York Central Rail-

road, who occupied the time of the committee until its adjourn-

ment.)

Continuation of argument of Albert Fink, in session of com-

mittee, January 15, 1880

:

Mr. Chairman ani) Gentlemen of the Committee :

In continuance of my argument of yesterday, I propose now
to call your special attention to-day to a peculiar and very im-

portant feature of the transportation business, which is little

understood by the public and has been utterly ignored by legis-

lators in dealing with the railroad problem. You cannot devise

any proper legislation for the regulation of tariffs and the pre-

vention of unjust discrimination, without thoroughly under-

standing it and allowing it to have its full influence upon any

measure that you may adopt. I refer to the interdependence of

competitive tariffs of the separate railroad companies, or of

the competing common carriers by water or land throughout the

whole country.

It would be a comparatively easy matter to establish proper

transportation tariffs, if each separate carrier could make its own
without regard to any other—a condition of things which is

generally supposed to exist, by the public. The fact, however, is

that only upon a very small portion of its traffic can a railroad

company exercise its own judgment as regards the tariff. It can

only control the purely local traffic, or traffic which cannot be car-

ried by any other rail or water route ; and even upon this, com-

petitive tariffs have great influence. This interdependence of

transportation tariffs makes the tariff question one of great com-

plication and far reaching consequences. You cannot change or

alter the tariff on any one of the competing roads without affect-

ing thereby, the tariffs of all others throughout a large section
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tariffs must, therefore, be considered and treated as a whole, for

the whole country. You cannot change one part of the struc-

ture without destroying the equilibrium of the whole, and with- ^

out making a thorough readjustment or reconstruction necessary,

which requires the co-operation of all the roads whose action can

affect or influence such tariffs.

While this interdependence requires unity of action and co-op-

eration, or combination, as it is generally, but incorrectly called,

of the common carriers, in order to establish and maintain perma-

nently, indiscriminating, uniform and equitable transportation

rates for the whole country, it also assures the people, at the

same time, against the abuse of the so called power of combina-

tion— the exacting of extortionate transportation charges—
because it is through this peculiar feature—the interdependence

of tariffs—that the railroad tariffs of this country are controlled

completely by the tariffs established by the competing carriers

on the cheaper water routes, to whom nature supplies the road-

ways free of charge, and for whom the government keeps them

in repair at the expense of the people.

The competitive railroad tariffs for the interstate commerce

are not, as is so generally supposed, under the absolute control of

railroad managers ; but the carriers by the water routes really

establish these tariffs, and the railroad managers have nothing to

do but to conform to them. The water routes not only control

the tariffs of their immediate rail competitors, with which they

can render like service in the same localities to the same people,

but their influence reaches, directly and indirectly, to the remot-

est parts of the country. Compared with this natural powerful

regulator of railroad transportation tariffs, the efforts of State or

congressional legislation to prevent extortionate charges appear

to those who are fully conversant with the subject as perfectly

useless ;
and the declamations against the baneful effect of the

so called railroad combinations appear simply as idle talk.

While many of the charters of railroad companies fix the maxi-

mum charge at eight cents per ton per mile, the water com-

petition reduces the earnings of roads frequently to one quarter

cent per ton per mile ; and the maximum charge on grain from

Chicago to New York will hardly ever again exceed y^^ cents

per ton per mile.
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To explain the effect of water competition more fully, I have

to enter somewhat more into details, which I would like, for your

sake, not to be required to do ; but if this important feature of the

railroad problem—the interdependence of. tariffs—is not under-

stood, you will continue to grope in the dark, looking for reme-

dies for the existing evils, without being able to find any.

Commencing at the most northern boundary of the United

States, the carriers on the lakes and the Erie Canal limit the

railroad tariffs between Chicago and New York. The railroads

can only charge -so much more than the water lines as may be

justified by the superior service rendered by them.

After the rates from Chicago to New York have thus been

determined, the rates from Chicago to Boston, and to Philadel-

phia and Baltimore, are established by an agreement between

the interested railroad companies. Fixed differences, which

are considered justified by the geographical position of these

several cities and other considerations, are permanently main-

tained in the rates from Chicago to these various cities. At

present the rates from Chicago to Boston, and interior New
England cities, are five cents per hundred pounds higher than

from Chicago to New York ; and from Chicago to Philadelphia

two cents ; from Chicago to Baltimore, three cents lower per

hundred pounds, than from Chicago to New York. This rela-

tive adjustment of rates may be varied from time to time, by

mutual consent of the interested railroad companies, each of

which takes care of the commercial interest of the cities with

which its own interests are identified, and does the best for itself

and these cities that may be possible to do under the given

conditions. Whether the present agreed differences mentioned

above are satisfactory to the several railroad companies, or to

the interested communities, is not now a question for con-

sideration. It is sufficient to call your attention to the fact, that

this vexatious and difficult problem of satisfying at once all the

rival commercial and railroad interests of the seaboard cities has

been settled in this way, after millions of dollars' worth of prop-

erty have been wasted, and after the commercial relation of the

whole country, as far as affected by railroad tariffs, have been

disturbed and kept in a turmoil for years, in the endeavor to

come to some understanding upon this question.

These differences being now agreed upon, when it becomes
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necessary to meet tlie cheap, competitive rates of the canal and

lake carriers between Chicago and New York, the rates to Bos-

ton and interior New England points, to Philadelphia and Balti-

moi'e, are determined b}^ adding or deducting the agreed dif-

ference to the reduced rates. '^I'hus, the cities having no direct

water communication with Chicago enjoy the benefit of the canal,

as far as low railroad transportation rates are concerned, the same

as if the canal ran to those cities.

Another very important rule of action has been adopted by

the railroad companies, located in the territory east of the Mis-

sissippi River, north of the Ohio and the northern Atlantic sea-

board, by which the influence of the low rates on the Erie Canal

and the lakes is felt in determining the rail rates from all other

points in this great section of ihe country.

When the rates of transportation between New York and

Chicago have been regulated by the competition of the water

routes, all the tariffs in this section of country are adjusted upon

tiie basis of the relative distance of the various points from New
York, using the distance from Chicago to New York as the

basis. The agreed differences are again allowed from the same

places to Boston, New York, Philadelphia and Baltimore. In

this case, the popular }jro rata principle can be, and is, per-

manently adopted in establishing the tariffs.- The distance of

St. Louis, for example, from New York, is 16 per cent greater

than the distance from Chicago to New York, and the rate from

St. Louis to New York is 16 per cent, higher. Can anything

be fairer? The low rates established on the Erie Canal and

lakes are thus extended to St. Louis, and that city enjoys the

full benefit of cheap railroad transportation, the same as Chicago.

Nor is this a mere arbitrary arrangement of the railroad

companies, which could be discontinued at their pleasure.

It is based upon the surest foundation— the interests of

the railroad companies themselves centring in St. Louis.

As long as they are in a position to exert any influence upon

the transportation rates, they will be sure to take care of the

interests of St. Louis. It don't require any congressional or

other legislation to protect St. Louis as against Chicago. Were
the rates from St. Louis to the East made too high, as compared

with the rates from Chicago, or were the Chicago rates lowered
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to meet the competition of the water routes, while the St. Louis

rates were not lowered in the same proportion, the business

would be diverted to Chicago, to the injury of the St. Louis

railroads, and of the St. Louis merchants.

The same reasoning holds good in regard to the rates from

all other cities in the territory named—from Cairo, Peoria,

Indianapolis, Evansville, Terre Haute, Vincennes, Lafayette,

Louisville, Cincinnati, Columbus, Cleveland, Toledo, Detroit,

Pittsburg, Buffalo, Wheeling. The transportation rates to and

from these cities are regulated by the Erie Canal. But the in-

fluence of the lakes and Erie Canal does not stop there. The
tariffs west of the Mississippi River are based upon the rates

east of Chicago and St. Louis, and the tariffs south of the Ohio

are based upon the rates prevailing north of the Ohio, and there-

fore it may be truly stated that the most northern line of water

transportation influences the rates of railroad transportation

almost throughout the whole country.

But the lakes and Erie Canal are not the only regulators of

railroad transportation tariffs. The Mississippi Eiver and the

coastwise oce;m navigation play another important part. Should

the railroad companies desire to take advantage of the suspension

of navigation on the Erie Canal and lakes during the winter

season, if otherwise the transportation rates were not limited by

commercial considerations, the Mississippi River would furnish an

outlet from St. Louis, via New Orleans, to New York or direct

to Europe. The rates from St. Louis, via rail to New York,

would then have to be so adjusted as to meet this water com-

petition, and from all other interior points east of St. Louis they

would have to be adjusted upon the pro rata principle, for the

same reasons already fully explained.

I have shown how the rates from St. Louis, and the whole

section of the country depending upon St. Louis, are affected by

the Erie Canal and the lakes, on the one hand, and the ocean

and Mississippi River, on the other hand. There are still other

lines competing for the St. Louis East and "West bound traffic,

by which the St. Louis rates are affected. One of these is the

line from St. Louis, via the Mississippi River to Cairo, from Cairo

up the Ohio Kiver to Huntington, W. Va., from thence to Eich-

mond by the Chesapeake k Ohio Railroad (the only railroad link
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in the route, 421 miles long), and from Richmond, via James

Kiver and ocean, to New York and other Northern ports.

Another route is from St. Louis, either bv rail or water, to

Columbus, Ky., or to Evansville
;
thence to Nashville, Chatta-

nooga, Knoxville and Norfolk ; from Norfolk by ocean to New
York ; or from St. Louis, via the same routes, as far as Chatta-

nooga ;
then via Atlanta, Augusta and Port Eoyal, to New

York ; or from Atlanta to Savannah, or via any of the other

South Atlantic ports, to the North Atlantic ports. All these

Southern routes, competing with the Northern routes, contain

the cheap elements of water transportation, and each of these

lines can affect and influence the establishment of the tariffs, not

only from St. Louis, but from the whole territory depending upon

St. Louis. While thus the Erie Canal and the lakes influence

the rail rates of transportation from the extreme Nortiiern

boundary of the country toward the South, the ocean and

Mississippi River navigation influence the rail rates from the

South toward the North.

I have Jilready referred to the coast line steamers from New
York to New Orleans, and via Mississippi River to St. Louis, as

forming one of the competing water lines between St. Louis and

New York. By this same route freight is also shipped to Mem-
phis, and the rate to Memphis from the East, via the Northern

all rail routes, through Louisville, has to conform to these low

water rates. Although Memphis is nearly four hundred miles

southwest of Louisville, the rates to Memphis from New York
are as low on a great many articles, via the coast line steamers

and the Mississippi River boats, as the all rail rate from New
York to Louisville, which latter rate is based upon the Chicago

rate, and is determined by the Erie Canal and the lakes. The

Memphis rates having been determined by the Southern water

routes, the rates to Nashville have to be adjusted upon the basis

of the Memphis rate. Nashville must have a lower rate than

Memphis, otherwise the Nashville merchant could not compete

with the Memphis merchants, and the railroads interested in

Nashville would lose their business.

As an illustration of the interdependence of railroad tariffs,

it appears from the above, that the rate from New York to

Nashville is controlled by the following competing lines

:

5
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1. The Erie Canal and lakes inflaence the rates to Louisville,

and through Louisville the Nashville rate.

2. The ocean and Mississippi Hiver determine the rate to

Memphis, and through Memphis the Nashville rate.

3. The routes from New York, via ocean to Norfolk, Charles-

ton and Savannah, and from there via rail to Memphis and

Nashville, influence the rates to these points.

It appears, therefore, that the rates from New York to Nash-

ville, one of the interior cities, are controlled and influenced by
the most northern and most southerly water routes, and can be

influenced by the action of almost every single competing lail-

road in the country, south and north and east of the Mississippi

River.

The same may be said in regard to the rates to Atlanta, a city

removed from any water course.

The Erie Canal and lakes determine the rates from Chicago to

Atlanta, via New York, Philadelphia or Baltimore, and thence

via Charleston or other South Atlantic ports, and from any of

these ports by short rail routes to Atlanta, ^i'he all rail rates

from Chicago, via Louisville or Cincinnati and Chattanooga, to

Atlanta, have to conform to the rates determined by the Erie

Canal on one side, and upon the other side, they have to conform

to the rates established by the water route from New York to

Charleston, Savannah, New Orleans or Mobile.

In a report which I furnished to the Chief of the Bureau of

Statistics, and which is printed in Part 2 of the Annual Report

of that office in 1876, I have shown that there are thirty-seven

different rail and water routes, or both combined, each consisting

of a number of separate transportation companies, all of which

can, directly or indirectly, influence the transportation tarifi^s

from the Western cities to Atlanta, and the rates to Atlanta

determine and influence the rates throughout the whole Southern

States.

Illustrations to the same effect might be multiplied ad infinitum^

but I do not propose to weary you with unnecessary repetition.

I hope enough has been said to prove the interfkpeyidence of rail-

road tariffs throughout the whole country^ the complete control that

the water routes exercise over the railroad transportation tariffs,

even to the remotest parts of. the country, the impossibility of
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railroad companies making unreasonable and extortionate

charges on interstate or competitive traffic; and I also hope

that no further argument will be required to convince your

committee that this interdependence of railroad tariffs, the great

number of independent railroad companies, which can directly

or indirectly influence, change, or abolish all tariffs, requires

the cooperation and unity of action of all, in order to establish,

and maintain uniform and indiscriminating railroad tariffs.

How this unity of action is to be secured is, therefore, the first

and most important question to be considered in the practical

solution of the railroad problem.

I do not like to bore your committee with the practical de-

tails of railroad management, but T do not see how I can avoid

referring, at least in a general manner, to the great difficulties

that railroad managers encounter in the administration of this

transportation business, and I cannot do better than to read

an article, which I wrote some four years ago, and which is

published in the report of the Chief of the Bureau of Statistics

for 1876, Part II., in answer to a question propounded by Mr.

Nimmo.
In this article I gave an account of the state of the railroad

problem and railroad administration four years ago, and, after

reading it, I will explain the plans that were then proposed for

the remedy of the described evils, and which have since been

put in practical and successful execution to a very considerable

extent

The question was asked

:

State the j^rinciple upon which competitive rates should be estab-

lished by transportation lines, the 2^^incipal method by which they

are established, the means employed to maintain the same, the reason

why they are so frequently broken ; also state the cause of railroad

wars and their effect upon the public interests.

Answer. " I have referred to the mutual dependence of rail-

road companies upon each other regarding the establishment of

competitive tariffs."

" The right of each company to regulate and change its own
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denied ; bat this right is not only possessed by one, but by all.

Let us suppose that in its exercise one road changes its tariff to-

day and another to-morrow, another the next day, and so on

—

the action of one affecting the interests of all the others—the

injurious effects of this separate and independent action would
be felt by all."

" It becomes, therefore, a matter of mutual interest, almost an

absolute necessity, in order to adjust properly the railroad tariffs

of the country, that the various lines of transportation competing

for the same traffic, or whose tariffs are influenced by each other,

should act in concert."

*' They should give each other timely notice of the changes

proposed to be made, so that all may be able to conform thereto.

This is the correct theory upon which competing transportation

lines should and generally propose to act. This co-operation is

not in conflict with the laws of the country or with public

interest, as is generally supposed. On the contrary, it is bene-

ficial to both the public and railroad interest."

"The work of establishing the competitive tariffs of railroad

companies, and of transacting other business in which they are

mutually interested, is usually performed in meetings or conven-

tions of the representatives of the interested companies."

'' The conventions are called from time to time, as the neces-

sity for changes or readjustment of tariffs may arise.''

" The difficulties of bringing together from all parts of the

country, at one time and at one point, the representatives of a

great number of transportation companies are not a few. These

officers are generally fully occupied at home, or they may have

previous engagements. The officer competent to represent a

certain road ma}^ sometimes be required (if the business rela-

tions of his company are complicated) at two or three different

conventions at the same time, or so near together that he cannot

attend at all. It may and does frequently happen that the

representative of a road whose presence was absolutely neces-

sary to transact any business at all does not appear. When
this is the case, the convention adjourns and agrees upon some

other place and time of meeting, perhaps with no better result."

" It often happens that officers of transportation lines are chas-
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ing each other over the country, endeavoring to meet and trans-

act important business, but practically accomplishing nothing.

After many repeated trials, the conviction settles itself upon the

minds of many that it is useless to repeat these abortive

attempts, and that time and expenses involved might as well be

saved."

'^ The important questions, upon the settlement of which the

proper conduct of the transportation business depends, are not

attended to, and matters are allowed to take care of themselves."

" But in case the interested parties come at last together, a day

or two only generally is set aside to transact business that is often

of a very complicated nature, arising from the direct conflict of so

many interests. For want of more time the work is often imper-

fectly done, if done at all. In case of disagreement, there is no

one to decide between the parties. The majority cannot and

ought not to dictate to the minority. The result in many cases

is, that the qaestions at issue remain unsettled and no agreement

can be made. But assuming that an agreement is at last consum-

mated, the most difficult part of the work remains yet to be

done. How is the agreement to be carried into effect?"

" There is no authority to compel adherence to it, no court in

which the violator of it can be held responsible or punished."

" The agreements hastily formed are often understood differ-

ently by the different parties and executed in the 'various ways
which they are understood."

" There is no central office from which the proper interpretations

could be enforced alike. One party may consider that the other

is violating the agreement and absolve itself from adherence.

The result is the same as if no agreement had been made."
'* Supposing, however, that an agreement relative to the estab-

lishment of competitive rates is made and understood alike by
all parties, should it then appear to one or the other party, after

a short experience, that it does not receive as much business as

it expected or wanted (and such conclusions are generally arrived

at), it either openly repudiates the agreement or more frequently

violates it secretly by paying commissions or rebates, or by the

use of other means of deception."

" The other parties very soon suspect that they are not fairly

dealt with. This mere suspicion is often considered sufficient



38

for adopting means of self protection, generally corresponding

in character with those the other party employed, or is supposed

to have employed."
" The result is that, either openly, more often secretly, by means

which are considered dishonorable in the ordinary transaction of

life, one competitor is underbidding the other. The rates of

transportation fluctuate ; they become lower and lower ; influen-

tial shippers are secretly favored by low rates, enabling them to

secure advantages over their competitors and to monopolize

certain branches of business altogether. All this is done in

direct violation of the laws that should govern common car-

riers."

'' The shippers cunningly encourage dissension among the

agents of competing lines, ingeniously working upon their credu-

lity and suspicion by hints or direct misrepresentations, and

hardly ever fail to obtain a reduction in the established rates of

transportation which had been agreed upon and were con-

sidered reasonable and proper by all the competing transporta-

tion lines."

" After a period of low rates caused by this process of under-

bidding, during which the railroad companies usually work for

less than cost, it is found necessary by them to make another

effort to secure remunerative rates, and, if possible, by higher

rates to make up for past losses."

" New conventions are called and held, new agreements formed,

and they are violated again as before, and so on. This history

of the management of the transportation business is thus con-

stantly repeating itself, to the great injury of the people and the

proprietors of the roads."

" The general managers or heads of the departments attend

generally to the establishment of rates and make agreements

with each other ; and to this extent, but no further, this impor-

tant business may be said to be under their control ; but no

sooner is it believed that one or the other competing lines haa

violated the agreement and tries to deceive, whether this be a

fact or not, the management is of necessity surrendered into the

hands of subordinates, the soliciting or commission agents, to

whom the general instructions are given to do as others are doing,

or supposed to be doing, or to make any rate they please, no matter
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how low. From that time on the general managers and the

owners of property have lost all control over it."

" The result is, flactuations in rates, unjust discrimination be-

tween shippers in the same locality, or between shippers in

different localities."

"Eebates are generally paid and special contracts are secretly

made, all in direct violation of the law that should govern com-

mon carriers."

''There are other causes which lead to the same result."

" If a controversy arises between any two or more railroad com-

panies upon any subject whatsoever, and they cannot arrive at

a satisfactory adjustment, one or the other party commences a

system of warfare upon its opponent by establishing unusually

low rates of transportation over its own line, and thus compels

the other to conform to the same in the hope of inflicting losses

upon it to a greater extent, perhaps, than the amount of money
involved in the controversy. Or this warfare may be under-

taken as a preliminary step to negotiations, or for the purpose of

establishing again the fact, of which each party is already well

aware, that it cannot ignore the existence or the rights of the

other."

That this mode of settling controversies between intelligent

people is yet practised in this civilized age, can only be accounted

for by the fact that the property which is thus being unneces-

sarily sacrificed, is not the property of the parties who manage it.

" If it were, it is reasonable to assume that ere this means would

have been devised by which controversies between railroad com-

panies would be settled in a manner less wasteful and more in

accordance wuth the spirit of the present civilization. In the

absence of such means, the practice now so frequently resorted

to is, however, unavoidable."

''Were the injurious consequences of these wars confined only

to the combatants, it would be less objectionable, but innocent

parties become involved. Kailroad companies, which are not

concerned in the controversy, are necessarily drawn into it, and

often sustain great losses, and the people generally suffer from

these contests. This, however, is not generally understood, on

account of the immediate temporary advantages wliich are gained

by some parties by the low rates ; the subsequent and permanent
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disadvantages under which all, more or less, suffer, are not con-

sidered."

" A proper distinction should be drawn between healthy com-

petition, regulated by natural laws upon correct principles, and

competition which is merely the result of mismanagement."
" Healthy competition is continuous in its operation. The effect

of railroad wars, or railroad mismanagement, in reducing rates

is spasmodic. The natural laws of competition do not regulate

changes in the tariffs. 'I'hey depend often upon the mere will

of a single railroad manager, Dr may result from an obstinate and

unreasonable quarrel between a number of them. Personal

pride and prejudices not unfrequently have something to do

with it. The people cannot, therefore, foresee and provide against

changes which affect so seriously their commercial relations and

interests. The market value of articles of commerce becomes

unsettled, the risks of all commercial transactions (depending

upon transportation charges) are greatly increased, the proper

adjustment of tariffs between commercial communities is dis-

turbed, and trade diverted from its accustomed channels. The

transportation taxes are borne unequally by different localities,

giving undue advantages to some, and unjustly discriminating

against others."

"Low competitive rates make higher local rates necessary.

Unreasonably low rates are used as a standard of comparison,

by which the higher rates, although they may be reasonable in

themselves, appear extortionate."

" Rates of transportation should be reasonable ; they should be

uniform and permanent, as nearly as the conditions of cost and

the natural laws of competition permit; they should be alike to

all parties situated alike, and should be properly adjusted, so as

not to discriminate unjustly between different individuals or

communities."

" To attain these objects under the present management of the

competitive transportation business is simply impossible."

"Intelligent co-operation between all the transportation lines

which can influence the tariff, under a proper organization and

regulations, becomes absolutely necessary."

" Whether this co-operation can be secured by the voluntary

action of the transportation companies, is doubtful. Grovern-
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mental supervision and authority may be required to some ex-

tent to accomplish the end in view."

To overcome the difficulties and remedy the evils just de-

scribed, an association was formed of about twenty-five Southern

roads, in October, 1875, with the object of securing the neces-

sary co-operation. I will not detain you with reading the articles

of association, but the following explanation of the same, written

by me in April, 1876, sets forth the methods ad' pted and the

reason therefor. The plan here described is substantially the

same as that adopted by the Joint Executive Committee, pre-

viously referred to.

DESCRIPTION OF THE ORGANIZATION OF THE SOUTHERN

RAILWAY AND STEAMSHIP ASSOCIATION.

"In articles 1 to 3 of the constitution, the object of the

association is stated. It will be seen that the members agree

merely upon a specific niode or system in which they propose

to transact that portion of their business in which they may
be concerned together, and in the proper conduct of which,

negotiations and co-operation become necessary."

" Articles 4 to 13 provide for the manner in which the regu-

lations and rules for the conduct of the business are to be es-

tablished, or changed from time to time as occasion may require

;

also for the appointment of an officer who is to be called the

commissioner, and whose duties are prescribed in articles 14

to 27."

" These duties are of a threefold nature :"

" 1st. The general commissioner is the head of a bureau

through which the members transact all their business of the

character named above."

" This bureau becomes the central office of the members.

Instead of each company attempting to transact directly its

business with every other—almost an impossible undertaking,

when many companies are concerned (there are 25 members of

the association)—they correspond directly with this central office

6
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and carry on their intercourse and negotiations throngli it. This

avoids to a great degree the necessity of transacting business

through conventions—an expensive, time consuming, and at best

a very unsatisfactory mode, especially as these conventions can

only be held periodically, while business can be transacted with

great promptness through the bureau at all times."

"In this respect, even without any further measures, the

establishment ot a bureau, hy transportation companies having

intimate business relations, would be a great improvement in

facilitating their intercourse, and lead to a more intelligent

and satisfactory management of their business."

" The information collected by the bureau, upon all subjects

that can bear upon the negotiations and subjects of co-operation,

enables the commissioner to take a more general view of the

whole field of operations, and to form a more intelligent, im-

partial and correct judgment of the course which it would be

best for each company to pursue, with due regards to the rights

of others. Acting as an adviser and mediator between the mem-
bers, many complications, which in intricate and complicated busi-

ness transactions (especially between parties living far apart) arise

from a want of a proper understanding, can be thus avoided."

" 2d. If the necessary agreements cannot be reached in the

manner proposed, the general commissioner is to decide as an

umpire all questions of conflict between the members, and thus

avoid the expensive warfare now generally resorted to in such

cases."

" His decisions are subject to be revised by a eourt of appeal

or board of arbitration."

"3d. It is the duty of the general commissioner to see that

all the agreements which have been made, or his decision, or the

decisions of the court of appeal, are carried out."

" Agreements between railroad companies are generally made

in conventions of the officers. For want of time, they are

hardly ever thoroughly considered, and are generally understood

differently by different parties, and executed as they are under-

stood ;
hence they are generally broken as soon as made. The

impossibility of carrying out agreements between railroad com-

panies is not always the result of bad faith or dishonesty on the

part of the contracting parties, but is frequently due to the want
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of a proper organization and the failure to employ proper

means to accomplisli the end in view. It should not be ex-

pected that an agreement made between a great many parties in

regard to complicated business transactions can be carried out

without some executive head, whose duty it is to see that each

party adheres to it, or to fix the responsibility in case of violation."

•'It is with a view. to correct this defect in the present mode
of transacting business between railroad companies, that the

general commissioner is made the executive officer, charged with

the duty and empowered to enforce the agreement made between

the members of the association."

" While this does not prevent intentional violation, yet it re-

moves many of the causes which lead to disagreement and dis-

ruption. In the course of tirne it may be expected that by these

means confidence between the members will be established, the

want of which in each other is really one of the greatest causes

of dissension and trouble."

" The three specific duties of the general commissioner which

I have just named are to be performed by an officer of expe-

rience, accustomed to deal with all questions arising in the prac-

tical management of the transportation business. This officer

should at least be the equal in intelligence and capacity to the

chief managing officers of the railroad companies members of

the association."

" It will be observed, from a careful reading of the articles of

the association, that the association, as a body, does not prescribe

any particular policy or line of conduct regarding the manage-

ment of the business of the members, but merely determines

the mode, rules and regulations, according to which the members

are to transact business with each other.- The particular

measures to be adopted upon any subject of action are to be-de-

termined by the interested parties themselves in each particular

case as it may arise. The majority of the association, however,

does not dictate terms to the minority regarding questions of

management or the conduct of business. In case of disagree-

ment and conflict between the members, the question at issue is

not to be decided by a majority of the contracting parties, but

is to be submitted to the decision of a disinterested umpire, or to

a board of arbitrators."

I
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" The full legislative and directing power—if I may use these

terms—remains, therefore, in the parties at interest. This power
is only restricted in case of conflict; but this restriction is im-

posed by judicial proceedings, and not by the numerical strength

of the contending parties."

" It will appear from this that the association is formed upon
the plan of a representative government, with a legislative,

judicial and executive department The legislative department
is constituted by the members of the association. As long as

they can agree with each other, the general commissioner exer-

cises only his advisory and executive powers. In case of dis-

agreement between the members, his duties become of a judicial

character. He does not control, prescribe or direct, but merely

advises, adjudicates and executes.''

" Uniting these offices in one person, he can act promptly in all

matters that come before him, without interruption in the regular

course of conducting business."

" In the absence of any one of the members, he is empowered
to act for it, upon all subjects upon which his decision as umpire

would be binding on said member."
" The delays frequently occurring, on account of the impossi-

bility of bringing all the interested parties together for the pur-

pose of negotiating agreements, are thus avoided."

" I have called attention to the above essential features of this

organization in which it differs from other organizations formerly

proposed, and which had a similar object in view."

" Their failure was, no doubt, due to the fact that the busi-

ness of the members was to be arbitrarily directed by a majority

of the members, or by commissioners who were not in a position

to understand or guard the rights and interests of all and every

member. It could, of course, not be expected that railroad

companies would submit to the dictation of others who might

have no direct interest in their affairs, or whose interests might

be adverse."

" In the organization which I have described, full control is

given to each member over its own affairs ;
only in case of con-

flict with others it submits voluntarily to the adjudication of a

court of justice, in the election of which it participates.

" There is another important feature of the organization to

which I will call attention."
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" I have referred to the fact that the organization as a body

does not prescribe any particular course of action in regard to

the conduct of the business of the members. Disagreements,

therefore, between the members in regard to any particular trans-

action or disobedience to the rulings of the arbitrators do not

affect, in any way, the organization itself, but merely that par-

ticular transaction, and the parties that may be directly or in-

directly interested in it."

" Nor does the withdrawal of any one or more of the mem-
bers dissolve the association. As long as two members remain,

they can continue to transact their business with each other

under the rules of the association, and derive some advantage

therefrom."

" The plan of organization is not restricted to any particular

number of members
;
from two upward it may embrace all the

railroads in the United States. The association contains, there-

fore, the elements of self preservation and growth. It can

adapt itself to the conditions and circumstances which are likely

to occur, and under which it has to operate."

" If agreements are not adhered to by the members, or sub-

mission to arbitration is refused, the usual mode of settling diffi-

culties between railroad companies has to be resorted to. The

members of the association, acting as a unit under its rules, may
be able to prevent warfare, or at least restrict it within narrower

limits. Organized resistance or offence must be more successful

than if each member acted upon his own account and fought

indiscriminately foes and friends, as is now generally the case.

The strength of the association consists, therefore, in the power

and facility to combine all members who desire to carry out

their agreements against those who do not."

" It will appear from these explanations that the mere estab-

lishment of the association cannot be expected to remove at

once all the evils and defects in the present management of rail-

roads which it is intended to overcome."

" Its object is merely to prescribe a method in which the

complicated business between railroad companies can be system-

atically and efficiently transacted, and to substitute intelhgent

consideration of all subjects of mutual interest, and fair and

just adjudication of all conflicting claims, in place of the ruder
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method of settling controversies between the raih'oads by war-

fare, so destructive to the best interests of the people and of the

proprietors of the roads."

"The operation of the association must, therefore, not be

considered automatic, but its success depends in a great measure

still upon the degree of intelligence of the managers of the

roads, and more espscially upon their good faith to each other,

because their compliance with the rules of the association and

with the agreements made under it, is entirely voluntary and

cannot be legally enforced."

" To secure the permanency of such associations, it would be

desirable to constitute the members a legal body by act of incor-

poration, making the articles of association legally binding upon

its members. This is the plan pursued in the organization

under which the business of single railroad companies is con-

ducted."

"If the stockholders of such companies were allowed to ex-

ercise a direct control upon the management, each in his own
private interest, the result would be disastrous to the best in-

terests of the companies. The stockholders, therefore, elect

representatives, whose acts, in accordance with the articles of

association, become legally binding upon each. These represent-

atives, it may be said, act as umpire between the individual

owners ; they look to the interest of the whole as a whole and

disregard the interest of the individual when in conflict with

the general interest."

" This is the only mode in which the business of a great many

parties having separate private interests, but all united for the

attainment of the one common object, can be managed."

" The same principle should be applied to the management or

government of the whole railroad system of the country. The

several railroads constituting this system have interests adverse

to each other, yet they have one object in common, and this is

the proper management of the transportation business of the

country, so as to secure the best possible results to the people,

with due regard to the rights of the proprietors of these roads."

" This object can only be attained by the co-operation of the

railroad companies under some sort of government, with sufficient

power to regulate and restrain the action of individual companies
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so far as necessary for the welfare of the whole and the attain-

ment of the final object."

" As an important step toward- the establishment of such a

government, I propose that the federal government legalize

(incorporate) organizations formed by the railroad companies

upon the plan which I have described and for the purpose

mentioned (of course, under proper restrictions), and to make
the action of the judicial and executive officers of the organi-

zation legally binding upon its members."
" R lilroad companies would soon find it to their interest to

form themselves into such associations and transact their busi-

ness with each other upon more correct principles than is now
the case."

" When a number of such associations are formed, they could

be united again under a central organization, and thus a com-

plete representative government of the whole railroad system of

the country could be established, by which the intelligent man-

agement of this great property in the interest of the people, as

well as the interest of its proprietors, may finally be secured."

'' A representative government or self government established

under the authority of the United States over the railroad system,

upon the theory and general plan here proposed, seems to me
the proper solution of the railroad problem in this country."

'' Direct governmental control, without governmental owner-

ship, such as has been attempted in some of the Western States, or

as was proposed by the House of Representatives in its last session,

does not remove, but rather increases all the difficulties and

evils of the transportation business which it sought to remove,

and is, moreover, a direct violation of the property rights of the

owners of the road,"

" The ownership of all the railroads of the country by the

government is the only just plan by which the government

could exercise a direct and complete control over this property."

" This plan, however, which is now to be put into execution in

the (jrerman Empire, is not adapted to the institutions of this

country. Even if it were, it possesses many disadvantages as

compared with a representative and self government."
" The representative government gives full liberty of action in

the management of the affairs of each separate road, as far as
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not in conflict with the general interest, and hence more regard

can be paid to the development of local interests."

" Under a representative government each separate company
can exercise its full influence upon the management of the whole

system. The great variety of interests, frequently in conflict

with each other, being able to exert themselves in their full

power in this government, would make combinations looking

toward monopoly or extortion impossible."

" The principles of competition would still remain in force,

but this competition would be regulated intelligently and in ac-

cordance with natural laws. Under a representative government

the property rights of the owners of the roads are fully re-

spected
; the federal government does not assume to control

the property itself (as was contemplated by the appoint-

ment of nine commissioners, who were to determine what com-

pensation the railroad companies should receive), but it merely

prescribes regulations and the method in which the owners of

the property shall control it in a legal manner, without interfer-

ing with the just right of others."

" This is a proper function of the government, which it

not only may, but should exercise."

" Under the representative government all of the advantages

of a consolidated management may thus be secured and its dis-

advantages avoided."

This is an explanation of the theory and of the general plan

upon which the present management of the tariff question, over

a large section of the country, is being successfully conducted,

and, I think, satisfactorily to the community. It is the only

practicable and possible plan by which the railroad problem

can be solved in this country, and, to make it permanently suc-

cessful, it requires but the sanction and the support of the

United States Government, under such restrictions and con-

ditions as may be thought necessary in order to protect fully

the public interests involved.

It is the only plan by which the object of your bill to

secure indiscriminating and permanent rates of transportation

can be secured. Although differing in some essential features
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from the Clearing House plan, chartered by the government in

England, practically the same results are attained by it. To
show that the British government did not hesitate to assist the

railroads in conducting their business so as to secure unity of

management, I will read the Act of the British Parliament,

passed June 25, 1850, which authorized the combinations of a

number of the railroads for the purpose of conducting their

business as one road.

CLEAKINa ACT.

An Act for regulating legal proceedings by or against the

Committee of Railway Companies, associated under the

Railway Clearing System, and for other purposes, 13 and

14 Vic, cap. xxxiii., 25th June, 1850.

Whereas^ For some time past arrangements have subsisted

between several railway companies fof the transmission, without

interruption, of the through traffic in passengers, animals,

minerals and goods, passing over different lines of railway, for

the purpose of affording, in respect to such passengers, animals,

minerals and goods, the same or the like facilities^ as if such lines

had belonged to one company, which arrangements are commonly

known as, and in this a^it are designated as, "The Clearing

System," and which arrangements are conducted under the

superintendence of a Committee appointed by the Boards of

Directors of such several railway companies, which Committee

is in this act designated, " The Committee," * * * *

And whereas, the Clearing System, has been productive of great

convenience to the public, and of a considerable saving of expense

in the transmission of passengers, animals, minerals and goods

over the lines of the several railway companies, parties to such

association ; but considerable difficulty has been experienced in carry-

ing into effect the objects of the association, in consequence of the Com-

mittee not possessing the power ofprosecuting or defending actions or

suits, or taking other legal proceedings : And whereas, ^^ ^ ^

May it therefore please Your Majesty that it may be enacted,

and be it enacted by the Queen's Most Excellent Majesty, by
and with advice and consent of the Lords Spiritual and Tem-
poral, and Commons in this present Parliament, assembled, and

7
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by the authority of the same ; that the several companies

which at the time of the passing of this Act are parties to the

clearing system, and every other company which shall in manner

hereinafter mentioned, become party to the same, shall be subject

to the provisions of this act.

I wish to call particular attention to the parts which are

printed in italics.

A similar act, almost in the same words as applied to the

organization of the Joint Executive Committee or the Southern

Railway and Steamship Association, would fully cover all the

legislative action required by Congress to aid in the solution of

the railroad problem in this country.

Having now explained the difficulties of the transportation

business, and shown the manner in which they may and should

be overcome, I would be glad if the gentlemen of this com-

mittee would ask me questions, so that I could see whether

I have made myself understood, and if not, could give further

explanations.

Mr. O'Neil—Do I understand you that complaints from

the people reach this committee ?

Mr. Fink— Yes, sir; the people can appear before this

committee and make their complaints or requests, and this is

one of the good features of this organization. If a shipper has

a complaint, or desires changes in rates and classification, he

communicates with me. I bring the matter before the com-

mittee, and if there is any real ground for complaint, the

evil is rectified. I can show you from our published pro-

ceedings that we have parties from Boston, New York,

Cleveland, Toledo and other points, come before us and state

their complaints. We listen to them ;
consider them carefully,

and remedy them if we can. Heretofore it has been utterly im-

possible, almost, for any person making a complaint to secure a

remedy, because there was no concerted action ; there was no

responsible party to whom to apply for redress.

Mr. O'Neil—I did not know but this commission was sim-

ply organized to prevent trouble and disputes between the roads

themselves, but from what you now say I understand that the

individual shipper can reach the committee.



61

Mr. Fink—Yes, sir ; that is one of its functions, and an im-

portant one.

Mr. O'Neil— Is that fact generally known to shippers?

Mr. Fink—Yes, sir ; I think it is. We have letters almost

every day from persons who want to have changes made in

rates or classification.

Mr. O'ISTeil—How do they take the decision of the commis-

sion?

Mr. Fink—Some of them have their requests complied with,

and they are satisfied ; others do not, and they are, of course,

not satisfied, though they certainly must be satisfied of one thing

—that we give their complaints the fullest and fairest considera-

tion.

Mr. O'ISTeil —Do I understand you that any complaint of

any magnitude from any individual would reach the commis-

sion ?

Mr. Fink—Most certainly.

Mr. Wait—Is that the commission on which Mr. Wells and

Mr. Adams are ?

Mr. Fink—Messrs. Wells and Adams are members of the

Board of Arbitration.

Mr. Wait—They are not a part of this commission, of which

you are a member ?

Mr. Fink—They are a part of the organization. My title is

" Commissioner." I have just read an explanation of the duties

of the office of Commissioner or Chairman. The Board of

Arbitration is the judicial department of this organization, the

duties of which I have also explained.

The Chairman—Who constitute the Board of Arbitration?

Mr. Fink—Mr. Charles Francis Adams, Jr., Mr. D. A. Wells

and Mr. J. A. Wright.

The Chairman—Do I understand you that by a voluntary

arrangement between the officers representing different railroads

you form a body which you call a legislative body ?

Mr. Fink—We do not exactly call it so, but it is so in fact.

The body is called the "Executive Committee;" each railroad

company has a representative upon said committee, and they

determine all questions in which they are jointly interested, and

which must be determined in some proper way in order to

k
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secure the proper management of the railroads represented on

the committee.

The Chairman—And you have provided a Board of Arbi-

tration, which you call a judicial department ?

Mr. Fink—Yesi, sir; in my explanation to you it is called the

Board of Arbitration.

The Chairman—And then a Commissioner, who acts as

executive ?

Mr. Fink—Yes, sir ; that is the organization.

The Chairman—And you propose, as the best remedy for

the evils now existing, against the oppressions to which the

people are subjected by the railroads, to establish this " pooling
"

system, to prevent the inequalities which grow out of a reduc-

tion of rates by one railroad and not by another, and to give it

the sanction of the law ?

Mr. Fink—I have not said a word about "pooling;" that is

merely a means of maintaining rates. This organization could

and would exist just the same without any "pooling." I pro-

pose to explain the pooling question more fully hereafter.

The Chairman—Would not that pooling question come

before your legislative body ? Would it not be brought in by

the people who come before the Committee with their com-

plaints ?

Mr. Fink—This association simply provides a method in

which the joint business of the various roads is to be trans-

acted, and by which unity of action is to be secured, and, I

believe, the only method in which large but separate interests

of this nature, having such intimate relations to each other, can

be controlled. The pooling question has nothing to do with

this organization, as a whole. The individual members may or

may not resort to pooling, if it be thought that thereby all

motives for cutting rates, and for strife between the railroads,

can be removed. I have endeavored to show that such strife is

inconsistent with maintaining indiscriminating tariff rates, and

inconsistent with the object of your proposed legislation.

The Chairman—If I understand you, however, the plan

which you suggest there fur the adjustment of difficulties arising

in relation to shipments, should be sanctioned by the govern-

ment, and its enforcement left to the organization which you

have described.
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Mr. Fink—I consider that this is the only practical way in

which the government could aid the railroads, and through

which the evils of the transportation business could be per-

manently remedied. The railroads may be able to do without

this aid, but it will take them longer to accomplislf the result,

and they may not be able to accomplish it at all. I do not ask

now that Congress should pass such a law, because I do not be-

lieve it is in a position to pass any law understandingly upon

the subject If your Committee had the time to consider the

matter, or would employ experts to examine into it, and report to

you, then you might draw up a law understandingly ;
but this you

cannot do in a few hours, or in a week, or a month, or in the short

space of time that your Committee can possibly devote to it.

But we do not ask any legislation at present, except such that

looks to the collection of information, on which hereafter legis-

lation may be intelligently based.

The Chairman—I can see the wisdom of your plan, so far

as concerns the reconciling of difficulties between different rail-

roads ; but is the shipper, who has been wronged, to have no

appeal except to the very railroads who have wronged him ?

Mr. Fink—Through the proposed organization and methods

of management, the wrong which is now being done to the ship-

pers, by discriminating railroad rates, is to be avoided, and there

is to be hereafter no more cause for complaints. The wrong
has its origin in the want of unity of action of the several rail-

road companies. When you legalize this association, with the

view of assuring this necessary co-operation of the railroads, you
remove at once the causes of complaint. In order that you
may be sure of this, a tribunal should be established by the gov-

ernment to supervise the operation of such associations, and to

see that they are used only for the purpose for which they were

organized, and to see that they accomplished that purpose. And
such tribunal could, at the same time, also serve the purpose of

adjusting any difficulties that may arise between the railroads

and the public.

The Chairman—We have recognized and carefully avoided

the difficulty and impropriety, and, in fact, the impossibility, of

members of Congress, charged with so many other duties,

attempting to fix rates of freight. We have, therefore, attempted
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to frame the bill so as to declare four great principles that do not

involve the regulation of freight at all, but simply the very idea

you have just been reading—that of abridging the monopoly

powers of railroads.

First.—demanding that there shall be no discrimination in

regard to freights. It does not take an expert, but only an

honest man, to see that that is right.

Secondly.—That there shall be no rebates or drawbacks. It

needs no expert to see that this is but right and proper.

Thirdly.—That there shall be no pooling of rates, because that

denies to the people all the advantages that would otherwise

accrue to them from competition between the roads.

Fourthly.—Prohibiting the charging of more, in proportion,

for a short distance than for a long distance on the same haul.

We have endeavored to frame a bill which would avoid the

difficulties to which you have referred
;
which would secure in-

calculable benefits to the people of the country, and involve no

injury to any company, nor embarrass the railroad companies

in any manner in which they ought not rightfully to be re-

strained. We do not even undertake to say whether they shall

charge high rates or low rates. We propose only to establish a

few general rules for the guidance and control of railroads—not

to enter into a detailed investigation of the subject of the regu-

lation of freights. That question had probably better be left to

the railroads themselves—possibly under the supervision of a

commission which it may be found necessary to establish. I

mention these points, because they seem to me to be exactly in

aid and furtherance of the plan you have suggested.

Mr. Fink—I have been earnestly at work to carry out the

object of this bill—to prevent unjust discrimination—and if I

had the least hope that your bill would aid in accomplishing

that purpose, it would find in me a most earnest supporter

;

but I am sure that you cannot remove the evils of the trans-

portation business in the way you propose. The trouble

arises from a complication of facts for which you have not

provided. It is one thing to recognize what is right and to

say that the right shall be done, but it is another to carry

a principle into practical execution, in the complicated affairs

of life. You may tell a sick person " you must get well," but
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that don't cure him. You must apply the proper remedies 4ihat

will remove the causes of the disease, in order to make him

well. This proposed measure does not do that, and this is

the reason that I object to it, and have endeavored to show

why it does not reach the evil, and what is the proper and

necessary measure that will reach it. I think I can prove to

you the impracticability of the measure by applying it to a

special case.

Take for example, the condition of affairs at Chicago. The

terminal roads at that point have now agreed upon uniform rates

of freight from Chicago to the East. They are working in har-

mony with each other and deal fairly by the public.

Under the operation of your bill, the Grand Trunk and other

Canada railroads can make any rates they please through

Canada to Montreal, Halifax, Portland, Boston and New York.

You have no jurisdiction over that portion of the road which

lies in Canada.

The Canadian roads can pay rebates, pay drawbacks, make
special and secret contracts, and secure all the business which

they may desire, and take it away from the American roads.

You cannot justly restrict the free competition between a num-
ber of competing roads, unless you apply the restriction to all

alike. In this case, you must first annex Canada, or build a

Chinese wall upon the boundary lines, before you can restrict

the American roads in competing with the Canada roads, in the

usual way in which such competition is carried on. If you can-

not bring the Canada roads within the operation of your bill,

correct as may be the principle embodied in it, you cannot

accomplish its purpose, and you must do great injustice to the

American roads. This is one of the difficulties of the situa-

tion which your bill does not overcome.

If you will show me how you can carry out the provisions of

this bill, without ruining the American railroads and building

up their Canadian rivals, I shall be a convert to the measure, as

it would otherwise greatly aid me in my work.

Note.—Mr. Fink's argument of the third day is not yet

printed, nor the concluding portion of the second day's argu-

ment
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