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.. INFORMATION 
THE Wl-llTE HOUSE 

WASHINGTON 

MEMORA'NDUl1 FOR THE VICE PRE~E~lT . 

JIM CANNON·~~ 

RAILROA HJ;TING 

FROM : 

SUBJEC'l' 

Attached is a decision memorandum, prepared by the Office 
of Management and Budget, .on the proposals by Secretary 
Coleman for a major railroad initiative . The memorandum 
was completed on Thursday, March 27, for use at a meeting 
with the President last Friday on economic matters. How
ever , because of the absence of Secretary Colern:=.tn , the 
President did not take up the substantive issues involved, 
and .instead , asked the Domestic Council to follow up on 
them with Secretary Coleman , Secretary Simon, Jim Lynn , 
Frank Zarb , and Bill Seidman . 

'l'he OMB memo, which \'laS \-lritten In coordination with 
Secretary Coleman, takes up three major issues : 

1. ·. Should the Federal Government pay for 
pay"ll1ents incurred by ·~ailroads bcrro\'Ting 
rn~"> :S/. 01 111nn nr an~r~nt-P.art tn;:~nc:: . 1.o1ni,..n 

J . • 

will be provided under legislation soon to 
be s ubmitted by the Administration? 

2 . _Should the Administration propose 
legislation to bypass the ICC in certain 
cases involving joint use o f track , mergers, 
e tc ., and require DOT approval.instead? 

3 . Should the Administration propose a major 
program to reduce unemployment and help the 
rail industry, consisting of $3 billion over 
two years? 

We have already agreed on two elements of r ailroad 
legislation: 

a) 

b) 

Attachr.tent 

reform of the economic regulation of 
railroads , and 

$2 billion in loan guarantees to revitalize 
the capital assets of all the Nation ' s 
railroads. 

Digitized from Box 28 of the James M. Cannon Files at the Gerald R. Ford Presidential Library
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HH~Of\1\:mu:·i FOR: 

Fr"O!il: 

Subject: 

OackgrotJnd 

The President 

James T. lynn 

Revitalizat-ion and Job Stir:-;ulation Proposl!1s for 
the Hation's Rail Freight S.ystem 

The problc,:1s of the U.S. rai1 freight system are serious, and gt:o\·li ng 
\·lorse cis a result of the recQnt econ()mic slu::1p. CurrQnt estir.~ittc:s 
indicate thut the indt1stry ~·:ill sho~·! thut the first GlWl'tCl' 1975.
loss \-:i-11 b~ the largest it1 its history. ~~oughly !iO ;~ of rai1 t1·ack 
is t·estl'·ictricl to l>~lo~·L-n0l"'r:1al speeds due to poo1· n:;;h;tencnce . On 
1 5-20~ of mainline track speeds arc restricted to 10 miles per 
hOU\' • 

Nevertheless) th~ rnil system rc8ains 2n ·essential national asset. 
It cctrri es 33;; of a 11 fre·i ght (in ton-mi 1 ~s) and ovet· 75~-; of e.l1 
cor: 1 shi pir:ents. 

Fot· this l't:cstm, ss•tct·a 1 pr·opc;s 2:1 s at·c no·r~ brd ~~~~ cons ·j de red by the 
·t\(..i:.tilli~t.r,<Lit'Ii \·:hic!i \·:ould r,c"tp tne tre1~ii·it ra11rnc:d' th,~o:_;:;h 
financiul c:ssist::r;c~ ) r~orfi~niz:ltion~ and regul~tory rcfor:;i. 
In add·ition to t::e rail p~s~Qns2r scr•:icc prOSl'i:~:~s (/'.:m~f!.:~ ar.d 
Northe,.st Cortic::~r), the frei9i·.t related pl~ogr<:a.is inciude: 

Res tructuri r.g of i:ci'thr:as t bt:nkntpt r~ i 1 rc·t:ds {pria.:ari ly Penn 
Central) 

••• U.S. Raih:~y .:.ssociation has cc~pleted prelin!iiwry plar~s; 
final sub:;;_issio;-, to Ce:r!gl~css by July 26 . 

••• Federal cost ~sti~at~d at core than $4 billion over 10 yeari, 
of \':hich $2.[, billion is alrc:ady a•.:thorized . 

•.. AdrJinHt.n:~i·cn p(;Sition ceing CC'.'Cflopc:d by late f.pril . 

. . •• 

I, . 
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- This pl~n, the R«il [e:pl oyi::cnt pro;ws«l, nnd the P-.uil Revitaliz«tion 
/\ct} \·lil1 each ha\'C! a r:ajol~ t.t~ucl: t-ehubilitution co:l:j>ont:nt. 

- They shol•ld thercfm~e be dcsi9n~d to co;nplc;~~t~nt each othel', and 
avoid dupl ·icaticn, espccii!lly on u geogrilpfric basis. 

RAIL REVJThLIZATJ~: ACT OF 1975 

On l·brch 22 you ugrced to sc;nd to Congress the l\d::1inistration 1 $ ,~ail 
l~egulu.tol'Y reform b·ins inclt;d ing v. $2 trillion lozm gu~u~untr.e finuncial 
assistance pac~a~c. Subsequently, DOT h~s concluded thut t~o additional 
provisions should be in~lud2d in the bi1l. ~e request your dcc~sion on 
\·lhethcr· ~o- inc1uqe :these provisions, as described belm·t. 

Issue €1: Interest Subsidies 

The Act \".'ould ·auUwdze the Secretal'.)' of Ti'ansportation to pay (i.e., 
subsidize) sc:r.e or· cdl of t!w interest p~,:,:;~:2nts inclwrcd by rai"lroads 
in bot-ro· .. ring $2 bi11ic·n .of 9t:~:i'cntecd loc·ns UllGC?l' the r.ct. Pl~ovidcs 
up to $G50 r;~il"t-ion thr·cufih 197£•. Th.;; Sc:cretf1l'Y n:Gy require i!ppl·ici:!.nts 
to use trilcks and ot her fi:ci"liti~s jc·int1y ot· to Gc~;u·in~ Ol' sell assets 
to ~c:h·i eve grea tel' s.vs tc1:1 effi ci r:ncy ns cr.0. of the conc:i ti oP.-s for pro-

• ,. r· . 1 . . ((" . ··z) v1a1ng 11nanc1a RSSlSttnce. JCe 1ssuc r. , 

.Sho~1ld the pt·ovisicn r.f $6~0 r:rill'ion for· ·in·~·el~l'st pu:,·;;:\::nts u~ i ncit!Cled 
jn th\:: ~~~1 Revit~l11ation ~ct of 1975? 

DOT b~lic:ves tiE.!t .thc$e fu:1ds, nnd C:issoci2t0d condit·icns ~ t-ti11 
"'n·tbln .... :.~, l·:n,l~_.-.,.1 c•o":-- ·-r:-·.-.r.;- J.o 1'rl·r-·" :-:t,o·· .... - l':n·,·r. •·:.·c·l·on"l ~ ( \.,; l, •• _ \,;.\.~1\.t j '"""''···· .. ··'"" .... u ,~ ..... \.(" u '·~ t,..; '"'" ....... 

geographic structu~c for the rail fr~isht systc~. This would ) 
in tun1 , ir.~pro\'e the fin"ndal v·il!bi"Jity of the railrc~ds. 

- llithout the $~50 million ~~t~r2st provisicn ) DOT anticipates 
thut very fc~ railro2ds ~ould have $UfficiGnt incentive to . . 

Cons_ 

........... '"":l"'·n _.' Lr!"\ 1 ., ... . ....... r-: .._..... ·-•. ·c ,, • ld .~ .. ''d :. '""''-··-·· !'\ pat &..1 C1t.C- '-- .,, I.. it.: • Odl P• v:_il''-.1:1. I Ill., ;,Q;I l.C.. ...o u .. -~1 .. !1 fh... 

the \'<::lt•::: of the loan pro9ri:r:t c:s ~ S\·:~(:t~nct' to the reguic~tcry 
l'cforr.l rjad:aa~. I .. ... .. 

DOT Leli~v~s the su~si~y is n~cess~l~ to d~al Hith the railroads' 
scri OllS ct:sh fl e:~·i prcb i cr:1. 

This \·:ould ~C!l 

, , , , 

~ potentially costly prcc~d~nt for ot~er F(!dcral 

: . .. •' • • 



loan pro£!rums, and particularly for the nc\·t rail program. 

It is not clear that this is the best w~y to create the desired 
incentive for participJtion. An altcrn~tivc might be to relax 
the c1·itcda fOl' usc of the $2 billion in loan sut~.l~ilntces. For 
instance, a po1·tion o-1- the fonds could be l::adc ~vailable to help 
pay intet~est·dtwing the first fei·: yeal'S. 

Dy st()ying \·!ithin the $2 billion funding level 
\·;ould b~ no violation of yotn"' l!no n21·t spe:nding 
\·there as t< .$650 nri 11 ion add- on L'OU1 d l'equi re an 
this policy. 

in this Hay, there 
progr~~~~~ po 1 icy, 

J • ,. exE:n:p t:l on n·om 

The guorantee itself \·:o:.Jld provide a significant savings in the 
interest cost, which should in itself be an incentive for 
parti ci p~; t ion. 

Decision 

Option/\:· Provide interest sL:bsidy grants 
(supported by DClT) -------

. Option D: Allm·t loan guan!.nt:es to pay intPl~!.'st durin~ firs~ it:;·t 
:fl::i:.i~ 

(supported by o; :s) 

Perr;-,)ts 11 by-p~SS 11 of ICC auth~r-ity for jo·int t:se of tr~ck, ptn·chase/s21::: 
of (tsscts, znd r::~rgei'S .. Cr.r;oi·tu:lity for· ir,fe:rr:Y.l r::ut-l:ic h;;~dng5 provic!~c;, 
b~fm~e COT c:~~:~''J'/ul. 11 LC~tst c:nticc:-:~1ctiti\'e•: opt.ior.s r..Jst he 2pp1'ovcd. 
Such joint l;sc: and czrgers r;:ay be requireci, to qualify fot' financial . 
assistance in the bill .• 

Pros 

- Houl d avoid onerous ar:d c:ri!vm out r;:ergr:r prcc!!cttrt:s cm're:nt ly 
iJr;pCJscd lJy ICC, ar.d th~fr:by pc:n:~it s·::re:c.r:.Hr.ir.g of th~ rail systei!i. 

- DOT se~s this as an integral feature of ~he finar.cial p~ckage in 
the ui 11. 

• • 

.. , 



COllS 

This prov~s1on would inject DOT into a very contro
versial role, withOut a clear undcrst~nding of how 
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it would exercise its authority, in terms of procedures 
or criteria for analyzing merger applications. 

Although_DOT indicates labor support for this provision, 
shippers .'and local coHt:mmi ties \·!ould oppose it because 
of the do>·mgradins of service on certain lines '•lhich 
would rdsult. This cou~d jeopardize passage of the bill. 

An interagency \·larking group is presently developing a 
-more thorough proposal to reform rail merger lm·;s and 
standards. Pending their recommendations, this proposa_l 
appe~rs to be premature. 

Decision 

Option C: Permit "by-pass" of ICC merger authority 
(supported by Coleman) 

Option D: Further study to dcv0l9p more complete merger 
la~s and stand~rds 
{supported by Lynn) 

Issue f;3: \·;he'ther to suooort such a Ef__.9_0osal in:~1cdiatelv 1 

not at all, or -subject it t.o further comoa::-ison 
with c~plo~nent proposals in other areas. 

DOl' proposes a t•llo-year program to assist the r_ail industry in 
expanding its rauintenance program. 'l'otal $3 billion b·ro-ycar 
authorization ($1 billion in grants, $2 billion in lo~ns). 
Direct employ::lcnt irapact over life of progra!:l optimistically 
csti:;;:w.ted at 60 1 000 mun-ycars; indirect cmp1oymen t estir.<a ted 
Cl.t 1051000 1~-:~n-yeurs. Federal govcrn:nen t \·:auld provide grants 
for labor cost, ~nd incoi:lc debentures for rrotcr iul and 
equip:ncnt cos.t.. (sec Attacluacnts II and III for details). 

Pros 

l~imed at t·.-:o m~jor problc;;.s: uncr:i:_:>loymcnt and ru.il 
detcrioJ:a tion. DO'l' believes the proposal \·Jould have 



Cons 

I 
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a significant impact on each area. Improved roL1dbecl is 
considered critical to a viable rail syst~n. 

Funding package 
pa.tticip<l tim1 . 
railroads could 
prog1:am. 

desi9necl to insure mu:{imma railro.:-1d 
\·li thou t lilbor grants, DO'l' believes that 
not afford to take advantage of "the 

Strong support for this program by rail manager.-lcnt, 
labor, an~ Congress. 

·. 
- · Not in accord \·d th your policy of "no ncvr spending 

progrmns". 

If considered, should be compared with other job creating 
programs to determine relative employment impact. 

Need murc <1nalysis of reli.ttion~;hip to other pending rail 
assi~tance programs, to insure eoordinilted approach. Need 
to further assess overall impact on Federal involvement 
\<lith. railro.:.:.ds. 

Direct pay·roJ.l subsidy for pr:i.va te f·irms is a:1 unpreccdcnt:ed 
practice in the U.S. ; to. v ioJ.at.c ··this honni.!.<>...-~.' b~'.:.•:!~~~~ t!. 
prjvatc ana public sectors could open up a host of similar 
proposals fro~ other financially troubled industries. 

Decision 

Option E: Support DO'J? concept. Direct Secretary to prepare 
legislation for Executive Branch cl~arancc. 
(supported by DQ'j'} 

Option F: Consider lQtcr in relation to other actions to 
stir;mlittc the econc-:ay, <md in the framc'.·:ork of 
ove~-.111 ilppro.:1ch to railro.:1cl industry . 
(sU.pportcd by O:·~B) 

Option G: Du sically d isagrcc •.-li th this proposal, ar.d so info1:ra 
the Sc:crct.<!ry. Do not purzuc further. 

Attach::tcnts 

cc: DO Records, Director, D:i.rcctor•s Chron, Deputy Director, 
Hr. Scott, Mr. Bray, Return to Mr. Johanson 

EGO AJohanson:vt 3/27/75 

·I· 



.. 

.. 

1\ut.horizcd 

I. Northeast Hail 

• Planning an.d interim 
cash assis t ance 

• Interim r;1~intenance 
and improvement of 
plant 

Lab6r piotection and 
branch line subsidies 

• Financial assistance to 
ne·\·1 rail syste;n, h!·lTRhK, 
and 'other connecting 
railroads 

II. Rail Kev1talization Act* 

Lot:!n guar<!ntces 

Interest subsidies 

III. Hail Employment·J: 

Grants 

• Loan Guarantees 

Totals 

340 

300 

430 

1,500 

2,570 

~ 1570 

1\ttacln:tcnl: I 

( $ ll'ill ions) 
Under 

Consideration 

2,000 

2,000 

2,000 

. 650 

2·, GSO 

1,000 

2,000 

3,000 

Total 

340 

300 

430 

3,500 

4,570 

2,000 

G50 

2,G50 

1,000 

2,000 

3,000 

10,220 

* E;.:pcctcd to sub~titutC! for some of I~orthca!::t rail funding require
ment. 



Tl IE S[Cf\[lM~Y OF TI~!\!·:Sl'(l:nt\TiOH 

w:.s:ot~\.:io:l. o.c. ::r!.·.~:.> 

March 21, 1975 

"fE· ·o·"' """·nu· I T~o1"} o""~-·J"' :. J'l -~ J" .... .,~s ·1· .l\'.t • :-.·_ 1'1.:> •' .\· J:· \. ! J -'"-' .\..L~ ::> .JJ:~ • ~;.'J.~!.. • LYi'\N 

SUBJECT: St!rnu}c.ting Err.ploy1ncnt Through a Federally Snpported 
H'~il H.eh~ bili t:.~lion Pro~r<un 

·. 

:JC· 

Durin~ thr;: cnr1·cnt ccono1nic dO'\':nlurn, railroad industry revenues h<!ve 
dccHncd .;;ha.rp1y a.s car lo~di:1gs {level oi frcig!1l traffic) ch-opped 15 per
cent bclo\,. lasl year's lcvd. This, in hu·n_, has forced lhe indust::y to 
reduce suhstan!icdlv its rn<.ir;tcnance c:!fortz. The result is lh~t the 
indust;·y is expcrh~-~cing both~~ high .rate of uncrnployment and a n1orc 
rapid dc:tedoration C'f its i)hysical piant. 

The tot;!l an1ount o[ deferred n1::!.i:>tcn"ncc in the industry is not kno'\Vn 
•CXaCll)' but COiiSCTVctlivc cdim~tc.s pl.lt Ow fi_gn1·c in fhc range Of $5. 5 

'to $7.5 bi1lio11 •. E\·cn c!t the )97·'1 1cvd of n-:<:.inten~·ncc, cffo;·t. which 
involY~c.! the crnployrnent o! 92, 000 y;.:.rkcrs, lhc h~.cldog c! dcfc::- red 
rnainh:n<:r.ce "\<'-5 !;!crc;a::;ing <!nnually. It i.::: c.stin~~t{:() th~l 10, OOC 
m~ i r.l. e: ~,;.; :• c e- ,.f- '::~ ·,- '·'-·o d~c 1· s ha vc 'd r c:<'- cl -.· b c-~.:~ n k"!id o£ i lhi s \-c:-• .1 .:t ncl 
that <\:l c: cci !:icr::.l.2'), 000 y,·or~·~er ~ n14Lj' be: fur :al.!_;hc:cl b;- June .1 Ti 5. 

Rail's 1·<micilv Cl"O<!in~ nhv sic~! nlani: n:a)r soon r c sult in a situ<~tion \\·!zcl·c 
• ,. - • cl • 

it. '\\'O~l1cl bcconH! a positive drag on the "\"h•)le econorny. T!1e on1T alte:::-
nativcs th~n ,·.:o\.11'! Lc rnc.ssive amour.t.s c! dhcct E"edc!·al assistance o.:.· 
Federal o·,':ncrs!--ip • 

• \Vc bc~lic:vc that the prc!:cnt dtu~tion constib.tes ~unique o ppo;-h:nity to 
undcrt2ke a. Fec!cr~~i·-:-assistccl hut ir!.t!:..~stn· man2.g~d effort to ~)}-ovidc 

' .... : ... ,. .. . , -.. 
)no,.c JO'"- ,.-l11lc -"''"'1""':' l:'"•c lnttl•s······ 1 .., Cl''",..,.."tl•• •·J~tn"'·c· lc"c·l o" ·-"'"'l"'•· ............. c ... • J:'> ... ,. 4 ; • ., .._ ••:• J. J.~ " f.,.) - ... - .,...... } !..) :. i.l .. ,.._ &. • ..&. .J.l"'- 'J•'-"••C-\..; t.,. 

-S~Jch ~n e:i"fo!"t '.·:o~r!~ :-.o:. o~!i· proc!t:cc cu:::c~itic!1.:d joe!; in !.~c l"<dlro<:-.d !n~:l~~~ry, 
H: '':ould <!!~o have :1 ~ll~!':tantbJ i;:dircct ~ob c~·~•~ti.r;:!: c:-~cct i:t t::~ f.U~J ~)Ortir:1" . .. . - .. -
)·nc1•15.'•·;r.c: 'c ·T ~·f·c···' ;,-.... 1 1''"''" ···c.·.-.' •. 1".' .... -.£.· ..... ~ .. , ".' .. c.). ~uc}•" l'-o ...... ~ ...... 1 .... 1.ll 

• .. .. ~. oA '- ... \ • ' 0. • w. - .. J ---.. ••• , ... ' '- --. • f..: .... .. t.. • .~. ::: .. ;.... • • '\o'• 

lJc:in;~, ~ .. c,J C.'ti!~:·s l!"1 ;!• .. !t!~c,ri:~c ~l!C!~ :r. 1)t·orr~;.fJ~. ~\•.-'c !•lr~n!!i·! t::·~ .... •c: t!t.:~~ ~!1'= 
• .,1 ~·· • '"• 

Acn~i!):~l:·;-dio:~ ,;.._vd':·P a b~tt.cr p!·oz!·;,;-..-~ cf it!; O'·'-·n <t:; a r<.-~pon~c to 
Con~rr;!;:;jc,n;~l initi~livc:. 

: I 
# .· 



/ • • .. 

.-~"·!ted l n t!:i:: l~h :r,,:·:n~<hn~1 :•.r,· !},,_. r.p<·,·ifk:ttions for ::\~Ch <l pn):·:·;un. 
;Jl ~tll!~l!"':a :q·, thi!: D~jl:u·l!ncnt rc~colnnlcncls the follo\•:in}.:.: 

1. A tv:o··\'C:l.r nro~r<tm to i1nsisllhe induslqr in c:xp:tmling its , . ~ 

))la nn cd rna in t cn=t n c c pro g ran1: 

~ F · 1 · . t• 1 '1 1"" • t R '1 n ~. or r<Hl roo.c s H> reorg<l;n za ·1on unc er l.lc _\.eglon:~. <:t1 J\.e-
o l'!j<tl~ir.a lion Act, Fcdc r<Ll financiC'..l a!:' sis lance w0uld be in the 
forn1 of a grant .for the costs of labor, 1nateriaJ., and cquiprncnt 
with •~ nroviso that the benefit~ rnnst •~ccrue l"o C0:~Rail. These 
----~- ... 
{ ' 1" 1 .•.•• 1 ...• ~· 1 unGs thcn•,•:ou!c su~1p y :3\!:).:>lllut:c !or !\HIC s '-':i::Cil tae l· cncra 
Government would be providing la tcr to ConR.-t il c!;1)"\V2.)'; 

3. ~or all other railroads grants :-voul<l he available for the labor 
portion of the costs associ~tc:'l \vith th~ Federal assisted 
inc rern cnt:1l rn~inlenance prograrn with loans a vailabl c for lhc 

rcla ~ed rnc.. terials and equipa1 ent; 

4. The loan provisions Y.:ould he in lh e fo ::1n o.f inconH! related 
dcbcnli.u·cs and would provide <t ile:-:ih!.c rcpayrncn:.. scherne 
fo-r .ho1h interest and principrd., based o•• the ~arn~r:gs pcrforrn- · 
ance of the individual railroac!G chaine. the rcpar:·ncnt pel'i(.ld; 

:::;. ""1·11c· -~··cJ~··-,~- ··11lt'c~·,:-i·cs a :-cl'-=·) "'1!·1·o,·=··=•'l._P ,..r ~·..>" h="~t=r.·~ ··---'• . t'"" ,,.a c.t.~J C.w 6 j·-"" . C "' ~'" ( ... \. "--•\. ~ J .. .---t.. V .., v..L ~· ~~.J-l.vJot .s.V A. 

~~the gr<~nt c:.::d t:w lo~o.n clc;-;1ent.:>, v:ith a $1 b~iEon effort 
in th~ :i~·sr. y'-'.:~J. <.~.uu wiLh $Z [1jj}}o11 1!1 the scco:1d i-~~r; 

6. In onJer. to cns-:.u-c th.:-:.t the progr<nn is truly additive. i. c., 
over a1H1 <:.bovc th<.!.i '-'-'hich t:1e railro~<Is "'<'Oi.lld do -.•:ith their 
own rc:>ourccz, a ln<!inter'!~nce of efio:-t pro\·i.~io:) -.•:culd be 
rcquircd for p<'..rtidp<d.ion. 

7. To cn1p11<!Size th~l the p:rogr<!:n is geared basically lo the 
curre;nt u:~cn1plorn1c:nt sitt:."-.tion c:.:.nd is not c>. pcrl-:!"-!"l<:nt 
as!>ttrnptio!1 by tb: Fc:~c:-:d Go\·e rn:n en: of. a ro] c i:) !~or:l~<::.l 

prog:-<::n 1~1aint.::n<~ncc, c:. ,trif"gr:r" is cn~plored · ... -~~ch wo1.1id 

8. 

l·eep Li"'c -:)··o''r~··r. ~ ..... ,.,·fer-f. c, ... l·· ciur'~~n .,c .. ·io'is ~~·!'lt"·•" !':-.;,. " • : .. .;- .. ~ ... -- -- ..... . .. ... ,, l• - .... .. -"'· ..... -

)) :<.(·,·,.,,~,.., ,n,.. . ..,.., •. )l,,",-rlr-....,• l":tlc e ...... _,.,_e;cls f,'J' (rt• ~o~c o''·,.,r 
_. -··•·• ""·••·•••; •'-';· -'·'" • '-' v,.i -• •• ••• .. 1.1..: 

a pprop !"i ~ te: fi gu !" (; j; 

"T • . • - l • l 1 1 , • • , 'l \'.'('- trlt::'-!.s 01 t 1c lL1::t:ts \~:o'-1 c u~ ~]:.:->or·:.!oJ1i::<! :~;~;c::~. :.,-:c ra.L .... -

J·o~<h em<'. f vrnil.d<t !):!:.is <:.nd o:-.e-tf;lrd "\'.'Ol:ld he !di. to the 
cli!>crdi<m oi the S<:c:·et~1·y; <L;-.ci 

·•. ••• 
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.. <\ddilion, the P)'Oj)o;;al inc-h!des $95 n1iJEon fo ;!c-c:dc.:r~~lf: .-·(forts to 
7:rnaint~in ~nd in~pn>\·c cul· rt·nt. p.:ts!;c; ) ~-:~.-~r scn•it:e <.111 the i'oJ·th~.~::t$l 

Corridor. This cfiPrt is l~n-.•isionc{! a:; a contin:.!.::. tion of th<.: pro~!l"i!n1 
recently <~tlthol"i~cd a.s p:Lrl of the Penn Ccnlr<tJ e:'i"!crgcncy lcgis}:dion. 

·The &H1diti()nal $95 millio;1 will not i;1 ~ny \\-.:!.}' p!·ecmpt dcch:io;1.s 1·cl~t~d 
to the loJ1g lenn improvc;ncnls l"C!qnin:d in the No1·thcast Corridor. 

In total, this progr4'.m should create 20,000 additional jol>!'> in the rail
road industry and 35,000 job!; in rcl<~tcd industric~ durir:z the iirst 
year. The second year job effect would be rour~hlr double lhat of the 
first: y c<a. 

I 1·ecognb~e that: this progr:::.rn will h<!vc an effect 0~1 the budgc!t but the 
total impact over the long rnn will be significanJly !:~nalJcr lhan the 
total dollar an~ount because of Joan rCjnyrncnt and the substitution of 
.ConRail ?.~sis t.<!.nc c. l\1oreov er, · it is my jud~n1 cnt tha l the social 
dividends rc5\Jlti:w .frorn wl'!.<:.tever ncl cost is invol\'cd will be worth ,, 
the cost. It wj)} help a vert .fu rthcr b.yoifs and, indeed, ~hould incr cas c 
the cmpJoyrncmt within the )ndustry. It will foster n1~1ch neccl.ed rehabil
itation ancl l!"l~proverncnt in the phj•.sic2.l !~ciJitic:; of the indt\.~try and 
cnsu rc lh<d. the n3.tion 's r~il tr<t.n!:po =~at: on sys ten"l will n_ot deteriorate 
.hu lher during thi.s cconon1ic clownlu rn. . 

; . 
A v~~l_ .. lc :r~~il tlan~ptll· iation srstc.rn :is fuel efficient 4md is necC.ed tc. 
cnS\!J"C !.hut tb . ..: tt·ansport of bull~ co~~·:nwdi~ic~ anu other :-esourccs can 
be cHic:ic;;tl)• c:-:ec\11:ed. T:iH! prog!'a~~1 should in~p1·cve the s~I,:ty record 

. . . 

or the ind\1Sl:ry. The p~:ogr".m, itself, is tcrnporal·~·, but it 'tlso sets lhc 
stage for and dovetails well with th€' :-i1~2.ndal ussi.:::~ance program included 
l·n the A c1·r' ": =- t ··?. t= 0'1 1 s o -o·-·" c: c<.1 11 ·• i .. o.., c1 T r" n <· Do-•··· t' on lPr:'l rov "''TI "ll t . '" ~-~j·- ..... 4 • .. . .. ;""'-- &. ~,, ____ •• - c.:.. -. • -"*" • .. t-· - -· ........... 

Act. Finz,.lJy, we scn!>c a gre3.t de:al of il1tcre.:.t fo!· such a pro~ran1 .in 
the Congress and, in the ab~cncc of .1 Adrninistr:->.licn j;roposal, we 
will undouhtc:d1)' be forced i:1to a reactive posture. 

: 

J.J)' sl~H and I a:::e prcparecllo discuss this prop?sal with you in greater 
delail <:ts ~ot.m a,s possible. 

Alt~chn1cnt 
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TilE S(CJU:TAnY or TfV\t~SPOHT/\liO:~ 

\'IASHJI-.:G·l o::, D.C. 20!190 

1\TT 1\.C I~ l··\t:_ l ~-;

)IC. 

Harch 24 > 1975 

I·IEJ.~OPJ~·W!J;·i fOR IIONORh.RLE JA:·~ES T. LYr:i-l 
; DI RECTOP-, OFf! CE Of l·t".IMGHiENT AND BUDGET 

·. 

Subject: Sti1:1ulating Et;:ployn:~nt Through a Feciel·ally Suppol~ted 
Rail Rehabilitation Progt·t~m: Rationale for Grants 
to Sol vent R?.i l1·oads 

In a r;;21r.orc::ncium of l·iarch 21 outl-ining the above prog1·um, \·:e 
recom:-;enc!~d that the funding of the entire prograr;"~ for bankrupt 
rai 1 roc:.ds c.nd the labor portion of the progt·iua for sol v~nt 
t·ailroads be effected through fedct·al grants. The bc.r1knJpt 
t·ailro2.05 account fo1· c;Jproximatcly 16~; of the b·\lck r.1ilcs that 
\·:ould b~ eli.gible for rehabilitatio-n. Thz labor· elcr.;2nt of the 
progri:::-r \·:auld be approxir.~atcly o:1e-third of the total p1·ogrcm. 
Tl)llc; ) in ;: ~~ h-il1i(•n rroJrCil':'l, the b."'r!·''";d-~ n:i~h·t be ~xrecte~ 
to receive appi'O>:ir~ateiy SSCO million in grants and the solv~nt 
carders approxir;;ately SBJO li1illion in grants. 

In the att~chcd 1::::i;';Ol"cndu:n ~·:e gi vc the ·reasons ~;:hy ~ in om" 
judgr:;?flt, it is d2sin:ble to fund the labor pot·tion of the 
progl-~r.l for solvent railrcads \'tith fccl2ral gi·ants:. rather than 

- 1 oo.ns. 

e A'ltri ~ .. / , . .~r, ...... , 
· !)~/_~%:/. -'; - • V•·· ·---·-r 
'William T. Cole~an, Jr. 

cc: Honorc:.tJle L. ~-!illit:r.! Scid:::;m 
Hcmot·ublc Jc.1r:~s 1-i. C~nnon 
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•rbc~ Dcjxtrtn:cnl of Tr~n~pT!'b.tion h;ls prcpos0d for considc1·;.-:.Uon 
"lCl'''"J') 1 • ...,l.\. l)l'f)·-.·1": 1'1 1 t"l '"';l·n, .. \....,~o '"'"")ln··l~1"'''JI. ~:1 ;1!,,.,. l'._.,I·lr·•)"1"l it·cl•ts·l·t·v C.. I-! . a. "" • • " =-• t,.,. • l .,.. ... t. •.J- .. t .. ~'.,- \,.. i' j} ...., .! J \.• a J. • \. J'""" '"' ' t.-\.. •· & \. .) J 

Sp~cifi(.:~lly in ihC! vital ~r::.•a!3 of tr:!(;:~ ~u;d plant n~aiaten~'!.~lCC nncl 
rck1bili!alioa . This pro~r:~m wouid cm·~r the c:·:iirc industry, L e., 
b~th sal-;cnt and ba:1!~rupt comp~.n!c~;s and \','Ould e:m1)loy a combination 
of Feckral ~:r~ni and loa~1 financial assistance. tfhe prograrn 's undcr
lyinr~ r::.ti0:1:-tlr~ ~~~~cl s:)::·cific~; h~~,·c b('~m covered b ~mather rnper. 
'.fhis p.1p0r :1d:lr~sses th·~ crit !cai role of grail! s :or the bb:> r ·cost 
component" in c~1.snrir~g t}1C-! p:cog1·am 's acceptance :md success. 

Snmmary -----· 
Powerful arpnnents can be m2.clc tha! any Federal financi~l ~ssistancc
designed to siir;.~u1ate empla:;ment cculcl be direc~~d to n8 b2!le::.· purp~sc 
than the m:lini.cn~nce ~u:d r~h~hi!itntion of th~ naEon 's railroads. To 
reali.zc i!1e full pcltenti~d of lhis op~)::Jrt:miiy! cspc:!i~lly in lif;ht of the 
Clll'l'C·'·l:. e:!·~'lC Ot 1'':'11. 'tPA'1r.t r;,l..,.1('"'C:: " n., .• , . .,l cr''l·,-,,..,,..,,1'· (i'Ol' 1l'l,'' (~; !"'C"t • t.. ....., .. '. I - .; \. ... - 4... ... l .a. J ".,. 1 . """ _ , ) t. 1.. t" - , , '• v • 1:, ... - •• -s r... \. • • ,.. , ... v 

labor costs involvc~i) in the Federal fin:mcial n.ssistance program would 
b o cc· c·el ·.f i ., 1 

........ LJ.::J '"-'" • 

.:.-

J.''cclcrc..l [~r2..nt assi5tancc fGr at least the !~b8r comp~nent 
of such a nro0.;ram ann::ars Cl'itie;ll to ol:~:t.inin~~ the nartici-. ... ' . - " 
p:ttion of "sohrcnt", ~rlb~it curreni m011e:; losil~g, railroads 
which conslHuic lhc bull~ of the nation's rail system. 

A Fe,l ... l • ..,l ~·o'rl·":"' '1 C t" f", . ....,' . ] "'"Sic.:( ... ,.,.~ { t' ..... ·1 • "'l 1 .... ..._ ,. p.. :·,- :.L J bL .. LCla u:-:.. ··~ c~.t .... c 0. 1lC ... ,d .I Q,,(,S 

must trcal both '"solvent'' ~nd "financi~U-.: distressed!' (includ
ing b:mkrupt) railroads eqi.:H:lbly, lcsl ii. ... t:niairly d:sc-•.ch~a:1trt~c 
the former. 

The truly Yiltil n~ture oi i.hc work io be s:.:p!:8rlcd b.)P this 
prc;~ram -- ~:ffcciin~; (ii=·cc:Uy t!~~ eeat:o.-~.!ic efficiency 0f the 

--r··,.... 1<' 1'' .1 c.··· .. !-.... , ')~ ---'1 "'"' •i n ~') ... · • • r: ,. r • ....... ,: ·. 11<~ },_.,) ., .u .... .-:>L~.: "· ••. ~ \·.=..:! :,_.., Ll- .. ~.:c~l_. ~~ .l.S !J1)_l .. lLHl --

ll"'&~;t J-.n rrj''(;B ....,!)'"l"O')"i"!in ~t-cir:hl i•l "'H' "'Gi1!";(;Cl'"~li~'1 r·[· •}li"" ,... ... J..._ :-- , ... , :' ! " .,. '- ••. :.J • "'-••J '- ..J& l "· ... -.1 '"-• -·:J 

prop'::>sal 's merit . 

/\1'"' 110'1'"'1''' "c.·"::i•''l'l'.t'·e rr;,.f'll i11 {1l:S t)""•'-""''"'t \t'Ot1 1Cl }'"" ll'l'l~· 1_\ :• Cll \. &&.._..., •-' c a \,.. , :,• • . • .& J. 't • .... • .. - .... 1."1! • • ' j- • .J 
11"'ldrliii\'C" j•-. fc"l.,1,.. r;f it<· \.' 1:1.'"1"'n c ···••)"''~ · ·:c l.l''''""Cl tJ ... ' '01, .. J·c.'~l1~ .• ~ _ •• .. .1 .. .. ) .. -> ·•· . , • .... t).. ...'-"" .... - ..... ••LJ..... J - _ 

a significant m~I1Uplier eifc:ct. 

.. •• 
•I 
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Discussio~\ -----
Central {o :1n tmdcl'!:.l:mcEnr: of this rc:tl n::t!lrc of. the l'•:il m:t.intc-nance· 
~·1•' 1 .. -~, .. ",.;~·t -"~f'c, ..... • ......... j,... ....... , 1·,... ~ l ... ,, .• ,>,.,.,,;fi";' l''""i· (') 1·;. :'-~ 1)·~"·\··":r·i'"'·c Ul •J -.•hll),,} •• ~ •11 ~"'· \:•v--1•• ,-,c. "C. •• ,-..:-~ .. -... •• 1,,,, • .1 \ J.•J ·'- c.;:.. • ' 

a ffecti·.,n- •:'1 ''~l't'··· ·'1~ ~~t-· ".-.:1 1.11<~-, .. ·tr-.r -- b:J'~l ·-~oh"·"1t "\'l'i 1-·....,n'~l'l'l)( c ... ••.;,, ..... ! !'-· ..> ...... , , .. ,., •• _ , ....... -- .: "'' ·- ......... '"'''"' ... , • ' 

conm:tn!cs -- a1biit jn se>mc\•:h:~t cliifcrcnt ways ~nd de!::rccs: ~nd . . ~ . 
(2) ihe costs of ~ r:.mc!~\-:.·n. inefficient nati~);~al rail plant \':ill be p:!icl 
for by so~iciy onp way or 'the other. It will l.H.~ paid: . 

qithe-r in terr:1s of increasin;~ acdc!e:nU-: :1nd c'lcrailn'!.cnts, nwre 
i!;:"lCl\'' 0 l'('lC ,. c·.' "\l' rl I "·') :11 , .1.., 1" ~-·,.. "'l" 't { 1'"" ·,-~ l n·J·· ,., 1' l·l·c·l· o·'l ... l 1' ~ i- e,.. "\ ,. ('1 

•> • .&. .:.,) ,, •• , .. l! "" l \, \...::; :L.: ·:> '" 1\. lJ- ... :.:> .,\,;. ~,· LtL • ..> h.\l l 

imp~ircd sc1·vicc i1~hercnt in the forcgoinb, 

or in terms of a p~sitive cffoL"t to ~rrcs~ f.he d0tcrioratiGn of the 
. rc-lil plan!, to rcb~1ild nnd rehabilitate that plant (csp~ci~Jly Uw.· 
vital rnainlinc links)~ m-:d f.o put prcsc:nlly furbu~h~cl roain.fcn<tnco
of-v:~y ct~1~)1r;yecs (::o·.v receivi11; Fedcr:11 l<il(!l~1ployn~cnt pay) and 
other "idle .,,:or!·:cr.s b::.ck int•"J tnll',· nrod;.<ctin:! en~nl.;;: m~nt in an .. ... .. ~ 

industry vital lo the n~tbn 's cco;1omic health. 

'l'hc reality for r(:il indn::.:!ry fin;.~nccs c~ lhc rcc:~nt shr..rp ~h·op in 
l·e~r f''}'" 0 C' c.·; 1.."":. P) 1..,)1• .,, 1" J''' ,.,.., t·1'' r.. (! .:.lJ' ·~~,-, '-: 0:.:::>'.! ::., '>:.''.'I\ : .l ~ h- 1'1"" ~" '' '':J c·>~!:>f'f ·~ • \,.:: •"-• ..... .-J .,:J\. .. # .• • J .... " VJ..-J ~'-" ...... ._ l,.. • .., ..... -~ -~·J.IVl~ .. '-'-••U ~••- , ...... .- ... - i.4'-"" .... 1 ...... .,. 

for an e:1rly revenue rccm·ery mc:1n.s fh:1t \·irtt!~1ly no r~Uro~"!d, svh'C:l!l 
Ol'l)':'ll)~- .. l~,)'L \:•]'11 e""l,.i.,"' ''l'')ft'l- t11l'c• ''t:\'"l' ~:-r'l [r., .. l•t: "t'':\' \ul'll clo "'0 1· .... .;..t •'\..L "t ! • ..... .., __ ,..C.- !.J• \. •• 1 •-• ."LL-.. ... ,,.,.._ ~ •J 1 "t .... ' • - •I !J 

19 7G . 1\ crass the indu~;t ry, r:1il n:~n:!c-~(;1110!1 ts h:1·\·e a! m9st unifcrmiy 
cut lxtc1~ s~1:1rp_ly 0!1 m~btcn:1ncc :1cti·•·~Ucs in an effort l0 husb:tncl cash. 
Ill t)l }. c.• c·: !··'"' '·; "''' "·J'"' 11"'1 1'•'! n·c ''J'l.-''11

. 1' 111') :'•1' .. i i' · C ~· .. L'' Cl' ''i"\ ,r ,., r r~ """l1)l ,_, ·-;1 .:.t~o. .. \. .. ,LL-.:.J'.;l~ LJ \..; ·"'·· _ .............. -~ l l - , ........... "J J - ......... t...4'-1""".L. , ... .&\:: 

e''l)f:>}~ ' 1 1• j, "'~ C' 'l ''n !::1 r." ''('"l l "''(1 -:-l1•l "l) :Q '' t' ~~ -) }lr>}'1"'o'"l f1v ''}) r,-.lt'l•'f ' I sol-r .. - J..,.t ... , ......... :> c. ... &\.:~ c ..... J l. '· c.l • .a ... ...; .. ,,!. .. ! 14- t.\. . • ·J .£-.tJ(t..a.• ... t \...;.\. !... ' ., ... 

ven.t railro~cl as the:y are for the financially sh~!~y or b~mkrupt compa1~y . 

Given the fort:going: s=·:er~l p:)';!crfu1 ~u-~·nm(!nfs can be a::h·ancccl for 
l•llCJ'llrHl~rr 'l c-f ''i"'l'"' ,.,-..,..r,•··l CO..-'il"':l·l~lll 1.'1 "'l'"l" 1-;'f\•lor-""} Cl'11 )iC)~'l'"lf'\''t'- S"")"1"'''" ... ,"··~ (~ ... :.J~·,., ·~ :"') .. 4...,.lt 11 _.J ' - J '·"·.~ - -~'-" "" .J.' .. • J._... ''t l·"""'-
l)l'O'''l'!"'l·r" Ol~:"'T1t·e·Ilo 111C 11_..,-t·l·Cl'l''l l''tl'l ''-:~h~•r.•1''"C::-· "lu•r{l'"~'"''1l.li;.-.•l:nll :.;,. '"" J .1\;,.,. \. A """ ,,.. ' .a .... l..&.,&l""'".a t-U - t. '"- \,.-\.lctl.., -\.c~ lv 

problem. 

Ac.• 110{1'\rl ~.h ..... •·e: '1 11'1 1'.,1. 1 ''('""'; f . ...,,.;l"~" n~o l" 1'0•'!)n~t O·f C1'"·!'"CSc-.-,,t l'l'\\'C'~ll'',... .-, \..- .. t ...... , . .J • ) ,,. .. ' '-"- J- -•4l.-.t ,..__..._ ':"' .... a"""" ,.•• .._"") • .... ,,. ~~:.J4o. • .._._, Jl \,.;.:l 

al)(l ''11 '"~cr·;•:r.i•, ·t· ···-tJ-fic '''l''r>•,:· ;··1'l) h-. ,.r-1"• l'"lt•c·:,,~: ~f"\ (·l!··') •J'1 "\...:~.;1·-< c~ \... -· "'"'"'· .&. ' .... J... .... .... •• •• ... ..,_ •- ,.\ '-· , ..... -., •• .._ ..... J c. ............. i '"'-•• ... 

t •o '1 •,,.~~.l ;(,.i•'\(";.PC."~~ ··~ •• f} r,. "'"'; -.·•i•tl~ C' 1 ll'.:~·~;(.t:• _, ~: ,, ,,• ,,~ r"\t'lf t~ ·'' s 1 l n.t 1" ~··-·J • ..... _.>.:. 1.l.: .•• 1 .. l• .. td.J ..... >~ -~··~·:~ •••• .~ .. 1,(, C:-!-·1!~·11•.-••· !l ... (L(!( 

fol• l"J1')).J 'c····'P'C(' '"lJ'''l l'i ; •• ,;);•Ji·••(J.')!) .. ,.!,.,.~, .• ~··'"'•"' 1·,."' •.•>, •.••• ,.,. ft't'rl'lC'.l'll • c._ l t I, • • I 4 t, • '- .. • It. t. o .. • t. t-. •. '-• •' • .._ • .. • J toe' • ..,. ,. - • .1 c.\ ..._,J \ A J" t :• • 1o • .., l 

incc:nti~: P fm· t!;c.:m l'> (;_) ~;'J. Fc·<!c~l·a! ~!T~!1~ fili~:;'!dl!~~ r~Jl' lhi! ~~~inr 

Col.l1}),.,., .... ~l- r-.[ t''t•f• ··l···ti'l'·· "lr.:lc~ 'll·:t 1"'! .,:,;l:'l'''l· - ·· a ........... ·Je:r·i•.· .. , ... l)l'f)••crt .......... ~' ...... " ........... t~ ... .... ' ...... ,.,. -. ...... ,. tl• ~ ... ···-' .. ,! .. ! ..• -

un~le1· t!1i~~ n:·~~~~r:t!Y: ·.~:i!i <:1~·n1·e th:t~ :;lJ n~~~i·H· r;!iiz-~Y~·-~.:: '.dl: n::tr!icin:t~e . .. .. . . 
" \)'JJ'·" 1·"·1' , ... ,.o. ,. , .. ,,,l ... t,·''tJ .,,,. '1' t c·r····l·.,; .• ;~. l;~ ··h"r·~·1 ·:tt,,. 1'1-· .. ·t.' 1·r 1\. • '~ ~~·· ,J : .. ••••• •• ·•••t. ·'• • .. • ,,.a, .. , •.,. •••' I_ .. •· .. • •V•'.t 

•)rlf .. tll r,f lhr- c·•Jl''l''l' J'r;··•r;,_. tl':l.·lf•l' t•r•· r·t'l c·iJ'C''l.,' .. l'lll' .. "',. 
• • .. ... • - • • \. , .. .. ., "' ..... t I \. . l •, '· J ... ... \... .. • ··' & ,_ ~ • .) 
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11Ph'•' {1 1 ~ C\' 'l""ll""'lil''"~'"'' ~-~~U.ro:ul systc·!:1, r:t:-rie:rs -- s0lvr::1t c:u:.t'!.ers. • " •. • • '• I !.. • • : "· \ • • •• < • • • • . • 

fin=~!~eL-tlJ': t-;::rilcd c=tr~·it:~ rs. ~nci b.!!1~\:!'J~;t c::; J.'ricrs -- c~n~1x~te ,~.·Hh one 
~no~!wr n~>t · si!nply foi.' {r;1Hic b~1t for pro!·H, nnd: in ~ VC'l')' real sense, 
fo~' (·l··o· ''"l"t~:;, .• ,,l.·:-.·1 1"-0'"\ ''l'rl C"('ll c~·ln·h·-·;l V 1 }t"ih~ (1Chl~·, .. l-:·'1r•=t}":O' 
#.. - ~ .. J. J ...... - .... \.«. \ c. .. ' l 4. ... • :.~ '--· c."' .. .. ' • • ... ... ". ... • ' ~ ... . .. • .. ... t \,. \. "' ... -.. .. .::> 

P:OV<?l';Hnc;·:! 's rcsn~!1::-i!)Ui~v for cnsurh:~ tiw pro-::isioa of \·Hallran:.>-
p~ '")~·~· •. ,..,.,·~·ir·,,- l';C• ~'!tF~·- n· c-•:1.Jr.l-··q,·,·.:l., i di ''~l't f~ ~·'"'~'iCi"l 1 ') S :::;> ''·"n"~ Cl"O'·rel'11-- ... "' -· ..... - .... -.• , .... ·~"· ... ·.:- ~ .. . : .. .............. ~ ... - , .... '-" ............ ,., c. .. ............. '-' .. , :::-- • 

)r~··.;.'S "r- ·•·r··r~- '.l•l·~ }-Jt;,· ·"l·• -'H"\nl.·l l":1'· · • ·nl•'· 1 0 l"~'""tli-(• i'1C\ .. -:\}l JO;.;:l •. l-' :..::~ •l ;,:, , ..•• \ •. • i •• ,:}_ ... :., ;>!." ..... ~" r. ~ ·•· -·~h. l .... ..;!._ • 1- • L ...,~ -

'1''''- ·"'"'., .... ~ .. ~-1,..•i··~J,. c,r·~.;,.;,, ... { ~~ ... l~rcccc-!"· · 1 ~' C"1~'l .. iCl' \·:c. a l'ic-:- }~ic:: .:. ,.;J;··~~\;-l,, ~'-~~.-l.\ '-·.' ..• 1 ........ \,;J;: .·, ~- ..• ,.,; •• _ '~ • "1.>-•-. •> ..... 

l)-,1~ 1 -l't"'f· C01"•"):-•fit'·--r:- "'1~'11C n(i•""C~ ::- "'r {he l)l'(!-:;:--1-.f rccec·t:.t;Ol' ,,.1111c't1 
..... ... :L. "!"'"' "-'··": -.. ....., • ...~. ...... -'-" , ... , ...,.J. ~. a. •• - ..... • "' ·-'~ ~·, '• .... 
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DRAFT PRESIDENTIAL STATEt1ENT ON THE 

REVITALIZATION OF THE RAILROADS 

The rail industry in the United St~es is in a deeply troubled 

state. - Large parts of the rail plant are in a state of physical 

deterioration. Some railroads are in bankruptcy and others are on 

the brink of financial collapse. 

The country has neglected the rail problem too long and the 

desperate condition of the industry is testimony of this neglect. 

We.must begin at once a major and massive initiative to restore 

the vitality of this essential industry. I have established for 

th.is Administration a goal that calls for the complete revitalization 

of the Nation's railroad system so it can serve the needs of modern 

America. We are moving forward with a program to assure a healthy, 

progressive rail system. I have directed the Secretary of 

Transportation, William T. Coleman, Jr., to lead this effort and to 

make it one of his prime concerns. 

As an essential part of this program I am today sending to the 

Congress the Railroad Revitalization Act (RRA). This legislation 

is the result of several years of study and consultation with 

industry and Congressional authorities. 

There has been extensive work in the 93rd Congress on rail 

regulatory legislation and I am confident that the 94th Congress can 

and will act decisively. A good base has been developed for prompt 

action. 

-more-
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The Railroad Revitalization Act has two primary functions -

to improve the regulatory climate under'which railroads operate 

and to provide critically needed financial assistance for railroads 

throughout the country. A major problem faced by the railroad 

industry is an overabundance of Federal regulation. Much Federal 

regulation, originally imposed to prevent monoply abuses and regulate 

development in the western States, has long since outlived its 

original purposes. Indeed, Federal regulation has grown so cumbersome 

that it retards technical innovation, economic growth and improved 

CQnsumer services. The legislation I am proposing is designed to · 

improve significantly the regulatory climate under which all railroads 

operate by lifting unnecessary and excessive regulatory constraints~ 

The proposed bill addresses rail regulatory problems by amending 

the Interstate Commerce Act to: 

1. Permit increased pricing flexibility. 

2. Expedite rate-making procedures. 

3. Outlaw anticompetitive rate bureau practices. 

4. Improve the procedures for dealing with intrastate rail 
rates. 

In addition, RRA makes available to the rail industry financial 

assistance which it must have to accomplish necessary modernization 

of outdated plant and equipment. This assistance is provided in two 

forms. First, the bill will make available $2 billion of long-term 

loan guarantees (20 years or less) so that the Nation's railroads 

-more-
·, ._-. 
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can~obtain badly needed modern equipment and fa~clflti'eS'~ii"na repaJr~--~-----~-

'\ -- - --

deteriorating roadways at reasonable financing costs. If necessary, 

the Secretary of Transportation would be authorized to pay varying 

amounts of interest on these loans-. Up to $200 million a year for 

three years would be made available to the Secretary for this purpose. 

·This financing will be available when funds cannot be obtained 

in private capital markets. It is one of the purposes of the program 

that the financial condition of the rail industry be restored to the 

point where the private sector will once again make capital available. 

· The bill also aut~orizes the Secretary to conduct research into 

the design of a national rolling stock scheduling and control system 

which would be capable of expediting the movement and improving the 

utilization of freight cars and locomotives •. Funding of $15 million 

to conduct this study and initiate implementation of the system is 

authorized. 

In view of the rail system•s role in our Nation•s economy, I am 

urging the Congress to give this measure immediate consideration. 

The importance of regulatory reform to the efficiency of our 

transportation system cannot be over-emphasized. While special 

interests may resist these necessary changes, I am confident that the 

benefits to the American people are. so great and so.clear that the 

Congress will act quickly. 

-more-
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While we are working with the Congress on this legislative 
--

----~--~--~--.---------·~-----~,.,.-...........--~"--~--
) 

package we have a parallel responsibili~ to deal with the Northeast 

' rail problem which has already reached cricis proportions. 

I consider the restructuring and rehabilitation of our northeast 

rail system to be of the highest national priority. As required by 

the Regional Rail Reorganization Act, the United States Railway 

Association has developed and published a Preliminary System Plan 

for the restructuring of the railroad system in that region. Under 

the chairmanship of Secretary Coleman, I have established a task force 

of the Economic Policy Board to review and assess this plan so that I 

can move quickly to make informed and comprehensive decisions on a 

Federal program for the northeast railroads. The task before us is 

large. The need for-success is enormous. We will not shrink from 

recommending to the Congress substantial Federal investment and bold 

restructuring measures to put the region's railroads on a sound and 

enduring base. 

As we grapple with the complexities of our rail freight problems,

we must deal with the interlocking concerns of a presently inadequate 

rail passenger system. In this regard, the Department of Transportation 

is nearing completion of detailed plans for significant upgrading of the 

passenger service along the heavily traveled Washington-Boston line. 

This project will include substantial right-of-way improvement so 

that true high-speed passenger service can be put into operation in this 

very densely populated and heavily traveled corridor. 

-more-
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As another part of our commitment to revitalizing passenger 
' . ·-.,..---~-,.- ···"-·--·· ·-···· ,-. ·. -=. ·---- ~-

service on the Nation's railroads, we have already submitted major 
' -

legislation to reform Amtrak. Much as been accomplished since Amtrak 

began operations almost four years_ago. On-board-services have been 

improved. New routes and equipment have been added, and during last 

year's energy crisis, we found that many Americans used Amtrak trains 

as an alter~ative to using their automobiles. However, much still 

needs to be done to shape a viable system of inter-city rail passenger 

service. 

· Amtrak must have {irm, long-term funding commitments from the 

Congress and the Executive Branch so that it can develop long-range 

operating and capital plans. To this end, the Administration has 

proposed a four-year authorization of $2 billion to meet Amtrak's 

operating and capital requirements. If this long-term funding 

commitment to rail passenger service is to be effective in developing 

;and promoting inter-city passenger service, Amtrak must have the 

necessary flexibility and management discretion to implement efficient 

service. At the present time, the responsibility for the promotion of 

passenger service is fragmented among a host of Federal agencies. 

Reducing regulatory and political control over Amtrak's management 

system is essential. The Administratio~ proposal is designed to 

achieve this result. In addition, the bill will provide a more efficient 

mechanism for States to initiate inter-city rail passenger service. I. 

believe this proposal will provide a sound basis for increasing the 

effectiveness and-efficiency of Amtrak operations. 

-more-
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The current economic downturn is having a very serious adverse 

effect on employment in the railroad indllstry. Earnings have declined 

'by more than 15% and-the industry has been forced to lay off large 

numbers of employees. At the same time, railroads have substantially 

reduced the maintenance of their physical plant. This, of course, 

contributes to a further deterioration in rail facilities. In order 

;. 

to arrest this physical deterioration and to provide job opportunities, 

I intend·to propose special legislation which will create·a Federal 

assistance program to provide jobs in the rail industry. I recognize 

that this proposal will have an effect on the budget but it is mY 

judgment that the social dividends resulting from it are well worth 

the cost. This program will avert further layoffs and, indeed, 

increase employment within the rail industry. It will foster much 

fleeded rehabilitation and improvement in the physical facilities of 

the industry and effectively combat the further deterioration of the 

Nation's rail transportation system. 

While the Railroad Revitalization Act is a significant part of 

our rail revitalization program, it is also a very important first. 

phase of mY overall program to seek fundamental reform of the regulatory 

practices which govern the economics of the entire transportation 

industry. Such regulation, established long ago, in many instances 

no longer serves to meet America's transportation or economic needs. 

Consumers, too, often bear the costs of inefficient regulation in the· 

form of inadequate service and excessive cost. Therefore, I will soon 

-more-
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be submitting proposed legislative reforms for motor carrier, domestic 

water carrier, and airl in'e regulation. ""a ken together, these propos a 1 s, 

could save consumers billions of dollars annually while improving 

efficiency and conserve scarce energy resources. 

America must have a modern, revitalized and efficient transportation 

system to meet the needs and demands of our Nation's conmerce. 

Secretary Coleman and I stand ready to work closely with the Congress 

to secure passage of legislation to achieve this objective. 

I I I I 
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THE SECRETARY OF TRANSPORTATION 

WASHINGTON, D.C. 20590 

' 
-MEMORANDUM FOR HONORABLE JAMES T. LYNN 

March 21, 1975 

Director of Management and Budget 

SUBJECT: Stimulating Employment Through a Federally Supported 
Rail Rehabilitation Program 

During the current economic downturn, railroad industry revenues have 
declined sharply as c.ar loadings (level of freight traffic) dropped 15 per
cent below last year1 s level. This, in turn, has forced the industry to 
reduce substantially its maintenance efforts. The result is that the 
industry is experiencing both a high rate of unemployment and a more 
rapid deterioration of its physical plant. 

The total amount of deferred maintenance in the industry is not known 
exactly but conservative estimates put.the figure in the range of $5.5 
to $7. 5 billion. Even at the 1974 level of maintenance, effort, which 
involved the employment of 92, 000 workers, the backlog of deferred 
maintenance was increasing annually. It is estimated that 10, 000 
maintenance-of-way workers have already been laid off this year and -
that an additional 20, 000 workers may be furloughed by June 1975. 

Rail's rapidly eroding physical plant may soon result in a situation where 
it would become a positive drag on the whole economy. The only alter
na~ves then would be massive amounts of direct Federal assistance or 
Federal ownership. · 

We believe that the present situation constitutes a unique opportunity to 
undertake C). Federally-assisted but industry managed effort to provide 
more jobs while raising the industry's cur.rently planned level of maintenance. 
Such an effort would not only produce additional jobs in the railroad industry, 
it would also have a _substantial indirect job creating effect in the supporting 
industries (e. g., steel, lumber, equipment, 'etc.). Such a program will 
meet urgent national needs in a vital industry; while stimulating employment, 
and this would· be far more productive than the public sector job programs• 
This is a view that seems to be shared by many in the Congress, as evi-, 
denced by the several bills introduced by Sen~tor Buckley, Congressman 
Heinz, and others to authorize such a program. We strongly urge that the 
Administration develop a better program of its own as a response to 
Congressional initiative. 
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Attached to this memorandum are the specifications for such a program. 
In summ~ry, this Department recommend~ the following: 

1. A two-year program to assist the industry in expanding its 
planned maintenance program; 

2. For railroads in reorganization under the Re'gional Rail Re
organization Act, Federal financial assistance would be in the 
form of a grant for the costs of labor, material, and equipment 
with a proviso that the benefits must accrue to ConRail. These 
funds then would simply substitute for funds which the Federal 
Government would be providing later to ConRail anyway; 

3. For all other railroads grants would be available for the labor 
portion of the costs associated with the Federal assisted 
incremental maintenance program with loans available for the 
related material~ and equipment; 

4. The loan provisions would be in the form of income related 
debentures and would provide a flexible repayment scheme 
for both interest and principal, based on the earnings perform
ance of the individual railroads during the repayment period; 

5. The program anticipates a total authorization of $3 billion for 
both the grant and the loan elements, with a $1 billion effort 
in the first year and with $2 billion in the second year; 

;. 6. In order to ensure that the program is truly additive, i.e. , 
over and above that which the railroads would do with their 
own resources, a maintenance of effort provision would be 
required for participation. 

7. To emphasize that the program is geared basically to the 
' current unemployment situation and is not a permanent 

assumption by- the Federal Government of a role in normal 
program maintenance, a "trigger" is employed which would 
keep ~he prog'ram in effect only during periods when the 
national unemployment rate exceeds 6o/o (or some other 
appropriate figure); 

8. Two- thirds of the funds would be apportioned among the rail
roads on a formula basis and one-third would be left to the 
discretion of the Secretary; and 

9. The program envisions project approval by the Secretary. 
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In addition, the proposal includes $95 millif,>n to accelerate efforts to 
maintain and improve current passenger service on the Northeast 
Corridor. This effort is envisioned as a continuation of the program 
recently authorized as part of the Penn Central emergency legislation. 
The additional $95 million will not in any way preempt decisions related 
to the long term improvements required in the Northeast Corridor. 

In total, this program should create ZO, 000 additional jobs in the rail• 
road industry and 35,000 jobs in related industries during the first 

· yea.r. The second year job effect would be roughly double that of the 
.first year. 

I recognize that this program will have an effect on the budget but the 
total impact over the long run will be significantly smaller than the 
total dollar amount because of loan repayment and the substitution of 
ConR~il assistance. Moreover, it is my judgment that the social 
dividends resulting irom whatever net cost is involved will be worth 
the cost. It will help avert further layoffs and, indeed, should increase 
the employment ·within the industry. It will foster much needed rehabil
itation and improvement in the physical facilities of the industry and 
ensure that the nation's rail transportation system will not deteriorate 
further during this economic downturn. · 

A viable rail transportation system is .fuel efficient and is needed to 
ensure that the transport of bulk commodities and other resources can 
be efficiently executed. The program should improve the safety record 
of .the industry. The program, itself, is temporary, but it also sets the 
stige for and dovetails well with the financial assistance program included 
in the Administration's proposed Railroad Transportation Improvement 
Act. Finally, we sense a great deal of interest for such a program in 
the Congress and, in the absence of an Administration proposal, we 
will undoubtedly be forced into a reactive l'osture • 

My staff and I are prepa:red to discuss this proposal with you in greater 
detail as soon as possible. 

Attachment 

Prep by: TPI-30:RFWalsh:gms:3-21-75 
. cc: S-1, Z, 10 . 
TGC, TCI, FRA 
TPI-1, Z, 3, .5, 30 

William T. Coleman, :Jr. 

.. 
' 



THE DEPUTY SECRETARY OF TRANSPORTATION 

WASHiNGTON, D.C. 20590 

March 24, 1975 

MEMO~~DUM FOR HONORABLE WALTER D. SC 
ASSOCIATE DIRECTO ONOf~ICS & GOVERNt~EN 
OFFICE OF ~ENT AND BUDGET 

Subject: Administratio ' 

In accordance with our d1scussions this morning, herewith the 
following: 

(l) Proposed inserts for the draft Presidential Message. 

(2) An analysis of rail industry problems and the principles 
of our program. 

(3) Position papers on the two immediate issues: 

(a) subsidizing the interest rates on guaranteed loans; 
and 

(b) the proposed rail rehabilitation and employment 
program. 

With respect to the third issue of this morning, the 
rolling stock management information system, if 01·18 
insists on deleting that provision from the RRA on the 

. ground that it is a new money program, we will not press 
the issue for Presirlentia1 decision. ~ve would suggest 
instead that we delete the specific authorization of 
$15 million, but retain the language authorizing the 
program, which we would then fund under the regular 
DOT authorization. 

Let me know if you have any suggestions or need anything more. 

Attachments 

cc: Honorable L. William Seiaman 
Honorable James M. Cannon 

/ ;/ / (7 ~ 
""- '/J:..f-n ~~ 

John W. Barnum 

Honorable t-'lichael Raou1-Duval 



DRAFT: 3/24/75 

Proposed Inserts for Draft Presidential Message 

"The rail industry in the United States is in a deeply troubled 

state. Large parts of the rail plant are in a state of physical 

deterioration. Some rails are in bankruptcy and others are on the 

brink of financial collapse." 

The facts are startliag. Over one half of the rail track is 

unfit for normal operations. At any given time between 15 to 20% of 

a typical railroad's main line tracks is subject to slow orders 

limiting the maximum speed to 5 to 10 miles per hour. Deterioration 

of the rail plant is spreading at an accelerated rate and this is 

calling into question the ability of the rail industry to provide 

essential services. 

Track deterioration delays the safe shipment of both people and 

goods. During the first ten months of 1974 there were nearly 7,000 

train derailments, a 15% increase over the same period in 1973. The 

slow transit times and unreliability of service is causing the erosion 

of the rail industry's share of intercity traffic. 

A crucial problem is the grossly inefficient use of the freight 

car fleet. A typical freight car moves loaded only 23 days a year. 

Rail cars represent over 50% of the rail industry's net capital 

investment. No other industry has such an inefficient utilization of 

its capital investment. 

Rails are a vital national asset essential to the commerce and 

defense of the country. Today railroads are being called on to play 



- 2-

a key role in our energy conservation program. Railroads are a very 

energy-efficient means of moving freight. Mor~er, if we are to 

achieve the goals of PROJECT INDEPENDENCE, thenemust be a greater 

use of coal. More than three quarters of all Cial shipped from the 

U.S. mines moves by rail. PROJECT INDEPENDENCE calls for the doubling 

of coal production by 1985. As this goal is mett, the railroads must 

double their coal-carrying capacity. The present financial condition 

of the rail industry will not permit that neede£ capital expansion • 

. ' 



DRAFl': 3/24/75 

Rail Industry Problems and the Principles of Our Program 

The rail industry in.the United States is in a deeply troubled 

financial and physical condition. Rate of return on investment for 

the industry as a whole in a "good" year (such as 1974) is less than 

4%. Excluding the bankrupts, rate of return rises to only 5%. The 

industry will show a loss for the first quarter of 1975. 

Because of its low earnings, the rail industry is unable to 

generate sufficient funds for an adequate program of plant maintenance 

and rehabilitation. Funds from outside sources are virtually unavailable. 

As a consequence of its perilous financial condition, the railroad 

industry has not been able to put sufficient funds into its plant and 

the rail plant is in a badly deteriorated condition. Over 50% of the 

rail plant is operating under so-called slow orders. During the first 

ten months of 1974 there were a total of 6,961 derailments, up 15% 

above the same period in the previous year. 

The plant deterioration which characterizes the Northeast is 

spreading to the rest of the country at an accelerating rate. Because 

of inflation, a dollar's worth of improvement today will cost much more 

in the future. Moreover, failure to do necessary repairs now will 

necessitate total rebuilding of lines in the future. Despite their 

deteriorating condition and financial troubles, railroads remain the 

backbone of the nation's freight transportation system, handling about 

38% of the ton-miles. In addition, the rail industry is an absolutely 

essential part of the solution to our environmental and engery problems. 

Rails themselves are an energy-efficient mode of transportation. 



- 2 -

Moreover, rails handle over 75% of all coal movements in this country. 

If we are to lessen our dependence on imported oil, it is essential 

to have an adequate and efficient rail plant. Because of its deterio

rating condition, we are reaching a point where the rail industry's 

ability to provide adequate service is increasingly being called into 

question. In addition, due to the disrepair of the rail system, much 

of the long-haul traffic which should be moving by rail is now moving 

by truck. A major rebuilding program of the rail system would move 

much of this long-haul traffic from less energy-efficient trucks to 

more energy-efficient rails. 

Congress is becoming increasingly disturbed about the rail industry's 

problem and there is a growing feeling in Congress that the only answer 

lies in nationalization or creation of a Rail Trust Fund. Legislation 

to nationalize the railroad rights-of-way has been introduced by 

Senators Hartke and Weicker. Brock Adams, a leading spokesman on rail 

matters in the House, has publicly stated that serious consideration 

should be given to such a proposal. Privately, many congressmen are 

saying that the only solution to the rail industry problems lies in 

nationalization. They see themselves increasingly vulnerable to attack 

for not solving the problem and for having applied band-aids in the form 

of emergency financial assistance to deal with it. Faced with the 

prospect of continuing financial crises in the railroad industry and 

the need to pour more Federal money "down the rathole," and in the 

absence of a constructive alternative, Congress could seize nationalization 

as an easy out. 
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The Department of Transportation has a program which we believe 

will meet the railroad industry's problems with minimum Federal involve

ment and will assure a viable private sector rail system in the United 

States capable of meeting the commerce, energy and defense needs of 

the country. The overall program we are proposing involves: 

1. Removal of a number of outmoded and inequitable regulations 

on railroads. Changes in the regulatory system are an essential 

condition to preventing future Penn Centrals and restoring the vitality 

of the railroad industry. They are also essential to assuring the 

viability of the railroad or railroads which emerge from the Northeast 

rail restructuring process. 

2. A consolidation and restructuring of the national rail system 

utilizing financial incentives and a new mechanism to bypass the 

regulatory impediments to rail acquisitions and joint use of facilities. 

3. Financial assistance to rehabilitate the essential elements 

of the national rail system including the Northeast. 

4. Bringing the Northeast rail restructuring planning process to 

a successful solution consistent with the national program. This will 

result in a paring down and rehabilitation of the bankrupt railroads 

in the Northeast. 

5. Recognition of the need for rail passenger service in certain 

corridors and the public (and congressional) demand for such service in 

other markets. 

This program is built on a number of unifying principles. First, 

running through the program is the notion that railroads are a vital 
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national asset which are being poorly utilized. The first principle 

then is the essentiality of recreating a healthy, progressive rail 

system. 

A second unifying element of the program is the recognition that 

rail plant deterioration is a major problem which the industry is unable 

to solve fully alone. The cost of rehabilitating the six bankrupt 

railroads in the Northeast could be as much as $3 billion. The cost 

of rehabilitating a rationalized rail plant for the nation as a whole 

to a minimum level of adequate service is estimated at $7-9 billion. 

The rail industry is simply incapable of generating either from internal 

or external sources all of the funds required to upgrade the plant to 

even minimal acceptable standards. The Regional Rail Reorganization 

Act, the financial assistance package of the Rail Revitalization Act, 

and the proposed Public Works Rail Employment Prvgram are designed to 

assist the industry in rebuilding the plant to acceptable standards. 

We do not propose that the Federal Government should fund all of the 

railroad maintenance and rehabilitation expenditures. The financial 

assistance provided through the Revitalization Act and the Public 

Works proposal, coupled with the regulatory reform, will provide the 

foundation for the industry to become self-financing. Thus while the 

-
Federal financial assistance is only a portion of the overall expenditures 

required, it is a critical prerequisite for the industry to become self-

financing. ,' 

The ICC is a major impediment to this disinvestment and plant 

rationalization. The interest subsidy and the "ICC bypass" of the 
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Rail Revitalization Act provide incentives for the industry to rational

ize the rail plant. The Act promotes this objective by encouraging 

railroads to come forward with restructuring proposala, thus meeting 

the Administration's goal of maximum reliance on private sector 

initiative. 

Finally, another unifying principle running through the DOT program 

is the need for regulatory reform. The Act is designed to remove a 

number of regulatory restraints on carrier management. The present 

regulatory system has contributed enormously to the present railroad 

malaise. Regulatory reform and the restructuring provided for in the 

Act are essential to avoid the spread of that malaise and to assure 

that the railroads which emerge from the Northeast restructuring process 

and the Rail Revitalization Act restructuring process will be able to 

operate as viable private sector concerns. 



DRAFT: 3/24/75 

Rail Revitalization Act Financial Assistance Provisions 

Subsidizing the Interest Rates on Guaranteed Loans 

OBJECTIVE: The proposal serves a twofold objective: (1) providing the 

railroads access to the private capital market for funds to rehabilitate 

and improve the essential portions of the national rail system, and (2) 

incorporating an incentive to the industry to consolidate and restructure 

duplicate trackage, yards, terminals, and other facilities to produce 

over time a more efficient and rational national rail system. 

ALTERNATIVE APPROACHES 

Alternative #1: Provides $2 billion in loan guarantees for obligations 

incurred to modernize and rationalize rail facilities. Before making 

a guarantee, the Secretary would have to make certain findings which 

would ensure that the loans were properly secured and were used to 

create a more efficient national rail system. The Secretary would 

also have to ensure that the interest rate was reasonable, taking into 

c~~sideration loans of comparable risk. 

Alternative #2: Federally guaranteed loans with provision that the 

Secretary could pay whatever part of the interest he deems appropriate, 

within an authorization of $200 million per year for three years. He 

would be required to make findings similar to those under the loan 

guarantee proposal in alternative #1. Further, as a condition for 

receiving either a guarant~e,or payment of interest, the Secretary 

could require applicant railroads to enter into joint agreements for 
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tracks, terminals, and other facilities and into agreements for purchase 

or sale of other assets and for mergers. Such agreements would not be 

subject to ICC approval, but the Secretary would be required to hold a 

hearing before approving such an agreement. In addition, the Secretary 

could not approve an agreement unless it achieved the transportation 

objective in the least anticompetitive way. 

DOT RECOMMENDED APPROACH 

Alternative #2 should be chosen for the following reasons: 

1. Loan guarantees without incentive interest subsidies will not 

be used by the rail industry. The industry simple cannot absorb any 

more debt; it presently has $4.4 billion in outstanding debt with 

current annual interest charges of approximately $184 million. Very 

shortly this debt will have to rolled over, and there will be an 

increase in the interest rate. As a result, the annual interest will 

rise to $440 million with no added debt. This last interest figure is 

approximately equal to one year's earnings for the industry. 

2. Without the financial incentive provided by the interest subsidy, 

little consolidation and restructuring of the duplicative physical plant 

can be achieved. Similarly, without a bypass of the ICC, there is little 

prospect for such rationalization occurring. The financial package 

produces a means whereby the Secretary can, with financial incentives, 

shape the future restructuring of the industry to produce a rational and 

efficient system which will remain financially viable in the long term. 
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3. The immediate financial difficulties of the industry (probably 

a large deficit for calendar year 1975) dictate the need for interest 

subsidy. Without such subsidy, railroads will not use the financial 

program and we lose the opportunity to encourage and participate in 

the needed restructuring. Without restructuring and additional invest

ment, the rail system will continue to deteriorate at an accelerating 

rate, accidents will increase, and service efficiency will decline. 

Interest subsidy is the minimum required to prevent further financial 

decline of the industry which could lead to eventual nationalization 

of the entire system. 

4. In the absence of an interest subsidy, the loan guarantee 

provision will be described as useless by railroad management and labor 

alike. 



DRAFT: 3/24/75 

Rail Rehabilitation and Employment Program 

OBJECTIVES: Program has a twofold purpose, (1) to stimulate employment 

of maintenance-of-way workers on the rail system and (2) to begin 

immediately to rehabilitate the nation's rail system which is in a 

state of accelerating deterioration. 

Alternative #1: Submit immediately the rail rehabilitation and employ

ment program without relating it to other employment proposals. 

Alternative #2: Hold submission of a rail rehabilitation and employment 

program until we can determine (1) how it relates to (or could ~e used 

to defeat or decrease) other proposed employment programs and (2) the 

impact of the Federal budget deficit. 

Alternative #3: Do not submit a rail rehabilitation and employment 

proposal. 

DOT RECOMMENDED APPROACH 

Submit program proposal immediately to Congress as Administration's 

legislative initiative for the following reasons: 

1. The program initiated by the Administration is a responsible 

alternative to the various public works type employment programs which 

may be initiated by the Congress to meet the unemployment problem; in 

fact, the Department's proposal ties closely to similar bills intro

duced by Republican Congressmen recently and can serve as a rallying 
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point for the Administration and the Republican members of Congress in 

presenting an imaginative and effective approach to the unemployment 

problem. 

2. The program will add 20,000 direct jobs and 35,000 indirect 

jobs to the work force during 1975, and 40,000 direct jobs and 70,000 

indirect jobs during 1976. 

3. Even without the national unemployment problem, there is a 

desperate need for an immediate program to rehabilitate the main line 

tracks and essential yards of the nation's rail system. The rail 

system is in a state of accelerating deterioration which is crippling 

its ability to provide essential rail services. Because of the·· 

industry's inadequate earnings, it has been unable to make needed 

improvements and maintenance in the rail plant. Approximately $1.1 

billion of annual catch-up maintenance is required simply to arrest 

further deterioration. An additional $1 billion per year annually 

is required to bring the system back to efficient operating condition. 

4. To fail to take action at this time simply ignores the 

desperate need for rail rehabilitation and the present unemployment 

problems, leaving the initiative to forces outside the Administration. 



RAILROAD PROPOSAL 

As a part of our consideration of the proposal to revitalize 
the Nation's railroads prepared by the Department of Trans
portation, the President should focus on the near-term and 
long-range implications of additional Federal involvement 
with the railroads. The following questions are intended 
to apply to all freight railroad operations (including the 
bankrupt railroads of the Northeast Corridor but excluding 
passenger rail service). 

1. What is the nature of the railroad problem? 

A. Short-term 

• 

• 

• 

Define dependency of Nation's commerce on the 
railroads. 

State with particularity their current financial 
problems, with emphasis on their ability to raise 
capital. 

Other aspects of short-term 

B. Long-term 

• 

• 

• 

Detail the competitive impact of other modes which 
are Federally subsidized. 

Detail impact of Federally economic regulations 

Detail impact of archaic work rules 

2. What is the proper Federal role? 

• 

• 

• 

• 

• 

• 

Define Federal role in supporting competing modes 

Can the Federal government allow the railroads to be 
liquidated? 

What are the risks of nationalization or partial nation
alization (e.g., Federal ownership of rights-of-way)? 

\vhat are the proper State and local governmeM. roles? 

Can we rationalize Federal aid to private corporations? 

What will the impact be of additional government involve
ment on the Federal budget? 
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3. What will be the condition of the railroads if Congress 
enacts the following additional railroad legislation: 

A. Regulatory reform 

B. $2 million loan guarantee 

c. User charges on other modes to equalize impact of 
taxes on competition 

motor carriers 

barges 

4. Assuming Congress enacts the above listed additional legis
lation, is there still a need for additional Federal help? 

• If yes, what are the options? (See options paper being 
prepared by DOT.} 
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THE WHITE HOUSE 

MEMORP.NDUM FOR 

VIA: 

FROM: 

SUBJECT: 

WASHINGTON 

April 7, 1975 

JIM CANNON ~ 

DICK DUNHA~~../ /' 
JIM CAVANAUG~ I 

MIKE DUVAL ~ 
RAILROAD INITIATIVE 

In following up with DOT staff on the meeting you chaired 
in the Roosevelt Room with Secretary Coleman, et al., I 
found out that you and the Vice President met with Coleman 
and his staff late last week. 

According to DOT's staff, the Vice President and you indicated 
a strong desire to see if we could reprogram highway funds 
into rail rehabilitation projects. Because this approach is 
substantially different from the ideas discussed in the Roose
velt Room, I thought I'd better come back to you for additional 
guidance prior to moving forward with the memorandum to the 
President. 

I hope to go over a draft memorandum tomorrow or Wednesday 
with DOT staff and would appreciate some guidance from you 
as soon as possible. • 

, 



MEMORANDUM FOR 

FROM: 

THE WHITE HOUSE 

WASHINGTON 

April 9, 1975 

JIM CANNON~ 
DICK DUNHAL'1 
WALLY SCOTT 

MIKE DUVAL 

INFORM..i\TION 

-
SUBJECT: COLEMAN'S RAILROAD PROPOSAL 

I had a meeting in my office yesterday evening with the DOT 
staff to go over their draft decision memorandum to the 
President on the railroad issue. See the attached outline 
which lays out the alternatives they are considering. 

·r pointed out that, even under their Option 1, the railroad 
funding ($1.2 billion) would constitute a net increase in 
expenditures in FY '76. Although these would come out of 
rescinded highway funds, it is an amount that the President 
did not include in his highway budget but instead, requested 
either rescission or deferral by Congress. In short, the 
DOT proposal (realistically) assumes that Congress will not 
buy the President's $5.2 billion highway level for FY '76. 
Coleman's people are assuming that the Congress will defer 
and rescind a lesser amount than the President has requested, 
and that difference is the amount they hope to make up in 
railroad expenditures. 

I felt it was important that ~e Department put before the 
President an honest option which would contain a new railroad 
grant program but not result in increased DOT expenditures 
over the President's FY '76 Budget. I also felt it was 
important that the Department consider a direct highway
railroad trade-off option. 

Accordingly, the DOT staff is re-doing their paper with four 
options. They will include: 

1. A $1.2 billion railroad grant proposal which would 
come out of the $5.2 billion highway funds proposed 
in the President's FY '76 Budget. This will result 
in no budgetary impact for FY '76 but one heck of 
a controversial proposal. 

' 
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2. DOT's Option 1. 

3. DOT's Option 2. 

4. Flexible use of the current highway program funds. 
(This is an idea that I have not had an opportunity 
to think through fully, but I will describe further 
on in this memo.) 

Once the four options are put together, DOT will call a meeting 
of the following principals to discuss the ultimate decision 
paper for the President: Jim Cannon, Jim Lynn, Secretary 
Coleman, and appropriate staff. 

A decision memorandum should be ready for the President early 
next week. I have asked ~varren Rustand to see if there would 
be an hour on the President's schedule during the middle or 
end of next week to discuss the DOT decision paper once we 
get it. 

Obviously, if the President goes to Congress with a proposal 
to spend $1.2 billion (or any like amount) on railroads and 
rescind an equal amount from highways, this will be met with 
a stir of controversy and, in my judgment, a strong likelihood 
of failure. It might be better to simply attempt to modify 
the eligible uses of highway funds along the lines of the 
1973 Federal-aid Highway Act, which permitted the use of 
some of the urban systems money for mass transit projects. 

I would envision a proposal which will permit tne States to 
use their highway apportioned funds for capital railroad proj
ects. Interstate, urban or rural funds would be eligible. If 
the State is working on a main line (trunk trackage) it would 
be eligible for 90/10 funds and, for other lines, 70/30 money 
would be available. I would recommend consideration of a 
couple of incentives. First, t~ encourage the States to opt 
for railroad projects, perhaps we could state that~ for every 
dollar apportioned to a State used for railroad projects, the 
State would actually get $1.20, thereby increasing its State
wide apportionment. Second, there could be some arrangement 
v-Thereby the Secretary of Transportation could allow 100% grants 
if the project selected is energy critical. This might encour
age the rehabilitation of spurs into the coal mining areas, etc. 

This proposal could be consistent with our highway legislative 
proposal because it would not matter whether the railroad proj
ect was liquidated out of Trust Fund revenues or general revenues. 

This whole matter is on a very fast track {sorry!) and I think 
we should get together and discuss this today or tomorrow at 
the latest. \'''.~ 

t 
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Options for a Railroad Unemployment Program 

. . . 

I. The Department's Original Proposal 

A. Amount $3 billion 

B. Length of Time - 27 months 

c. Energy Emphasis - Concentrates on mainline routes - 81% of which 
handle coal 

D. Rescission None 

I I. Option 1 

III. 

A. Amount $1.2 billion 

B. Length of Time - 15 months 

C. Energy Emphasis - Concentrates on mainline routes ~gives 
priority to projects on mainline routes used 
for coal haul 

D. Res~ission $1.2 billion of highwaY funds 

Option 2 

A. Amount $1.2 billion 

B. Length of Time - 15 months .. 
c. Energy Emphasis - Same as Option 1 

D. Rescission None 

Options 1 and 2 above have been developed to meet the primary concerns 
expressed at the March 31 meeting. These were: 

, 
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l. That the program would have a substantial budget impact and, 
therefore~ violate the President's policy of no new initiatives; . . . -

2. That much of the employment effect of the proposal would come 
at a time when the additional job creation effect viould not be 
needed because the economy wQuld be on the road to recovery, 
and 

3. That the proposal should result in actions to meet the nation's 
urgent need for moving ever increasing amounts of coal. 

Option 1 has these advantages: 

{a) It offsets the new authorization~ with an equal amount of existing 
authorizations and thus over the long term does not add to Federal 
spending. (There is, however, a short term increase in outlays.) 

(b) It permits the Administration to initiate an urgent national pro
gram by moving funds from a lower priority to a higher priority 
transportation program. 

(c) It is tied to three Administration objectives: 

(1) assist the railroads; 

(2) reduce unemployment, and 

(3) meet our energy requirements. 

The disadvantage of this option is that it will be difficult to sell a 
highway authorization rescission on the Hill. 

Option 2 has all the advantages of Option 1 plus removes its principal 
Congressional obstacle. On the other hagd Option 2 violates the President's 
dictum of no new spending programs. 

-- .,· 

' 
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I. PURPOSE 

THE WHITE HOUSE 

WASHINGTON 

April 12, 1975 

fff. lb 11:: 1J 
H'-~ 

MEETING WITH AMERICAN RAILROADS ~ 
ASSOCIATION BOARD OF DIRECTORS 

Monday, April 14, 1975 
2:00p.m. (30 minutes) 

Cabinet Room 

From: Jim cannon~ • 

The meeting was requested by the Railroad Association 
and Secretary Coleman so that the railroad presidents 
can brief you on the critical condition of American 
railroads. They will present specific recommended 
programs to correct the problems they face. 

II. BACKGROUND, PARTICIPANTS AND PRESS PLAN 

A. Background 

On February 18, you met with two of the railroad 
presidents present at this meeting (Ben Biaggini, 
Southern Pacific, and Graham Claytor, Southern 
Railroad) at a meeting here in the Cabinet Room 
with six transportation industry leaders on the 
subject of your energy program. 

Critical Need for the Railroads 

• 

• 

Most freight is transported by the railroads . 
The following is a breakdown for all freight 
in ton miles transported: 

Railroads 
Motor carrier 
Inland waterways 
Pipelines 
Air 

38% 
23% 
16% 
22% 

1% 

Railroads carry the following amounts of selected 
products produced in this country: 

Lwnber and wood 78% 
Pulp and paper 71~ 

Automobiles 70% 
Food GG% 
Primary metals 60':. 

, 
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Railroads transport 70 percent of the coal 
produced, utilizing 81 percent of the Nation's 
mainline tracks. If coal production doubles, 
the railroads will have to triple the ton miles 
of coal they carry because of increases in the 
need for western coal. This will involve over 
90 percent of the railroad mainline network. 

Critical Problems 

• 

• 

• 

• 

Over one-half of the trackage in the country 
is unfit for high-speed operations. For safety 
reasons, trains are operating under Federal 

."slow orders" on nearly 50 percent of their 
tracks and at speeds under 10 mph for 20 per
cent of the tracks. 

Accidents and derailments have nearly doubled 
since 1967. 

Because of inefficient equipment and operating 
methods, a typical freight car moves loaded only 
23 days a year. 

The railroads are in very bad financial condition . 
Eight Northeast and Midwest railroads are bank
rupt (including Penn Central), the so-called 
Granger roads in the Plains States are in pre
carious financial condition; average, industry
wide rates of return are 3 percent or less; and, 
they just had the largest quarterly deficit in 
rail history. This dismal financial condition 
is the result of: 

1) Outdated government regulation 
2) Archaic work rules 
3) Government subsidies to competing 

modes 

These have resulted in the critical problem of 
redundant facilities and excess competition. 

Congressional Reaction 

• 

• 

Senators Hartke and Weicker have introduced legis
lation to nationalize the railroad rights-of-way. 
Humphrey and Brock Adams have indicated interest 
in this approach. 

Senator Randolph plans to introduce a bill to 
provide $1 billion to upgrade the rail rights-of
way and there are similar bills (e.g., Buckley-
$2 billion) which have already been introduced. 

' 
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Administration Plans and Proposals 

• 

• 

• 

The Regional Rail Reorganization Act is being 
implemented by DOT, ICC and the United States 
Railway Association (USRA} . This is designed 
to salvage the Penn Central and the other bank
rupt railroads. 

You will soon send to the Congress the Rail 
Revitalization and Energy Transportation Act 
of 1975. This proposal is in your FY 1976 
budget and only a few details need to be 
resolved. It is nearly identical to legisla
tion proposed last year which nearly passed. 
It contains: 

- $2 billion in loan guarantees for 
streamlining and plant improvements. 

- significant regulatory reform . 

Secretary Coleman has proposed a $1.2 billion 
railroad rehabilitation program. This is under 
active review by Domestic Council and OMB. A 
decision paper should be ready for you in about 
a week. 

See Tab A for additional background provided by 
Secretary Coleman. 

B. Participants 

Twenty railroad presidents, comprising the Board 
of Directors of the American Railroads Association. 

·Secretary Coleman will be present. See Tab B for 
list of participants. 

C. Press Plan 

Meeting to be announced; press photo. 

III. AGENDA AND TALKING POINTS 

• 

• 

After thanking the railroad presidents for coming, 
you may wish to turn the meeting over to Secretary 
Coleman. 

Secretary Coleman will also welcome the railroad 
presidents and will then ask Ben Biaggini to pre
sent their recommendations. 

Biaggini will cover the problems and potential 
remedies for the railroads. This will include 

' 
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the costs imposed on the railroads by government 
regulation and policies. He will seek financial 
assistance, tax and regulatory reform. 

We recommend that you advise them that you will 
soon be sending to the Congress the Rail Revitaliza
tion and Energy Transportation Act, containing the 
$2 billion in loan guarantees and regulatory reform. 
We recommend that you make no commitment at this time 
on the $1.2 billion railroad rehabilitation program 
under consideration within the Administration. 

' 
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THE SECRETARY OF TRANSPORTATION 

WASHINGTON, D.C. 20590 

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

Dear Mr. President: 

April 11, 1975 

Attached in this package is material intended to help 
you prepare for our meeting with the 20 railroad 
presidents who comprise the Association of American 
Railroads and their president, Stephen Ailes. Included 
in this package are: 

1. The Outline for Discussion prepared by the staff 
of the Association of American Railroads. Mr. 
Ben Biaggini, President, Southern Pacific Railroad, 
will talk from the points outlined here. 

2. Questions intended to stimulate discussion. 
However, I doubt seriously that you will have 
to use them. 

3. A backgrounder which I call "The Crisis of the 
Nation's Railroads" which briefly brings us up to the 
present time in our current initiatives. 

Respectfully, 

Attachments ' 



OUTLINE FOR DISCUSSION OF THE PRESIDENT 
WITH THE RAILROAD PRESIDENTS 

MONDAY, APRIL 14, 1975 

This discussion paper was developed by the Staff of the American 
Association of Railroads. 

I. The railroad freight system has an important role to play in the 

long-term future. The basic technology remains relevant and is 

improving rapidly; in an unbiased economic environment, it can survive 

and prosper. Expansion of rail capacity to meet expanding national 

needs is much cheaper than is the case with trucks and water carriers. 

Finally, energy, environmental, safety and land use considerations 

strongly argue for a national policy of increased reliance on rail in 

the years ahead.-

II. The rail system will be with us the issue is will it continue 

im private operation or will it have to be nationalized to be preserved. 

The costs of nationalization are so large, the administrative burdens on 

government are so severe, and the probability that operating efficiency 

would seriously decline is so great that almost everyone agrees that the 

system should remain as a private enterprise. 

III. Railroads face one major overriding problem -- inadequate earnings. 

The earnings are depressed by: 

A. The main burdens placed on the railroad system by the 

government include: 

(1) Cost of rate regulation ($500 million per year) 
(2) Losing branch line operations ($130 million a year) 
(3) Remaining passenger deficit ($107 million a year) 
(4) Property taxes paid on rights-of-way ($203 million a year) 
(5) Grade crossing costs ($173 million a year) 

(Estimated rail revenue losses -- $1.1 billion 
per year) 

' 
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B. Effects of subsidy to rail competitors 

(1) Inadequate user charges on large trucks ($2 billion a year) 
(2) No user charges on water carriers ($500-$750 million 

a year) 

(Estimated rail revenue losses-- $2.5-$2.75 billion 
per year) 

IV. Inadequate earnings over a long period have meant deferral of 

railroad expenditures for track maintenance, new equipment and plant 

·modernization. These deferrals, in turn, have meant a deterioration of 

service, a decline in the ability to compete, and a further decline in 

earnings -- a vicious circle. 

v. Remedy --

a. Immediate 

(1) usable financial assistance to break the v1c1ous circle 
and improve plant, improve service and improve the 
ability to compete. 

(2) Regulatory reform - particularly in ICC rate powers. 

(3) Termination of state taxation of rights-of-way with 
Federal payments to states to replace revenues lost 
this way. 

(4) Effective abandonment machinery, except where subsidy 
is available to keep branch lines in operation. 

(5) Immediate initiation of independent analyses to determine 
extent of subsidy to rail competition, plus measures to 
lessen subsidy in interim -- at least to halt its 
increase. 

(6) More favorable Federal tax policies on investment tax 
credits, accelerated amortization and depreciation of 
existing rail grading and tunnel bores. 

b. Longer Range 

(1) Correction of the competitive imbalance -- by imposition 
of adequate user charges or by offsetting subsidy or both. 

' 
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VI. Once, with Federal assistance, present difficulties are overcome, 

once the regulatory climate is made conducive to successful operation, 

once the competitive situation is brought in balance, the railroad 

system, privately owned and operated, already\the world's most efficient, 
\ 

will play an increasingly important role in the national transportation 

system. 
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questions Concerning Railroads' Materials 
for Meeting With President Ford, April 14, 1975 

1. The Administration proposed a regulatory reform bill. 

in the last Congress, and the House passed a comprehensive 
\ 

measure. The Senate'failed to act on the bill, in part, 
\ 

because of a lack of interest by the railroad industry. 

Will the railroad industry actively support the Administration 

in an effort for regulatory reform? 

2. A request is made for "usable financial assistance" to 

improve plant and service. What type of assistance is 

usable, i.e., grants, loans, loan guarantees, deferred interest? 

3. Can you detail the revisions in tax policies requested 

and the revenue cost to the Government? 

4. To correct "competative imbalance", what are the scope 

and extent of user charges that should be imposed? 

s: Will the railroad industry cooperate in a program to 

le::a.sen unnecessary capacity in the industry through joint 

use of facilities and mergers? 

,· 
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6. Present subsidies to competeting modes are for public 

facilities. For direct subsidies to the railroad industry, 

is 'it necessary that the government own and maintain the 

railroad right-of-way? 

~ 
7. If Federa 1 tax policies are made more favorable, how 

can we insure that the resulting monies are put into rail 

property investments? 

8. Should user charges be designed ro promote intermodal 

transportation services such as piggy-back services? 

9. Should user charges be tied to intercity freight service 

such as long haul trucking and waterways services. 
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THE SECRETARY OF TRANSPORTATION 

WASHINGTON, D.C. 20590 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: The Crisis of the Nation's Railroads 

Mr. President, as your principal advisor on transportation matters, 
I feel compelled to convey to you my sense of the desperate plight 
of the Nation's railroads. The state of the rail industry today 
not only endangers any prospect of economic growth in this country 
but also imperils our important national objective of energy 
independence. There is a growing mood in Congress that the only 
answer to the crisis of the railroads is some form of nationalization. 
I believe that a private sector solution is possible -- if we move 
quickly. There is an urgent need for action. Therefore, I respect
fully urge you to undertake a dramatic, coordinated program to 
revitalize the Nation's private enterprise railroad system. 

The crisis of the American railroad industry presents this Administration 
not only with a grave problem but also with a great opportunity. If 
you can put into effect, Mr. President, a program to save the rail-
roads, it will have an historic significance equal to that of any other 
endeavor upon the domestic scene. From a political standpoint, I 
believe it provides an unparallelled opportunity for the Administration 
to seize the initiative from Congress. 

The Importance of the Railroad Industry 

For more than a century the railroads have been the backbone of this 
Nation's transportation system. Even after years of decline, railroads 
still carry 38 percent of all freight (in ton miles), easily exceeding the 
23 percent transported by motor carrier and the 16 percent moved via 
inland waterway. Railroads carry 70 percent of the automobiles 
produced in this country, 66 percent of til€ food, 78 pC'rcent of the 
lumber and wood, 60 percent of the chemicals, 60 percent of the 
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primary metal products, and 71 percent of the pulp and paper. If 
the Nation is to realize its economic growth potential during the 
remainder of the twentieth century, the railroads must be in a 
condition to move quickly and safely significantly increased freight 
volumes. 

Moreover, a healthy railroad industry is crucial to the energy needs 
of this country. The railroads must play the predominant role in 
supplying the Nation with coal during the remainder of this century. 
The railroad industry transports 70 percent of the coal produced in 
this country, a task involving approximately 81 percent of its 
mainline network. Your Project Independence, to make the Nation 
self-sufficient in energy, envisions a doubling of domestic coal 
production by 1985. To meet this goal, railroads will be required to 
double their coal-carrying capacity. Actual ton miles of coal 
carried by rail, however, must triple due to changes in origin from 
eastern coal to low-sulphur western coal. This would necessitate coal 
shipments over 90 percent of the railroad mainline network. Greatly 
improved railroad service is, therefore, essential to the development 
and use of coal for energy. In addition, rail transportation is the 
most energy efficient of all the modes, both freight and passenger. 
With regard to freight transportation, our research indicates that 
railways are significantly more energy_ efficient than trucks, their 
ubiquitous competitor, or airlines, and slightly more efficient than 
even barge movement. As for passenger service, our research 
indicates that railroads, when properly utilized, are substantially 
more energy efficient than either autos or airlines in moving 
passengers and are approached in efficiency only by intercity bus. 
In summation, a healthy, progressive, strengthened railroad system 
is absolutely essential to our national objective of energy independence. 

The Problem Facing the Railroad Industry 

Given the paramount importance of the railways in both the past and 
future of this country, it has been alarming for me, during my first 
month on the job, to discover the dilapidated state of the railroad 
industry. The facts are startling. Over one half of the present rail 
track in the country is unfit for high-speed operations. It is not 
uncommon for train operations on mainline tracks to be limited to 
speeds of 10 to 20 miles per hour. Accidents and derailments have 
nearly doubled since 1967. Because of outdated equipment and methods 
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and the resultant inefficiency, a typical freight car moves loaded only 
. 23 days a year. It is becoming increasingly apparent that the rail 
industry, as presently constituted, will be manifestly unable either 
to support the traffic our economy generates or to meet the challenge 
of increased coal carriage which energy independence demands. 

For many years now the income generated by the American railroads 
has been insufficient to meet the requirements of plant maintenance and 
rehabilitation, and with rates of return of 3 percent or less, funds from 
outside sources are virtually unavailable. The deferred maintenance 
in the industry is now estimated to range as high as $7. 5 billion. 
Although the problems of railroads are most severe in the Northeast 
and Midwest (where eight carriers are bankrupt), numerous other 
railroads, especially the so-called Granger roads that operate in 
the Plains states, are in precarious financial condition. The massive 
problems of the railroad industry are most recently aggravated by the 
largest quarterly deficit in rail history. Today the United States is 
confronted \\i th the grim reality that a major breakdown of our rail 
freight system is a distinct possibility. 

It is important that the underlying causes of the railroad problem be 
clearly understood. A great deal of the discussion on this subject is 
focused on the poor condition of mainline track and on the bankruptcies. 
These are symptoms but not the underlying causes of railroad difficulty. 
The principal factors underlying railroad difficulty are: (1) Redundant 
facilities and excess competition; (2) Outmoded regulation; (3) Archaic 
work rules; (4) Lack of capital to finance rehabilitation; and (5) 
Preferential treatment of other modes. 

Perhaps the principal factor underlying railroad problems is the 
redundancy of plant and the excess competition which exists within 
the industry. This is especially true in the Northeast and Midwest 
and, as a result, these are the areas where railroad problems are the 
worst. There are simply more facilities of all types -- yards, mainline 
tracks, and branch lines -- than are required to provide economical 
and efficient service. In many instances, two or more railroads 
compete for traffic sufficient only for the survival of one carrier. 

Secondly, slow and cumbersome regulatory procedures impede 
responses to competition and changes in market conditions and at 
times result in traffic being handled at non-compensatory rates. These 
procedures also have created a serious impediment to needed 
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restructuring. Regulation that was necessary when it was enacted 
decades ago is simply unresponsive to today' s needs. This 
inflexibility stemming from Interstate Commerce Commission 
procedures and rules is a major deterrent to railroad efficiency 
and viability. For instance, after 12 years, the attempt to restructure 
the Rock Island Railroad through me·rger with other carriers is still 
incomplete. 

Third, the existing work rules in the industry are a major obstacle 
to achievement of economic potential in the railroad system. Arcmtc 
arrangements regarding the size of the crews that man trains and 
providing for crew payment on an illogical basis weigh heavily upon 
the industry and severely limit productivity. 

Fourth, lack of capital and the resultant deferred maintenance has 
caused widespread deterioration of mainline track and other parts of 
the railroads' physical plant. Clearly there is a need to rehabilitate 

· the essential portions of the industry's physical plant -- but that 
rehabilitation will be effective in revitalizing the railroads only if 
the burdens of redundant facilities, regulatory constraints, and 
costly work rules are also alleviated. 

Finally, there has been, over the years, preferential treatment of the 
other transportation modes by the Federal Government. Only the 
railroads (with the exception of the pipeline companies) own their own 
rights-of-way and have to carry the fixed charges of ownership and 
maintenance of this extensive plant. 

The Congressional Reaction 

There is a great deal of pressure building in Congress for a solution 
to the railroad problem, and there is growing feeling on the Hill that 
the only answer lies in some form of nationalization. Faced with the 
prospect of continuing crises and the necessity of providing more and 
more Federal money, there is an understandable desire to ensure that 
the American public receives something in return for its heavy investment. 
In the absence of a constructive alternative, Congress may indeed turn to 
nationalization. Senators Hartke and Weicker have introduced legislation 
to nationalize the railroad rights-of-way, as has Senator .Humphrey, and 
Brock Adams, a leading spokesman on rail matters in the House, has 
publicly stated that serious consideration should be given to such a 
proposal. Privately, many other Congressmen and Senators are 
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saying that the only solution to rail industry problems lies in 
nationalization. In any event, Congress has already seized upon the 
obvious problem of deteriorating track and roadbed as an interim 
means of improving the railroad situation as well as an opportunity 
to take the political initiative. Senator Randolph intends to introduce 
a bill to provide for a $1 billion program for upgrading rail rights-of
way. Congressman Heinz and Senator Buckley have each introduced 
separate bills to spend $2. 5 billion and $2. 0 billion, respectively, to 
upgrade deteriorating trackage through employment programs. 

It is highly unfortunate that Congress has been allowed to take the 
initiative on the railroads. It is even more unfortunate that some 
solutions receiving serious consideration in Congress are excessively 
expensive, inappropriate responses to the real problem, and bad for 
the country. The Congressional proposal of nationalization of the 
industry, or, at least, of the rights-of-way, would mean not only an 
injection of unnecessary Federal control into another area of our 

. national life but also unnecessary rehabilitation and maintenance 
expenditures on excess railroad plant. Total physical rehabilitation 
of the existing rail system is not only prohibitively expensive but also 
undesirable. What is needed is a major rationalization of the rail 
facilities of the country and an elimination of redundant capacity through 
mergers and joint use of facilities. Only the components of a 
rationalized rail plant should be rehabilitated. Moreover, rehabilitation 
of track will be of little benefit to the railroads or to the Nation unless 
the other difficulties of the railroads can be overcome as well. A track 
rehabilitation program should only be commenced as a part of a broader 
program to overcome other industry problems such as regulatory 
restraints and work rules. 

A Program to Rebuild the Railroad Industry 

The Department of Transportation has a comprehensive program which 
I believe will assure the United States of a viable private enterprise 
rail system capable of meeting the commerce and energy needs of this 
country. Moreover, it provides the Administration with th~ means of 
seizing the political initiative. The program involves: (1) A 
consolidation and streamlining of the national rail system utilizing 
financial incentives and relief from impediments to rail mergers and 
joint use of facilities; (2) Removal of a number of outmoded and 
inequitable regulations on railroads; (3) As an important first step 
to nationwide rail consolidation, the forging of a successful conclusion 
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to the current Northeastern rail restructuring process in a form 
consistent with tle national program of consolidation; (4) Measures 
to reduce preferential treatment of competing modes and; (5) 
Recognition of the indispensability of rail passenger service in 
certain corridors and the public (and Congressional) demand for 
such service in other areas. 

Implementation of the Program 

The cost of rehabilitating even the streamlined rail plant that I have 
proposed will be high. On the other hand, I am keenly aware, 
Mr. President, of your dedication to fiscal responsibility. Therefore, 
the Department of Transportation has already developed two concrete 
legislative proposals which will not only take great strides in 
furthering the program I have outlined but also be consonant with 
your opposition to any new spending programs. 

First, we have proposed a bill called the Rail Revitalization and 
Energy Transportation Act of 1975 to provide $2 billion in loan 
guarantees to railroads to finance the rationalization and streamlining 
facilities. The $2 billion in the bill is already a part ofyour budget 
proposals, and the proposal is awaiting White House approval. As a 
condition of receiving assistance, the Secretary of Transportation will 
be able to require railroads to enter into agreements for the joint use 
of tracks, terminals, and other facilities and to enter into agreements 
for mergers to further rationalize the rail system. The proposed bill 
also provides significant regulatory reform by amending the Interstate 
Commerce Act to permit increased pricing flexibility, to expedite 
rate-making procedures, to outlaw anti-competitive rate bureau 
practices, and to improve the procedures for dealing with intrastate 
rates. 

Second, I have proposed a $1. 2 billion Emergency Railroad 
Rehabilitation Program to attack forthwith the accelerating deteriora
tion of the railroad physical plant. The proposal carries with it 
significant immediate benefits for employment in the country. The 
money for tl1is bill could, as one alternative, come from rescinding 
$1. 2 billion of the $9. 1 billion for highways currently being impounded. 
As a result, it would not increase Federal funding authorizations but 
rather reallocate funds from lower priority to higher priority transpor
tation programs. I believe that public reaction, except for the die-hard 
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supporters of expanded highway programs, would be positive. 
This proposal also is awaiting White House approval. The primary 
emphasis of the proposal is to rehabilitate and maintain mainline 
routes and major terminals that will be included in any restructured 
and streamlined railroad system. This legislation will significantly 
assist the Nation's energy goals by giving priority to those projects 
which will aid in the movement of coal. 

The financial assistance provided through the proposed Rail 
revitalization and Energy Transportation Act and the Emergency 
Railroad Rehabilitation Program, coupled with the regulatory 
reform contained in the former, will provide the foundation for a 
viable private enterprise railroad industry. Moreover, these two 
legislative proposals will announce the Administration's determination 
to deal with urgent national problems even while simultaneously 
maintaining a commitment to fiscal responsibHity. At the least, 
the Emergency Railroad Rehabilitation option of using highway 
money would put pressure on Congress to consider trade-offs rather 
than add-ons to the budget as the means for financing the railroad 
programs it is considering. 

In conclusion, Mr. President, I believe that the two legislative 
proposals I have outlined are important initial steps in constructing 
a comprehensive program to save the American railroads. Of course, 
it is also essential that we deal appropriately with the Northeast 
rail restructuring problem. By the 26th of this month, the Economic 
Policy Board Task Group on Northeast Rail Restructuring, of which 
I am Chairman, will present you with its specific recommendations. 

~~r. 
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