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Issues in Freight Transportation Regulati

By W. R. Kriebel and C. Phillip Baumel *

P2 Agrictlicrst conng pins U

" For the past decade, some economists and, more recently, some pol-
iticians haveitaken the position that economic regulation of freight
transpértation should be reducedlor eliminated. They suggeéf that re-
moving regulated motor carriers from economic controls by the Interstate
Commerce Commission will encourage new entranﬁs into the industry, lower
freight rates, and improve service to shippers. The railroad industry
and the U.S. Department of Transportation are advocating significant re-
ductions in the economic regulation of railroad freight transportation.
They argue that. the réilroad industry suffers from overcapacity, that it
is unable to respond to price initiatives of exempf motor and barge car-
riers of agricultural commodities, and that ICC regulations interfere
with efficient management of rail operations.

Railroad regulation developed in the 1950's-60's, when_shipper
allegations of unreasonably higﬁ rail rates, rebates, rate and service

discrimination, and railroad pools led to agitation by farmers and mer-

chants in the Granger territory for state laws to regulate railroads.
Passed in 10 states, these laws permitted rail rates to be established

by state regulatory commissions or by state legislatures and prohibited
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long haul-short haul discrimination. "In 1886, the United States

Supreme Court held that a state could not control rates on interstate

traffic. A year later the Interstate Commerce Act established the

Interstate Commerce Commission.

In 1917, the Car Service Act authorized the ICC to es tablish rea-
sonable rail car ser;ice rules and to deal with car service emergencies.
Tﬁe Tranépqrtation Act of 1920 authorized the ICC to control railroad
extensions and abandbnmentsf

In the 1920's and. early 1930'5, the trucking industry becaﬁe'over—_
crowded with small uﬁeconomic units unable to satisfy the minimum stan-
dards of safety, service, or financial responsibility. .Concurfently,
shipperé and communities féund that motor carriers provided the trans-
port service that accommodated the changing needs of the economy, in~-
cluding door-to-door freight service and reduced in&eﬁtories. To assure
that public demand for esséntial trénsportation serVice‘would be met, as .
well as to provide for'a financialiy viable and éﬁable motor carrier in-
dustry, Congress amended the IC Act in 1935, Eringing most typeé of in-
terstate, fof—hire-motor carriefs under ecconomic regulation. The
philosophy of federal regulétion was to create an orderly marketplace,
without discrimination becausg of size or locétion, and to provide a.
common éarrier system'available‘to all shippers.

A special concession waé granted to agriculture in the Motor
Carrier Act of 1935. Carriers hauling certain‘raw, unmanufactured ag—'
ricultural commodities were exempted from both entry and rate regulaf
‘tions. Justificatién was based largely on the nature of the movément

of these commodities. They often are perishable and seasonal, and they




require a large:number of vehicles during an often short harvest season,
thus not lending themselves to the common carriers of general merchan-
disé-over regular routes, or-to the specialiéed carriers whose opera-
tions are not seasonal.

AAgainst this historical backgfouhd, does agriculture or anyone else
still need economic regulation of. freight transport, and if so, for what
purposes and on what scale? This paper discusses the major issues of
freight‘transporfation regulation; carrier entry and exit, pricing,
quality of service, and‘regulation of carrier operations.

Entry and Exit

The law requires that new or additional intercity motor common
carrier operating authority must be or will be Féquired by the public.
A certificate is granted when the ICC finds the applicant to bé‘fit,
willing; and able to properly perform the propoéed service. The motor
common carrier is legally obligated to aécept all sﬁipments of commodi-
ties it is authorized to haul and to serve all customers without dis-
crimination.

Supporters of reduced motor carrier regulation claim‘that the
difficulty of obtaining ICC operating éuthority might have preventgd the

deveiopment of an adequate number of firms, resulting in rates that are

higher than they would have been under a deregulated system. Currently

granting over 95 percent of the applications it receives (U.S. Inter-
state Commerce Commission, May; 1979), the ICC has fundamgntally revised
the interpretation Qnd aﬁplication of the statutory language by giving
more weight to shippér support and:market competition factors. Accord-

ing to the 1978 Annual Report of the ICC (U.S. Interstate Commerce




Commission, 1978), over thrée—fourths of the 16,800 regulated motor
carriers were small, usually family-owned businesses with annual gross

revenues of $500,000 or less.

Regulated motor carriers say the ICC is now ignoring the traditional

criteria that have formed the basis for disposition of applications for
common carrier authority as étated in the Pan American Bus Linés case
(U.s. Interstaté'Commerce Commiésion, 1936). The present wholesale
granting of trucquad authority by the Commission is given as evidence
‘that, eséentially, entry has already been‘deregulated. In a routine caée.

in 1978, Liberty Trucking Company, Extension, General Commodities, the

ICC decided to shift the burden‘of ﬁroof to the opposing carriers and

to define the Burden in a way that severely restricts existing carriers'
ability to -oppose such applications (U.S. Interstaté Commerce Commission,
MCC, 1978). The industry contends that if such action is appropriate,
which it does not believe, then ﬁhe ICC must seek Congressional action
and not merely toss aside the éoncept of entry regulation.

The regulated carrier industry would amend the criteria for issuance
of operating authorities to include adequaéy of service, ability and
willingness of -existing car#iers to méet shipper needs, plus the energy
efféct on existing carrieré of granting new certificates. The industry .
also advocates cohsideration of a reasonable broadening of commodity
and route restrictioﬁs. The motor carrier industry would also redefine
private qarriége to permit intercorporate hauling for wholly owned sub-

sidiaries and affiliates (U.S. Congress, 1979).

Proposals have been made to expand the list of exempt agricultural




commodities té include farm iﬁput‘items and foodstuffs. Proﬁonents argue
that regulated carriers arevnot interested in the short-distance move-
ments of fertilizer, feed, chemicals, and other agricultﬁral supplies.
This forées some agribusiness firms into the trucking business. Adding
these items to the exempt list Qould; they claim, enable uhregulated
truckers to backhaul them. Proposals have also been made to expand the
right of agricultural cooperatives to haul nonmember regglatéd freight.

The regulated éarriers counter that to expand the exempt agricul-.
turai commodities liét would allow those whose present bhsingss is ag-
ricuitural hauling to enter the éommon carrier market in a pick—aqd-
choose ﬁanner as wellvas increase fuel consdmption and empty miles.
They claim the marketplacé would be seriously disrupted, accurate and
~public market information on fréight rates and carrier services would
no longer be assured fgr shippers, the carriers would suffer financially,
and the marketplace would becomé less, not moré, competitive.

vEmpty backhaul mileage primarily arises from the inherent regional
traffic imbaléncés and the need for speéiglized equipment. The ICC has
estimated empty mileage for regulaf route motor common carriers to be 7
percent (Glaskowsky, O0'Neil, and Hudson). It is difficult.to fill oné
empty béckhaul without creating another. Eliminating ICC entry regula-
tions would not appreciably increase the amoﬁnt of traffic.

The railroad industry and the U.S. Department of Transportation

(U.S. Senate, 1979) advocate eliminating 'ICC éontrols on branch rail

line abandonment and on railroad mergers and consolidations. ' The rail=
road industry contends that continued operation-and maintenance of

thousands of miles of light déhsity branch lines result in large oper-




ating losses. Much‘of this track would require large amounts of capi-
tal to be upgraded to. handle ‘the 100-ton rail cars. The industry con-
tends that the losses w0uid be magnified if they were forced to main-
tain and upgrade these tracks. Moreover, they state that because the

present ICC abandonment precedures are lengthy and costly, only the most

obvious cases for abandonment are brought before the ICC.
Shippers and communities located on branch rail lines argue that

the loss of the branch lines would substantially increase costs and

probably make it impossible for farmers to-market their products and

receive production inputs. Theéy claim that the péor condition.of many
branch lines is due to railroad neglect and that, with good service and
track maintenance;>the branch lines could be profitable. They further
maintain that rail ébandonment would threaten the very existence of -
their communities and add to the energy problem..

»Railfqad compaﬁics indicéte thatAmany branch lines are energy in-
‘efficient'beéause of circuity,kstop and start 6perations, and low
traffic volume. They claim.through trains and unit trains are more en-
ergy—efficient than branch line operations. While they concede rail
abandonment will increase fuel conéumbtion by trucks hé;ling the product
further to nearby mainlines or upgraded branch lines, the fuel savings
on the energy-efficient mainline operations will more than offset the
additional fuél consumption by trucks aﬁd will ‘actually reduce total
fuel consumption. Moreover, the railroad‘induétry maintains that re-

. search has shown that communitiés located on abandpned branch lines

have not declined and many have continued to prosper.




Pricing

As part‘of>their public servicé obligation, the fegulated motor and
'rail‘carfierS‘must chafge rates that are reasonablé and not unjustly
discriminatory. They are required to disclose rates publicly. Shippers
and .receivers contend thét knowledge of what transportation rétes will
be next week, next month, and six months from now is important to a
small business owner who must often compete iﬁ the same market with a
lérge organiéétion but does not have the s£éff resources to gathér and
analyze rate information. With no discounts, all users--large and.
small--pay the same prices fér similar services.l‘

The law provides,legal antitrust immunity for collective rate-

making conducted through tariff bureaus (U.S. Cdngréss, 1948). Both

carriers and shippers pooéerate in the filing of Pproposed éhanges to
existing tariffs, subject to approval or disapproval by the ICC. Rate-
makiné prdcedﬁres are deéigned té insure that extreme changes cannot
eaéily be ﬁade. Proposals for general rate inéreases are reviewed by
the ICC, which can, on its own motion or upon the complaint of any
shipper or interested party,'decide to suspend the new fate until it
determines whether it is reasonable or inflationary.

| Proponents of increased price flexibility claim that opeh price
competition will yield lower rates and improve efficiency. The current
ratesetting process is said to reduce the incentive for carriers to im-
prove productivity énd hold down costs. Rates based on the cost of pro-
' viéing the sérvices, inétead of artificial rough-system averages, are
viewed as thelgornerstones of future trahsport policy.

The regulated motor carrier industry position is that open entry




and freedom to negotiate all rates would create destructive competition
in the induétry. Entry of new firms would undoubtedly take place in the

truckload market. The amount of truck traffic, however, would not ex-

pand as rapidly as trucking capacity, leading to severe rate competi-

tion on truckload movements, with revenues failing to cover total costs

for many carriers. The néxt phése would be financial difficulty of the

local carrier and rate increases or terminatidn of high-cost less-than-.
truckioad service. Tt is said there would be chronic overcapacity, a
high turnover of trucking firms, reduce@lfinancial and operating reli—.
ability, and‘gréater difficulty in tracing shipments and in collecting
lost or damaged freight. The ihdﬁstyy maintains that the process of
collective ratemaking is absolutely essential to the maintenance of a
stable, cost-effective, fuel—efficient-freight transportation system.
Shipper grouﬁs also endorsé céllective ratemgkiné as the only practical
way to make sense out of the hundreds of thousands of r#tes on items to -
be transported to some 60,000 communities throughout the United States.

-The mofér carrier industry's legiélative'proposal for regulatory
improvement}calls for creation of a zone of reasonébleness, including a
no-suspend zone of 7 percent (decrease or increase) annually, for a 5-
year périodL

" The railroad industry cités its continuéd low earnings to support
its request for raté flexibility designed to meet competition,’to take
prompt advantage of innovation, aﬁd to market rail services aggressively.
The éverage return on investment in the railroad industry in 1978 was
1.6 percent; 7 railroad compénies lost money, and no major.railroad

had more than a 9 percent return on investment (Association of American




Railroads). The major-changeg in rail‘pricing regulation proposed'by 
the railroéd industry.include:
1. Ability tobestablish rates by coétract Qithout review by ghé
ICC. The purpdsevof the contracts would be to provide a'more:
preéise definition of the transport needs of the sﬁipper, to

base the rate more on costs of the movement, and to define

more precisely the shipper and éarrier risks and requirements.
These contract rates would bé filed with the ICCforvaﬁofﬂer
go?erhment‘agency.

Ability fb publish seasonal”and'béak demand rates without no-
tice. The Rai;roéd Revitalization and éegulafory,Reform Act
of.l976 (4R Act) provides for éeaédnal and peak-demaﬁd rates
with a 30-day qotice of publication or céncellation.

Ability to quickly change the division of rates among railroad
companies to reflect changés in cqsts.

Ability‘to establish general rate increases to provide pro-

tection against inflation.

Ability to continue joint rate requirements among railroad com-

paniesf
Supporters of CQntinued-ICC controls over railroad rates point out
that the 4R Aét providés for esfablishmen; of both séasongl and demand--
sensitive rates and that the railroad industry has failed to use this
price flgxibility. The'railroad(industry counters that this flexibility
is of limited value because of_the 30—day‘notice requirement for pub-
lishing or‘canceling thevrates. Exempt commodity truckers and barges

have no such requirement. This enables exempt carriers to charge high




rates during peak periods‘and to-quickl& reduce rates to hold traffic
during periods when the volume of traffic declines. Mereover, the mejor-
seasonal rate propesel‘arieing from the 4R Act is in protracted litiga~
tion; which will likely be settled by the U.S. Supreme Court (U.S. Intef—
state Commerce Commission, 8th Cir. 1978).

Shippers.supportidg regulation of raiiroad rates cite the need for
'stable rail rateé as_e prerequisite te product.pricing. They are fear-
ful that the contract rate provision would fevof tﬁe largebrail user ever

the small rail user. The railroad industry replies that many agricul-

tural shippers have adjusted successfully to the rate fluctuations of

exempt truck and‘barge'carfiere and have continueusly increesed the
volume of their»pfoduets shipped by_these modes.

Transportation is e‘majpr spatial determinant. The rail rate
structure, for example, has influenced industrial locations end reloca- -
tions. The cost, quality, and availebility of transportation is criti-

.cal to the competitive position of'agricdltural'industries in different
regions}' Reil users in some regions allege that they still face both -
rate and.serviee discrimination by railroad cempaniesa Whether these
rail users are really being ''gouged" or wﬁether they are eimply'paying
the full cost (or even less than the full cost)»of transporting their
agricultural outputs and inputs, given their geographic and light deh¥
sity location, can odly be answered with more refined analyses than'are
piesently available. The important point is that some users think they
are being overcharged and other users~feel;that less regulation of rail

prices will recrezte the potential for discfiminatiop. Although these

users are basically in favor'of increasing the efficiency of the rail-




road indﬁstry, they indicate that. they will support increased efficiency

“through less régulation or regulatory reform oniy if some assurance of
protéction is provided in terms of rates and/or service:that both shipF
pers and railroéds can live with. Thus, protéction of the so-called
captive rail user is a major'regulétofy issue. While many péople are
convinced théﬁ some users are captive or potentially captive to railroad
market power, there‘is.iittle agreement of precisély ﬁhatvis a captive
rail_usef or what protection should be provided to the captive user un-
der alternative levéls;of reducedvrail-regulatidn.

The railroad induéfry, while agreeing that some userévmay be cap-
tive to raiinoads, argue that railroad companieé”face iﬁtra— and inter-
vmodal competition for the.products'théy carry. Mqreover,'the products
they carry face markeﬁ competitidn'frbm products produced in other re-
‘gions. Thus, to raiSe'rates to the point thét would drive‘théir pfo—:
:ducers out of~bgsiness'Would, in'the léng run, lead to the further ero-
sion of traffic from the railroads. They would clearly be better off
hauling products at a rate that would generate-traffic on their lines.
;Thus, oné potential type of captive—user protection wogld be to prqvide
a gﬁaranteed rail car supply to captive rail users.

A,Iittle-nopiced issue related4to railroad raté flexibility is the
commodity clause éf the Intérétate Commerce Act:. This clause brohibits
carriers from traﬁsﬁofﬁing pfoperty it owﬁs except that used in the
business of the carrier. Repeai of this clause wéuld,enable a~shippef
.td séll producfs at the point of origin to the railroachoﬁpany aﬁd~buy
them back at the dastination at a price that could reflect a discrimi-

natory freight rate.




Qualiﬁy of Service

‘The regulated metor carrier iﬁdustry believes that eliminating
economic regulation would introduce uncertaintieé into the cost and
availability of ﬁotor carrier service. Small businessmen would likely
be faced with the prospect of erderihg in larger quantitiee with less
frequent service; thereby ineurring:increased storage facilities and
earrying costs and higher total physical diseribution costs.,

The motor carrier industry believes that price and.entry'controls_

. have helped to achieve economic and social objectives that free market

forces could not always assure. Over time, large and small businesses

have been able to locate with the assurance'that there already existea,
or would soon exist, timely andvcontinuqus truck eervices. Tﬁus,
‘accessibility to markets with certainty may be an implied eCOnomic and.
social benefit of traneport'regulation.'

Althoughbsmall, rural communities weuld continue to be served by
trucks in the absence of regulation, the uncertain iseueiis wﬁether
these towns would be served adequately or at lower .prices. If cross-—
subsidization exists under regulatidn, many small eommunities mayvdis—

cover thaf their transport coste have increased sharply "after reduced
regulation. The regulated interstate carriers believe the most‘profit—
able firms would'eompete only for ffeight\in the high-volume tfaffiq
corridors. To the extent that marginal carriers survive; they would
likely be left to serve the smaller towns and rural areas. . If true,
relaxing'motor carrier entry requirements and permitting ﬁnreguleted
rates would eliminate the common carrier obligation to eerve all who

need and want service with reasonable dispatch and with adequate equip-




ment. They further argue that.in the absence of rogulation,,overca—
pacity and inadequate revenues would lead to deterioration of safety
standards, evasion of safety regulotions, financial irresponsibility,
and generally.unsatisfactory service.

Regulation is Blamed oy critics for protecting the status quo,
stifling new technology, andblimiting the range of rate and service.
choices. The implication is tHat a significanﬁ number of shippers have

been overcharged for current levels of service. If the common carrier

system were more competitive and were to offer a diversity of services,

then overall physical distfibution ﬁould.be improved. and consumer prices
would be lower.- |
The motor carrier industry contends that major test of the variety'
and quality_of_serQiceé offered by'reguloted motor cafriers is the atti-
tude of users of the service. NﬁmorousAshipper surveyé show general
"satisfaction With motor carrier service and support the‘concépt of re-
gulation (Wagner; Constantin, Jérman, and.Andefsan).
| Railroad companiés cite the need for' shortening the time required
for ICC decisions-on'failroad mofgers and consolidations.'vThese mer— 
- gers and consolidations are needed to reduce excess rqil plant by pro-
viding for joint use of mainline track and. switch yards. Moreover,
they are needed to consolidate rail services. Individual railroad coﬁ—
panies say it is difficult to controlbservice quality on interline
traffic in the absence of mergers and.consolidations. Tﬁe railroad
induétry argués‘that raiirbad mergers’should be handled in the same

manner as mergers of other industries. That is, if a merger is found

to be anticompetitive, it is prevented. However, rail users and labor




leaders contend that additional mergers and consolidations would reduce
or eliminate carrier competition and result in a reduction of jobs and
increased rail abandonment.

Control of Carrier Operations

In addition to its control over pricing, entry, and exit, the ICC
can influence regulated carrier operations. It can control rental rates
on freight equipment charges for accessorial services,.the way cars
must be routed, the:number of cars and locomotives assigned to specific
commodities, the number of cars assigned to unit trains, which rail
cars will be repaired, and the way-cars.ﬁhall'ﬁe moved. For example,

ICC Service Order 1304 required railroad companies to plaqe a maximum

of 20 percent of its covered hopper fleet in unit grain train service

(U;S.‘Intefstate Commerce Commission, March 1, 1978). The‘order‘was
issued in 1978 because small grain shippers cgmplained that a large
share of the‘fleet was assigned to unit grain tfains. Unit grain train
shippers and réilroad management argued that each unit grain train car
will haul at least twice as much grain as a car in regular train service
because of faster turnaround times. Therefore, if the ijgctive is to
increase the amount of‘grain’transported, more--rather than fewer—écars
shdﬁld be assigned to unit grain trains. Service Order 1304, whiéh was
cancelled before the car shortage period ended, is a classic example»éf
the issue of efficiency versus equity.

ICC Serviée Order 1309 requires railroads to place, remove, forward,
clean, weigh, and if needed, fepaif cars within.24 hours (U.S. Inter-
state Commerce Commission, April 12, 1978); Railroad companies com-

plained that it is impossible ﬁo comply with this order in.all cases
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because of missed connections, congested ports and terminals, plugged
grainielevator;,-weather, ana'pther uncontrollable events. As a re-
sﬁlt‘of the order, some cars are moved iﬁ the wrong. direction, or moved
" from the origin point while stiIl empty or from the destination while
still loaded: -
‘Car Séfvice Order.1322 required that 70 percent of all coveredA
hopper cars and 50 percent of all 40-foot box cars of 12 Midwest rail-

road companies must be placed in grain service (U.S. Interstate

Commerce Commission, April 12, 1978). The intent was to help solve an

acute grain.éar shortagé. The Missouri Pacific Railroad COmpany‘gen—
erally uses most of its covered hopper fleet 'to ﬂaul fertilizersvand
6ther chemicals. Yet,,this service order fofcéd‘most of its hoppers in-
to grain service. The service order was quickly chénged after the ICC
received vigorous pfoteSts frdm shippers of fertilizer, chémi;als,
cotton, and sugar thaﬁ‘this service order was simply creating a‘car
shortage for nqngrain shippers.

The railroad industry argues that the diversity of traffic flow
patterns, rail user requiréﬁents, and railroad operating practices
makes it impossible to establish rigid car service orders applicable to
all railroad companies and still maintain a viable efkicient tranépor—
tation system. Yet some rail users believe thét the‘emergeﬁcy car éer€
;ice orders are their only recourse to car availability dqring periods
of rail car shortages. |

‘In the currentvfuel‘crisis, the issuance of Special Order No. 9
by the Depaftment of Energy waé in essence‘a similar effoft to resolve

the ﬁroblem_(U.S. Department of Energy, May 15, 1979). This order




"eétablished tﬁe priorify of middle distillate consumption by farmers

and haulers ofﬂperishablé food products. Other high fuel usérs, sﬁeci—.
fically thevindependent truck bpérators, féund'the regulation did nét
provide adequage fuel at an acceptable ppicé level fqr their perceived
needs, fesulting in severe operational instébility.

The’ICCvgranted.a special fuel suréﬁargé to allow for expedited
recovery of_incfeased costs (ICC, June 26, 1979). This order, however,.
only applied to the independent operators whé contract with regulated
‘motor.carriers. Thé garriefs of exempt.agriCul£ural commodities do nét
have an institutional framewérk for such recourse.

Conclusion , ‘

The freight transportation'regﬁlatory system is currently undér‘ 
severe criticism. >Many.alternative solutions are being offered. 'There
is much disagreemenp within the transport. sector, the shipping pubiic,
the body polific,band indeed among economists about what should be done.
.The‘regulqted motor carriers oppose major éhanges, while somé‘exempt

trucker groups favor major relaxation of entry and price controls. The

railroad industry generally favors elimination of much of the railroad

regulation; yet there is disagreement within the industry on the precise

nature of the changes. - Rail and motor carriéf users are found on both
sides of the issues. Small COmmugity leaders fear the effect of major
changes in freight regulatién on ‘their towns.

Information on the likely impacts of’major changes in the regula-
tory.syétem‘is needed to-help resolve these disagreements. A signifi-
cant number of studies have been done oﬁ the impact of rail abandonment

on shippers and communities. Little research is available on the




pq;ential impacts of increased price fiexibility of railroads and. motor
_carriers, of rélaxatioh of entry controls for the motor carrier industry,
of rgil mergers and consélidations, of ICC rail car service rules, énd‘
of bﬁher regulatory issues on various groups of'shipéers, Carrieré, and
‘communities. Little has been done to define the extenf to whiéh‘groups
of rail useré are captive to the railroad industry. .Much of the sbecu—
lation on the impacts/df relaxationtof railroad regulation focuses on
the impacts of 1arge and small agricultural shippers. These discussions
typically fail to<défine what is large and what is small,vand they are
' oftén blurred as to who is the shipper;- For example, is the grain
farmer or the 1oéa1 elevator the sﬁipper? 'This lack of information
. presents a.uniqUe opportunity t6 agricultural economists for research
tb help resolve-the‘conflict on regulatory changé.
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