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improve their service.

The railroads’ financial problems cul-
" minated in the 1970s with the bankrupt-

cies of several Northeastern and Mid-
.. western railroads and with nearly every
-« railroad earning a rate of return below

© that earned by the corporate sector as
a whole.

Many industry observers feared that
_if the industry could not substantially
* . increase its profits, it faced a real pos-
sibility of becoming nationalized. Thus,
in 1980 Congress chose to deregulate the
railroad industry in a direct, unambigu-
ous fashion with the Staggers Rail Act,
which allowed railroads to return to prof-
itability by relying on the market.

Policy makers were concerned that
railroads might charge some shippers
exorbitant rates and, thus, rates for some
commodities were subject to maximum
rate guidelines that set out the condi-
tions under which shippers could chal-
lenge a rate. The Surface Transportation
Board was created and given the author-
ity to arbitrate disputes.

Once deregulated, railroads took steps
to improve financial performance. They
negotiated contact rates that allowed
them to tailor their services to ship-
pers' preferences and that enabled both
parties to share the resulting gains in
productivity. For example, shippers who
required service to and from a given des-
tination would receive a reduced rate be-
cause they eliminated empty carsreturn-
ing from the destination. Railroads also
abandoned unprofitable track, cut costs
by eliminating cabooses, made greater
use of combined operations with trucks,
stacked large cars and introduced entire
trains for specific commodities and used
computer information systemns to track
shipments and route cargo.

In short, the railroad industry that
has evolved since deregulation is not
the industry of our grandfathers. More
importantly, the improvements in mar-

silation of US. hdustry has
een”such a controversial issue
r:the: past few decades that it

56: it brought buyers and sellers
closer togsther to’ achieve mutual ben-
efits. In’ the process; the US. Tailroad
dustry- Jias: been revitalized and will
i ntnbute mightily to the efficiency
of the nation’s distribution system
for the foreseeable future.
 Until the 1950s, the railroads
were the overwhelming mode of
“choice; transporting as much as
70 percent of the nation’s inter-
city freight. But the growth of
the intercity truclung industry,
spurred by the development of
the interstate highway system
~in the mid-1950s and the grow-
" ing importance of such special-
ized forms of transportation as
- water and pipeline, caused the
industry’s profitability to fall
as it began losing traffic to
ther modes.
‘Theadverse effects of reg-
ating the railroads, which
began: with the Interstate
Commerce Act in 1887, also
became apparent: Railroads
were unable to respond ef
fectively to their competi-
tion by adjusting rates; they
were unable to shed unprofit-
able portions of track; and they
were unable to consolidate and
tegrate their networks effectively to
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keting, operations and fechnology were
reflected in the bottom line. In the de-
cade before deregulation, the industry’s
return on equity averaged less-than 3
percent; during the 1990s the industry’s
return on equity averaged nearly 11 per-
cent a year.

Surprisingly, deregulation has turned
out to be a great boon for shippers and
consumners. Intense competition from
trucks and between railroads caused rail
to pass on some of its cost savings to ship-
pers in lower rates. In addition, shippers
were able to reduce their inventories and
lost cargo en route because rail improved
their service times and reliability. Hap-
pily, consumers and the industry have
benefited while rail's overall safety re-
cord has continued to improve.

Of course, not every shipper or ev-
ery railroad has benefited equally from
deregulation. Indeed, certain shippers
have complained that rail rates are not
always reasonable and that the Surface
Transportation Board is not sufficiently
responsive to their situation. Railroads
respond that while their earnings have
clearly improved since deregulation,
their profits are still somewhat below the
profits earned by the manufacturing sec-
tor as a whole.

Shippers and railroads would be bet-
ter off if they were prodded to negotiate
an end to the Surface Transportation
Board and resolve their dispute by them-
selves. In such an environment, shippers
and railroads could extend the benefits
they have already achieved through con-
tractual negotiations by achieving effi-
ciencies as partners, instead of quibbling
over a small pie as adversaries.
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