
SENATE No. 276.

In Senate May 6, 1871.

The Committee on Railways to whom was committed the Bill
concerning the Boston and Portland Railway Trust Company,
and the Order concerning cheap railway transportation, sub-
mit the following

The great importance of this subject and the general and in-
creasing interest felt in it, have been fully realized by the Com-
mittee. They have devoted a number of hearings to it and
have given it all the consideration in their power. Certain
points, they believe, may be regarded as finally settled. Mas-
sachusetts has now passed through the first epoch of railroad
construction, and the problem before the present community is
mainly ofanother character. It involves the efficient manage-
ment of a railroad system practically completed, to the end that
it shall most effectively promote our industrial and social devel-
opment.

It is very apparent that there now exists in the minds of the
people of this State a very deep-seated and wide-spread dissatis-
faction with the existing management of our railroad system, as
a whole. This arises, not so much from any feeling that exces-
sive profits are realized upon the capital invested in railroad
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enterprises, as from a conviction, not apparently unfounded, that
our railroad management is not in a sufficiently active sym-
pathy with the industrial wants of the community. An evi-
dence of this is supplied in certain comparative tables published
in the report of the railroad commissioners for the present year.
From these it very clearly appears, that, notwithstanding a vast
increase of wealth, business and population, during the last
ten years, along the lines of all our principal roads,—notwith-
standing the apparent facts that, during those years, the gross
receipts of the roads have trebled and their net earnings have
doubled, while out of these net earnings they have added, and
now are adding immensely to the value of their properties,—
notwithstanding all these indications of prosperity, the average
rate of freights and fares exacted from the community is to-
day, when reduced to a gold basis, at least as heavy as in 1860;
this, too, in face of the additional facts that the whole burden
of national taxation has recently been removed from all the
roads, while the more leading ones uniformly declare ten per
cent, dividends, and their stock is quoted at heavy premiums.
The Committee do not propose in this Report to cite figures;
these can be consulted in the returns, and the reports of the
several commissioners ; it is here proposed simply to state con-
clusions which are believed to be susceptible of proof. Neither
does the Committee propose to make any criticism upon the
management of these corporations as private corporations. As
a whole, and as compared with the management elsewhere of
similar corporations, the record in Massachusetts has been a
creditable one. With a few glaring and notorious exceptions
the interests of stockholders have been honestly and energeti-
cally cared for, and the results have fully justified every reason-
able expectation. If an equal zeal could be infused into the
management of these corporations as public enterprises, the
effect on the industrial development of Massachusetts could not
well be overestimated. It is from a popular sense of their
shortcomings in this respect, however, that the present feeling
of dissatisfaction takes its rise. The affairs of many of our
leading corporations are apparently conducted in what may,
perhaps, best be described as a narrow spirit of pz’ivate, corpo-
rate interest. All questions of public wants or development
are unduly subjected to the test of direct and immediate profit.
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The very raw materials which are essential to the growth upon
which their own dividends depend are enhanced in cost to the
manufacturer by this policy of our railroads which exacts a gain
from every service.

The Committee fully endorse the conclusions of the board of
railroad commissioners upon these subjects as set forth in their
recent report. It is of opinion that the correct principles which
should control our railroad management are not too strongly
stated in the following extracts :

“Massachusetts is an artificial point of meeting for all kinds and
descriptions of raw material, which is here worked up and then
sentAbroad again to find a consumer. At every point, coming and
going and in process of manufacture, it has to be transported, and
it has tojbear all costs of transportation in competition with articles
of the same description produced elsewhere and by others. Every
reduction of the transportation tax acts, then, as a direct encour-
agement to the industry of Massachusetts, just as much so as ifit
were a bounty or bonus,—it is just so much weight taken off in the
race of competition.
********

“Very valuable charters, and privileges practically exclusive,
have been conferred on the railroad corporations upon one single
consideration,—that, as trustees, they should watch over the inter-
ests confided to them, and that, as public servants, they should
zealously perform all duties within the sphere of their functions.
The dividends were to be a compensation for the performance of
these duties. The community has certainly fulfilled its part of the
contract, both in the letter and in the spirit, but the tables already
presented would seem to indicate that the corporations have taken
a more literal view of their responsibilities. They have, it may be
inferred, been disposed, so to speak, to leave well enough alone,
ignoring the fact that nothing was to be considered ‘ well enough ’

of improvement.
*

“Under these circumstances the commissioners wish very clearly
to set forth their views as to the policy which the corporations
should adopt as regards this important question;—that policy
should be a tentative, but a persistent one,—a continual effort to
see when and how and where any portion ofthe burden now press-
ing on industry could be so removed or so shifted as to enable pro-
duction to expand, thus replacing in one direction what was con-
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ceded to it in another. The commissioners call for no sacrifice of
dividends; they do ask for a constant exercise of ingenuity and for
a sacrifice of ease. The community has a right to demand increased
facilities from its corporations, even though it may not promise any
increase ofnet earnings in return, provided only such new facilities
do not involve an actual and decided loss.

“The commissioners believe they speak within safe bounds when
they express the opinion that an average immediate reduction of
10 per cent., with an ultimate and not very remote reduction of 30
per cent., could be made througl
without permanently reducing n
gree. The increased business w

ut the railroad tariffs of the State
t earnings in any appreciable de-
aid, within a very limited period,

more than make good the reduction, provided of course.that such
reduction was judiciously and skilfully made.”

Regarding, therefore, the work of construction as substantially
accomplished, the question of most effective management was
here presented to the Committee as the one next in order. By
what means could the railroad system of the State be brought
under the influence of such a policy as that indicated ? How
could a more active sympathy with our growing requirements
as an industrial community be infused into the railroad man-
agement ?

Various measures, more or less matured, looking to the at-
tainment of this end have been pressed upon the attention of
the Committee. Three of these are deserving of consideration.

Ist. It was proposed to classify by law, upon a basis of gross
earnings per mile, the several railroads of the Commonwealth,
and to regulate by a general Act fares and freights throughout
the Commonwealth in accordance with this classification.

2. It was proposed that the State should, practically, assume
all its railroads, group them together, and organize them into
trust companies to be managed by trustees to be chosen by the
legislature.

8. It was proposed that .the State should adopt the Belgian
or mixed system of ownership,—assuming a single road and
operating it through trustees, side by side and in direct com-
parison with the other roads, under the existing private man-
agement.

The first of these three methods suggested is, unquestionably,
that most in accordance with the spirit of our political system,
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if an effective classification and tariff can be devised. The
question is a purely practical one. The scheme is open to this
criticism,—it holds out to corporations an inducement not to
earn in excess of a given amount. It discourages to this degree
the spirit of development, and gives a strong incentive to a sys-
tem of fraudulent or evasive returns. The legislature of Illi-
nois has, however, during its recent session, passed an elaborate
law based upon this principle ; —by it all the roads in that State
are classified, and a carefully prepared scale of passenger
charges is established. A draft of a similar law in relation to
freight charges was reported, but failed to become a law. At
the same time a board of railroad commissioners was created,
with powers almost identical with those of the board now exist-
ing in this State, and it was especially imposed as a duty upon
it to observe the practical working of this law, and to report
concerning it at the next session of the legislature. The re-
sults of this experiment cannot but be of great interest to Mas-
sachusetts, and, not improbably, may throw much light on
future legislation.

The second scheme proposed was that of general State owner-
ship, made in the report of 1870 of the commission on Cheap
Transportation, and worked out in the “ Bill to incorporate the
Boston and Portland Railway Trust Company.” The scheme
is a novel and ingenious one, looking to the immediate assump-
tion of the roads, their management through public trustees,
the accumulation out of their receipts of sinking funds, with a
view to ultimately paying off their purchase money, and thus,
finally, leaving the roads in the hands of the Commonwealth as
free public thoroughfares, to be operated at cost. This proposal
failed to recommend itself to the judgment of the Committee.
The objections to it are obvious and manifold. It is at vari-
ance with the cardinal principle of our political system, that
government should interfere in the least possible degree with
the industrial functions of the community. It looked to in-
volving the State in enormous financial operations, amounting
to more than two hundred millions of dollars,—based upon an
estimated increase in the volume of business which may or may
not be reliable. It was, moreover, complicated by an elaborate
system of sinking funds, and annual payments and purchases,
which experience teaches are unlikely to result as anticipated.
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Even should they do so, the scheme was based upon economical
theories of very doubtful expediency. The industry of Massa-
chusetts demands a present relief from its burdens. The pro-
posed scheme, however, looks to a perpetuation of these burdens
during the life of the present generation, in the hope of wholly
removing them from posterity. If sinking funds amounting to
hundreds of millions of dollars could be accumulated through
railway charges upon the productive industry of the next twen-
ty-five years, a present reduction of those charges would, by
leaving these large sums to be used by the producers them-
selves, increase in a much greater degree the ultimate wealth
of the community. Apart from these objections, however, and
even if it were reasonable to hope that all the benefits antici-
pated by the friends of this project might ultimately be realized
from it, its trial would involve financial and political risks only
to be assumed under the pressure of an extreme exigency, and
with something like certainty of favorable results.

The last of the three methods suggested was that originating
with the board of railroad commissioners, and taking the form
of a proposal that the State should assume and operate the
Fitchburg Railroad. The grounds upon which this scheme was
urged upon the Committee are set forth at length in the last
annual report of the commissioners, and need not here be re-
peated in detail. The essential principle seems to bo the crea-
tion of a system of railroad competition, hitherto untried in
this country though long in use in Belgium,—a competition
between public roads and private roads. Starting from the
rule of least possible governmental interference with industrial
functions, the question is raised whether a certain control of
the necessary channels of communications may not properly
constitute, like highways, education, the post-office, public li-
braries, the care of the poor, sick and insane, the supply of
water, and, in some countries the telegraph, a proper exception
to this rule. Conceding that it may, upon the ground that
these channels constitute practical monopolies and are not sub-
ject to any free operation of a law of supply and demand, it
would then follow that the rule should be violated in the least
degree necessary to secure the end desired. This end, it is

then claimed, can be secured by the public control of a very
limited amount ofrailroad. Enough only is wanted to create
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a competition in full public view, between roads operated un-
der the two kinds of management,; those under private man-
agement, working continually side by side with that under pub-
lic management, would keep the latter active and pure,—while
on the other hand, the State road would naturally lead the way
in reform and experiment, and would keep the private man-
agements progressive. Neither, is it argued would the State in
this way be gradually led on to assume the other railroads with-
in its limits. If public manaj
road assumed so as to compet
dition thereto to pay the int
(equivalent to the dividends c

sment failed to operate the one
with private roads, and in ad-

rest on its purchase money,—
i private roads),—then otherpor-

tions of the State would
rather than pay taxes to

i the sale of the property
al public road; did pub-

reforms and still meet all de-lic management succeed
mands on account of int private managements would

nion, naturally adopt reformsunder the pressnre ot public c

thus proved to be safe ; they would follow in the beaten pathV w

The official documents su 3 to the Committee certainly
indicate that these results have all of them practically flowed
from a similar system in use in Belgium. Upon this point the

ale. Whether it is safe to argue tooevide
directly from that countr question which admits of

ly necessary here to call atten-
tween the the two schemes last

more doubt. Meanw
tion to th

wnership, with rail-discussed. The one looks t
ifines itself to affectingroads operated at

introduction of public man-private management im

The theory on which theagemc

latter system would by experience
elsewhere, and the system itsel if cautiously adopted, would

ilroads in its most limited andconstitute a State ownership
least objectionable form.

Such are the several m proposed for reaching theK

desired end which have engaged he attention of the Committee.
The right and power of the Commonwealth to immediately
assume possession of any railroad in the State, either by right
of eminent domain, or on the repayment of paid-in capital and
ten per cent, interest, is a matter which the Committee regards
as too clear to admit of discussion. The property of a railroad
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is unquestionably liable to be taken on a public exigency just
as much, and in the same way as all other property in the State ;

the simple question is one of compensation, with the same rules
applying in the one case as in the other. It will be for the
legislature to decide when the exigency has arisen, and the
rest will be mere matter of detail. Meanwhile, the Committee
does not consider that the time for any such action has yet
arrived. The interests involved are too great, and the problem
is much too complicated to be dealt with hastily, or upon an
incomplete discussion. The evils and delay which any false
step would surely entail, are too apparent to be disregarded.
The best course to be pursued is not yet clear ; the experiments
in progress in Illinois should be allowed time to develop their
results, and the railroad commissioners are still pursuing their
investigations as regards systems in operation elsewhere. A
most competent agent of the Commonwealth is now making
official inquiries in Belgium, the result of which will probably
be laid before the next legislature. Meanwfiile, the railroad
corporations themselves are evincing some signs of awakening,
and with one or two notable exceptions, the first material
reductions made during the last ten years in the railroad
tariffs of this State have been made in the cases of four cor-
porations since the beginning of the present year.

While, therefore, the Committee are not prepared to recom-
mend any definite legislation at this time, they deem it highly
expedient that the experiments and investigations now in prog-
ress should be observed and continued. In submitting the
accompanying Resolve, they wish at the same time to negative
any inference that they propose thereby to commit the Com-
monwealth to any specific line of future action. They there-
fore recommend that the matters committed to them be referred
to the railroad commissioners, and report the accompanying
Resolve.

Per order,

P. W. BIRD, Chairman.
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RESOLVE

Relative to Cheap Railway Traffic.

Resolved, That the board of railroad commissioners are
hereby directed to inquire into the following subjects and
to report thereon to the next general court:—

First , The classification of railroads and the corresponding
regulation of fares and freights by law.

Second, The expediency of assuming some railroads by the
Commonwealth, as well as the best methods of action in such a
proceeding, together with the approximate cost of so doing and
the most judicious method of operating the same as a public
road ; together with forms of acts embodying, in so far as practi-
cable, the results of such investigations.

Commomumltl] of ittassacljusctto

In the Tear One Thousand Eight Hundred and Seventy-One.
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