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(November 10, Igrg.)

Lessons for Canada from the Railway
Experience of the United States

By Pror, W Z. RirLny, Pu.D.*

A T a special luncheon of the Club, held on the 10th Nov.,
Professor Ripley said:

Mr. President and Gentlemen of the Club—1 wish I might
speak to you on the great subject which s so much in all our
minds at this time. [t is very impressive to come here and
see the young men drilling out at the University grounds,
and then in Convocation Hall to see the women knitting and
knitting, and then not to be able to say anything about the
way we feel concerning it. (Applause, and voices, “Co
ahead ) If it were not for being neutral, and if it were not
for the possible endangering of that position of aloofness
from the conflict in which the United States now stands, I
siould like to tell you how fully the American people (hear,
hear, and applanse) symipathize with the nations that are
fighting for the civilization of the twentieth century against
medievalism. (Hear, hear, and applause.} I can’t tell you
that, because I must be nedtral. (Laughter.)

I should like to go further, and to assure you that in spite
of a campaign which is being conducted with an energy which
shows that the learned world of Germany is not sure of its
position (hear, hear), though that campaign is directed to what
is called the learned world in America with an energy and
persistence that would surprise you,~—there is hardly a day
that T do not receive a report or something of one sort or
another from my friends in Germany—of course I am telling
you what T really ought not to tell you {laughter)—which
is an insult to our intelligence, (Hear, hear, and applause.)
And if I only could, how glad T should be to goon and develop
that subject, in order that whatever moral sympathy and
moral support there is in the United States you should feel
was yours. (Hear, hear, and applause.)

* Professor Wm. Z, Ripley occuples the chair of Fconomies in
Harvard University. He has specialized on the subject of railway
rates and their regulation, and is generally recognized as one of the
chief authorities on transportation questions in United States. He
enjoys a wide reputation as an author and lecturer,
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Again, I regret that I cannot express my own views.
(Lﬁﬂfghfgrgtrn irom that, to the subject wh'{ch has'been_ ap-
oiilte:i for this occasion,—we have a very interesting snu_a;:—
lt)iom in the United States by reason of the extraordinary sh1. t
of scene and circuimstance within.the last seven or eight year Sd
About 1906 it looked as if nothing could stop the fomlr?h
movement of railroad prosperity and earning power ’;'N 191
promised to go on indefinitely. ‘The prices of all sorts of rail-

yoad securities were soaring to unprecedented figures. 'All

i securities could be marketed freely. The railroads
L{égflnsec? fto be clear of financial difficulties. And now, Wl}tlhlll
so short a space of time, beginning in 1910, we find t eﬁn
practically pleading with the Iederal Government 'for t ﬁ
right to increase their,rates by what seems like a very sma

amount, only 5 per cent. '_[‘he attention of the Amelic-ag
people is focussed upon this issue, because now for the thir

time the matter is coming to the front in official proceedi.r_l.gs.
It seems almost like a case—as some one put it when w1:1t1r_1%
on the subject—of a “re-irritation of the same sub%ecﬁ._

(Laughter.) The Iast of the three cases in the course o ht is
plea for more generous treatment is now pending. So sharp
is the contrast within the last seven or eight years, it seleplls
well worth while to tnderstand the different conditions which
present themselves, in particular the conditions whl}?h <]:301n—
cidently confront your Canadian 1‘.0?51,(15.” First, there has been
a steady increase 1n the “cost of living,” and a 1'§p1dh111c1ease,
probably more marked with us than with you, in the wages
paid to employees. You have had the advantage of'vir at mza]ly
of us regard as a great piece of constructive legis 1atxon,b e
Canadian Industrial Disputes Act. (Applause.) I 1favq _eler;
endeavoring with others to secure the adoption o hsmll_'} 3_
legislation in our own State of Massachusett.s. f’}‘ ff e

eral Government has had such an Act,—a sort of half-way,
half-baked measure, which, however, threw the W1191e YQSpO{lS-
ibility in cases of this sort upon one man, the third l‘lillel"l:l’l ):,r
of a threefold board. All the railroads were compe el o
assent to increases based upon demands for two loaves WI:e{e
only one was really expected or deserved. The resu 1ls
that the wage outgo of the railroads has r-ap.ldlg. 111c1ieja,§e(._.
And now, in addition, it has come, to where it is difficult d((){l_
rowing money at any rate. That has imposed heavy addi-
tlo(g:;l ’B;ECEF Saill this has come a development whu:.h perhaps
you may feel here in Canada, but which I am sure yoii t?rs
bound to notice more as the years go by. As your populatio
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" i caNapLan CLUB. ’ Hor. 10 It went on paying more dividends than it should for

_ Aaine. : | rves. It was then dis-
8rows and your territory fills up, there is a demand from the Niz:;e not setting aside_ prgpel rﬁ?eln\;i be added piecemeal
public and 3 necessity 1%1‘ a very large number of quite un- yoveréd that heavier bfl.dges_ ?ﬁg stock because of want of
productive expenditures,—the abolition of grade crossings, cor could it put on heayvier 1;}1 ghole line. You could not
the construction of terminals, safety appliances, which no El'idges’ without rebmldmg_lt edwbe ond a certain point with-
doubt you now have, all sorts of legislation for train crews, in other words develop a railroad bey This

and the like, every one of which adds to the cost of running
2 road. And then when with us they ask for higher rates,
the Government replies that they should manage the roads
with greater efficiency, A campaign for efficiency may well
¢ prosecuted to a certain extent; but everyone who has had
experience will agree that it jg extremely difficult to apply
amodern, up-to-date efficiency plan to 5 plant spread out over
some thousands of miles. The situation is well revealed in
the story a railroad man s fond of telling, of the way  in
which a certain road tried to lessen its wastes in management.
They preached to the men all along the If

, top.

ing the whole thing over from bottorgr E:(;se z}t reserve

o d0£1 *ga reserve of surplus in the treasury omes a slump

called for hich could be drawn upon. There }(1: o i o
o . And it is that depression in which

|
in_proflts. ties in the United States are found at the

railroad proper
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present tune.
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roads altogether, all Oveil tflzﬁ' the last three or four years in

coming to the track gang, he held them up saying to the
foreman, “Somebody has heen careless. Here are two spikes
you have lost }” “Bejabbers,” replied the foreman, “I'm glad
vou've founed them; T had two men out for three days hunt-
ing them up.” (Laughter.)

There is another feature of our rajlroad finance which has
been pressed home to s very closely, and which perhaps- you
have not yet felt. But I am quite certain hefore many years
you will note the same tendency. A railroad is a business
subject to a law called that of increasing returns, which is to
the effect that the more business you do, the greater your pro-

t scems to be. Fifteen years ago, it was believed that all
our American railroads, having a bright future before them,

they soon found otit, beginning about ten years ago, that there
is a sort of cycle in the outgo of railroads, They are like any
husiness where you have a given plant, which you can operate
more and more fully to a certain capacity, and secure, up to
that capacity, greater profit; because you spread the overhead
charges over a greater number of units, But if you pay out
Every cent you earn, you studdenly discover the necessity of
doubling your plant, But sometimes when you double your
plant, instead of spreading the outgo more thinly, you have
more than doubled your overhead charges to spread over the
same outgo. You have reached that limit from a state in
which the profits were increasing, to a condition of expensive
operation. That is what is the matter with what used to be
one of the great rajlroads of New England,—the Boston &

covering -som&a;yhat‘:m
i ies
tion of sectiri

in my judgment, between t
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The description in a boy’s composition on James II. aptly
sets forth the situation at this time. He wrote, “The English
people stood a great deal from James I1.; but when he gave
birth to a son, they said, “This thing must stop!” (Laughter. )

Thus the Federal Government has scparated the two parts

- of the New England system,—as I think unwisely,—but the
Federal Government does not, and the Federal Government
seems to be ahead at the present time. The Gould systemi
was the first great combination stretching from the Aflantic
to the Pacific. This went to pieces by way of bankruptcy.
The Rock Tsland has since followed suit. The trunk lines
were tied up as well; but are now to quite a considerable
degree set off again. The result is that our transportation is
conducted by smaller units, which perhaps
ter results than have been obtajned in the past few years,

The present situation of the country, then, is this: The
high cost of living, more wages, extremely onerous govern-
mental interference in forty-five or fifty different States, each
peppering away independently with legislation, The railroads
are thus suffering from many things for which they are not
to blame except what some banker-managers are distinctiy
culpable, Unfortunately the collapse of roads like those in

New England is so far-reaching in effect, that I can only
compare the tragedy to such an event as the possible banic
ruptcy of the Canadian Pacific Rajl

way in your own terri-
tory.
What are we doing constructively ?

which may have significance for you?
course, that we hav

ada has enjoyed for a long time,
conferred that authority, and the question is, what shall be
done with it. These Commissioners, sitting at Washington,

every application for rates

time the whole of United
States is watching for the exhibition of that far-sighted wis-

dom which should he exercised in deciding matters of such
moment. Their present attitude is a little bit like that of
“Mamma,” when she said to the nurse, “T wish you would
find little Johnnie ;i T don’t know what he ig doing, but tell
him to stop it at oncec.” (Laughter.) That is to say, it is a
negative policy, of denying, of turning down, instead of a
policy which shall have 5 constructive upbuilding infuence,
Of course, the Federal Governmental Commissioners do not
bear the same direct responsibility which ig placed upon the

We have, however, now

- y
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erties; but, neverthelg:ss, the time
manasg: (zésh:xfre ﬂﬁi fgll“og more. constructive Ip;ohi}lr.ha%: zfglf-;
o fion whether the carriers shoul
ing upon the questloﬂ \:e just started upon a piece _of work
revp?ueoi)lr hg,?r% ::;i at?emlgted yet in Canada; but whlcix sgln;e
which be worth your while, or someone at all even S'llioi
S}?yl;l}a’zsgo The experiment will cost fifteen or tf:f:ty Qn::ite n
o d wi - five years to complete.
dollars, and vx.r111 take four or ive years to complete. Quite 2
i rent local authorities began : t
:;'Iulaﬂgalallgc? ’plil;rf;fi?:a,l valuations hof ‘ﬁlle pro‘girt:reesr yofn Eﬁ:roﬁi-
y int that they wer Y.
o I'Tgelt%av:iie?)rga?cllﬁﬁtr; matly 13‘71101‘3 securities <})1utsta1éi—:
'.:aplt.% lzevﬁ;ere represented by their assets; and that they c,;v e
mg.llt m;rning not a modest 8%, but 16%, or even zgw(énty
divide ed This widespread popular opinion fifteen or nty
d1v1.den i). was probably justified. But at all eve-nt}i‘,, %snited
Yoad EJlftgr another went to the Supreme Court of the Dnited
e (il questions concerning reasonable ratesl, I;C dee A
S;:aﬁ?:en(g that this augfust Jbody its?ﬁe\rn;g;sl lll);t \:}Eiih (io judgé
d no sure footing, no c i .
Ithcgc)llllflﬁ ?1;]& carriers were geiting a fair return oguﬁgtof the
v eh is manifestly a relation between the am unt of the
vt 1‘; and the sum which a railroad should be a lowed
mvestmenThat is evidently the opinion of the Supreme ourt
o earn.U ited States, and the other Federal CourtsI Whave
o th(if 1 - ed its lead. The result is that the peop entin
e e tDW aking an inventory of this wealth rqpr§s§ tategs,
IS:tt L?;J Ds‘;y rrclme-ﬁfth of the possessions (1)_f et'l;ﬁgUtl;llt;cerails fes.
at is 2 ig j are calip
Ry Ig)re&’g; bl%ﬁé))? .wiill‘hﬁer)lrd out what it costs t(f)illrepé‘l?;
Sl?llégtlgirgr eroad: All the blue printsboifld?rt;;s :Ir;dare s:t;eing
i i i very bu 2
spfz‘c1ﬁc{a30ns tfg rv:rtf;y %ﬁi%eh; 1'glguilding on papln{er ‘:‘[“E?
o i has United States. It is a stupendous task. ] duc)::
ooy e'c find out not only what it costs to rep ((1) huce
o bt hcc:w much investment is actually rep{lesezg}tle o
vt That is to say, they go over a road li <ed sations
o, ific, and find out what is represented by _cl)) ns
s t():iic The intention is to afford a basis ﬁhei el rﬁ ;:‘[1)] on
ggghﬂ}ciflz) 1%cribt.mal called upoltll t‘ﬁ) r]utﬁger;ré egl;, ::e ly e
e e n%etter}i[‘1lllrilse n"f:lye aigect the side of the guesltmiré
T e tes to shippers is concerned, but obvious y.t ;
o far as the raon the other side, the willingness o;r;. ?pi }?e
:lascélr?lebgﬁ;ﬁgrd and offer for development that whic
0
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roads will steadily need. Unless there is a sufficiently gener-
ous attitude of the Government, it i obviously certain that
these roads cannot proceed farther extending their lines ag
must be necessary in a rapidly growing country. Yet, bear-
g that in mind, T still venture o assert that this very valua-
tion is necessary to meet the situation. If we had had an
inventory of the New England railroad, trolley lines and
steamship lines, it might not have been possible for investors
to have lost the millions of dollars which have gone to waste,
Had an inventory of the component parts of the Rock Island
system been available some of the scanda] at least attaching
to that road might have heen prevented. The amount of the
investment should certainly mean something,. and stand in
some relation to the assets. If the situation does not promise
results to the investor ag it should, the courts will be tie more
likely to favor them in all possible ways,

There is another detail which is now upon the fapis, and
which, I venture to suggest, may sometime become of interest
to you in Canada. It has not yet passed beyond the individual
States. Much as we may criticize or object to the division of
authority between the Federal power and fifty different States,
there is some advantage in that division, because it is the
little States which experiment here and there, so that if it
seems worth while the Federal Government can carry on the
good work in due time. A number of our States have already
passed beyond the stage of merely regulating rates, and have
taken under their control and supervision the issuance of secur-
ities. This, however, is so burdensome and bothersome when
controlled piecemeal, to judge from the great systems which
cover many States, that it is better for them if the control be
exercised by one central authority, rather than-by these numer-
ous single ones. As a matter of fact no fewer than eighteen
different States in the last five or six years have given over
the control of their rates and sectirities in this way to what
are called Public Service Commissions, and had it not been for
other and more pressing matters associated with what we call
the “New Freedom,” no doubt Federal legislation also might
have followed along this line.

Every loss to investors, every scandal like the New Haven
or Rock Tsland, has emphasized the need of law of this
kind by the Federal Government. It seems to be a particular
detail of the general program, of governmental control, upon
which we have entered so definitely.

This whole program in relation to the state control of the
issue of securities is accompanied by a very great change of
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i i ded eniirely as
[t ards things which used to be regar :
a}tlutufgptﬁ-‘gz of private stock holders. Twenty yealsfago no
the %entufed to suggest that the surplus earnings of a i:]m_'-
Oneation which they did not choose to .dlwde among t en“
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Otircciﬂssis the joint property of the public apd the stock 1’}91-113t
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gu\z,t?\lu’in}f;ve thus reached a point in tl“u:]lUmtesrl1 Stateiovzl;il;g
[ rshi in the background, not .
Government ownership looms in kground, not, to come
: ood while, I hope,—for 1 shou iy :
g'gzaf:OZa?as%rophe for the United Sta&es._ .]?ut gqfsgorleigbgizl
ion is wi inistered,—unless administered i
tion is wisely ad.m1mste1ed, 1n stered in so liberal
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i t be made. And there will I )
B e for ¢ ' t to step in either in the
tive except for the Governmen P t
ecl;ﬁ?;giiy of an 1cuwner or in some ot;fh(;r wi,y so that capital
uaranteed the right to a fair return. )
wo.{}:i 2?t§ation in the United Statesbi@'lay not ulnil;kd};; d{éitr
i iti y i ublic ownership.
into this condition of threatening p . o o
I had the good fortune to meet many . _
irﬁe:;sn?g;) in Englandg It surpmsedf mlf 1’1](3)t.t{:'1. Iiltgzvte?‘nlriiﬁ
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that under the inviting guaran  British Government
rchase at high prices, many owners o fies
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ital i 11 look forwar
vate capital investors may we ook forward te A e
ding their burdens on the shou : : -
(I)i -Egtlxz?usio%, it is suggested, ’cha‘ch our e:ggzggz;nth(;f 1‘11(;-:eg('iulgf
i : em
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ight in the matters of financing r. ads; so
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endi%ures which are bound to become insistent 1 the Coueit
gf time: and that the proper attitude for the Governm
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is to take fully into consideration not alone the immediate
need that the shipper get as lo% rates as are consistent with
good service, but also that the Government should keep an
eye all the time to assure ample encouragement to capital to
come forward for investment. This is just as much in the
interest of the shipper as it is of the public at large.

I thank you for your attention. (Applause.)




