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(December 5, 1932)

The Railway Problem and the
Ruel Plan

By Mr. GeErarn Ruer, K.C.

PresipEnT CwarMers:—The Canadian Club to-day
has a great deal of pleasure in presenting to this large audi-
ence one of the most distinguished  and best informed
authorities on railway matters in Canada. I say one of the
best because Mr. Ruel has been connected with railway
work for over forty years. Most of that time he has heen
counsel, dealing in the legal matters connected with 1a11way
operation but he has also had some experience operating a
railway, In fact when he was very young he practically
was the general Pooh-Bah of an eighty-mile railway down
in New Brunswick from whence his family hails. More
recently we have known Mr. Ruel as vice-president and
chief counsel of the Canadian National Railways. Recently
Mr, Ruel has given some publicity to his own proffered
solutions of the railway problem in Canada. He presented
it to the Duff Commission and from the records of the Duff
Commission it has been extracted by many zealous news-
papermen in Ottawa and published from coast to coast. He
told something of this plan of his before the Senate hearing
on the railway committee’s report recenily. The Canadian
Club which, as you know, is presenting a series of addresses
on the railway problem, the first of which brought us last
week Dr. Manion, Minister of Railways and Canals, invited
Mr. Rutel to come to-day and tell us exactly what he has in
mind. We bhelieve his background on the railway problem,
the knowledge he has garnered thiough the years, and his
eminent position in the railway world of Canada entitled
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him to a hearing from this audience. I have the greatest
pleasure in presenting to you Mr. Ruel.

Mr. Ruer:—In the first place Mr. Chairman and
gentlemen I should say I am very glad indeed to be here
to-day. When I was down in Montreal last year I was
a member of the executive of the Canadian Club in Mont-
real and I know the high standard they endeavor to main-
tain in getting speakers for their meetings, and consequently
T consider it a signal honor T should be permitted to address
such a large and distinguished gathering to-day.

The subject of my address is, “The Railway Problem and
the So-called Ruel Plan.” T did not intend to put itasa Ruel
plan at all. Tt happened to be the Sir Henry Thornton plan
but it didn’t work out. Sir Henry Thornton didn’t want it.
The first feature of course is the railway problem and we
have in Canada a real railway problem.. When we consider
last year the Canadian National went behind one hundred
and fifty thousand dollars a day, a million a week and fifty-
-two million dollars a year, it is a very, very serious situa-
tion, and that is what T tried to impress on the Railway
Commission and impress on our people as well, that we did
_ have a situation which had to be remedied. In former
days, when things were good in financial circles, we could
easily go to New York and horrow on guaranteed securi-
ties fifty or sixty million dollars. But nowadays the Ameri-
can market is closed to us. Consequently we have to go
to Canada and the Canadian stocking is getting a little down
to the bottom. The last Canadian loan was not taken up
in five minutes or one day. It dragged a bit. And so the
problem before us is; we must economize and the question
is, just how and what is the best machinery. -

T would like to tell you how this plan originated. When
Sir Henry made his announcement in the House of Com-
fitons Committee that he had applied to the Government to
appoint 2 Royal Commission to look into this railway prob-
lem, he sent for me and T went down to his office. He said,
“What do you think of this proposition?” I said I did not
think anything of it at all. “Why not?” “Because you,
Sir Henry and Mr. Beatty are the best paid railway men in
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Canada. You are surrounded by two groups of probably
the best experts in every branch of railway service in Can-
ada}, possibly ont the whole continent,”” and I said, “it doesn’t
strike me as right that you should go outside and ask other
people to tell you how to run your business. Why don’t you
and Mr. Beatty get together with your experts and agree on
a plan to meet the situation? Surely you are in a better posi-
tionthan anyone else.” SirHenry said it was too late for that,
“I have made the announcement and I have taken the plunge.
But have youany plan?” Isaid yes, T had a plan. “You know
for eight years T have been suggesting to you and others
that we could pool the passenger business in Canada. because
the passenger business does not pay, and never will pay,
especially with the expensive features that have recently
been added to it : the expensive trains, heavier rolling stocks,
expensive hotels and offices all over the country. All these
are passenger business and other features that won't pay.”
I said, pooling the passenger business years ago would pos-
sibly have saved the situation but now we will have to go
further. “We will have to pool other services as well, be-
cause greater economy is necessary than can be accomplished
by pooling the passenger service alone.” Sir Henry asked
me if I would put the plan in shape; and that was the plan
I talked over with the Senate a few daysago. Sir Henry was
quite pleased with it for a whileand I thought possibly he was
going to adopt it. But my plan did not have any teeth. in
it. I was not looking for teeth. I was looking for co-
operation and that was the basis of my plan. So he adopted
compulsory co-operation plans. He went to the Railway
Commission and presented his plan. T filed my draft. I
thought that was the end of it. I did not intend to resurrect
itatall. Alittlelater on I happened to be in Ottawa and I was
asked : “What are you going to do about this railway situa-
tion? I said, “Did Sir Henry tell you my plan?’ “No,
he didn’t say anything about it. Would you tell me about
it?” So 1 gave him a rough sketch. “Have you put this
before the Railway Commission?” “No, 1 never thought
of any such thing; furthermore I haven’t been asked.”
“Well, you will be asked.” So I was asked and went up.
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When T went to the Railway Commission I gave them
a synopsis of the plan, endeavoring to be frank and honest
as I could be: and I talked to them pretty plainly. T think
they appreciated it, for someone said afterwards, “T think
you had considerable nerve to talk to the Railway Commis-
sion the way you did.” I didn’t think so, because we were
talking in a friendly manner around the table and they were
most courteous; and we talked not at arm’s length but for
the good of the community and trying to help the people
out of their railway difficulties. T did not see any reason
why one should be afraid. But fear is based on wrong
doing and if you haven't done anything wrong and do not
intend to, you can look the whole world in the face.

Now the railway commission turned down the plan. At
least they adopted the compulsory co-operation plan, a plan
which insists that the parties shall get together, and if they
don’t they will have their heads banged together by an
arbitrary tribunal. The result would be that in the com-
pulsory plan each party keeps all the benefits they may
derive from, enforcing economy on the other fellow. Well,
if anybody thinks they.are going to get anywhere with that
kind of plan, T do not see it. You can only get econonty
from friendly co-operation, not co-operation at arm’s
length. That is the reason I object to the plan as given
by Sir Henry Thornton to the Railway Commission, and
that is the view 1 still hold with regard to it.

Now there were many plans under discussion before
the Railway Commission but it narrowed down to three:
1. Permanent sale to the Canadian Pacific Railway of the
Canadian National Railways. 1 do not think anyone sug-
gested the other plan. Of course that would be absolutely
unthinkable. Permanent sale or leasing of the Canadian
National Railways is impossible. It would not be at all fair
to the very excellent staff of the Canadian National, because
even if T were in a position of that kind where T had
absolute power of the entire organization, 1 am afraid 1
would be rather too severe on the other fellow, That is
human nature, so I think it is absolutely impossible to talk
of any permanent sale or leasing of the enterprise to the
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Canadian Pacific Railway because it cannot be carried out
fairly to the Canadian National staff, whose only fault is
they have served the Camadian National for years loyally
and excellently. '

The second plan is of course compulsory co-operation
and the third plan is the one which T call the joint operation
emergency plan. 1 will give a rough outline of what the
plan involves. In the first place you form a managing com-
pany of which five directors would be appointed by the
Canadian Pacific Railway and five by the government. It
would be assumed that from those five directors a president
and chairman would be selected. The President and Chair-
marn should not be the same person under any circumstances
again. We have seen enongh of that, The President would
be selected one year by the Canadian Pacific Railway and
the Canadian National Railways would select the chairman.
And the next year they would alternate, I think that is a
very fair way. I put that in deliberately; T wanted Sir
Henry to know he was being taken care of. As I told the
Senate, this new company would simply be a managing
company. They would have managership powers; no
ownership powers at all. They could, of course, discharge
officers, change them, change services, and carry oui gen-
eral economies. But generally speaking they could not build
anything without the consent of the owning companies. As
soon as the managing company were formed—it would be
a no-capital stock company—we would make a list of all
the transportation companies in the Canadian Pacific Rail-
way and all the transportation in the Canadian National
Railways service and such of the transportation features of
the Canadian Government Railways as the Crown wanted to
bring in and have them all execute agreements. The Crown
would issue an order in council. In that way the whole
of the undertakings of the various companies which would
sign these agreements would be fused into one organization,
handing over to the managing company to operate that
whole enterprise as a going concern and as one independent
unmit. It seems to me that is the only way you can get sane
economy. You cannot get economy by creating two adverse
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interests and asking them to get together. You must give
them an interest so that every economy that is made will
redound equally to the benefit of both, That is the truth.
As soon as you get your agreements the next thing is the
statutory duty to operate as one conceri. That I have men-
tioned. ~ That would appear in the statute, and not only
would the managing company be told to operate this as one
concern, cutting out duplication of services and offices and
everything not necessary, but the Board of Railway Com-
missioners would also be told to co-operate with them for
the benefit of the common good, for after all it is the com-
mon good of the country we are seeking. The powers
would be very largely to make all kinds of changes just as
if they were absolute directors of the companies incorpora-
ted in the first place with the entire entity in their hands.
But all officers and employes of the owning companies
would continue and remain officers of the owning com-
panies, there would be no change in their status, so that if
any man has a pension service with either company that
would carry on notwithstanding he was working under new
management.

Now we come to the most important feature of the
whole thing, that is the division of the net operating earn-
ings, and the Royal Commission asked, how are you going
‘o divide the operating earnings? I said, of course there
would be operating earnings arising from economies; and
they said, “that is all very well, but how will you divide
them?” T said, “That is your job. I am mot an accountant.
i am only a lawyer. T am merely suggesting you have a
staff and can call in anyone you like and you can study their
accounts and find out what is the proper division. A fifty-
fifty basis of course would be easy and best to get at. A
mileage basis would be another way but that would not be
fair becaise a great deal of mileage would be abandoned.”
And the next question would be whether or not the Cana-
Jian Pacific Raitway, having always paid interest on fixed
charges would not at any rate. continue fixed charge in-
terest being paid. That was what happened with the Grand
Trunk Railway, because the Grand Trunk Railway always
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%ald‘ interest on its debenture stocks. Well the Canadian
Saciﬁc :Ra_ﬂw'ray has always paid interest on fixed charges
bo said it is quite reasonable that the lion’s share shoul(i
e given the Canadian Pacific Railway in respect of fixed
Eh.arges, but the Canadian National Railway should get)‘iliﬂ
; ést amount before you make any further division. Well,
ey were not sure whether the Canadian National shoulci
get the whole amount or eighty per cent, hefore anythi
w?nt to the Caradian Pacific Railway for stock dividendzg‘
or whether the Canadian National Railway should get a
(C:Ertan% pl:%portm_n of the amotnt already paid to the (%ana—
chz;ges?m c Rallwa_ty on account of its interest on fixed
So I said, suppose we have ten million to divi
the first quarter. We will say the Canadiandgggitl;isct?{fi?\zge
111t.eres’§ (;ha1'ge is two million dollars. We will give thenﬁ
two million dollars. We will give the Canadian National
eighty per cent of that and then we will have somethin
left over so we will divide that up and give the Canadia-g
Pacific Raﬂx}ra-y one, two, three or five per cent of the capital
stock and give eighty per cent of the same amount to the
Canadian Natlor?al and then hefore you divide all your
money up we will set aside a rehabilitation fund g re-
hablhtatlgm fund will have to be set up so that when al,rl'e
ment decided it had had enough of this plan and wanI::ed 112:1(;
get back to competition, then those lines which had been dis-
mantled could be rehabilitated by means of this fund which
could be added to, year aflter year, in so many millions 1f)f
dollars ; something like a depreciation fund, but actually set
1:5 mm Eash and not merely set up in books. We didynot
con 151(1 I(;e.a.ny decision as to what the proper division
Then we got down to capital expendit
everybody knows that every Eear y()lll} -ilaveusgsépeg(if i(lzlmé;s?
1ltsale outlagtaboutthone 1Fer cent of your property account Thgt
xpenditure that has to be paid out every year and yo
cannot get rid of it. That is the accoun ndi s
on hotels and things like that, of Whi(?h tIff}fiITprxfgtd 11&'1111;(?;1
will be done for a while, but the capital expenditures would




202 THE CANADIAN CLUB [ Dec. 5

be taken care of each year and the proper way to do tha(‘;
is for the managing company to make a legal fany pas ?na_
tave them issue their own securities. It is not.qugtebteof
sonable for a manager to issue his ownl notes for a de o
his principal but it would work out in this case, becag:e (1)wn
a non-capital company. The company would 155}1@ i ]?S’ own
notes guaranteed by the Crown and the Cana 15\{1j adial;,
Railway. With the credit of the Crown and f;lina an
Pacific Railway behind them the notes would be e351 yfs;mr
able and each company participating 11 the procee s1 0 .l
issue of notes would put up its own securities with the n;la;:
aging company for the same amount, the Safr[{lehsec;,is ! ﬁré
maturing the same day. And the company Whl-c c{v he
owning comnpany would pay these securities, when ue. .
other words, the issue made by the 111;J,nag1ng1 comp%ny
would be backed by the securities obtained from g}e ow? hgt
companies and one would pay off the other. hou mnign
have a sinking fund behind the issue, providing the owning
i id. '
con}%%f:f{gg:l feature was as to the duration of this St:-}égfﬁne.
I told them it was only an emergency scheme aqdhl ?)ait av:
yéars would probably be enough to carry on Wltb, w ggble
liament may cancel the scheme. It 'WO‘l:lld not be pé)stheir
for any of the owning companies which had entrusted i
organization to the management o say we are gm_ngthe
cancel. That would not do. Coqsequently T put 1(111 the
provision that parliament and parliament only flan Ai er
mine when these agreements shall come to an end.

told the Railway Commission it was just possible when

i i back in
hat time did come, say in ten years, and we were :
1{)rospm'ity again, possibly they would still 1ea’Yﬁ ‘{he paslfe
enger business pooled, possibly they would st1 eaLl\;e the
telegraph business pooled. 1 .do not see any neo:ess.;J ly o
two telegraph companies in this country. And possibly e
hotel companies; possibly they '_mll leave the express ?&)1 3
panies pooled. And if by that time they have come ];EO the ‘
senses, probably they would leave the t1'11c1<}11g ‘u?u;)es
pooled. However, it all comes hack to the little 16‘:(.1 0X
car, that is where the money comes from in these raillway
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services, and that is where the competition is necessary, if
it is necessary at all. Competition from my point of view
has not proved itself to he necessary. It has been causing
a great loss and waste of money to our country as a whole.
Now the main feature of my plan is joint operation for
the common good. It seems to me if this managerial pro-
position is carried out and you appoint five good men from
the government, five men from the Canadian Pacific Rail-
way, (you can make it three—hut not more than five—too
large a Board of Directors is no good), if you have five
good men from each party it seems to me those men with
the eyes of the country upon them could at least adopt prin-
ciples of sane economy. Mr. Meighen asked me whether or
not it would not be better handled as a single management
and 1 satd of course, single management is capable of
making great economies but possibly not wise economies
because it would bear too heavily on one or the other. Joint
operation where each have benefits from the economies
effected seems to me to be the right idea and I cannot see
any sense in the compulsory principle where you say to two
parties, “‘you get together and if you don’t we will bang
your heads together,” knowing at the same time that they
can never get together, because each one is trying, as he is
striving to-day, to benefit at the expense of the other fellow.
There is only so much traffic in this country. There is not
enough to go around and consequently that competition just
means waste and loss. Like the man who had two husky
dogs to guard his house and one-dog was quite sufficient
and food was scarce. He wanted to kill one dog and the
family wanted that dog saved. Whatever he did he was
going to have trouble. He couldn’t very well fuse the dogs.
He was up against a greater proposition than Canada. 1
can fuse these two railways without difficulty, But fuse
two dogs! However, the dogs themselves solved the diff-
culty, they got together and decided they would eat less.
And that redourtded to the general good.
I want to say this in addition. This plan of mine T am
not wedded to at all. If anybody can show me some-
thing better I will be only too glad to consider it. Not
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that it makes any difference whether T consider it or
not or whether I pass.it; but nevertheless I would be
glad to advocate a better plan if anyone can suggest one.
I have gone over the thing from end to end for years. T
knew this situation was coming on. I saw it in 1923. We
were in trouble, We forgot it when we got out of the
trouble and I then urged the pooling of the passenger bust-
ness but nobody paid any attention. Tn 1929 and 1930
again 1 recommended it. In any event here we have this
very serious problem and something must be done. We
cannot go on as we are going on, because Canada cannot
stand the burden of taxation. And we don’t yet quite see
the end of depression. We thought when the elections
were over in the United States we would see a change of
sentiment which would probably end depression, but the
United States does not seem to be in a hurry and possibly
we have to wait until this depression sweeps society. What
we are trying to find out is some reasonable plan, some
reasonable means of meeting the situation, to get these
economy moves into effect so we can benefit and see the
end of our troubles. And in bringing forward this plan I
am not urging anything on my own behalf. It has been
said T had a good deal of nerve to bring this up. I dor't
see that at all. T am a Canadian the same as all of you
and I am very much interested in Canadian problems ; and
I am happy to say I stand on guard for Canacla the same
as the rest of you do.

The President thanked Mr, Ruel for his delightful
informal address. -




