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FORWARD

My name is Ronald D. Berkland. My business address is
at the Valley Bank Building, Fourth and Walnut, Des Moines,
Iowa. I am employed by the Iowa Department of Transportation
as Chief of the Rate Analysis Section of the Transportation
Regulation Board.

Before assuming my present position with the Iowa
Department of Transportation I was associated for three years
with the Iowa State Commerce Commission as Chief of its Rate
Division after having previously acquired thirteen years
experience in transportation as an Industrial Traffic Manager
and as a participant in the development of a computerized
freight rating system. I also worked for approximately ten
years on a part time consulting basis with several small
motor carriers.

I hold a B.A. in Political Science and Economics
(transportation) from the University of Illinois. I have
attended a number of seminars and short courses in regulatory
pricing and practices, including the N.A.R.U.C. Short Course,
and have appeared as a witness in rate proceedings before
the Iowa State Commerce Commission, the Transportation
Regulation Board of the Iowa Department of Transportation
and the Interstate Commerce Commission.

My responsibilities include evaluating intrastate
rate filings and interstate rate filings to the extent

that the Code of Iowa, 1975 requires in Chapter



474.31. "... The department shall exercise constant diligence to

ascertain the rates, charges, rules and practices of common
carriers operating in this state, in relation to the transport-
ation of freight in interstate business. When it shall ascer-
tain from any source or have reasonable grounds to believe

that the rates charged on such interstate business or the rules
or practices in relation thereto discriminate unjustly against
any of the citizens, industries, interests, or localities

of the state, or place any of them at an unreasonable disadvant-
age as compared with those of other states, or are in violation
of the laws of the United States regulating commerce, or in
conflict with the rulings, orders, or regulations of the inter-
state commerce commission, the department shall take the
necessary steps to prevent the continuance of such rates, rules,
or practices."

The Transportation Regulation Board is the duly authorized
agency under Chapter 307 Code of Iowa, 1975, through its
Counsel, to represent the interests of Iowa as they may appear
in proceedings before your agency. Ex Parte 270 Sub 9 is such
a proceeding and represents an opportunity for this agency to
express its views with respect to rates and rate design on
those articles of commerce which are most vital to the state's
economic well being.

The following statement addresses itself to issues of a
general nature rather than specific issues. This is necessary
because specific issues require supplying information and fact

to which we are not privy. It is not unlikely that instances
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of prejudice or preference do exist. For us to attempt to
identify those situations would imply perfect knowledge on
our part of the conditions that either justify or condemn
those situations. Unfortunately we are bereft of that
perfect knowledge and therefore assume that those interests
more closely aware of the conditions will make them known.

Our principal aim is to preserve the general interests
of the Iowa grain producer.

The attached statement and exhibits were prepared by
me or under my supervision and I am familiar with their
content. Certain of the exhibits were taken directly from
other studies that have been conducted in connection with
grain and its transportation. These studies provide data
which are pertinent to the issues under consideration herein.
Time and space limitations make it impractical to incorporate
the complete text of the reports. Moreover, they deal exten-
sively with other matters not directly germaine to this pro-
ceeding. However, the publications are cited in the bibli-
ography herein and provide the complete documentation for

some of the figures that are used herein.
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STATEMENT OF FACTS AND ARGUMENT

Summary of Position

The rapid rise in the operating expenses of the nations
railroads have created problems the carriers have attempted
to overcome through rate increases implemented by flat
percentage adjustments. These adjustments have created
distortions that are not cost justified and may well inhibit
the movement of grain by rail.

Exhibits 10 and 11 show both graphically and geograph-
ically the results of percentage increases in freight rates
and their impact on the markets. Exhibits 12 and 13, showing
increased average carloadings and variations in revenue
contributions, will attest to the non-uniform character of
both cost generated by recent rate increases.

Evidence of the results of rate increases can be seen
in the declining proportions of available grain moving by
rail. Between 1966 and 1971, the railroads had experienced
declines, not only in the proportion of the product hauled,
but in actual tonnage as well. Exhibits 1, 6 and 7 will show
that this trend appears now to have reversed itself.

The reversal corresponds with, and is very likely attribut-
able in larger part to, the implementation of new and
innovative rate designs including multiple-car and unit-train
rates.

Exhibits 2, Seasons Average Corn Prices; 4, Cattle Placed
on Feed; 5, Livestock on Farms; and 8, Movements of Commodities

by Truck and Barge; will help to show the real presence of
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alternatives for the disposition of grain; Alternatives that
includes conversion to another form or diversion to other
modes.

We are persuaded that for the railroads to effectively
compete with the varioﬁs alternatives and for the grain
producer to earn his just reward, rates must reflect as
closely as possible the cost of service associated with the
movement of grain. Rates that are designed to improve
utilization of equipment and reward efficiency should be the

aim of this proceeding.
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Significance of Grain to Iowa

The Iowa Department of Agriculturel/ reports that in
1974, approximately 45% of Iowa's total land was used in
corn and soybean production; The average Iowa farmer
operated over 250 acres and had a $207,000 investment in
land, machinery, crops, buildings and livestock;

Sale of Iowa farm products contributed more than $7
billion to the state economy in 1974 with crops accounting
for 43% of that figure.

An estimated eight out of everf ten workers in Iowa
depend directly or indirectly upon agriculture for their jobs.

The above figures attest, in part, to the significance
of grain and its important contribution to the economy of Iowa.
It goes without saying, that the results of this investigation
and any orders that are issued pursuant thereto are of a
vital concern to Iowans and demand our participation in the
proceeding.

The emergence of foreign markets provide new potentials
for Iowa producers and offer opportunity for developing to
full advantage the resources inherent to the area.

Rates that are designed to promote a free flow to the

markets are essential to this development.

l/ See "Iowa, where the tall corn grows."



PRODUCTION & MARKETING

Grain and the Railroads

The role that grain plays in generating revenue to the
railroads must not be minimized. The Association of American
Railroadsl/ reports that grain and grain products accounted
for approximately 9.4 percent of all railroad revenue car-
loadings in 1974. The only other commodity category
accounting for a larger percentage of all carloadings was
coal (17.2 percent). Total carloadings of all commodities
declined by 9 percent from 29,027,186 in 1964 to 26,423,929
in 1974. Grain carloadings, in contrast, increased from 9
percent in 1964 to 10.1 percent in 1973 and 914 percent in
1974.

Within Iowa the increase was even more dramatic. The
number of carloads of farm products2/ originating within
Iowa increased from 122,017 carloads in 1964 to 178,658 in
1974; or 46 percent during that ten-year period. Tonnage

has more than doubled.

The Significance of Grain to U.S. Agriculture

Not only are grain production and sales important to

Iowa, and to the railroad, they are also a large and important

1/ sStatistics of Railroads Class I 1964-1974 AAR 1975

2/ This category consists of more than just grain but
historically has been comprised mainly of grain.
See Appendix C for details.
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sector of agriculture in the whole United States. The quant-
ities of grain sold from farms has increased consistently
during the past decade. Estimates of the magnitude of the
increases are shown in Exhibit 1 in Appendix A. Annual
grain sales have increased from 151 million tons in 1966
to 192 million tons in 1974. It has been estimated that

a large part of the increase in sales was because of the
rise in the percentage of production sold from farms.1l/
Evidence of this fact on a national scale was not readily
available. However, within Iowa, that fact is apparent.
In 1966, Iowa producers sold only 49.1 percent of their
production. 1In 1974, 64 percent of the grain production
was sold.2/ It is not unreasonable to expect that

similar results would ke reflected nationally. Factors
contributing to the increased percentage in sales include
an increased degree of specialization among grain pro-
ducing and livestock feeding farms, a substantial rise in
grain exports, and a rapid increase in soybean production.
Unlike feed grains, essentially all soybeans are sold from
farms. They must be manufactured into meal and oil before
they can effectively be fed to livestock.

The increase in grain sales is shown to be greater for
tons than bushels because there has been an apparent shift
from the less dense grains (oats and barley) to the more
dense grains (corn, grain sorghum, and soybeans). The

l/ See the Interregional Analysis of U.S. Domestic Grain
Transportation,

2/ See Appendix B for complete analysis.
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number of bushels of these grains sold from farms increased
from 5,913 million in 1966 to 7,261 million in 1974, an
increase of 23 percent. The increase in the weight of the
grain sales was 27 percent for the same period.

The trend of the aggregate data in Exhibit 1 is very
clear, although for individual grains the data may slightly
understate or overstate the trends. Grain production, farm
sales, and domestic disappearance have increased at steady
rates with only year-to-year fluctuations.

The expectations for continued increases in sale and pro-
duction appear certain. The basis for— and the extent of—
these expectations will be dealt with subsequently. However,
whether or not that increased production will render itself
up as grain requiring rail transportation is the relevant

matter at this juncture.

Present Rates

Although the importance of adequate service to shippers
and to the public is not to be minimized, it is an unalter-
able truism that the first interest of the public lies in
getting transportation service at the lowest possible cost.
If transportation costs can be reduced, society is the
gainer.

It is not our contention that sweeping revisions in
existing rates should be implemented nor across-the-board
reductions be effected. The needs of the carriers are

manifest and their costs have been rising at an almost
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unprecedented rate. Neither this agency nor our sister agency,
and predecessor in interest, the Iowa State Commerce Commission
has been calloused to the plight of the carriers nor unrespon-
sive to the revenue needs of the Iowa railroads. To the
contrary, Iowa has been a pioneer in developing programs and
dialog intended to aid the railroads in their dilemma in
recent years. A co-operative assistance program is pre-
sently being administered by the Iowa D.0.T.l/ Besides
assistance, general intrastate increases in rates have been
implemented with an absolute minimum of delay. Intrastate
rates within Iowa presently stand at the Ex Parte 313 level
and remain on a parity with interstate levels. Acquiesence

to this rate level stands as an obvious recognition of the
revenue needs of the carriers. However, it is not

necessarily an acknowledgement of the absolute propriety of
the rate structures which have been implemented. Expediency
may have overshadowed propriety.

We have become particularly concerned with the effects
of the flat percentage increases applied to freight rates
and more importantly their impact with respect to the price
the producer receives for his grain.

Percentage increases place the greatest aggregate
increase on the shippers who aiready pay the highest rates.
Unless those increases are proportionate to the increased
expenses they are intended to offset, the more distant

shipper (or market as the case may be) bears a burden not

l/ Appendix F outlines the program in detail.
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otherwise justified and may very well destroy the natural
advantages inherent to any given location.

It is a fact that geographical divisions of labor exist
which permit territorial specialization in production
of various commodities. Iowa is particularly suited to
produce corn and soybeans. Any rate policy that inhibits
or restricts the full benefits of this division of labor will
result in a wasting of economic resources by inducing pro-

duction of goods of lesser economic value.

The Grain Producer and the Market

The grain producer participates in a market that typifies
the purest form of competition in modern society. He faces a
market where, as a single producer, he is unable to influence
the price that will be paid for his product and he competes
in that market against thousands of similarly situated pro-
ducers.

As a result of his situation, the grain producer is not
in a position to arbitrarily "pass through" the costs in-
curred for freight. On the contrary, his position is one
where the freight rates are generally his burden to bear.

In simplest terms his reward for production of grain is the
market price less transportation, storage and dealer's
margins.

In effect, freight rates, and their changes, affect
most directly the interests that are least prepared to
communicate those interests and effects to your Commission;

the unorganized producer who is unorganized to the extent
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that as a single producer he has neither the means nor the
capacity to prepare meaningful data upon which the
Commission can rely in this proceeding. Therefore our
primary concern is to express views on matters affecting
principally the producer and the price he receives for his

product.

Production Trends

Despite a history of comparatively low prices, production
of grain has consistently increased in Iowa and is expected to
continue to grow in years to come.

Recent years have also witnessed notable changes in demands
for grain and in the transportation facilities needed for moving
the large quantities of grain available for transportation.
These changing conditions led to a study by the Iowa State
University Center for Agriculture and Rural Development. The
principal purpose of the report was to project the quantities
of grain and fertilizer that will require transportation in
Iowa in the future. The report also summarizes past produc-
tion figures. Exhibit 3 of Appendix A reflects a summary of
the projections contained in that report.

The figures give ample evidence of the substantial in-
creases in corn and soybean production occurring within Iowa
in the past few years. But of more importance are the pro-
jections.

Corn production increased 48 percent from 1959 to 1971
and another 6 percent from 1971 to 1973. Projected increases

range from 26 to 34 percent by 1984. Soybean production

increased 187 percent from 1959 to 1971; another 54 percent
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from 1971 to 1973 and is projected to increase an additional
35 to 48 percent by 1984.

These projections were based on an estimate of Iowa's
share of recent U.S.D.A. projections of national grain and
livestock production. The procedure used Iowa's percentage
of national production on the basis of past trends and
applied those factors to the U.S.D.A. projections.

The fact that export markets have gained significantly
in just the past three years raised questions with respect
to the prospects of continued participation in this market.
Actual export levels will depend on grain and livestock pro-
duction trends in the rest of the world. Consequently, two
alternatives are shown in the projections: 1. projections
based on sales including export levels at historically lower
levels, and 2. projections based on sales including higher
export levels corresponding to more recent history. The
domestic portion of sales was assumed to remain constant
under the two altermatives.

These estimates imply that there should be ample opport-
unity for railroad participation in the transportation of
this grain provided appropriate ratemaking policies are main-
tained with respect to grain movement. The extent to which
the railroads share in the transport of the grain in the
future is, to a large extent, dependent on their ability to
offer rates that will foster the movement of the grain from

the point of production.
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The emergence of viable alternative modes for trans-
porting grain give good reason to question any assurance

that this increase will move rail.

Production and Disposition

It must also be recognized that increased production of
grain and increased quantities available for transportation
are not synonymous.

The production of grain and its disposition are vastly
different considerations. The producer, as a businessman,
will commit himself to a program that, potentially at least,
will generate the greatest benefit to himself. In pursuit
of this objective, his principal options consist of:

l. selling grain in the open market or, 2. converting the
grain into another marketable form; primarily livestock.

If the producer exercises the latter of the two options,
the net result is simply a reduction in the quantity of grain
available for sale and, correspondingly, a reduction in the
amount of grain available for transport.

Iowa cattle feeding operations typically are family farm
units that can drop out of livestock feeding and rely on
cash grain income when profit opportunities so dictate. Like-
wise, unfavorable grain (or cattle) prices can reverse that
action: Historically, this appears to have occurred in
many instances. The season average price for corn received
by the Iowa farmer in 1966 was $1.17 per bushel.l/ The

number of cattle placed on feed for the same year was

l/ See Appendix A Exhibit 2



~15~

3,829,000.1/ 1In 1973, the season average corn price had
increased to $2.35 per bushel and the number of cattle placed
on feed had declined to 3,182,000.

The correlation that exists can be seen by comparing
Exhibits 2 and 4 of Appendix A.

Exhibit 2 shows the season average prices received by
farmers in the principal corn producing states2/ for corn
between 1966 and 1973. The prices shown do not represent
the prices realized at any specific point in time but merely
the season average. Nevertheless, the figures do point up
the fact that significant revenue increases to the farmer were
not derived through price until the year 1972. It has been
mainly technological improvements which generated increased
production that provided the greatest benefits in general.
Corn yields averaging 60-70 bushels per acre in the early
sixties now often average in excess of 100 bushels per acre.
Exhibit 4 reflects the year-to-year variations within Iowa
in the number of cattle placed on feed during the year.

A comparison of the figures in Exhibit 4 with the prices shown
in Exhibit 2 suggests a decision making process that looks

to grain pricing. Despite infirmities, the comparison leaves
little doubt that when the producer derives greater benefit

in selling his grain, local cattle feeding will decline with
net result being a greater quantity of grain available for

transportation.

l/ See Appendix A Exhibit 2

2/ For this analysis, the group consists of Illinois, Indiana,

Iowa, Minnesota and Nebraska.
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The point is emphasized further by comparing the quant-
ities of livestock on farms from year-to-year between different
geographical locations. Exhibit 5, in Appendix A shows that
Iowa has consistently maintained approximately twice the
number of head of livestock on farms that Illinois farmers
do in spite of their comparatively equal production of feed
grains and comparable geographic size. Exhibit 2 shows
Illinois farmers consistently receive a more favorable price
for their grain.

These exhibits imply that the more favorable price
the Illinois farmer receives for his grain accounts to a large
extent for the lower production of livestock even though the
grain price differential is seemingly small.

As a corollary to this circumstance, it must logically
follow that freight rates, and rate changes as well, can
prompt the grain producer to shift from a position of
selling, to one of feeding. Any change in rates that the
market is unwilling to bear will manifest itself in lower
market bids resulting in lower prices to the farmer. The
amount of change necessary to induce such a transfer is open
to speculation. Nevertheless, in the Interregional Grain
Analysis cited herein ‘it was estimated that a $3.00 per
acre (approximately 3 cents per bushel of corn) change in
price may cause significant responses in production patterns.

It is therefore reasonable to conclude that diversion of
grain traffic can manifest itself in some form other than a

shift among modes of transportation.
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Trends in Grain Transport by Mode

Although, as we suggested earlier, grain is of consider-
able importance to the nation's railroads, there are definite
indications that railroad participation in handling the grain
available for transport has not kept pace with the increased
sales of grain.

Nationally it is unlikely that the small increase
in the rail transportation of grain as compared to the recent
increases in grain production and sales can be attributed to
changes in the structure of the grain industry. Consequently,
the small increase in grain rail shipments corresponds to
either higher prices for rail vis-a-vis water and, especially,
truck; a shortage of rail equipment, or both. It is likely
that more grain may be carried by truck because motor carriers
have gained a larger share of the general commodities traffic
market, especially since 1950.1/ Grain has regularly been
carried by motor carriers as backhaul traffic which is often
very competitively priced. This may have resulted in more
competitive bidding by motor carriers for grain hauls and a
shift away from rail. There are definite indications that
transportation of grain by rail has not increased as rapidly
as the other modes. The extent of the changes cannot be
documented with absolute precision. The absence of reported
data by virtue of the exempt status of motor carriers of
grain prohibits precise calculation. But, sufficient data
is available to permit some assessment of the situation.

1/ ICC Annual Reports to Congress show that in 1950 motor

carriage accounted for approximately 16 percent of all
ton miles. By 1973 that figure had increased to almost

23 percent.
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Exhibits 6 and 7 of Appendix A were derived from data
contained in reports of the Interstate Commerce Commission
and the U.S. Corps of Engineers. With these data and the
figures shown in Exhibit 1, estimates of the quantities of
grain moving by truck may be calculated. Those estimates

are shown in Table I.

TABLE I

Ratio of Grain Hauled by Rail and Water
Carriers to Grain Sold From Farms

1966 1971 1972 1973
Farm Sales 151,332 199,000 201,000 223,901
(1000 Tons)
Estimated Grain
Hauled by Rail I1E,714 97,023 105,635 131,968

(1000 Tons)

Estimated Grain

Hauled by Water 23,430 27,555 35,254 34,592

(1000 Tons)

Total Rail

& Water 135,144 124,578 140,889 166,560

(1000 Tons)

Ratio of Grain

Hauled by Rail

and Water to Ratio

of Farm Sales 85% 63% 70% 74%
These estimates would be affected by changes in the quant-

ities of grain hauled more than once and any portion hauled

intermodally, However, they do offer evidence of the inroads

that appear to have been made by motor carriers in the trans-

port of grain.
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In 1966, 15 percent more grain was sold than was hauled
by rail and water; moving most likely by truck. By 1971 that
figure had increased to 37 percent; declining to 30 percent in
1972 and 26 percent in 1973.

The reversal of this trend between 1971 and 1972 we
believe is significant. The change corresponds with the
availability of lower multi-car and unit train rates offered

by the Iowa railroads.

The Iowa Study

The extent to which the different modes participate in
the transport of Iowa grain in particular was examined by the
Iowa D.O.T. in 1975. Reasonably accurate estimates of the
quantities of grain moving rail are available through the
reports filed by the railroads. The quantities moving truck
and barge were unknown.

In order to gain an understanding of the movement of
freight through barge terminals, the Iowa Department of
Transportation conducted a survey at each barge terminal in
Iowa. The objective of the survey was to collect data
pertaining to the movement of freight through only those
terminals located in Iowa. Data considered most important
related to volume shipped by commodity, origin and destina-
tion of freight through the terminal, and the mode used to
transport freight to and from each terminal.

Since no study of this nature had been conducted pre-

viously, a preliminary sampling was made to determine the
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types of data available and the amount of time involved in the
collection of the data. Once the preliminary field study was
complete, instructions, interview forms, and schedules were
developed for the field survey. Field work began during the
later part of May, 1975, and was completed in July. All data
were obtained at the barge terminals through personal inter-
views with the owners or operators.

The following is a summary of the survey.

To its advantage, Iowa is bordered on two sides by navig-
able waterways; the Mississippi River on the east, and the
Missouri River on the west. Locks and dams, levees, and wing
dams used to control the navigation channels on both rivers
are maintained and operated by the U.S. Army Corps of Engineers.
Barge terminals with facilities to store goods and load and
unload barges are scattered along the shores of both rivers.
There are approximately 65 terminals operating in Iowa. Approx-
imately 9,000,000 tons of freight were handled at these term-
inals during 1974.

This freight must be transported to or from these barge
terminals by motor truck, rail, or pipeline. Some terminals
handle as many as 150 to 200 trucks per day.

Principal commodities handled at the Iowa terminals are
grain, petroleum and coal.

In most cases, grain is trucked to the terminals from
areas within a 100-150 mile radius of the terminal, loaded
on barges, and transported down the river to the gulf

Listed below are the summaries of field data collected



throughout the course of the survey.
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collected at locations along the Mississippi River; Section 2

presents the data gathered

Missouri River.

Section 1

at all Iowa locations along the

Section 1 presents the data

Approximately 47 percent of the total tonnage moving through

the Iowa barge terminals on the Mississippi is composed of grain

or grain products.

grain or grain products.

Table 2 below sets out the total tonnage by commodity and

volumes originating and terminating at terminals along the

Mississippi River during 1974.

1974 Tonnage Through All Iowa Barge Terminals

Located Along the Mississippi River

Nineteen of the 58 terminals handle primarily

COMMODITIES (TONS) ORIGINATE | TERMINATE TOTAL
GRAIN COAL PETROLEUM OTHER (TONS) (TONS) (TONS)
4,214,900(1,113,900{1,146,000(2,550,800|4,446,200|4,579,400|9,025,600
Table 2

Commodities shipped and received by barge are mainly carried

to and from the barge terminals by truck and rail.

of the 58 Iowa terminals along the Mississippi River have rail

Thirty-three

connections and distribute or receive commodities at least in

parteby rails

collection and distribution.

Other terminals rely totally on trucks for commodity

The majority of trucks are dispersed

to locations within a 150 mile radius of the terminal, while the

rail dispersion of some commodities may extend to many areas in

the Midwest.
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Table 3 illustrates the percentage of each of the commodity
groups gathered and/or distributed by truck and rail. It also

illustrates the percentage of each commodity that is handled at

the terminal sites.

DISTRIBUTION OF COMMODITIES TO AND FROM
IOWA BARGE TERMINALS ALONG
THE MISSISSIPPI RIVER

Percent Percent Percent
COMMODITY VOLUME Distributed | Distributed | Utilized
(TONS) by Truck by Rail on Site
COAL 1,113,900 3 - 97
PETROLEUM 1,146,000 100 - -
OTHER 2,550,800 65 29 6
TOTAL 9,025,600 69 s, 14
Table 3

It can be seen from the above, the greater percentage of

the total volume shipped by barge is transported to or from the

Iowa barge terminals by truck. Commodities are transported to
or from almost all counties in the eastern one-half of Iowa.

Reference to Exhibit 8 of Appendix A reflects the extent of

the movements by truck.

Section 2

On the Missouri River from Rulo, Nebraska, north to Sioux

City, Iowa, there are seven operating Iowa barge terminals, all

of which are located within the U.S. Army Corps of Engineers

Omaha District.

Grain is also the principal commodity handled at these barge
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terminals. Over 50 percent of the total volume shipped and
received is composed of grain or grain products. Table 4 illus-
trates the total tonnage by commodity and total volumes origin-
ating and terminating at Iowa barge terminals along the Missouri
River for the year 1974.

1974 TONNAGE THROUGH ALL IOWA BARGE
TERMINALS LOCATED ALONG THE MISSOURI RIVER

COMMODITIES (TONS) ORIGINATE | TERMINATE| TOTAL

GRAIN | COAL | PETROLEUM OTHER (TONS) (TONS) (TONS)

207,800 O 8000 1725300k 226,100 162,000 |388,100
Table 4

All commodities shipped and received by barge are distri-
buted to and from the barge terminals by truck and rail. Four
of the terminals operating along the Missouri River have rail
connections and distribute commodities at least in part by rail.
Trucks carry commodities between the barge terminals and loca-
tions in Iowa, Nebraska, and South Dakota within a radius of
approximately 150 miles. Table 5 lists the total volume by
commodity and illustrates the percentage of distribution by

truck and rail.

DISTRIBUTION OF COMMODITIES TO AND FROM
IOWA BARGE TERMINALS ALONG THE MISSOURI RIVER

TOTAL PERCENT PERCENT
COMMODITY VOLUME DISTRIBUTED DISTRIBUTED

(TONS) BY TRUCK BY RAIL
GRAIN 207,800 98 2
PETROLEUM 8,000 ‘96 4
OTHER 172,300 7 25
TOTAL 388,100 88 12

Table 5
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As is indicated by the above, the greatest percentage of
the total traffic is distributed to or from the terminals by
truck.

In total, Iowa barge terminals located along the
Mississippi and Missouri Rivers handled 9.4 million tons of
freight in 1974. It is evident that over 70 percent of the
total was distributed by truck to or from locations within
the State of Iowa. Exhibit 8 to Appendix A shows the distri-
bution of freight by truck between the terminals and Iowa
counties. The estimated annual volumes shown in Sheet 1 for
each county were based on the number of truck trips that were
experienced on a normal weekday of the 1974 navigational season.

The significance of the survey lies not only in its
revelation of the volume of movements which occurred but
also in its showing of the geographic potential for move-
ment by rail or truck/water combination.

Unfortunately, sufficient information is not readily
available to measure or compare the 1974 data with an earlier
period to determine what changes, if any, have occurred.
However, it is sufficient to say that virtually all of Iowa
has reasonably direct access to water transportation. This is

particularly so with respect to export grain via the Gulf Ports.

Recent Trends in Rail Share of Quantities Shipped

Earlier we pointed out that there appeared to have been
a definite trend toward greater motor carrier participation

in hauling grain. (See Table I), The increase from 15 percent
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to 37 and 30 percent of the grain moving apparently by truck
was cited as evidence of that fact. However, from the data
available to us, we are persuaded that new and innovative
rate policies may have stemmed that trend.

Between 1966 and 1970 there was a marked decline in the
quantities of farm product (which within Iowa is comprised
mainly of the grains being considered herein) that moved rail.
See Exhibit 9 to Appendix A. In 1966 farm products carried by Iowa
railroads constituted €62 percent of the total quantities of
corn, oats and soybeans considered as being available for
transport. In 1968 that figure dropped to 35.6 percent.
Thereafter, and especially after 1970 with the exception of
1972, which appears to be an unaccountable aberration, the
Iowa railroads have shown a decided upward trend both in
absolute terms and in the relative portion of the market
they appear to have recaptured.l/

This reversal appears to be more than a matter of
coincidence. The beginning of the upward trend corresponds
closely to the implementation by the railroads, of reduced
rates on multiple car movements; unit-train and similar

concepts. These rates reflect lower costs and more efficient

utilization of capital.

1/ We do acknowledge the fact that this analysis must be

-y viewed with some degree of caution. The number of tons
of farm products shipped rail could conceivably have
increased as a result of increases in other commodities
which had historically accounted for a comparatively
small proportion of the generic group identified as farm
products. However, we do not believe that to be the case.
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DISTORTIONS RESULTING FROM GENERAL INCREASES

Results of Application of Percentage Increases

The implementation of general increases in rates is ob-
viously an essential tool to the railroads in their efforts to
_continue to maintain reasonable levels of service. This is
especially so in periods of rapid inflation such as we have
seen in the past few years. Attempts to maintain adequate
revenue levels by separate rate adjustments to isolated traffic
segments or to geographic location would create disruptions of
intolerable proportions. However, the frequency and character
of the recent increases has, we believe, caused distortions
that may have had the effect of either depriving the producer
of a fair price on grain or of forcing the market to offer an
inordinately higher price.

To illustrate this contention, we will illustrate the
effects of the recent general increase. For simplicity we will
restrict our analysis, at this point at least, to an evaluation
of the effects of the general increases in rates to the larger
so-called "primary markets."l/ It will be obvious that the
same results would inure to similar studies of other markets.

A review of the individual carrier tariffs as well as
agency tariffs naming rates to these primary markets was under-
taken. The rates were reviewed at the Ex Parte 256 level and
were charted. The charted results showed that at a point near
North English, Iowa, the rates to the seven markets under con-

sideration were equal. A shipper located at this point— if the

l/ Chicago, Milwaukee, Minneapolis/St. Paul, Sioux City,
Omaha, Kansas City and St. Louis.
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market prices were identical and other charges were equal— could
select any of the seven markets for shipment (or as a basis for

pricing as the case may be) without penalty or preference due to
freight rates.

North English, Iowa, for ratemaking purposes is 251 miles
from Chicago; 284 miles from St. Louis; 240 miles from Kansas
City; 241 miles from Omaha; 278 miles from Sioux City; and
293 miles from Minneapolis/St Paul.l/

Exhibit 10 to Appendix A shows the relationship of that
point to the markets. If isotims (lines of equal price) were
drawn on the map, it would give the appearance of being some-
what oval shaped with the elongated dimensions pointing north
and south: In other words, a very slight preference north and
south. This, however, is not the essential point to be made
here.

The corresponding rates were also reviewed at the Ex Parte
310 level and were again charted as in the previous instance.
As one would expect, there was essentially no change in the
results. North English maintained its position as the
central-most point with respect to the rate structure.

A study of this type would lead to the conclusion that the
application of the flat percentage general increases, having
been uniform, appears to have maintained the geographic integ-
rity of the relationships which existed at the Ex Parte 256

rate levell. 2/

1/ Based on Docket 28300 mileages.

2/ There were certain distortions of a limited nature caused
by the application of minimum and flat increases but for
purposes of the analysis being made here they are consid-

ered as being unimportant.
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Adjustments to any of these rates separately, either by
carrier or geographically, would obviously have shifted the
pattern. The central point would have moved further from or
closer to the favored market.

When rate increases of a general nature are shown to be
needed, it is desirable that the objectives of the increase
should be achieved with as little disruption of existing
relationships as possible.

The shortcoming in the analysis above, however, lies
in the fact that it does not give recognition to distortions
and inequities that arise from disproportionate increases
produced by the application of flat percentages. An
analysis of the effects of that type of increase requires a
different approach.

To examine the effects of percentage increases we
have used the same tariffs and rate levels cited in the pre-
vious situation. In this case, however, the results, Exhibit
11 in Appendix A, reflect the charted configuration of the
rates from or to only two of the markets. The difficulty in
depicting third dimensions without confusion in this type of
presentation dictates this approach. Nevertheless, the same
results would be achieved if scales were included for all of
the markets.

For the sake of clarity, markets of directly opposite
directions were chosen for examination. In Exhibit 11,
Chicago and Omaha are the markets under consideration. The

vertical axis represents rates in cents per one hundred pounds,
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and the horizontal axis represents distance in miles. Chicago
is shown as the market on the right with the curve rising to
the left depicting the progression of rates as distance from
Chicago increases. Omaha appears as the market on the left
with the curve rising to the right being the progression of
rates as distance increases. The upper frame reflects the
levels and relationships of the rates applicable at the

Ex Parte 256 level; the lower frame, the same rates at the

Ex Parte 310 level.

The intersection of the curves in both the upper and
lower frame will always occur at the same distance from the
markets as long as both curves are subjected to the same
increases at the same time. In other words, the intersection
corresponds to North English in Exhibit 10. In this instance,
however, we can see the effects more clearly of the percentage
increase and its impact on other geographic locations. The
curves show very clearly their increased slope, rather than
overall rise, that results from the application of flat per-
centage increases. The net result of this process is one of
either restricting the market or of disproportionate price
increases (or reductions to the seller as the case may be).

The impact is easiest to evaluate by example. If, as
in the first analysis, the two markets are willing to pay
the same price for grain, the shipper at the intersection of
the curves could choose either market without penalty. Any
shipper either to the left or right of the intersection would

obviously derive less revenue if he were to ship to the market
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opposite the intersection. The shipper to the right of the
intersection would be unwise to ship to Omaha and pay the
higher rate when he can ship to Chicago at the rate repre-
sented on the opposite curve directly below the curve repre-
senting rates to Omaha i.e. the shipper located 200 miles
west of Chicago and 400 miles east of Omaha will be better
off shipping to Chicago and incurring a rate of 56 cents
rather than shipping to Omaha and paying 82 cents.

If the demands of the market are greater than the supply
which is available on the market side of the intersection,
the market must either offer a price that is sufficiently
higher to induce movement for the supply source opposite the
intersection or, in the alternative, must forego the supply.

In the instant example, the principle is apparent in
the following way. At the Ex Parte 256 rate level, if the
Chicago market is to be successful in attracting the available
supply at a distance, say, of 400 miles, it must offer a
price at least 22 centsl/ higher than the Omaha market in
order to satisfy its requirements.

At the Ex Parte 310 rate level, the Chicago market must
be willing to pay approximately 36 cents more— almost 65
percent more than the previous premium— to satisfy its needs
or the producer must accept less, otherwise the supply source
will be reduced to the distance where the differential in
rates in the lower frame is equal to the differential in the
upper frame; in this instance reduced from 400 miles to 350
miles. If that reduction occurs, the Chicago based market

l/ In this case, no allowance is included for other marketing
service costs.
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experiences a dirth in supply while the Omaha based market
faces a glut,

Percentage increases, if continued infinitely, will
ultimately create rate progressions so steep that all
markets will be localized.

This is not to imply that percentage rate increases are
never appropriate. However, the only reasonable basis for
their application is one in which the costs intended to be
offset by the rate increase do in fact change in direct
proportions to the rates derived by the percentage application.

There are situations where this has not been the case.
The rapid rise and attendant rate relief afforded in fuel
costs is an example. Two carloads of different commodities,
each bearing different rates, each of equal weight moving
equal distances incurring identical expense increases will
each contribute disproportionate shares in offsetting the
expense increase because of a percentage application to the
different rates.

Exhibit 12 to Appendix A demonstrates the results. An
average carload of grain (71.2 tons nationally in 1974) moving
approximately 800 miles at the Ex Parte 299 rate level will
generate an additional $57.80 of revenue per car under the
fuel surcharge. A similar shipment of salt, on the other
hand, would generate only $20.42 additional revenue. Never-
theless, the increased expense per carload would have been
essentially the same. Either grain is carrying more than

its share of the added expense or salt is falling far short.



“ya

Whatever the case, it is clear that the application of the

flat percentage rate increase does create a disparity that

in many instances contradicts the expressed purpose for the
increase; namely, the recovery of identifiable expenses.

General rate increases implemented for specific pur-
poses should be designed to accomplish their purpose in a
way that distributes the increase in a direct relationship
to the expense whether it be in the form of a flat charge
per hundred pounds, ton, car or some other unit.

The only apparent justification for continuance of
percentage rate increases lies in the value of service concept;
a concept which in the 1970s, if it has not already done so,
is quickly losing its credibility as a ratemaking principal.
Rates that exceed cost rarely serve any purpose in today's
transportation market, with its alternative modes, other than
to create a ripe market vulnerable to exploitation by the
so-called "specialists" in transportation.

Rate increases must be evaluated on the basis of which
costs the increases are intended to cover and thereafter, an

evaluation of how those costs are distributed over the traffic.

Changes in Costs

The Commission's undertaking in this entire Ex Parte 270
proceeding is significant for at least two reasons: 1. it can
look at relationships of rates on specific commodities; 2. it
can easily look at relationships in rates among the different

commodities.



Political, social and technological changes in the past
few years have contributed substantially to changes in grain
marketing and the costs attendant to its movement. The
apparent shift from the lighter to the denser grains; the
opening of foreign markets; availability of larger cars and
improved shipper facilities have all contributed to a grain
marketing environment in 1976 that is considerably different
from the one that existed only ten or twelve years ago.

These changes have undoubtedly given rise to changes in
costs associated with the movement of the various commodities
hauled by the nation's railroad. 1In 1964, the average carload
of farm products originating in Iowa weighed 53 tons. 1In 1974
the average was up to 78.9 tons.l/ The single most important
factor contributing to that increase is most likely the
increase in size of the cars available for loading. During
that period, the number of cars loaded increased from
122,017 to 178,658 while the number of tons increased from
6,469,108 to 10,089,768. The increase in the tonnage that
was shipped was 118 percent while the increase in the
number of cars required to move that quantity was only 46
percent. These changes would have obviously changed the
nature of the costs associated with the movements of grain.

Exhibit 13 in Appendix A reflects the trended increases
in average loadings originating in Iowa on each of the
various commodity groups moving by rail since 1964. Farm pro-
ducts (principally grain) consisted of 14,089,768 tons or
almost 47 percent of the total tonnage originating in Iowa
in 1974. This group alone boasts of an increase of over

l/ See Appendix C.
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45 percent in the average load. Some of the other products'
average loadings have increased as much or more, but none
contributes to the total traffic in the proportions that
farm products do. The average increase in tonnage per car
for all other commodities has been approximately 27 percent.
Our analysis leads us to the conclusion that the
heavier average loadings for grain have been induced by
the implementation of the various incentive rates.
We encourage experimentation in rates that lead to

efficient utilization.
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SUMMARY & CONCLUSION

The salient facts are these. The grain producer— the
farmer— functions in the most competitive of all markets.
The price that he derives for his product is the best the
market will offer less transportation and other charges.
His single decision to sell, or not to sell, is unlikely
to have any significanf influence on the price the market
will pay. If, in his judgement, the price is inadequate,
his only hope for improvement lies in withholding the
grain and in the hope that other producers will do likewise.

The nature of the pricing mechanism leaves the farmer
particularly vulnerable to the effects of freight rate in-
creases. He does not enjoy the luxury of an automatic cost
pass through. He can hold out to recover the effects of
the increase only if his thousands of competitors do like-
wise and if they all experience relatively equal increases.
Consequently, economic justice dictates that rates, and in
particular the increases applied to those rates, should bear
a close relationship to costs incurred in the performance of
the transportation service. Artificially high rates deprive
the producer of the natural advantages that are his by
virtue of location, or otherwise, and will either divert
the traffic to other modes or will cause the producer to
convert his own grain into another form.

The existence of viable alternatives renders value-of-

service ratemaking a limited workable concept in today's
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transportation system. Rates that are in excess of costs have,
and will continue, to offer an attraction for the specialist
or marginal cost carrier.

The barge terminal survey shows that virtually all of Iowa
has access to water transportation. The expansion of foreign
markets makes this even more significant.

The nature of the costs attendant to any given segment of
traffic has changed. The consist of total traffic has changed.
The average loadings have changed. The consist of grain it-
self has changed. The rates that were assessed in 1966 were
rates on a totally different traffic base than are the rates
for 1976,

We think it is appropriate to urge that any further
revisions or increases, either as a result of this pro-
ceeding or any future proposal, should examine costs and
the relationships of those costs specifically to the several
factors influencing the makeup of a rate.

Costs, in our view, must play a more vital role in matters
of both rate level and rate design. The right to recover costs
must be acknowledged.

That right, however, also infers an obligation: an oblig-
ation to limit that recovery to no more than the costs
incurred plus some reasonable margin of profit.

The rapid succession of percentage increases in rates
has resulted in a levered effect on rates for greater dis-
tances. Th