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To the wage-earning workers,
whose labor, skill and fidelity to
the public’s trust enable the inade-
quate and broken-backed railroad
system of the United States to be
operated and me to travel on it
about my mnative land, I inscribe
these records with my humble
thanks.
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RAILROAD MELONS
RATES AND WAGES

CHAPTER I
THE BEGINNINGS OF THE STORY

The mést important facts about the American Rail-
road System are the.facts that are least often heard
of when we discuss our railroad problems.

Whether they are not mentioned because they are
not generally known or because they are intentionally
side-stepped makes no difference. The whole subject
hinges on them and here they are:

1. A railroad is a highway. ,

2. A highway is a public thing. Being public it
is part of the machinery of government. Therefore
it belongs to what is called the sovereign power. In
a democracy sovereign power means the power of the
government that the people have elected to represent
them and do their will.

8. There cannot properly be any such thing as the
private ownership of a highway.

4. Railroad companies do not own the highways
they operate. All they can own is the investments
they have made- in the things with which highways
are operated.

5. In operating a highway a railroad company acts
as an agent of the government—or of the state, which
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means the same thing. The highway exists only to
serve and accommodate the public. The state can, if
it chooses, and often does, operate the highways it-
self. In the case of railroad highways it has been
held in this country that they can be better operated
by companies than by the state. Therefore the state
makes an arrangement with the companies to do this
operating. ’

6. In return for the public service that the com-
pany thus performs the company is entitled to com-
pensation. This compensation may rightfully take the
shape of a just and reasonable profit upon money the
stockholders have invested in the enterprise.

7. All profits in excess of this just and reasonable
profit belong not to the company but to the public.
They are, in fact, public trust funds. They are earn-
ings, not upon the property of the company, but upon
the property of the public. The only property the
company has is the money its stockholders have
actually invested in the enterprise. The highway re-
mains the property of the public.

8. The government, acting for the public, has the
sole right to say what use shall be made of these
trust funds.

9. Before the introduction of railroads, arrange-
ments of this kind were made with companies that
operated turn-pike highways. In such cases it was
usual to return to the public all profits in excess of
the rate fixed as just and reasonable compensation.

, 10. This was done by reducing the tolls or turn-
pike rates that the public must pay.

11. The railroads took the places of the turn-pike.
In prineiple they were not different.
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The foregoing is the true relation of a railroad
company to the public. The notion that there is or
can be any other kind of relation between these two
is the mere product of busy propaganda. It has no
basis in fact. A- highway is always a highway so
long as it is open to public transit. It is always “a
specified line of travel,” which is the standard defini-
tion of a highway. A highway does not cease to be a
highway because two steel rails are laid down upon it
or because the vehicles the public uses upon it are of
one pattern.

It is not merely custom that makes a highway an
institution of the government or the state. Govern-
ments could not exist on any other basis. This be-
comes clear as soon as we stop to think about govern-
ment as it really is. The government of more than
one person can be carried on only by means of com-
munication. I can govern myself without communi-
cation but I cannot govern anybody else without it.
Plainly enough then, any power that controls com-
munication i§8 the power that governs. Because it
controls communication it becomes in reality the
sovereign, no matter what it may be called.

This fact is shown and always has been shown in
war. When an army invades some other country’s
territory it tries first to seize the highways. When it
gets these it gets everything else.

This leaves just two ways of looking at the relations
between the railroads and the government. The
government owns the highways and the railroad
companies are the government’s agents to operate
them. Or the railroad companies own the highways,
are the sovereign power and no Congress, Legislature
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nor Interstate Commerce Commission has any right to
limit them or interfere with them in any way. They
can charge what rates they please, run their trains .
as they please, pay what wages they please and they
can summon the military power of the nation to en-
force their will.

Between these two theories there is nothing. No-
body has suggested or can suggest a middle ground.
It is one thing or the other. The American courts
have again and again upheld the first theory, the
idea that the government is the sovereign power and
the companies are its agents. The railroad com-
panies themselves no longer openly contest it. They
seek only to dodge it and belittle it and pervert it,
trying, in spite of all to insinuate and proceed upon
the theory that they are owners of the highways.

It is to this attempt that we owe a large part of
our railroad problem.

Highways are public not private. Railroad com-
panies are agents, not sovereigns. Railroad rates
and fares are taxes levied upon the public to collect
for the operating agents (which are the railroad com-
panies) a reasonable compensation for their services.
When these rates and fares collect more than that
reasonable compensation, the excess belongs not to
the companies but to the public. ~

When railroads began to supersede turnpikes as
an improved means of transportation these facts were
still recognized. The first railroads weyre built with
public funds as public institutions.

But before long in two countries of the world, the
United States and Great Britain, these facts began
to be obscured. Another idea grew up about rail-
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roads. In both countries certain practices came to
be common that utterly denied and trampled upon
the ancient principles about highways. These prac-
tices grew in boldness and extent until they were the
most startling and dazzling chapter in the history of
the world’s finance. Sometimes the operations they
involved were criminal, sometimes semi-criminal,
sometimes merely immoral. The swiftness with which
they brought fortune eclipsed every other consider-
ation about them and made them the unequalled
romances of commerce. No gold mine ever made
men rich with the like rapidity. They had all the
fascination of treasure hunting with much greater
rewards.

They left behind, however, certain consequences
that have profoundly affected this generatlon and
continue to affect it.

It is only because of these practices that we have
now in this country any such thing as a railroad
problem. Not one phase or part of that problem is
due to anything else.

About any other kind of history we can be as in-
different as we like. Something that happened fifty
years ago in politics or on a battlefield we can read
about and forget. It was fifty years ago—what of
it? The actors are all dead. The scenes are all
changed; let us think about something else. But
about these chapters of railroad history it is dif-
ferent. We cannot shove them aside with the notion
that they belonged to our grandfathers’ times. They
are not really records of by-gone events. They are
accounts of something that happened yesterday, is
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happening today and will happen tomorrow to every-
one of us. .

The men that did these things have passed out of
gsight. The things they did remain and come to tax
and perplex us all day and look into the window all
night. Nothing I shall read in any newspaper today
about anything else, no matter with how big a head-
line it may be printed, will mean as much to me in
so many different ways as the practices that grew up
in this country when railroad companies began to
evade the ancient principles of the highway.

I purpose therefore to tell in the pages following
these stories of financial adventure exactly as they
occurred.

To that vast majority of the population that earns
daily bread by daily exertion, this will be a narrative
of strong personal interest. Three classes in that
majority first of all ought to find it particularly ab-
sorbing.

First, the railroad workers. They will find in it
the reason for all the troubles they have had or are
likely to have with the company that employs them.
They will find in it no less the reason why their wages
yield them so little beyond the barest necessities of
life.

Next, the vast aggregation of householders of
limited means. They will find here the exact reason
why, no matter how much prices may fall at the
farm and for the stock-raiser, the cost of living is
always so far above the range of those prices.

Third, the farmers. For they will understand from
" these records why they get so small a share of the
high price the householder pays for farm products,
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The traveler, also, may take some note, after these,
for he will understand why the price of his tickets
has doubled in twelve years. The shipper may read
with advantage because he will be enlightened here
about his freight bills. In fact, there is scarcely an
element in the country that cannot with profit and
gratification peruse the simple annals of our railroad
history—except the element, small in numbers, that
continues to reap in one way or another the fat re—
wards of these sinister achievements.

With this explanation, we are ready to begin the
history and will start, if you please, with a railroad
famous and eminently respectable. -



CHAPTER 11
THE NEW YORK CENTRAL LINES
A. The New York Central & Hudson River.

Rather more than seventy years ago there were
dwelling in the City of Syracuse, New York, certain
gentlemen firmly convinced that all the graft had not
yet been gathered from the railroad business.

Yet to the casual eye the tree must have appeared
to be fairly well picked by the ambitious financiers of
that day. - :

The State of New York and many counties and
towns therein had gone to the length of lending to
various gentlemen large funds from the public
treasuries to build lines of railroad in many directions.

These loans had amounted to the nifty total of
$50,048,496. The innocent idea of the public officers
had been that the sums thus advanced should be re-
paid to the public treasuries from which they had
been taken.

The gentlemen that had been thus benefited at
public expense had another idea about that. They
never repaid any of the loans.

With the money of the public they had built rail-
road lines. These lines they had taken for their own
private property, keeping also the money with which
the roads had been built.

The inappreciative public had not viewed these
things with enthusiasm. To be despoiled of its funds
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to make railroads for individual profit met with little
applause and there was a general notion growing up
that this order of benevolence had gone far enough.

This was why so many persons thought the Good
Things had been about picked off thé railroad tree.

The gentlemen of Syracuse, on the contrary, had a
notion that such Good Things were only beginning.

It was about the year 1850. The railroad com-
panies of the day were small affairs compared with
ours. Eight of them, endowed with funds from the
public treasuries, had built eight separate lines con-
necting various cities between Albany and Buffalo, so
that there was a continuous railroad highway but in
eight separate sections.

One of these sections was the Syracuse & Utica
Railroad Company which had the line between these
cities. It had been built with public aid.

The hopeful gentlemen who were not in on this
Good Thing formed a new company ostensibly to
compete with the older line. It was called the
Syracuse & Utica Direct, and had a capital of $600,-
000, none of which was ever paid in.

All of its possessions consisted of a franchise,
some marks on a map, and much hope.

About the same time certain other gentlemen were
engaged in unifying and consolidating the eight
separate links of railroad companies between Albany
and Buffalo.

The hopeful ones of Syracuse rang themselves in
on this deal with their Syracuse & Utica Direct,
their franchise, marks on a map and capital stock
that had never been paid in. They threatened, if they
were not admitted, to upset the whole arrangement by
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building their road and competing. This did the busi-
ness.

For their $600,000 of stock for which they had
never paid a cent and which represented no invest-
ment in anything but hot air and hopes, they re-
ceived $600,000 of veritable stock in the new com-
pany that was being formed, and $300,000 of what
were called “premium bonds” of the same new com-
pany.

It was the amalgamation of these separate links
and was called the New York Central.

Nominally ten companies formed the consolidation.
Of these eight were veritable concerns and had tracks
and cars and stations. The others were fake enter-
prises. Besides the Syracuse & Utica Direct there
was the Mohawk Valley, a similar dream, but having
a capitalization of $1,575,000—none of which was
paid in.

It also had possessions consisting of a franchise,
marks on a map and hopes. It therefore, had some-
thing to threaten with.

The eight that were real had each on its own ac-
count already an ample supply of water in its capi-
talization. Each had stocks that had never been paid
for or bonds that represented no investment, or both.

Having been assisted, most of them, with public
funds never repaid, they had thus in hand a Great
Good Thing when the consolidation was suggested.

To make the consolidation the easier the new com-
pany, it was planned—that is, the New York Cen-
tral—should issue $9,000,000 of “premium bonds”
and these should be distributed free of charge to the
stockholders of the railroads forming the combi-
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nation. This meant $9,000,000 of additional water
or fictitious capital.

Here is the way the capitalization looked after this
liberal application of the financial watering pot:

THE NEW YORK CENTRAL CONSOLIDATION OF 1853

Share Percent- Amount of
Capital age of Premium

: Including Bonds Bonds
Original Railroad Water Allowed All Water

Albany & Schnectady........ $1,621,800 17 $275,706 -
Schenectady & Troy.......... 650,000 e v s i bed
Utica & Schenectady......... 4,500,000~ 55 2,777,000
Mohawk Valley*............. 1,575,000 55 888,250
Syracuse & Utica............ 2,700,000 50 1,350,000
Syracuse & Utica Direct*.... ~ 600,000 50 300,000
Rochester & Syracuse........ 5,608,700 30 1,682,610
Buffalo & Rochester.......... 3,000,000 40 1,200,000
Rochester, Lockport & Niagara
Fally: o omasms seve o s o s ms s 2,155,000 25 538,750
Buffalo & Lockport........... 675,000 25 168,750
Total. . ws swm o 50 miws o v 510 $23,085,600 $9,181,066

*Fake enterprises.

The Schenectady & Troy received no “premium
bonds” and was penalized in a 25 per cent discount
when the new stock of the consolidated railroad was
issued. It was financially the weak sister of the com-
bination.

These shiftings made the actual capital stock—not
bonds—of the new company $22,923,000.

Of this sum much more than one-half was fictitious
and represented no investment of any kind in any-
thing.
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The $9,191,066 of “premium bonds” issued to grease
the ways for this consolidation became a part of the
new company’s indebtedness, in which capacity they
performed antics in the annual reports that to this
day dazzle every beholder. .

To provide for them, account for them and conceal
their real purpose, the books of the New York Central
were cooked and for the next twenty-five years con-
tinued to be cooked annually.

In that time the company never returned a state-
ment to the government of the State of New York that
was correct. For more than twenty-five years these
“premium bonds’”’ were carried on the company’s books
as an asset, disguised as ‘“debt certificates” and left
- without other explanation. As a matter of fact they
should have been charged to profit and loss. However,
1his was all in the day’s work for the railroad exploi-
ters of those times. As we shall see, they cooked books
or burned them or buried them as occasion might de-
mand.

But however the presence of these “premium bonds
might be concealed by the accomplished book cooks of
the New York Central they were in the capitalization,
and are there now. From that day to this they have
been a part of that total on which rates are based,
increases demanded and wages determined. On this
$9,000,000 of capitalization thus created out of noth-
ing, we, the public, have so far paid $31,500,000. We
have paid it in passenger and freight rates taken from
us to pay the annual interest charges on these bonds.
On the $900,000 of the same bonds delivered to the
fictitious Syracuse & Utica Direct in exchange for its
mark on a map, we have paid $3,150,000. The $600,000

”
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of its fictitious stock has cost us so far $2,100,000—all
for the stroke of a pen.

The hopeful gentlemen had reason for their hopes.
Instead of the graft being out of the railroad business,
it was just beginning,

Those of the Mohawk Valley dream fared relatively
as well. For their marks on a map an;i bounding hopes
they received $2,463,250, a sum that has been charged
up to us ever since, for it too is still a part of the cap-
italization on which rates are charged to us and wages
regulated. . :

Between New York City and Albany was at this
time another railroad called the Hudson River. "~ It like-
wise had been formed by the consolidation of smaller
links, and in this case also the consolidation had been
effected with fictitious securities added to the capitali-
zation.

In 1869 its capital stock was $6,962,971, of which
about one-third was actual investment of actual money.
The rest was “premium bonds”, stock dividends, marks
on maps and other assets of fairy land. A stock divi-
dend, which means the free present of more stock to
persons already stockholders, had just been made. It
increased the capitalization without increasing by a
cent the amount of money invested in the enterprise.
It also increased the basis upon which always there-
after the passenger and freight rates were to be calcu-
lated and wages regulated.

Railroad capitalization consists of stocks and bonds.
Stocks are certificates of a right to share in the profits
of the enterprise, if there are any profits, and a right
to a vote in the control of the company’s affairs. Bonds
are mortgages on the property of the company but






