
UNSOUND FINANCING TO BLAME FOR THE
RAILWAY ILLS, SAYS MAX THELEN

BY MAX THELEN,
President National Ass'n of Railway

Commissioners..
It seems impossible that the work

now being done by the various state
railway regulatory bodies could be
as effectively performed by an im-

mense centralized bureaucracy with
headquarters at Washington.

In my opinion the states should re-

tain the powers they now have over
local railroad matters, so long as they
remain in private ownership, with
the exception, probably, of control
over security issues, mergers and
consolidations.

. The railroads have made an en-
tirely incorrect diagnosis of their
financial ills.

Public regulation, state or federal,
is not the cause of impaired railroad
credit. Railroads went into receiver-
ships long before the days of public
regulation and will continue to do so
unless regulation strikes at the root
of their financial ills and is made
thoroughly effective.

California results disprove the
claim that public regulation injures
public utilities.

During three years-- of regulation
by the state railroad com'n more
than $2,000,000,000 new money has
been invested in California public
utilities. The steam railroads alone
have added $55,000,000 to their In-

vestments. And during the last five
years over 1,200 miles of new rail-

road have been constructed in the
state.

The real causey of any impaired
railroad credit are principally the
acts of railroad financiers and exec-

utives in building unsound, financial
structures, , in constructing lines
where not needed and in mismanage-- I
ment of the funds entrusted to their
stewardship.

Railroads which have been, hon

estly and wisely managed have also
suffered from the acts of others. In-

vestors who have lost money in one
road are naturally not eager to invest
in another.

Unsoundness of railroad finances
has been a potent cause in impaired
credit. I mean of
the relationship between share cap-
ital and fixed capital between the
real value pi the property-an- d the
face or par value of its outstanding
securities.

A man who would expect to borrow
$120 on a horse worth only $100
would be considered erratic, to say
the least Yet many railroads have
been constructed entirely from
bonds sold at a discount and in addi-

tion have issued large amounts of
capital stock without consideration.

Railroad financiers nave largely
refused to invest their own money In
purchasing stock, but have secured
their funds from the public by selling
bonds.

Later when they need funds for
additions, hetterments and exten-sions'th- ey

find it difficult or impossi-
ble to secure them. They are un-
able to sell stock because that al-

ready outstanding represents little
or no value, and unable to sell bonds
because those outstanding already
exceed the value of the property.

Such a financial structure inevi-
tably crashes. Receivership comes
then, not by reason of regulation, but
because of its absence in preventing
unsound financiering. ,

Whenever aailroad is constructed
where not needed the result is not
merely financial disaster to it, but
impairment of credit for its. competi-
tor whose revenues are diminished
by the competition. Such construc-
tion leads to general injury of rail-
road credit.

What is needed is not less- - regula-
tion, but more.

(Concluding Article Tomorrow.)


