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A Mix of Love and Luck

ONE FIRST-CLASS PASSAGE



PROBABLY I WOULD NOT HAVE BECOME A SUCCESSFUL WRITER if my parents had not brought me up on Shakespeare and the King James Version of the Bible. The Bible is a wonderful collection of great stories. And it pictures a lot of chaos, stories of people slaying each other and begetting everybody.

But it also has some parts that inspire order out of the chaos, much like the rulebook of a railroad: the Ten Commandments, for one thing. They can be very useful to anyone who tries to establish any order in a chaotic world. After all, the Ten Commandments have been the mainstay of Western civilization.

My friend Walter Wells recently told me an interesting story about the Ten Commandments. Walter, who retired not too many years ago as executive editor of the International Herald-Tribune to oversee his world-class vineyard in Provence, is a vestryman at an Anglican church in Paris. He said that the senior warden at St. Cuthbert’s, somewhere in England, came across their vicar and found the man to be most distraught. It seems his bicycle had disappeared, and he could only conclude that it had been stolen by someone in his congregation. The vicar had only recently arrived in that parish and felt he was at a disadvantage.

“I don’t yet know a lot of the people here,” he said, “so I really don’t know whom to ask for advice. You know this congregation. How can I get the fellow who stole the bicycle to give it back?”

The warden thought it over for a minute and said, “You must preach on the Ten Commandments, and, when you get to ‘thou salt not steal,’ bit, you should really come down hard, and use a very specific example of things that should not be stolen—especially a bicycle.”

The vicar seemed to like that.

The warden wasn’t at the service the next Sunday, but several days later he saw the vicar riding along on the bike.

“I see the sermon worked,” said the warden, feeling very pleased with himself.

“Well, not really,” said the vicar. “What happened was when I got to ‘thou shalt not commit adultery,’ I remembered where I’d left the bicycle.”

Good journalism is all about remembering little things, like where you’ve been. And following my work, I have been just about everywhere, riding on most of the major railroads of America, piecing together brawls in boardrooms and deceptions in counting houses.

Whatever I’ve achieved in the world has been due largely to luck. The ultimate luck has been my choice of profession. Not many men get to do the two things they love the most, but I’ve done just that. I have built my life around writing and railroads.

My interest in trains started as early as I can recall. As a young boy I fell in love with transportation—ships, airplanes, and especially trains. And I never got over it. Although I could neither read nor write until I was in the fourth grade—a failing my parents ascribed to certifiably bad teachers but I suspect was abetted by a possible case of dyslexia—only five years afterward, when I was in my early teens, I was snared by a second lust—the art of fashioning words, sentences, and paragraphs and making them sing. Writing became an unquenchable addiction. So I became a newspaperman, writing obits, covering hurricanes and murders, and then, as a newspaper business editor in Richmond, I started writing regularly about railroads.

To be a true student of railroads, a person should come to know the art of managing companies. Unlike many of my college friends I had not gone to business school, although I did take an economics course. Yet, one of my uncles was chief executive officer of an oil company and another owned a bank, and whenever one of them talked about his business I found myself listening avidly. I also learned something about managing organizations while serving as an army lieutenant and working in the public relations department of an art museum. Through all those seemingly unrelated experiences, I was understanding how to judge the right ways and wrong ways to run a railroad. It was a diverse combination of mixed experiences, but it gave me a foundation for what became my career. That, and a lot of tutoring by one of the great railroad giants of his day, Alfred E. Perlman.

Rather than being achieved through any personal talent or genius, becoming a successful journalist often evolves because you have superb teachers and happen to be in the right place at the right time. A sixth sense that tells you when to get off your rear end and go to that right place helps as well. I call it a reporter’s instinct. Whatever it is, it can be crucial, a game changer as people like to say. One of the times it happened to me was on a snowy 1970 morning in Upper Montclair, New Jersey. At the grand young age of 34 I had become an associate editor of Fortune magazine, and after only a year at the magazine, I had the luck that morning to climb onto an Erie Lackawanna commuter train and hear about the emerging perils of Penn Central.

After breaking the story on Penn Central’s fraudulent bookkeeping, I held a niche of my own at the magazine, writing about railroads and airlines and occasionally a barge line or a fleet of ships. They all were governed by the same rules of economics. They all sold the same perishable product, whether an airline seat or a boxcar available for freight. If that seat or boxcar or ship hold wasn’t filled when it departed, the revenue the company might have pocketed was lost forever. It is a rule of economics that I have always found intriguing.

Marrying my third wife, Jane, and joining Fortune were the two smartest things I ever did. Fortune was aptly named, because I was most fortunate to be there. I met numerous fascinating people, and became friends with many of them. And many were railroaders, men like Perlman, Lou Menk, Graham and Robert Claytor, and Hays Watkins.

After more than a decade at the magazine, I resigned to serve for a year as chief spokesman at the Office of Management and Budget in the Carter White House. While there, I became involved in a minor but controversial way in the writing of the Staggers Act, which deregulated the railroads. My work at OMB completed, I created a consulting firm, counseling numerous railroads, from Burlington Northern and Illinois Central Gulf to the entire industry itself. Eventually, CSX became my largest client, and that relationship provided an inside seat in one of the biggest takeover battles the industry had seen in decades.

Rarely has anyone been supplied with such rich fodder for a book about railroads. I had always planned to write books when I retired, thus The Men Who Loved Trains. Now, friends have urged me to tell about the colorful people I have known and how they and I together were involved in the crises and triumphs the railroads have endured and enjoyed through the past half century. I was reluctant to undertake this project, partly because I feel nervous when writing about myself, and more importantly, while most of the book is based on interview notes and documents, some comes from my memory, and no matter how much one tries, one’s memory can get a detail wrong or embellish over time.

This is a drama of some men who were greedy and shortsighted and others who loved railroading and believed fervently in doing the best for their customers, their employees, and their shareholders. It mentions in passing a number of events that were described in detail in The Men Who Loved Trains. I have tried to avoid being repetitive, so if any readers desire the full story on such events as the Penn Central disaster and the birth and takeover of Conrail, they will find those sagas in my earlier book.

I have recounted each major event in the sequence in which it occurred rather than when I became involved later with the participants. For instance, although I did not meet them until years later, Edward Ball and Al Perlman made their first impacts on railroads while I was in college, and I describe their exploits at that point in time rather than when we became friends.

As you’ll see in the pages that follow, it’s been a great life. As I researched my various stories, yarns ranging from the Rothschilds’ takeover of a metals company to the turnaround of an airline or the renaissance of the railroads, I talked to everyone imaginable—railroad brakemen, a Hollywood agent, a woman named Dirty Dort who presided over a topless bar in a town in northwest Iowa, and some of the most powerful men in the world. My research took me everywhere—and into all sorts of situations. I recall a hot spring evening on the west bank of the Hudson, only weeks before Penn Central went broke, when I sat with an engineer, a brakeman, and a road foreman in a locomotive cab, swatting mosquitoes while we waited for a northbound freight to clear the switch so we could continue our tediously slow trip to Weehawken. Another time, on a Good Friday morning, I was sitting in a jump seat behind the pilot of a Continental 727 as we were climbing from the Burbank airport and suddenly almost simultaneously we all spotted a Cessna dead ahead, no more than 300 feet above us, and I watched our pilot turn that lumbering airliner to port, avoiding a collision by mere feet. Never was there a boring moment in all those years of reporting.

When writing about railroads, I rode locomotives and high-rail inspection cars, slept and dined on business cars, where I was provided drinks by men in white jackets who delivered my glasses on silver trays. I toured yards and shops from the Atlantic to the Pacific and rode through such scenic splendor as the Feather River Canyon and the Continental Divide. And I loved it!

Along the way I sometimes encountered hoboes, many of them clean-cut young people who wandered around the country hitching rides in boxcars. I’d see them in the small camps they made on the edges of railroad yards or sometimes sitting or standing in the doorways of passing boxcars. Hoboes got their name around 1890 because they were itinerant farm workers and people called them “hoe boys.” They and I all were traveling workers, so in many ways I was a hobo, too, but not like those people in their blue jeans and rumpled shirts, living off cans of beans over open fires. I was a hobo who dressed in three-piece suits, dined on gourmet meals, sipped malt from Irish crystal, and slept in the comfort of railroad business cars or five-star hotels.

As my mother would have said, I was a “splendiferous” hobo.
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An Early Intermodal Train—On a Sunday afternoon in the summer of 1972, a Denver and Rio Grande Western train of highway trailers rushes down the western slope of Utah’s Wasatch Mountains. In a few hours it will be in Salt Lake City or Ogden, handing over its cars to one of the California-bound railroads. All photos are by the author unless otherwise indicated.
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Rumbling up the Horseshoe

ONE FIRST–CLASS PASSAGE



THE TWO BIG BLACK LOCOMOTIVES, WHITE HORSES emblazoned on their noses, sat there growling as they idled. We were in the cab of the lead locomotive, NS9345, a 4,000-horsepower General Electric diesel.

Fred Putt, a road foreman who was riding with us, bent over a little as he opened the mike.

“Everybody cleared, Outbound 21,” he told Rutherford Tower.

“Roger,” came the response.

“Ready to depart,” said Fred.

“Have a good trip. Rutherford out,” said the man in the tower, and 9345 broke into a roar and began edging Norfolk Southern’s train number 21E ever so slowly toward the throat of Harrisburg’s Rutherford Yard. It was 9:40 on a cloudy October morning.

Steve Ostroha, a thin man of medium height who was the train’s conductor, was in his seat in front of the cabin’s front door, watching the track ahead, listening to the radio, and waiting for the dispatcher to clear us for the main line. “OK!” he suddenly announced. “We got railroad!”

Our engineer, Greg Hite, shoved the throttle into Number 2 position. By 9:56 he had 9345 through the last of the switches at 15 miles per hour, and half the train was now on the main. We rolled along past the city’s venerable red brick passenger station with its red wrought-iron steps and began slowing to switch into the fuel depot just down the tracks.

No sooner had the tanks been topped than the locomotive’s bell was clanging and we were rumbling off again, up the main line that goes to Buffalo and Pittsburgh. After a mile or so, 9435 began the turn into the “Y” that leads onto the Rockville Bridge, one of the most impressive structures in American railroading.

Across the Susquehanna we headed up past the town of Duncannon and then west up the Juniata River, the valley splendorous in its fall livery of gold and orange. Hite blew for a crossing, slowed for a tight curve, and then opened up 9345, and we were roaring along at 59 miles an hour, blowing once or twice as we passed waving canoeists and fishermen.

We were riding one of Norfolk Southern’s hotshot trains, carrying eighteen cars loaded with highway trailers. The rigs all belonged to the railroad industry’s largest customer, United Parcel Service. Number 21E was an intermodal train, meaning it was part of two or even three different modes of transportation. Those rigs came off the highway. When they reached their destination trucks would take them back onto the highway, and if any were bound overseas they would travel on a third mode of transportation, a container ship.

This train had left the Delaware Valley that morning and would arrive at the UPS depot in Chicago the next day. A sister train, 21W, was trailing an hour behind us with forty-five carloads bound for the West. Once on the outskirts of Chicago the train would go directly to the Burlington Northern Santa Fe intermodal yard for quick transfer to a California-bound hotshot train.

All of us would ride to Pittsburgh’s suburbs, where another crew would take over.

Almost four hours after we pulled out of Rutherford Yard, 21E was rolling past the locomotive shops in Altoona and then began rumbling up a 1.9 percent grade that led into Horseshoe Curve, which wound along the sides of two mountains. Down below, off to our left, lay a long glen that seemed nearly filled by three large reservoirs. The steel wheels began squealing against the steel rails as we started around the long curve. I looked back across the glen, watching the middle of the train follow around the curve. Finally, as we climbed further up the opposite side, the last of the eighteen cars appeared, slowly coming along behind us.

An hour or so later we were rolling through Johnstown past rows of abandoned steel mills, where the orange glow of blast furnaces used to greet me when I came through on the Pennsy’s crack Broadway Limited late at night. It was a sad bit of poetry. Those mills were the past. Number 21E and the eastbound intermodal trains going the other way, which we now were passing one after the other about every four miles, were the future of railroads.

Hite had both locomotives racing down the tracks, their throttles in the Number 8 position. In railroad lingo, that’s highballing it, or pressing the pedal to the metal. He had been driving trains from Harrisburg to Pittsburgh for thirty years. Hite had started back in those bleak days when Penn Central was broke. It was the biggest bankruptcy in history back then, and Penn Central had been the symbol of the railroad industry’s descent from riches to penury. Now Hite was working for Norfolk Southern, one of Penn Central’s successors. I asked him how he liked it. Was it better than its predecessors, Conrail and Penn Central? He had a note of pride in his voice when he answered. He missed Conrail and the camaraderie its management engendered, but now, he said, there was plenty of money to buy new locomotives and whatever else they needed.

Norfolk was piling up profits, running on well-maintained tracks with quieter, more efficient locomotives that were more comfortable to ride on and work in, and instead of slow freights they were pulling high-speed intermodal trains like 21E. We no longer were in the 1970s but in the twenty-first century, and many of us still did not realize that we were in the start of a dramatic change. The railroad industry had begun a grand renaissance.

This particular railroad line over the Alleghenies typified the entire industry. A century before it had been the main line of one of the country’s richest roads. Railroads were king then. They had created the United States by linking farm towns to big cities and coupling the East and Midwest to the West Coast. Covered wagons or pack mules could never have achieved the same. Railroads also had transformed the nation into the world’s most important industrial economy, carrying raw materials to factories and mills and delivering finished products to the marketplace.

Now many of the factories, like those mills at Johnstown, had been shuttered. But they were being replaced by these intermodal trains. That day in October 2003, Norfolk Southern ran twenty intermodal trains besides 21E between Harrisburg and Pittsburgh. All together, 21E and the others comprised 639 loaded intermodal flat cars, carrying 79,649 tons of freight. If coupled together they would stretch for more than 24 miles. And they were not the only traffic on that railroad. We passed trains of mixed freight, new cars, coal and—another reminder of the past—three Amtrak passenger trains.

The renaissance had been slow in coming. Some railroaders did not know how to deal with the modern market, and others had lost faith in the industry’s future. It had required a quiet meeting between a railroader and a trucker to make the difference. Now the railroads were returning to the glory I had known when I was growing up in the 1930s.

I became enchanted with railroads when I was two or three. It should not have been surprising, because transportation was in my blood. One of my great-grandfathers, John Newton Borden, had owned and captained sailing ships. A cousin once told me that Captain Newt had established a name for himself in Nova Scotian folklore because of his ability to take a ship through the narrowest channels in the stormiest of weather. Two other Borden relatives, taking advantage of the fact there was no direct rail line between New York and Boston, founded a steamboat company in 1846 that connected with a special train from Boston and took its passengers overnight from Fall River, Massachusetts, to New York. It was one of the first intermodal passenger operations in America—and it would last ninety years.

So it wasn’t hard for me to fall in love with trains. Making it even easier, I was born in a railroad town—Norfolk, Virginia. Then, when I was six, my father, who was a Baptist minister, moved us to Richmond—home to five roads—to preside over a church where a number of railroad families were in the congregation.

Once while we were living in Norfolk, my father took me down to the Norfolk and Western freight pier, where the stevedores were unloading nets loaded with crates filled with bananas. The bananas were being taken into a Norfolk and Western freight house, where they were loaded into boxcars and shipped to food distributors in places like Petersburg, Bluefield, and Cincinnati. The cargo was coming off a freighter that was captained by one of my grandmother’s Nova Scotia cousins, and we had gone down to take him home for a visit. He gave us a tour of the boat. I remember going up on the ship’s bridge and turning the spokes of the wooden wheel that was twice my height.

Norfolk was a web of railroad tracks, and I was transfixed watching trains coming and going. Many of the tracks led to the coal piers, tall steel skeletons that stood over the water. We could watch the hopper cars being pulled up to the top, where they were turned upside down to dump out their coal, and then they were set loose on another set of tracks, on which they seemed to zoom back down to earth. There was more railroading out in the countryside. The two highways to Richmond lay next to main lines of the Norfolk and Western and the Chesapeake and Ohio, and I would sit in the back seat of my father’s Pontiac looking for trains, which invariably came along. I remember wondering why some of the coal cars had two bays and others had three. I didn’t understand the economics of it, but the railroads were trying to make each train more efficient by using larger hoppers.

This infatuation with trains was solidified when I was about four years old and my grandfather gave me a rare treat. Benjamin H. Loving was a passenger conductor on the Southern, working the 139-mile line that Jefferson Davis and the Confederate government had ridden just sixty years before to escape Richmond at the end of the Civil War. My grandfather and his crew manned Number 7, an afternoon train to Danville, where he spent the night and returned to Richmond on the morning train, Number 14. My grandfather took me on one of his overnight runs.

Back then the Norfolk and Western had black steam locomotives that looked all business. Whenever we saw anyone off on the train in Norfolk my father always took me up to the head-end to greet the engineer and—if I was lucky—to watch the fireman take his oil can with its three-foot-long spout and lubricate the big driving rods.

When my grandfather and I arrived at the Southern station at the foot of South Richmond’s Hull Street, I asked to see the locomotive. When we went up the engineer and fireman gave me a cordial welcome, but I was sorely disappointed. Rather than being big and black and looking tough like those of the N&W, the Southern’s locomotive was painted lime green. I never said anything to my grandfather—didn’t want to hurt his feelings—but I never forgot that disappointment. Now I love those old green locomotives, but back then, although I’d never heard the word “effeminate” and did not know an appropriate adjective, that word would have summed up my feelings about that locomotive.

As we rode along toward Danville, one thing that particularly impressed me was a man who walked up and down the aisle with a strap around his neck that supported a tray filled with sandwiches and candy. He served as the train’s dining car, and he even sold newspapers. The man supplied me with my first Fig Newton.

It was an incredible trip. Railroad conductors were regarded as men of special distinction. I knew this old man with a white mustache as “Granddaddy,” but all the people who worked on that train and all the passengers who rode it kowtowed to him. To them he was “Cap’n Ben,” the king of the railroad. And my view of him suddenly soared.

Sensing my growing interest, my parents gave me a Lionel model train set that Christmas. Thanks to their undiminished generosity I expanded the layout over the following years with such accessories as a drawbridge, a log loader, and a mammoth mountain with a tunnel that my father built for me one Christmas eve.

Railroads were a constant presence in the daily lives of little boys like me. If you resided in town you constantly saw the classification yards. If you lived out in the country almost invariably there was a track not far away. The railroads not only were the key to the nation’s prosperity and its industrial might, they also were the way we all moved about. The railroads carried most intercity passengers, nearly 80 percent of the nation’s freight, and virtually all the Post Office’s intercity mail. Automobiles were for short trips, like 100 miles. Many families had no car, and those that did owned only one, so trains were essential, and they were spectacular. Out West aluminum-clad streamliners streaked across the prairies and through the mountains connecting the Midwest with the Pacific. At precisely 6 PM every evening in the East the Pennsy’s Broadway Limited and the New York Central’s Twentieth Century Limited started rolling slowly away from the boarding platforms of Penn Station and Grand Central, beginning an overnight race across four states to Chicago, hauling sleeping cars and plush diners and bar cars filled with passengers. The Twentieth Century even housed a barbershop so that every executive could arrive the next morning in full tonsorial splendor.

“Baldy” Baldwin’s family lived by the timetable of the Pennsylvania Railroad. And it was a dependable schedule. Baldy, known officially as H. Furlong Baldwin, was two years older than I was. When I finally met him he was a tall, lean, muscular man with a face chiseled by the wind and cold from countless winter days in duck blinds along the Chesapeake Bay. After my book, The Men Who Loved Trains, was published, I got a call one day. “This is Furlong Baldwin,” said a deep voice that rumbled like a volcano on the verge of eruption. “I’ve read your book and would like to meet you.” I knew who he was. Baldwin had been chairman of Baltimore’s Mercantile Bank and Trust Co., which had controlled the Atlantic Coast Line, the Louisville and Nashville, and later the Seaboard Coast Line. He also had served on the boards of two other roads. We had lunch at the Maryland Club in Baltimore and found that we had a mutual love of trains.

Baldwin told me that when he was little his family depended on the trains that rolled past Eyre Hall, a plantation near the village of Cheriton on Virginia’s Eastern Shore that had belonged to his mother’s family since the seventeenth century. He added, with undisguised pride, that his granddaughter was the seventh generation of his family to live at Eyre.

In the 1930s Baldwin’s father had a shucking house on the creek that the plantation bordered, and every day workers would pack oysters taken that morning from the creek’s sandy bottom. “The whole thing in life was the train, which left Cape Charles for New York at 4 o’clock. It would go by our place,” he said. The train stopped at Cobb Station, which was just up the road from Eyre Hall.

“We had barrels of oysters in the shell coopered up with a little ice on them. We had gallons of shucked oysters, which we had coopered up, and we did that with clams. The whole of life was to get that 4 o’clock train,” he said.

The shellfish were headed for Chicago’s prestigious Pump Room, and had to be there by dinnertime the next evening. Each night’s train ride was a test of the Pennsylvania Railroad’s reputation for punctuality. The train, Number 450, would pull out of Cape Charles once the railroad’s afternoon passenger ferry from Norfolk and Old Point Comfort had arrived. Fifteen minutes later, Number 450 pulled up at the little station at Cobb, where the barrels and tubs were lifted into the express car at Cobb Station. Pulled by one of the Pennsy’s legendary K-4 locomotives, the train steamed north, stopping at every town along the way, places like Bird’s Nest, Nassawadox, and Pocomoke.

It would be a slow haul up the Delmarva Peninsula. The train did not reach Salisbury, Maryland, until 7:56, leaving for Wilmington only five hours before the last overnight express to Chicago was to depart Philadelphia. Number 450 headed north from Wilmington at 11:13, arriving at 30th Street Station, Philadelphia, thirty minutes later. Then Railway Express agents had to transfer the barrels and tubs across town to the Pennsy’s North Philadelphia station on North Broad Street, where all the trains between New York and the West made their stops. At 1 AM Number 79, the Pennsylvania’s Golden Arrow, slid alongside the platform, the oysters and clams were loaded into the express car, and the train rumbled off for Harrisburg and the mountains.

On the other side of Horse Shoe Curve and the Alleghenies, the train rolled into Pittsburgh at 8:25 in the morning. Then the Golden Arrow took off over the flatlands of the Midwest, highballing for Chicago, passing Crestline at 12:44, Fort Wayne at 2:02, and Valparaiso at 3:54. The train pulled into Chicago’s Union Station minutes before 5 PM, where the barrels and tubs were hauled to the Pump Room, just in time for the first dinner customer. With each serving went a card that proclaimed: “These oysters slept in Cherrystone Creek yesterday.” Baldwin told me he still had one of those cards.

There were two ways to go north from Baldwin’s plantation—the Chesapeake Bay steamer to Baltimore or the Pennsylvania Railroad to Wilmington, Philadelphia, and points north and west. The Pennsy’s express trains left from a terminal 10 miles south of Baldwin’s plantation at Cape Charles, where each train was fed with passengers from ferries that connected the railroad to the cities of Hampton Roads.

“There was a night train which left at 11 o’clock at night,” Baldwin told me. “It was very civilized. The cars would open about 8:30 or 9 and my mother would take my sister and me down and put us in a berth there. And the porter would take care of us and she’d go home and she’d get back at 10:30 or a quarter of 11. We were supposed to have been asleep for two hours. Can you imagine, we were there in that sleeping car, and I was all over that goddamned train in my pajamas. It was fun. They were great days. They were lovely days.”

Only people like those of us who are over 75 can remember how lovely those days truly were. It was a different era. For all practical purposes we were born in the nineteenth century. Some of my more liberal friends will probably argue that I have struggled ever since to remain there. In any event, we all were fortunate enough to come into this world well before the attack on Pearl Harbor, back in a time when America lived in a primitive innocence and trusting intimacy it never knew again after the early 1940s.

For example, when I was just turning 6 and started school, I went over to the neighborhood of Berkeley across the river with my great aunt, Miss Margaret Borden, who taught at the elementary school there. At noon my class would be dismissed. Since Aunt Mar’s classes continued into the afternoon, I would walk alone for about four blocks down to the main street of Berkeley, board the streetcar, and ride across the bridge to downtown Norfolk. There I would transfer to a bus, standing on the corner as I waited. The Norfolk and Western freight house and the dock where our cousin’s banana boat had tied up were behind me, and Main Street stretched off to my left. Norfolk’s Main Street was celebrated among mariners for its bars, houses of ill repute, and the Gaiety Burlesque House, one of the finest such establishments in the country. My parents had no qualms about having me stand there, and no one ever bothered me.

For it to have been that way seems particularly strange today, when America is hardened, cynical, big, self-centered, and cold—and worse yet, run by people who seek only personal profit. One reason for the difference is our laws. Television did not exist, so a local killing was not publicized to the masses and inspire others to imitate it. Although many people owned guns, especially in Virginia’s rural culture, it’s no surprise that mass killings were unheard of. In those days people who were deranged were confined to state asylums. Movies did not glorify violence, and such crimes as rape or burglarizing a house in the nighttime were punishable by death. The electric chair had just replaced public hangings on courthouse lawns. “The Chair” was deemed more humane. Capital punishment was not an everyday occurrence, but it was frequent enough to keep the crime rate down. White-collar crimes such as insider trading were not punished solely by the courts. For that special class of criminal, society itself extracted a severe penalty. The families of miscreants were ostracized, and to some death might have seemed more merciful.

Back in those pristine times, most homes in the city had electric lights, but many people living in the country still read by kerosene lamps. Even in the cities many families had no telephone, and if you lived much further than the suburbs, phone lines were nonexistent. My aunt and uncle lived on the family place a mere 18 miles outside Richmond and had no telephone. They had lights, and an electric motor beside the basement stairway pumped water from the well that sat behind the house. But there were no communications except a radio that delivered the evening news.

If the house caught fire everybody tried to fight it with a garden hose or save the furniture while one person ran out and pulled the rope on the old farm bell, the one they had used before the Civil War to call the slaves in from the fields. Hopefully someone up the road would hear it and repeat the performance, and all the neighbors for a mile around would come to help.

Modern conveniences like the refrigerator, the washing machine, and the electric stove were still being introduced. In Norfolk some of our neighbors still had wooden iceboxes. They were bulky wooden affairs with insulated chambers inside. Each was chilled by a block of ice that was placed in a compartment on top. The iceman came every day in a wagon pulled by a horse. When she wanted ice, each housewife placed a square piece of cardboard in her window. On each of the card’s four sides was printed a different number. Whichever number was upright told the iceman how much the block should weigh, and he would cut it accordingly and deliver it into the kitchen.

In 1934, when my mother was pregnant with me, she was confined to bed, and to provide some contact with the outside world, my father bought another newfangled invention, a Stewart-Warner radio. The radio was housed in a two-foot-high wooden cabinet with a small dial of printed cardboard on its front. It was illuminated by a light that was behind it. My mother could turn the dial and pick up whatever stations were in the area. Norfolk had one; so did Portsmouth across the river, and Newport News, which was on the other side of Hampton Roads, boasted another.

News was obtained from the daily newspapers, one in the morning and another in the evening—in most medium-sized cities—and from the radio. For the most part, radio news was presented straight, usually with no bias and minus the hollow theatrics of such people as Geraldo. And since those tuning in could only hear, and not see anything, stories were not presented simply because the subject was photogenic.

Often a radio station was owned by the local newspapers, which were trying to make sure this new invention didn’t run them out of business. Their reaction was quite different from the way modern papers have responded to the Internet. The news was read by announcers, a few of whom were fixtures among the citizenry. In Richmond, WRNL, which was owned by the Richmond News-Leader, had its own commentator, Dr. Douglas Southall Freeman, who analyzed everything from politics to military strategy. The paper’s editor, Freeman was a Pulitzer Prize–winning historian, who had become friends with such personages as Winston Churchill. Fittingly, the local populace held Dr. Freeman in awe. His performance as a newscaster would have put modern anchors and talk show hosts to shame. He delivered every dollop of news just as he gave the Sunday School lesson every week to his class in the Second Baptist Church, all in the accent of his native Lynchburg. His voice might have been soft, but his words were commanding.

Central heating was not always as effective in the 1930s as it is today. Heating oil was only being introduced, so most homes and offices depended on coal. Furnaces were fired by hand, and every day or so someone had to clean out the ashes, which often were spread on the driveway and were sharp and stinging whenever I fell on them. By 1940 large boxes, called stokers, were being hooked up to furnaces, and all one had to do was go down to the coal bin and shovel in enough to fill the stoker, which was controlled by a thermostat upstairs in the living area. When told by the thermostat to send up heat, the stoker pushed in more coal to keep the furnace fired up.

Since many families had no automobile, most people still traveled around town on buses or streetcars. People thought nothing of walking a mile, which is probably why we did not suffer obesity problems. We had no big shopping centers. All the major stores were downtown, and usually everyone rode the streetcar or bus down to shop there. We bought our groceries and had our hair cut and shoes repaired at small shops that usually were within walking distance. My grandmother would phone her order for daily needs to a small grocery in the community of Ingleside across the marsh from us. The food was delivered by a teenaged boy riding a bicycle that had a front tire smaller than the rear one so the bicycle could accommodate an extra-large basket sufficient to hold her order.

Streetcar lines often stretched past the suburbs, connecting outlying communities with the city’s emporiums. Heavier versions of streetcars often connected neighboring cities and towns. In Richmond, a similar interurban carried passengers 20 miles north to the town of Ashland. Many people in Norfolk rode on a similar car, a sleek-nosed affair powered by a motor, to go to Virginia Beach for a day of sun and surf. Today they call those systems “light rail.”

I make all this sound like an ideal world. But there were imperfections—some of them quite serious, like segregation. “Colored people” had to use separate water fountains and restrooms and could not eat sitting in the same restaurants with white folks. Even in the North, where segregation did not exist openly, anyone not of the Caucasian persuasion was looked upon as a second-class citizen. In many neighborhoods homeowners were banned by covenants to sell to anyone but an Anglo-Saxon.

Some people stood up against the system, but sometimes at a price. One was Virginius Dabney, a tall soft-voiced man of patrician bearing whose grandfather was an aide to Stonewall Jackson and whose mother was descended from Thomas Jefferson. “Vee” Dabney produced editorials in his paper, the Richmond Times-Dispatch, advocating an end to segregation on streetcars and buses and the repeal of the poll tax, which had been passed to discourage black people from voting. Dabney won the Pulitzer Prize for his efforts, but I shall never forget how he incurred the bitter enmity of some of his readers, among them our next-door neighbor.

In Norfolk, the black residents lived in a ghetto along Church Street that had no sewer lines. My grandmother’s housekeeper, a marvelous woman named Emma Scott, had to live next to the city dump. My mother told me years later that many black people had to use outhouses, creating a serious health menace. My father and two other ministers shook up the city by taking on its leaders, forcing Norfolk to extend the sewer lines into the ghetto. To their credit, his parishioners supported his stand.

It all must have created quite a sensation elsewhere, because after my father died my mother discovered a letter in his desk from Franklin Roosevelt asking his advice on the Social Security Act, which Congress was considering at that time. My father, a firm believer in the separation of church and state, had never mentioned the letter, and Mother had no idea whether he even replied.

Many of the people we children knew were born in the nineteenth century. Dr. Charles Gardner, my father’s former theology professor, used to tell me stories about his boyhood in Tennessee during the Civil War and how he helped his mother hide the family silver in the woods just before the Union troops came marching down the road. Mrs. Gardner’s father had been a conductor on the Virginia Central Railroad, now part of CSX, when Stonewall Jackson had commandeered its trains so he could rush his troops from the Blue Ridge mountains to the outskirts of Richmond, where he swooped down on the right flank of the Union army. It was the first time a railroad had been employed for such a purpose.

As late as 1941, a surprising number of Civil War veterans still lived, most of them at the Confederate soldiers home in Richmond. Sometime after the war, Southerners had erected a village of brick Victorian houses in a grove of towering oaks as a home for all the aging veterans. There was even a chapel in one corner of the grounds, and at the other end of the grounds stood the home for the widows of Confederate soldiers. Ironically that building looked like a replica of the White House.

So we all lived in the afterglow of the nineteenth century. For most people of the middle class, standards of conduct followed the same stiff morality code that had prevailed in 1899. The revival spirit of the preceding century still dominated many parts of the country, especially the South and Midwest. It was normal during the summer to see revival tents set up on vacant lots, the faithful filling the wooden folding chairs inside while an evangelist shouted out his message and a choir stirred all within hearing with rousing hymns.

In my family we did not go to the movies on Sunday nor did we shop. In many families card playing was forbidden. My mother was an avid bridge player, but when we moved into a parsonage next to the church in Richmond she curtailed playing because it might be criticized by one of the parishioners, many of whom were all too ready to find fault with the pastor and his family. Although I never heard my father preach against it, he and most other Protestant ministers abstained from cigarettes. Many of their parishioners made their livings from tobacco, either farming it or working in the cigarette factories that lined Richmond’s East Cary Street and Petersburg Pike. So cigarettes were considered bad for your health but not your soul. Having had two uncles—both Confederate captains—who had been alcoholics, Dad had no tolerance for the practice of enjoying a libation. So strict were his warnings, I never had a drink until my 26th year, and ever since I have been making up for those lost times.
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The Man Who Invented Sun Valley—W. Averell Harriman, then the chairman of the Union Pacific, enjoys the ski resort that he developed for the railroad. Soon he was to give up his skis to become Franklin Roosevelt’s wartime emissary to Moscow. Photo courtesy of the Union Pacific Railroad Museum.
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Averell Harriman & His Streamliner

ONE FIRST–CLASS PASSAGE



ALTHOUGH OUR LIVES REMAINED GLUED TO THE NINETEENTH century, the railroads of America had advanced beyond that time. They been among the leaders of the nation’s technological revolution, perfecting such advances as electric signals and air brakes, and now in the 1930s they were beginning to convert from steam locomotives to diesels. Yet they remained vulnerable to the vagaries of economics.

Just had the crashes of the previous century, the Depression hit the railroads hard. World War I had made the United States one of the world’s undisputed industrial kings. Since 1830, when the first rail service was inaugurated in America, the railroads had been an integral part of the country’s industrialization. Ninety years after their birth, as the nation’s factories churned out their products, the railroads had thrived with them.

Passenger trains had become one of their most important marketing tools, for nothing else could epitomize a railroad’s speed and quality of service more graphically than an overnight express speeding across the countryside. In New York at the turn of the century, the Pennsylvania had tunneled under the Hudson and built Penn Station, an incredible temple to transportation. Its competitor, Grand Central Terminal on East 42nd Street, was equally elegant, and in cities like Cincinnati, Jacksonville, and Kansas City, the railroads put up structures of similar grandeur, many of them resembling ancient monuments. One, in Richmond, was crowned with a dome, causing it to resemble ancient Rome’s Pantheon.

The railroads continued to flourish through the 1920s. In 1929, the year the market crashed and the Great Depression began, they hauled 1.3 trillion tons of freight and carried 780 million passengers, or more than 2 million each day. Two-thirds of those people rode between the towns and cities of the Northeast. A goodly number of them were commuters, because the railroads now transported workers and shoppers from suburbs of cities such as Philadelphia, New York, and Boston to offices and shops downtown.

Yet, regardless of the boom, there was a new competitor lurking. During World War I the federal government had begun financing a network of paved highways, replacing dirt roads that often were impossible mires of mud. Now this new network was spreading, and people suddenly could ride in their own automobiles, following their own schedules rather than the timetables of the railroads. Moreover, the family car took people door to door. As automobile sales increased, the railroads lost more passengers. The automobile was only beginning to take over the highways, so the erosion was slow, but unquestionably the lines of people boarding trains were thinning.

Worsening the railroads’ plight, some travelers were eschewing rail cars for airplanes. Pilots who had flown stunts at air shows and taken up paying riders now were carrying the mail, and as the aircraft manufacturers developed larger airplanes those mail runs were turning into passenger flights. The railroads fought to hold on to their customers. In 1929 the Pennsylvania and Santa Fe railroads tried to fight back by teaming up with Transcontinental Air Transport, a predecessor of Trans World Airlines. The combine would provide train-airplane service between New York and the West Coast. Now people could cross the country in less than 48 hours. The scheme, christened the Airway Limited, was the brainchild of Charles Lindbergh. Passengers would ride on the Pennsy overnight from New York to Columbus, Ohio, then fly to Waynoka, Oklahoma, where they would board a Santa Fe night train for eastern New Mexico. There they boarded flights for California.

The first train departed Penn Station with a band playing “California, Here I Come.” One of the nineteen passengers was the most famous woman flyer of the day, Amelia Earhart, who worked for the airline. It was a propitious start, but two of the airplanes later crashed into the same New Mexico mountain, and riders decided the flights did not save them that much time. After a year and a half of continuous losses, the Santa Fe and Pennsylvania railroads grounded the Airway Limited.

Three months after the Airway Limited’s inaugural flight, the Depression hit. As factories slowed their assembly lines or shut their doors, freight business slid. By 1932 freight movements had dropped in half, to only 646 million tons. The government responded by creating the Reconstruction Finance Corporation, which tried to pump capital into the economy by making low-interest loans to railroads, banks, and other companies. Altogether sixty-seven railroads—sixteen of them in bankruptcy and many of them segments of larger systems—received RFC loans.

Despite the Depression, the railroads retained their old grandeur. The train was still the unmistakable king of transportation. Yet, to hold on to passengers the roads cut their rates and invested in air-conditioned cars and other equipment that would attract riders. During the last half of the 1920s the railroads had earned 10 cents on every dollar of passenger revenue, but in 1930, they began losing money on most passenger trains, and the trend would be irreversible. Moreover, the damage the Depression was doing to passenger revenues was being compounded by the continued loss of business to automobiles, airplanes, and trucks, whose market share—although still modest—was growing ominously. The railroads were in a bind.

Passenger traffic had plunged by 40 percent during the Depression’s first three years. As people hung on to their pennies, they either stopped traveling or took the bus, which was less expensive than the train. For those who owned automobiles, gasoline was so cheap they saved money driving a family of four in the car rather than paying four railroad fares. Moreover, businessmen who rode the plush overnight trains were finding that the new airliners from Boeing, Lockheed, and Douglas were faster and more comfortable than the earlier airplanes.

The railroads tightened their purse strings. Since it was cheaper than buying new equipment, some roads, the New York Central, Chesapeake and Ohio, and Norfolk and Western among them, tried to lure back their passengers by sheathing their conventional steam engines in lightweight plates to make them look more streamlined and faster.

The Pennsylvania Railroad ventured yet further. Before the Depression struck, the Pennsy had been developing plans to electrify its Northeast Corridor from New York to Washington. When the Depression was in full bloom, it borrowed from the Reconstruction Finance Corporation and electrified the line, ordering a new type of electric locomotive, the GG1, which could run 100 miles an hour. Designed in sweeping Art Deco lines, the GG1 cut the schedule for the 187-mile run by 30 minutes, linking the political and business capitals of the country yet closer.

Some lines in the Midwest and West also tried to recapture their passengers, using new technology to speed up their trains or at the least make them look classy. Ralph Budd, who ran the Burlington, introduced a new diesel-powered streamliner called the Zephyr. The train was sheathed in shiny, rippled stainless steel with a nose on the locomotive that made it look similar to the mask that distinguished Darth Vader four decades later.

Then, not to be left behind, W. Averell Harriman, the Union Pacific’s chairman, commissioned Pullman and General Motors to create a new train, which he called the Streamliner. It would be the fastest thing on the rails. He gave its unveiling a proper touch of class by taking the first train on a national tour, starting in Washington. There, Harriman invited one of his fellow Hudson Valley patricians, Franklin Roosevelt, over to Union Station, where the president surveyed the train and, with his usual aplomb, gave his blessing.

Painted brown and yellow with “Union Pacific” emblazoned in red on its sides, the UP Streamliner not only was fast, it looked it as well. When the train began its tour from Baltimore to Pittsburgh, crowds thronged the right-of-way. One rider said a line of people continued unbroken all the way from Johnstown to Pittsburgh.

The UP Streamliners immediately broke speed records from Chicago to the West Coast, capturing the imagination of all my contemporaries. Now people from the Midwest could ride to Los Angeles in only 39 hours, 45 minutes. The Art Deco cars were articulated, and the locomotives sported what to me were strange-looking bulbous noses. When my parents showed me a picture of the new Streamliner I was disheartened. My favorites, those big black iron steam engines with those huge piston rods and smoke stacks belching soot, were being threatened by this young pretender to the throne. But the Streamliners were popular. Lionel soon came out with a toy version of one, much to the delight of many other boys.

Not content with the Streamliners, Harriman set out to drum up yet more passenger business by developing a posh ski resort at the end of a little-used branch line in the mountains north of UP’s station at Shoshone, Idaho. He named it Sun Valley. To make it easier for guests to climb to the top of the ski runs, the UP’s engineers designed the world’s first ski lift. Soon Sun Valley was a popular watering hole for movie stars and such celebrities as Ernest Hemingway. Thanks to all of Harriman’s efforts, UP’s passenger trains began running full, and the railroad was making money on them.

When he was designing the Streamliner, Harriman told me forty years later, he wanted everything, from the trucks up, to be new. The old green seats in the coaches had been hard. “The Pullmans,” he said, “had not been changed since the invention of the razor blade.” He looked at the airlines to see what ideas he could borrow, but he had to battle the railroad industry’s mindset. Pan American World Airways had bunks for passengers on its clipper fleet, and he found that their blankets were soft and the colors were light and inviting. “I remember the engineer, or salesman, from Pullman came into the office once and brought a blanket,” said Harriman. “In those days Pullman had blankets that were almost pieces of board—they were about the color of a piece of board—brown and hard blankets.” When Harriman told the man from Pullman about the airline blankets and their soft colors, he said, “I suppose you think they’ll get too dirty.”

“Oh, no,” said the salesman. “We don’t mind washing them. We wash these blankets every six months, whether they need it or not.”

Harriman, who also co-founded one of Wall Street’s best-known investment partnerships, Brown Brothers Harriman, later became famous as an advisor to presidents, governor of New York, and America’s World War II envoy to Russia. Yet, of all his achievements, Harriman said he was proudest of creating Sun Valley and the Streamliner.

Tall, but unbent by age, Harriman was a most interesting man. While at Fortune, I spent around five hours with him over a period of a month or so, getting him to talk about his father, Edward H. Harriman, one of the great rail barons of the turn of the century. He would sit in the upstairs parlor of his Federal-period house in Georgetown or in his office in a Victorian structure next door, talking nonstop in a deep, low voice, accentuated by the broad a’s of a man who has been born to the manor. His memory, especially considering the many things he had seen and done, was surprisingly clear.

I liked almost all the people I wrote about, including some who ended up not reciprocating that feeling because I bruised their egos. John De-Lorean, a brilliant designer and marketer of upscale automobiles, was one of them. But, unlike my reaction to the others, I did not find Averell Harriman likeable. He was a cold man. No one outside his closest friends addressed him as anything other than “Governor.” Under the ice lay an air of implacable arrogance, which might explain his ability to deal with Joseph Stalin during World War II.

One day I asked Harriman why he and other rich men like Franklin Roosevelt had pushed for the New Deal and its liberal programs. “Was it because the impact the Depression was having on the common people caused you and the others to fear a public reaction?” I asked. He looked at me in surprise, as if I had said something so obvious everybody should know it. “Absolutely,” he said. “We were afraid of a revolution.”

That innate sensitivity to public reaction seems to have been fed in part by his father’s teachings. “He said that men should use their capital for the development of the country, for the good of the country. Or—and the words he used were: ‘They’ll take it away from you.’ And that was the first decade of the century. The income tax, of course, and the inheritance tax were ways in which capital has been taken away,” Harriman said.

Averell Harriman had been chairman of the UP because of his father, who had run the Illinois Central, the Southern Pacific, and the Union Pacific. When he got control of the UP in 1897, E.H. spent three months inspecting the entire railroad so that he knew it better than anybody else in the boardroom. “He was always asking what could be done to improve the railroad,” recalled Averell. “The engine had to stop for water more frequently than for coal, so the water stops were inconvenient ones, and he found that it took so many minutes to water the engine. He said: ‘Why not have a bigger pipe and tank?’ That was the kind of thing he got into.” And that was the invention of what is known today as the Harriman tender.

E. H. Harriman, who began building his fortune early in his life, was a shrewd investor. “He was very successful at that,” said Harriman. “Bernie Baruch told me that my father was one of the best speculators he ever dealt with. He had an instinct about analyzing opinions.” E.H.’s office was in New York, and the railroad’s headquarters were in Omaha. “He had an operating head, and he had a traffic or marketing head, and he had a controller, and they all reported to him,” said Harriman. “They had their offices in Omaha, and they could make any decision that all three of them agreed on. And if they disagreed they had to come to New York and see him. He’d hear what their arguments were and decide,” Averell said. The arrangement forged a team, Harriman told me. To avoid the long trips to New York, the three agreed much more often than they might have.

Harriman said his father, who was a regular visitor to the White House, poured money into the campaign coffers of politicians like Teddy Roosevelt. He gave T.R.’s 1904 campaign $50,000 and then raised another $200,000 for him. Harriman said his father used to offset the contribution by betting successfully on the election. But he refused to contribute to the Republican Party’s 1906 campaign fund, saying that Roosevelt had reneged on a patronage promise he had made in return for the 1904 gift. The two had an acrimonious parting. T.R. labeled Harriman “a malefactor of great wealth,” and claimed that Harriman had once boasted he “owned” the Congress, which he well might have.

After his father’s death, Averell was named a director at the Union Pacific while still a student at Yale. He told me that his father’s successor as chairman of the railroad, Judge Robert Lovett, began grooming him that early to run the Union Pacific. “Judge Lovett was anxious for me to get training,” said Averell. “He brought me down to Washington—I think it was before I was a member of the board. I went down with the judge to see old man Taft, who was then the president. And I remember he was the first president I ever called on.” The tradition of mixing with presidents and the like continued until Averell Harriman’s death almost ten years after our meetings. During the weeks I was interviewing him, there was a stream of visits to Harriman’s house on Washington’s N Street by such leaders as former president Jerry Ford and the vice president, Fritz Mondale. When World War II broke out, Harriman went to work for his first president, Franklin Roosevelt, who sent him to England as special emissary to Winston Churchill and then as envoy to Joseph Stalin in Moscow.

Meanwhile, back at home, even I, as a 5-year-old, could sense that something ominous was in the air. I heard talk about Hitler, but not that he had invaded Poland and set off a war. The first sign of actual trouble that I saw came in Norfolk, where my parents, my sister, Anne, and I were living with my grandmother in a large house on the Elizabeth River. There was a Ford plant about a mile upstream from us, and every few days a steamer would go past bearing the Ford signature on its buff smokestack. When the captain blew the boat’s whistle for the tender to open the drawbridge down the river we would get up from dinner or whatever else we were doing and rush out, cross the street into a meadow that bordered the river, and wave at the crew.

The decks of each outbound vessel always were covered with brightly painted automobiles. Then one day in early 1940 the cars were replaced by army trucks painted in a uniform olive drab, and instead of sailing off to markets in Europe and South America, the ships were headed for the British armies in England and Africa. I remember hearing my father making some comment to my mother in a low, somber voice. I didn’t understand what he was saying, but his tone of voice made it plain that what we were seeing was not good.

Yet it lifted all of us out of the clutches of the Depression. For the railroads and their neighbors, it was a hefty shot of financial adrenaline, because America was beginning to mobilize. Convoys carrying all kinds of supplies were plowing their way through the North Atlantic to Britain. America’s factories were filling rail cars with arms. We moved to Richmond in September 1940, and soon afterward I was sitting in my new first-grade classroom looking across the highway at trains rolling past. One had all of us staring and talking. It was a long line of flatcars carrying Sherman tanks.

We lived in the city’s northern suburbs, which had begun to be developed only fifteen years earlier, just in time for the Depression to wreck the market for new homes. One or two small farms remained, and we were all served by country roads. Our only fire department was a station a mile or so away that was manned by volunteers and had only two small fire engines. If a serious blaze erupted the city fire department would come, if asked, and afterward the city charged the homeowner a fee for the service.

At night I would lie in bed and listen to the bang of freight cars being classified in Acca Yard to the southwest and the whistles of the steam engines as they passed the crossing down the road. As the nation continued to mobilize, its railroads were taking on more traffic every month, and I had a front-row seat, on the saddle of my bicycle. The road in front of our house led to the Richmond, Fredericksburg and Potomac Railroad only a mile west at the village of Dumbarton. This was one of only two rail lines that connected Washington with the South, making it one of the nation’s most strategic routes. I would wait patiently for each train to come by, gazing off up the track looking for that telltale smudge of smoke. Finally, when one of those big black Berkshire locomotives came thundering at me, blowing for the crossing—two long blasts, a short, and another long wail—and belching black smoke, I stood there, watching in silent rapture.

Beside the crossing stood a general store. Across the road from it sat a one-room wooden post office. Every so often, the postmaster would go out with a canvas sack full of mail, climb up on a black iron platform beside the tracks, and clamp the bag onto two metal arms. Then, when the next passenger train came through, the mail car door would be open and a hook would reach out and grab the bag. At the same time, a mail clerk inside would toss out another bag containing incoming mail.

December 7, 1941, started as a normal Sunday. We had gone to Sunday school and church, where my father had preached his sermon while, as was my frequent practice, I worked on building a creative imagination by daydreaming. We ate our midday dinner, and I went out to play, wandering across their cornfield to see our next-door neighbors, a couple named Euralia and Pierce Dickerson. They were sitting in their living room concentrating totally on what was coming over the radio. Mrs. Dickerson, a large motherly woman from southwest Virginia, turned to me, announcing, “The Japanese have bombed Pearl Harbor.” I didn’t know where Pearl Harbor was, but she left no doubt it belonged to the United States of America, and when that first Japanese bomb exploded all our lives changed—dramatically.

After their surprise attack, the Japanese navy and army swept south down the South China Sea, invading the Philippines, which was an American possession, and the Dutch East Indies, which supplied us with most of our rubber. The attack on our naval base and the swiftness of the Japanese advance left children like me haunted by the fear Japanese or German soldiers would invade America and subjugate or kill us all. The swiftness of those events had a similar impact on adults, who quickly rallied together, launching a defiant response. There were no peace movements, almost no dissenters. The nation determined as one single force that we would defeat all these enemies, giving back double or triple what they were doing to us.

The thing I remember the most was the songs. We would sing them on the school bus, song after song, all written to stir our patriotic fervor and to reassure everyone we would win against those wicked people. One was “Coming In on a Wing and a Prayer.” Another was “Praise the Lord and Pass the Ammunition.” I liked that one particularly because it sounded a little daring to a minister’s son. My favorite we sang every morning on our way to school. It went:

Let’s remember Pearl Harbor

As we go to meet our foe.

Let’s remember Pearl Harbor as we do the Alamo.

Let’s remember Pearl Harbor as we march to victory!

At the heart of it all, and the key to our success, was America’s industry and, of course, its railroads. Losing our supply from the rubber plantations of Java and Sumatra was creating a strain on the truckers and making railroads all the more crucial to the war effort. It also was crippling America’s tire industry, which set about using rubber from worn-out tires to recap others. What few new tires the plants produced went to the army. At the same time the tire manufacturers were perfecting synthetic rubber, which until then had been considered too costly.

The rubber shortages changed the daily habits of us all. An important ingredient in the manufacture of synthetic rubber was industrial alcohol, and soon all the nation’s distillers were halting the production of bourbon and rye and converting their output. To ensure that what whiskey remained in the aging warehouses lasted until war’s end, the distillers created new blends containing more water and less alcohol, and the government began rationing whiskey. Every drinker had to produce a ration coupon before purchasing his or her hooch. I remember my aunt’s housekeeper saying she had failed to get her food coupons but had made sure she had her book of whiskey coupons.

In mere weeks or a few months many items we had considered commonplace were being restricted. To save on tires, gas was rationed, and the nation’s maximum speed limit was reduced from 50 miles per hour to 35. Since tin came from Asia and the South Pacific, canned vegetables were rationed. Ration books were issued as well for sugar, dairy products, and meat. Anything made of metal was in short supply. Two months after Pearl Harbor, the automakers stopped selling automobiles to civilians, and even razor blades were hard to find.

Everyone was encouraged to cultivate vegetable gardens, and my father obliged. Every spring the brother of Howard, the church janitor, who lived several miles away, would walk his mule over and plow the gardens of both my father and our next-door neighbor. When the vegetables and other produce were ripe, my sister Anne and I had to remove the butter beans from their pods and snap apart the string beans, a task we detested because the process made our fingers sore. Our mother would spend two weeks or more bathed in steam and sweat as she cooked and bottled everything from butter beans to watermelon pickles.

Despite rationing, once or twice a year my father drove us to see my grandmother in Norfolk. Usually we would go to Newport News and catch the ferry across Hampton Roads. For me it was an extraordinary journey, because the harbor was filled with merchant ships from every free nation in the world, all waiting to join convoys. Our ferry would thread its way through the mass, and I would stand on the upper deck and watch seamen working on their decks or cooks dumping their garbage into the water.

Before leaving, my father was required to cover the top half of the car’s headlights with black tape, so that the beams would shine only downward. That would reduce the glow in the night sky. In like fashion, the windows of all the homes in Norfolk and Newport News were covered at night by blackout curtains. It all was done to thwart the U-boat captains who were waiting just a few miles off the coast. If the sky had glowed from all the illumination as it normally did, any passing ship would have been silhouetted for the German subs to torpedo, and some were sunk.

To meet the demands of both passengers and shippers, the railroads were moving more trains than ever. In fact they were being challenged as never before. There were armaments to ship and troops to haul to training camps and to troop ships bound for places like North Africa and Australia.

Gas rationing forced many travelers back onto trains. Despite all their efforts, the railroads had lost half their passengers between 1929 and 1938, but now the passenger business was booming again. The New York Central was running ten daily trains from Chicago to New York. Many of those trains bore such proud names as the Empire State Express, the Wolverine, and the North Shore Limited. The Baltimore and Ohio ran no less than nine name trains in each direction daily between the Atlantic seaboard and the Midwest. Although the Southern Railway’s Crescent stole the show, it was running three other crack trains between New York and New Orleans as well. Seven daily trains, such as the Dixie Flyer and the Southland, connected Florida with the Midwest, and every night between 9 o’clock and 9:20, Union Pacific and Chicago & North Western together dispatched four overnight trains from Chicago to the West Coast, supplementing them five nights every month with high-speed Streamliners.

It was a bustling network of thundering wheels and screeching whistles. And it was overtaxed. In the year after Pearl Harbor, the movement of soldiers, sailors, and airmen on all America’s railroads doubled. Civilians, those lucky enough to get aboard, were adding to the volume. The railroads were forced to use every car they could find, and some were far below the standards of those name trains. In one case a passenger agent on the Western Pacific found a westbound troop train composed of commuter coaches that had been yanked from daily service in New Jersey. For years afterward, ex-GIs complained uniformly of the crowded, uncomfortable trips they had been forced to make, swearing they would never ride another train. And most of them kept that promise.

Freight capacity was being stretched as well. Besides adding as many cars as they could to their fleets, the railroads were running trains faster to get more use of their equipment. By late 1942, the industry was posting more than twice the ton miles per day it had recorded in the boom times before the Depression. As the war progressed, the railroads’ labor costs went up, and taxes skyrocketed, while freight rates and passenger fares lay well below what they had been in 1929.

Yet, hauling more at less cost soon was paying off, despite higher taxes. During the Depression, the roads had cut back on men and equipment, and they had learned how to live lean. Profits at many railroads were even higher than in 1929. The Erie, which had just emerged from bankruptcy, was doing so well it paid a dividend for the first time in its 110-year history. Some roads even were paying off bond coupons that had gone delinquent.

The war ended for us early in the evening of August 14, 1945. We were in Norfolk, and I was staying for a few nights at the home of one of my friends, Ellis Dozier. The United States had dropped the two atomic bombs on Japan the week before, and there had been rumors that the Japanese might surrender. Ellis and I were playing down by the Elizabeth River when suddenly the whistles on all the ships in the harbor began blowing. Knowing the whistles meant it was V-J Day—or Victory-over-Japan Day—Ellis and I ran home and caught the bus for downtown. Ellis delivered papers for the Norfolk Ledger-Star, and as fast as we could we went to the paper’s loading dock off Brambleton Avenue, where men were handing out bundles of extras, or special editions, to the delivery boys. Ellis took a bundle and handed me a batch, and we began walking down Granby Street selling our extras. Because they were brought to the country by ship, bananas had been scarce since the war’s outbreak, and as we sold papers I kept thinking that now I could have a banana.

Granby Street was jammed with people, many of them sailors who were delirious with relief that the surrender was sparing their lives. Everybody had come downtown. Because of the crowd, the traffic was creeping at best. Some sailors, drunk on both booze and joy, climbed on the tops of cars and began dancing. Several men grabbed papers out of our hands without paying, bringing loud protests from the two of us.

A new era had arrived.

Ever so slowly, the war had transformed our culture. The old standards we all had lived by were sliding away. A new coldness was seeping over society. We no longer were the innocents of prewar days.

Moreover, people were becoming self-indulgent, possibly a reaction to the privations civilians had lived with during the war and the raw trauma those on the battlefronts had endured. Many young people, knowing they or their sweethearts might soon die, had learned to live for the moment. This was generating new sets of standards. Much of the country had known materialism during the Roaring Twenties, and now it was back, fed by a booming economy. Jobs were plentiful as the nation’s consumers made up for years of sparsity. People were scooping up consumer goods they had not been able to afford during the Depression and that had been unavailable during the war. And they loved it. They were buying new radios, kitchen appliances, cars—and that new invention, television.

The change affected small children as well as adults. Many parents were beginning to believe that their offspring should do only things they liked. It was the beginning of a time when parents stopped spanking and switching when a child misbehaved. This probably was the seed that spawned today’s society where people are more self-centered and have less sense of social responsibility and less respect for the rights, concerns, and opinions of others.

Despite what was going on, my generation was surviving pretty well. As we reached our teens, I grew intrigued with the realism of model trains half the size of my old Lionel and began to fantasize about building a giant layout with a classification yard and long strings of freight and passenger trains. Yet, that fascination was being overshadowed. Of course girls ranked among the most important diversions, but my interests were reaching out to embrace other things as well. I was caught up in stamp collecting and the glamour of new automobiles. The first indoctrinated me in history and geography. The latter introduced me to the world of industry. When the automakers began producing their first runs of postwar cars they met a pent-up demand that lasted two or three years. No one had been able to buy a new car since 1941. Many people, my father among them, were stuck with old clunkers. So great was the public’s need, the Big Three auto makers used the same dies they had used for their prewar models, making only modest changes to trims and grills. Chrysler did not change anything on its cars until 1949. It was truly a seller’s market. Dealers had waiting lists, and the longer one waited to buy, the higher the price went, because inflation was taking over the economy.

Soon the car companies were making dramatic advances in design. Fenders, for instance, had been rounded sheets of metal that were bolted to the body. To get in on the bonanza, Henry J. Kaiser, the man who had introduced assembly lines to wartime shipbuilding, began making Kaisers and Frazers, which had revolutionary fenders that integrated into the car’s body, sweeping from front to back. To keep up, Studebaker soon unveiled a car with wrap-around rear windows and a trunk so flat and long it looked like the hood. All those glistening, colorful new cars captivated me. I soon knew the names of the presidents of all the automobile companies, even writing some for their autographs. Walking up and down Richmond’s Broad Street, I visited every showroom, collecting catalogs on every model of U.S. car that was coming off the assembly line.

While visiting my grandmother in Norfolk, I rode a bus out to the Ford plant, where my parents had taken me when I was 3 or 4. It was exciting, watching the assembly line, one conveyor running along the ceiling, the other along the floor. Each car body was coming around from the paint bay on the upper conveyor, its fresh coat gleaming as the conveyor set it down ever so gently onto a waiting chassis, which was moving on the lower conveyor at the same pace.

Before becoming a minister, my father had wanted to be a civil engineer, and he still had his drafting board and T-square. I would sit at the board designing cars, often selecting specific makes and designing what I thought their future models would resemble. Often, to my father’s pride, my concepts of future Pontiacs and Fords turned out to be right.

Although most people did not notice, all those flashy new cars were beginning to lure more customers away from passenger trains. Now that rationing was gone and the speed limits had been raised back to normal, the family car was again the more appealing way to travel. Since the economy—everything from home building to manufacturing—was exploding, jobs were so plentiful nearly everybody had a car. Moreover, freight trains were facing a new surge of competition. Now that they had plenty of tires and unlimited supplies of gasoline, trucks were hauling more intercity freight.



[image: image] CHAPTER 3 [image: image]

Sin & the Aspiring Reporter

ONE FIRST–CLASS PASSAGE



THE DOWNWARD SLIDE OF THE RAILROAD INDUSTRY continued as the 1950s progressed. Cloistered at the University of Richmond in a world of history studies and college activities, I rarely noticed what was happening. I did read about trains being discontinued because they lacked riders. Even those that linked Richmond with Washington, where I would go to sit in on the Senate’s proceedings, were only half full.

While those coaches contained a moderate load, many other trains were carrying hardly any passengers. One afternoon I took the train to South Boston, a city on the North Carolina border just east of Danville, to visit a classmate. It was the same train my grandfather had captained, and I found a disturbing change. Instead of a line of passenger cars and a gleaming green steam locomotive, the train consisted of a nondescript diesel and two coaches, both of them nearly empty.

During those days I was discovering something else as well. As I approached graduation, I found I had developed a compelling attraction to journalism. History was supposed to be my calling. I was determined to become a professor, turning out biographies of Civil War generals. The bent for writing that I had discovered in high school had come into full bloom during my college days. In my freshman year, I had spent our Thanksgiving holiday writing a magazine piece about a raid the Confederate ranger John S. Mosby had made on a Union headquarters. I soon sold the story for five dollars to a small Richmond magazine that published Civil War articles. It was my first professional work.

Subconsciously, I had been attracted to the media for years. Journalism was like a tease, always holding my attention, a subtle yet ever-present magnet. It always seemed interesting—and out of the ordinary. Once, I spent a weekend with an uncle who wrote editorials for the Newport News papers and rode to work with him that Saturday. While he sat in his office writing, I stood in the wire room reading all the stories as they came in on a row of teletype machines. One was a breaking piece on a murder in the Midwest that kept offering tantalizing new developments as take after take of the piece clattered in. The constant rhythm of the machines as they clacked, interspersed with bells periodically going off, left me intoxicated.

World War II had turned many of us into news junkies. In the fourth and fifth grades I poured through the newspapers and every issue of Time magazine, following each general—from Von Rundstedt to MacArthur—and every move their armies made. My father cut out for me portraits from Time’s covers, nailing sheets of beaverboard onto my bedroom wall so that I could tack them up on display. I still have all the cover pictures—as well as all those World War II issues.

After the war’s end, I continued to follow the news, grabbing each afternoon’s edition of the Richmond News-Leader as soon as it landed on our front porch. Battles and bombings were replaced by more pristine although no less worldly subjects, primarily politics and business. To me the men who practiced both were men of power, and probably because of my Old Testament upbringing the wielding of power held me mesmerized.

When I was 12 I had created newspapers on my father’s Remington typewriter, pasting in pictures from the local paper. All this happened in Dad’s study at the church. I produced each paper during the Christmas holiday or in our midterm break. It being December or January, the building was freezing, and I relied on a small electric plug-in heater to keep warm. My stories, which centered around a theme of crime, violent deaths, and fires, were all made up, which probably means I’d be well qualified to report for some of today’s radio commentators, perhaps Rush Limbaugh.

The pictures that I used were clipped from the News Leader, and I changed the people’s names. A large photo of William M. Tuck, the new governor of Virginia, suddenly became labeled as the face of a murderer, and our pristine suburban neighborhood was now reported to be riddled with criminal activity. Tuck was a most convivial man who loved blue-grass music and spent Saturday nights sitting in a box at the Old Dominion Barn Dance, a radio show that was staged around the corner from the governor’s mansion. Tuck was enamored of the show’s star, an attractive young lady name Sunshine Sue. Years later, while he was a congressman, Tuck and I spent a delightful evening drinking Scotch and wandering together through hospitality suites at a business gathering in Arlington. I never confessed what I had done to his picture.

Heroes like General Dwight D. Eisenhower helped fire my growing fascination with journalism. He and his counterpart from the Pacific Theater, Admiral Chester Nimitz, visited the University of Richmond in the spring of 1946 to receive honorary degrees. Being an alumnus, my father received a ticket to the convocation, and he gave me his seat. There on an unforgettable spring morning I sat in a prime seat on the center aisle in the university’s Gothic chapel. To the strains of the “Triumphal March” from Aida, the two heroes came slowly down the aisle, and I was sitting just beside it, so close I could touch them. When they walked past, Eisenhower looked me in the eye and gave me his famous mesmerizing grin. I was so excited I could not even speak.

I had watched Franklin Roosevelt and Winston Churchill waving from their open cars. Churchill I had seen only a few weeks before the ceremony at the University of Richmond, and I had seen Roosevelt before the war as he drove from his train to the Norfolk Naval Base. Yet, standing there next to Eisenhower was the first time I was ever close to a national leader. Over the years I would talk to a number of those men, including some presidents, but that day I had no idea my life would ever lead me that far.

That morning in the university chapel had a lasting influence on me. For all the excitement of seeing Eisenhower and Nimitz, the part of the ceremony that made the greatest impact was the presence of dozens of reporters and cameramen. Throughout the ceremony, technicians switched great klieg lights on and off and newsreel cameras mounted high on wooden scaffolds ground away, while photographers armed with bulky press cameras moved about up front shooting off flash bulbs in an unending blitz. Here was drama of the first order, and I was in love. The idea of being up there in front, acting on this wonderful stage, recording the actions of famous and glamorous people and covering interesting and even historic events caught fire in me, and—even though modern journalism has lost a lot of that luster—that spark has never died.

When I was a college freshman I became a reporter on the school newspaper. That involved only writing. Simultaneously I was attracted to another side of journalism, news photography, an attraction that was almost purely monetary. I found I could make money selling photos to the newspapers. The University of Richmond was bestowing an honorary degree on one of its alumni, Willis Robertson, who was the state’s junior U.S. senator. For some reason the papers did not have a spare photographer to cover the event, so Joseph E. Nettles, the university’s public relations director, asked me to bring my small reflex camera and shoot Robertson as he came down the aisle. Nettles then took the film to the paper, where it appeared the next day. To my surprise the paper paid me $10 for it.

My needs were modest. I lived at home and paid a paltry $300 a year in college fees, which I earned each summer working as a clerk at a local hardware chain. My tuition—another $300—was free since, when I was 13, my father had joined the university’s senior staff as the coordinator between the school and the Baptist churches that supported it. Regardless of how cheap college was, I needed spending money, and here was a potential source. So, I bought a used press camera for $95, promising to pay the photography shop in six months. The camera was quite bulky, a large black box that weighed about 10 pounds. Its negatives measured four inches by five inches, which caused photographers to identify it as a “Four-by-Five.” I began selling the papers pictures that their photographers had missed.

The papers paid from $10 to $20 for a picture, and the college paper and the annual each rewarded me relatively well, too. I racked up enough profits to settle my debt to the camera shop in only about four months and buy a 35-millimeter camera, too, so I could shoot scenes the big press model was incapable of capturing. So smitten was I with the profit side of photography my father grew concerned, warning me one day, “Don’t do it just for money. That will take the fun out of it. Do it because you like it.” It was some of the best advice he ever gave me.

Despite journalism’s growing allure, I continued to harbor an insatiable love for history, and by my senior year thought myself firmly fixed on becoming a professor and spending my mornings lecturing on the great events of history and my afternoons producing prize-winning books. But my determination kept wavering, and by graduation I was working in a newsroom. It all was because of two people, Joseph Nettles and my father’s Aunt Bertie.

In addition to heading alumni affairs and public relations, Nettles was the university’s one-man journalism department. Joe was a tall, rotund man who always wore rumpled shirts and suits that seemed too big. He had a great round face, bulging brown eyes, and a bristly mustache, all topped by thinning brown hair that was turning grey. Nettles had been a correspondent for the Associated Press before joining the university’s staff. Whenever he saw a student who seemed to have a knack for journalism, Joe took that person in hand and recruited him or her to the profession of newsgathering. Paul Duke, who eventually hosted PBS’s Week in Review, was one such student. Paul, who was four or five years or so ahead of me, was a family friend when I was a child. He and his mother attended Dad’s church. Paul’s father, who I think had been a railroad worker, was dead, and his uncle, also a railroad man, taught me in Sunday school until, disgusted by my constant misbehavior, he quit. My father had helped Paul get into the University of Richmond, where, seeing Duke’s obvious talents, Nettles groomed him and helped him land a job in the local Associated Press bureau.

Although I had never taken any journalism courses, Nettles somehow saw similar potential in me. I had written a variety of stories for the college paper, one of them being about Norman Thomas, the perennial presidential candidate, who had visited the campus. I had interviewed Thomas in the back seat of Nettles’s car while Joe drove him to a luncheon at Westhampton, the women’s college. Nettles told me later he had been impressed listening to the interview, and he offered me a job writing press releases for him. He paid me $35 a month for my efforts and in addition promised to teach me the art of writing newspaper stories.

As I was nearing graduation John H. Colburn, the Richmond Times-Dispatch’s managing editor, noticed the photos I had been selling the newspapers. Encouraged by a good word from Nettles, Colburn called me down to the paper and offered me a job as a photographer. I told him I wanted to write. “Then I’ll make you a photojournalist,” he said. “You can photograph your own stories.” That suited me just fine, so in June 1956, I signed on for six months, until I reported to the army for my two-year tour of active duty. It was a trial for each of us to decide whether we liked one another and whether I preferred journalism over a life in academia.

When I arrived in the newsroom, I found precisely the kind of people I enjoyed being around. Everyone there was exceedingly bright, and they all swore prodigiously. There was no reverence for anything or anybody. Everyone smoked either cigarettes or pipes; when you went home at night your clothes reeked of burning tobacco, and your white shirt was grey with ink. One of my first stories was about the fiftieth anniversary of a great train wreck south of Lynchburg where Samuel Spencer, the president of the Southern Railway, had been killed. Given my career since, that piece seems quite appropriate. That December I invested some of my Christmas bonus in an HO-gauge model railroad set.

Being a minister’s son probably helped me as a journalist. Living in a Baptist parsonage, I was in a world where everyone believed nothing could be worse than strong drink and sex out of wedlock. Such an environment makes a boy terribly curious to see what sin is all about, and there was no better way than to be a reporter. Not only that, harboring an intense curiosity like that is the mainspring of a good journalist.

As I have indicated, having a parent with such a direct pipeline to the Almighty also gives a young person an intense but respectful curiosity about power and how it’s wielded. Listening to preachers created an innate sense of how to communicate to the masses and the effective use of drama. My father’s sermons were full of fact and logic, ingredients many modern journalists sadly lack. And some of his friends could deliver real stem-winders. They’d thunder and unroll beautifully told tales to prove whatever point they wanted to make. Listening to them all was Communications 101.

My parents provided me with a heavy dose of Elizabethan English, first with the King James version of the Bible and then Shakespeare. Combined, they formed the foundation of my writing style, and provided a marvelous textbook for an aspiring storyteller. And all was told in wondrous Elizabethan prose, full of sweeping stanzas. I also learned from my parents the symphonies of Beethoven and the hymns of John Wesley, giving me a feel for a story’s cadence. No writer could be brought up better.

The Times-Dispatch operated a string of bureaus that stretched from Williamsburg and the Chesapeake Bay all the way to the Blue Ridge Mountains. A month or so after I started work, the man who ran the bureau in Gloucester and Mathews counties left with no warning, and Dick Carter, the state editor, sent me down to fill in for him. A peninsula on the Chesapeake Bay, it was a quiet place full of farms, fish houses, and old mansions. Nevertheless a few good stories popped up every so often. One was a hurricane that came straight up the bay, flooding out a large area in the southeast end of the county. I went there looking for color for my story and found the entire settlement covered in four or five feet of water. Two boys were in the middle in a rowboat, and I paid them $10 to row me down into the deeper section of the flood so I could get some good photos. I felt like a big-time journalist with an expense account.

I was finding journalism marvelous, even though I still insisted that I would go to graduate school. Then along came Aunt Bertie, a big, intimidating woman who was married to my grandfather’s brother, a medical doctor. Aunt Bertie, a staunch Baptist, always dominated everyone around her. Except my parents. One Sunday she asked Mother and Dad where I was working now that I was out of school, and when they told her she raised pluperfect hell, lecturing them on the evils of journalism. My mother told me about it later. While a student at the College of William and Mary she had worked one summer in the newsroom of the Norfolk Ledger-Star, and I think she was secretly amused by the whole episode. Aunt Bertie had declared that journalists were all drunkards and lived sinful lives, and when that was recounted to me my enthusiasm for graduate school suddenly began to fade. Aunt Bertie’s unwitting endorsement made journalism too appealing to turn down.

In January 1957, I ended my trial at the paper, drove to Fort Devens in the hills west of Boston, and reported to the training center of the branch of the army in which I held my commission. Unlike branches such as the infantry and signal corps, this was a little-known organization called ASA. A few days after going on active duty, all of us new lieutenants were informed we actually were working for an organization whose mere name at that time was highly classified. It was the National Security Agency.

After months of specialized training, I was made executive officer of the headquarters company of the training center, where all the faculty were assigned. My boss, the company commander, was a young World War II infantry veteran named John J. Masters. I had a high admiration for the captain and did all I could to meet his expectations.

When Captain Masters gave me a high performance review, his superiors decided I could do most anything. They were wrong. They made me the billeting officer for the ASA training center, the man in charge of all the bachelor officer quarters. Unexpectedly, I was the hotel manager for all the unmarried officers and for VIP visitors, most of them from NSA’s new headquarters outside Washington. Unfortunately the job required a better-than-passing knowledge of bookkeeping, and I was totally ignorant of the subject. I had an enlisted man in the office who knew a tiny bit about the art, and the two of us tried to keep the books. It was a disaster, and after a year the captain to whom I reported decided he needed to find someone more seasoned. It was ironic, since years later I was to break stories that required a knowledge of accounting.

Fortunately, Colonel John Shick, who had overseen the rest of my work in billeting, offered me an even better job. The colonel had just taken over the nonresident instruction department at the training center, and I became his executive officer. The first thing that I did when I took over was to suggest that we start up an active marketing program to lure more people into our correspondence courses. Soon I had posters going up on the walls of every ASA office in the world, and scores of people were signing up for courses. When I ended my two-year tour and was returning to the Times-Dispatch, the training center’s commandant awarded me a citation.

During my time at Fort Devens, I had been gaining a firsthand look at the decline of the Northeast’s railroads. Among the most troubled roads were two based in New England—the New York, New Haven and Hartford and the Boston and Maine. Occasionally I rode the B&M’s main line, which ran west from Boston’s North Station to the town of Ayer, a railroad junction outside the main gate of Fort Devens. From there it stretched through the Berkshires all the way to the Hudson Valley.

The B&M’s most important customer was the textile industry. One of its original lines wound through Boston’s suburbs to Lowell on the Merrimac River and then past the valley’s other mill towns to Manchester, New Hampshire. The riverside at Lowell still was lined with tall square brick mills, which had been built there for the waterpower the Merrimac offered. At first, in the mid-1830s, the railroad had connected Lowell with the markets of Boston. Now, besides extending to Albany on the west, the B&M ran to Portland in the northeast and the Connecticut River valley of Vermont and New Hampshire.

The railroad industry—like publishers decades later—was feeling the effects of a technological revolution. Many textile makers had operated mills in the Southeast for decades. For many years they had been sweaty places, their open windows the only source of cooling air on days of scorching temperatures and high humidity. But now air conditioning had been perfected to the point that entire factories could be cooled down. That, plus cheaper electricity from the dams of the Tennessee Valley Authority and a nonunion labor market, was making the South much more attractive for the men who ran New England’s mills.

In the next thirty years many of the factories of the North would be replaced by a rust belt that would stretch from New England to Illinois. The region’s railroads would have to adapt from an industrial to a service economy, but many of the industry’s leaders were ignorant of the need and ill-equipped to fulfill it. By 1957, when I arrived, Lowell’s mills were mostly empty. Having come from Richmond, which was blessed with numerous antebellum structures, I had fallen in love with old industrial buildings while in college. The empty mills of Lowell saddened me, for it appeared they would be torn down. Fortunately, a decade later Edmund Faltermeyer, who was to become one of my closest friends at Fortune, would advocate that the old factories in Lowell and other cities be preserved and transformed into such things as offices and condominiums. If not for Ed, those magnificent structures probably would be gone. Instead, I understand many are protected as part of a national park.

As the mills had disappeared, the Boston and Maine’s fortunes had gone with them, and it was facing other threats as well. Although the B&M was a good railroad, most Saturdays many of us would drive into Boston, using Route 2, a new limited-access highway that ran past the rear gate of Fort Devens. A few years earlier, I might have taken the train every time, but thoroughfares like Route 2, the Massachusetts Turnpike, and a beltway around Boston were enabling us to travel directly to whatever location we wanted and to get there quickly without depending on the B&M’s timetable. In addition to motorists like me, truckers were using those thoroughfares at the expense of the Boston and Maine, the New Haven, and the New York Central’s Boston & Albany Railroad, which paralleled the B&M to the Hudson River.

Making matters worse, one of the men who ran two of those railroads was mismanaging and even milking them. While I was at Fort Devens, the Boston Globe was running stories describing how the Boston and Maine was being mismanaged. With profits declining, maintenance was being deferred. Moreover, Patrick McGinnis, who controlled the New Haven and the B&M, was taking kickbacks on the sale of Boston and Maine passenger cars. Because I was a Virginian, which I considered a breed well above the populace of Massachusetts, graft and other improprieties seemed to be practices that could be expected of such a foreign and sinful land. To me, Virginia might have been burdened with some other faults, but almost all its business leaders and government officials were uncorrupted. Fortunately, McGinnis’s depredations were an exception for the railroad industry as well, even though the B&M’s economic ills were not.

Hard times were encouraging the railroads as a whole to turn to new technology to cut costs, sometimes at the expense of things many old-timers held dear. Nothing more symbolized those changes than a scene I came upon soon after returning to Virginia. It was an afternoon in 1959, and my train from Washington was rolling through Acca Yard heading for Broad Street Station. There, out the window on my right, sat a dozen or more steam locomotives lined up in rows, cowcatchers to tenders. They were headed for the scrap yard. It was sad and moving. These were the engines that had thundered past me as I had sat on my bicycle at the Dumbarton crossing. Their black bodies still gleamed, the name of the railroad and the RF&P’s triangular logo on each tender, and the names of governors, Confederate generals, and other famous Virginians painted in gold on their cabs.

I spotted an old favorite, the J. E. B. Stuart, sitting there, its fires banked, waiting for its fate. There were others, like the Patrick Henry, the George Washington, and the Stonewall Jackson. To me it was the end of an era, and I was not happy about it. Not yet involved with railroad managements, I believed diesels should never truly replace steam engines, even though they were more efficient and the accountants liked them. I rode on disheartened.

When I returned to the paper from the army, I did not go back to reporting as I had envisioned, but entered a rigorous training program under the tutelage of the best managing editor I have ever seen—John H. Colburn. He was a tough disciplinarian, a man who understood there had to be a demanding regimen to produce a great paper. Colburn had come to the paper in 1949 from the Associated Press, where, he told some of us, he had run the London bureau during World War II. He had been brought to the Times-Dispatch to shake up an easygoing staff that liked to sit back reminiscing about the good old days when they had put out the paper from a former livery stable down near the river, describing to newcomers how the horse dung had still clung to the city room’s rafters. With cold determination, Colburn had marshaled those men so that in only a couple of years they were producing the best newspaper of its size anywhere.

Not surprisingly, he rankled many of the older hands. Our chief photographer called him “Jesus H. Colburn.” A tall, handsome man with blue eyes, Colburn had another nickname in the composing room. One night he had been there personally overseeing the makeup of the paper, which a managing editor rarely did. He kept changing his mind about one of the layouts, and the chief compositor, a small fiery man in tattered blue shorts, with white hair and a rough-hewn face, named Willy Bragg, was growing increasingly exasperated. Finally, when Colburn decided his latest try did not work, Willy looked at him over the top of his glasses, growling, “All right, what do we do next, Blue Eyes?”

If you received one of his notes, always in blue pencil, the chances were you had done something wrong. Yet he had a genius for recognizing potential talent and a patience that enabled him to tolerate a headstrong youngster who bristled and chafed at having to do jobs he had no use for. Needless to say, I was on probation every alternating six months for the first two years I was there.

When he had hired me he had said he was going to teach me how to put out a newspaper, and, despite my fervent resistance, he did. The night Nixon was elected, years after Colburn had left to become a publisher in the Midwest, I walked into the newsroom and found whoever was overseeing the makeup of the national pages was overwhelmed for some reason. The managing editor sent me down to the composing room, and in about fifteen minutes I had the paper locked up and put to bed, all due to no special skill on my part but because of the genius and unflinching training of John H. Colburn.

Everybody but Colburn and the editorial writers worked in a huge room that was painted the color of a dried lime, which was commonly called institutional green. All the reporters sat at grey metal desks, pounding away at manual typewriters. At the far end was the women’s department, and in the midsection of the room sat the sports desk. Down at our end were the city desk, the state desk next to it, and—occupying one entire corner—the copy desk. Behind the copy desk stood a row of teletype machines, all spewing out copy from the Associated Press and the New York Times News Service.

Colburn assigned me to the copy desk, a position I did not want, but as he had said, he was going to teach me to run a newspaper. There we wrote the headlines for all the stories and edited them before they went to the composing room to be set in type. Our special charge was to ensure that each piece followed the requirements of the paper’s style manual, a thick book that took me weeks to memorize. The Times-Dispatch’s style was indeed unique. When a story mentioned a governor from another state his title was written in lower case, but if it were the governor of Virginia it read “Governor.” The same with the University of Virginia, which, although by no means the oldest school in the state, was the hallowed ground of the elite. I found that both annoying and amusing since I came from the University of Richmond.

To me the only job worth having at a newspaper was to be a reporter. Anything else was dull and devoid of any opportunity to be in the limelight. Recently I read a piece by Russell Baker, who grew up on the Baltimore Sun and went on to stardom at the New York Times, describing his early days as a reporter, and he said all young journalists back then wanted only to be foreign correspondents. He was right. I dreamed every night of wearing a trench coat, walking down some fog-shrouded back street in Eastern Europe, and seducing a Lauren Bacall look-alike.

But the copy desk is where I sat every night from 4 PM until 1 AM. The large wooden desk, which someone in the mechanical department had built, was shaped like a horseshoe. All the copy editors sat around the outside, which was called the rim, and in the center, or slot, as it was called, sat the chief copy editor, Chester “Red” McCalley. Not only was his hair red but his freckled skin seemed so, too. Red’s mother had headed a chapter of the Women’s Christian Temperance Union, but that had not impeded his taste for booze. Red loved his liquor, but when Lent came along he dutifully gave it up. By some coincidence, on the first day of Lent, Red always developed a sore throat, which lasted until Easter. So, each day for six weeks he came to work carrying a bottle of Listerine, which he would sip on through the evening, declaring it was to soothe his sore throat.

After a year, Colburn gave me the assignment of substituting for the makeup editor on the two nights when he was off. I was terrified at the prospect, convinced I would screw up the entire paper. The job required that I stand in the composing room and oversee the placement of trays of type into the page forms for the next morning’s paper. Once each form was filled as prescribed by the diagrams the desk editors had sent down, it was rolled on a huge lead table with wheels over to the next department, where it was put through a roller that imprinted the type on a mat. The mat then was used to cast a rounded plate that would be bolted onto the press downstairs.

The composing room, which was almost a city block long, was filled with rows and rows of linotype machines. They all emitted a dinging, high-pitched clatter as they cast and spit out thin lead slugs with type cast on one edge, and the sweet smell of hot lead filled the room. I learned on my first night that I could not move any of those slugs of type. Pick them up to read them, yes. But carry them or move them in any way, no. That was forbidden by the union rules, and if I violated that edict the chairman could call for a chapel meeting and have the printers vote to walk out and shut down the paper.

The man I was standing in for was Doc Fairey, an extremely thin man with a round head and pointed chin. Doc’s first love was betting on the horses, which he did at the tracks in Maryland on his days off. His second love was drinking. Saturday nights he would stash a pint of bourbon in the office of Virginius Dabney, the paper’s editor, and every time Doc would come up to the news room to receive instructions from the news editor, he would go into Dabney’s office and take a nip. There was more booze flowing down in the composing room as well, and by the second edition, better known as the One-Star, Doc was glowing, and sometimes when he’d come up to receive directions for laying out the City Edition he’d forget he’d already put the One-Star to bed. “Gotta do the One-Star. Whatta you got for the One-Star?” he’d say between forays into Dabney’s office. That’s when one of us would slip downstairs to the composing room and take over Doc’s job.

All of Aunt Bertie’s predictions were coming true. Doc Fairey and Red McCalley were typical of our staff, a most agreeable collection of people, a menagerie of exceedingly bright individualists. One of my later colleagues, Stewart Bryan, whose family had owned the Times-Dispatch, summed it up years afterward in a speech at the Cosmos Club in Washington, where I had introduced him. Stewart was lamenting the decline of American journalists. Today, he said, they are no longer worldly, just a bunch of bland kids who are so pure they have no feel for the story. “When Rush and I were young reporters,” he declared, “we smoked, we drank, and we chased other men’s wives.” With all due respect to Stewart, I must correct part of his statement. I did not smoke cigarettes, only pipes.

One good example Stewart could have cited was a young copy editor named Tom Robbins. Tom’s glasses and close-cropped hair made him look more like a fledgling banker and not the beatnik that he was. Later he authored a series of popular novels, among them Another Roadside Attraction, the story of some people who discovered the body of Jesus hidden under the Vatican and put it in a tourist attraction outside Seattle. Probably his most popular creation was When Cowgirls Get the Blues, a book I found superbly written but too strange to finish.

Tom had three affairs going simultaneously, one a college student and another a housewife in the suburbs. I never did learn who the third was. He had a flat on top of a Victorian house in the Fan District, so named because the streets all went off at angles from the downtown. Tom’s bedroom consisted of a mattress on the floor and a string running across from wall to wall low enough to reach from the mattress. Attached to the string was a gross of condoms. It was far from romantic, but the women didn’t seem to mind.

The flat had a small balcony that looked down on the street, and, to conclude one Saturday night’s party, B. D. Ayres, another aspiring young reporter, picked up the empty beer keg and tossed it into the middle of the street. Everyone disappeared before the police arrived. Ayres eventually advanced to the New York Times where his byline, B. Drummond Ayres Jr., fired the wit of a Washington Post humor writer who wrote a column on reporters with important-sounding names.

Given all the sexual connotations one could attach to my name, I’m lucky I was spared. On several occasions over the years, the name “Rush Loving,” which had been handed down from my great-grandfather, became the object of merriment. At one Times-Dispatch party Tom Robbins was accompanied by a young woman named Mary Lou who was known for her sexual proclivities. Tom brought her over and introduced us, and Mary Lou proceeded to announce to everyone within earshot, “So you’re Rush Loving. I’ve always wanted to meet you because your name reminds me of a quick fuck.” When I went to work the following Monday people at both newspapers were addressing me as “Q.F.” The name caught the attention of others as well. While I was at Fortune I was doing a story on Howard Hughes’s Hughes Tool Company when my researcher for the story, Lorraine Carson, got a call from a male friend who casually asked what she was doing. “Oh,” said Lorraine, “I’m working on Hughes Tool with Rush Loving.” She said there was a long pause on the other end of the line.

Carl Shires, the city’s most famous police reporter, worked for the News-Leader. Carl’s prowess with the bottle was known throughout the realm. Every so often we all would have a party at the house of two of our bachelor brethren in Richmond’s near–West End. When Carl finally decided he was ready to go home he invariably would be too drunk to drive, so he called the desk sergeant at the Marshall Street precinct, and the sergeant would send over the paddy wagon, a black truck with a cabin on the rear. On the back was a step and a door with a screen over the window. Inside a bench was fixed to each wall. When the wagon arrived, a policeman would come up to the door and ask for Carl. He and Shires would walk together down the walk, and Carl would climb up on the rear step and into the wagon, where he’d lie down on one of the benches and sleep while his chauffeurs drove him home.

Parties like that were frequent and lasted till dawn or later. In fact there was at least one gathering every week. After work each Saturday night a few of us would go off to one of our houses, led by Omar Marden, a fellow discovery of the University of Richmond’s Joe Nettles, who was the weekend news editor, and talk and drink until dawn. We also would party when we had put to bed a big story that had fired our adrenaline and kept us working into the early hours of the morning. I remember that one night when we had covered a plane crash outside town we all went to the town house I was renting on Church Hill, where we recounted the events of the evening, exulting over what a good job we had turned in. Some people did not leave until mid-morning.

We had a foreign affairs expert sitting on our copy desk, a man named Raymond Anderson. Ray had come to newspapering late, after serving with a government intelligence agency and one of its World War II predecessors. Every day the paper provided him with a copy of Pravda, and when Ray got drunk at parties he would wander about quietly talking to himself in Russian. I always thought the CIA sent him down to Richmond for Colburn to teach him journalism and groom him to go abroad as a foreign correspondent. Ray ended up doing just that, arriving in Egypt just in time to cover the Six Day War, which began when Israel launched a surprise attack on its neighbors. Several years later he was kicked out of Moscow by the KGB on the pretext he had smuggled out the manuscript of Nikita Khrushchev’s memoirs.

While our editorial pages were run by Virginius Dabney, the News Leader across the hall had an equally distinguished editor, a short, intense ex-marine named James Jackson Kilpatrick. Kilpo wrote in the style of H. L. Mencken, one of my idols, and made his mark questioning the legality of Brown v. Board of Education, the Supreme Court decision that struck down segregation in the public schools. He also enjoyed taking on bureaucrats in city hall, establishing a fund named after Charles Dickens’s character, Beetle Bumble. When Kilpo found a citizen whom he considered a victim of bureaucratic power, the fund paid the man’s court costs.

There were other outstanding journalists at the two papers besides Kilpo, Colburn, and Dabney. One was Guy Friddell, another Nettles protégé, who was the News Leader’s top political reporter. In one corner of our city room sat Jim Latimer, who was our paper’s chief political writer. Every Friday night Lat would sit at his desk, his phone glued to his ear, talking with the various men who ran the state. Often he would wind up calling the man who headed the state’s political machine, Harry F. Byrd, Virginia’s senior U.S. senator. Everyone addressed Byrd as “Governor,” for in his youth he had been one of the best governors in the state’s history. When I’d hear Lat address his sources by their first names I’d know he was talking to members of the legislature or the governor. But when he’d pick up the phone and say, “Hello, Governor,” I’d know he was talking to Harry Byrd. “The Governor” had been a liberal in his youth, pushing through the South’s first antilynching laws. When my father had confronted the city of Norfolk over the plight of the black ghetto, Byrd had written, suggesting that Dad serve on a group he was founding to improve race relations.

Now, unfortunately, politics had changed. The national Democratic Party was advocating imposing federal civil rights legislation on the states, and that had turned Byrd into a conservative. He believed staunchly that the Constitution’s Tenth Amendment reserved such matters to the states and that federal legislation would weaken Virginia’s sovereignty. To him, the independence of the states was sacred, and such reforms should be left for them to enact and enforce. Unfortunately he—and many other Virginians—did not take into account the fact that legislators in the Deep South were no more willing to give equality to black citizens than wade barefoot through a pond of alligators. Under Byrd’s direction the state resisted school integration. After about five years, concerned that “massive resistance,” as it was called, was holding back the state’s industrial development, a group of business leaders led by Stuart T. Saunders Jr., president of the Norfolk and Western Railway, persuaded Governor Lindsay Almond to break ranks and accept integration. Our publisher, David Tennant Bryan, drove to the senator’s home outside Berryville and broke the news to him. Among those who accompanied Bryan were Jack Kilpatrick and Virginius Dabney.

Next to Latimer sat Charlie McDowell, a bespectacled young man from the mountain town of Lexington, where his father taught law at Washington and Lee University. Charlie talked with the slow drawl of Rockbridge County, an accent that was guaranteed to disarm anyone he was interviewing. He turned out the best descriptive passages and the finest vignettes I have ever read, and my own writing has profited handsomely over the years from studying Charlie’s sentences.

About 7 in the evening, their stories filed, they and most of the other reporters usually assembled at a bar on the next corner that was always cold, heavy with smoke, and smelling of stale beer. Since I worked at night, that was the time for my lunch hour, and I’d go in the bar for a sandwich sometimes, when I wasn’t at the Chinese restaurant on the next block. The restaurant had a lot better ambiance and was graced by a large cockroach that lived under the table in the third booth on the left.

With a collection of people like the men who inhabited the newsroom, life was never dull. One evening as everyone was working on deadline, Ed Grimsley, who covered city hall, put paste on the earpiece of Larry Weekley’s phone when Larry, our business editor, was out of the room. On Weekley’s return, Grimsley rang him, and when he answered, Larry suddenly felt the cold paste on his ear. He tried to wipe it off with copy paper, but with no success. When he returned from cleaning the side of his face in the men’s room, Larry retaliated by flicking his cigarette ashes into Grimsley’s cup of coffee. Ed then struck back by dumping the contents of Weekley’s trash can on his head while he was trying to phone a source. Weekly then went over with a cup of steaming hot coffee and threw it at Grimsley, who ducked. The coffee went over his head, dousing Bev Orndorf, our science editor, who was quietly working at his own desk while the other two waged their war. With that the city editor ordered a cease-fire.

Even the furniture was not spared. One evening when things were dull, Tennant Bryan called the city desk with a question, and Ed Swain, the night city editor, was sitting at the big wooden desk answering him. Seeing an opportunity, somebody from the copy desk went over, balled up a newspaper, laid it on the cuspidor that sat beside the editor’s chair, pushed it all under the desk, and set the pile afire. As all of us watched laughing, Swain kept on talking calmly to Bryan while kicking at the fiery mass and trying to knock it out from under the desk.

After two years, satisfied that I had learned makeup and copyediting, Colburn made me a reporter. My boss was Francis J. McDermott, who took an instant dislike to me. McDermott always targeted one reporter whom he would hound, and I was it, a position of dubious honor I held until I left the paper.

McDermott assigned me to what he considered lesser beats, such as real estate, the museums, and the Virginia Historical Society. One beat I particularly enjoyed, but Mr. Mac hated, was the Civil War Centennial. Since he knew of my interest in the war, Colburn assigned me to cover the centennial, where I got to know every major Civil War historian of the day.

The two who were the experts on the Union and Confederate armies in Virginia were Bruce Catton and Clifford Dowdey, who lived in Richmond. Some afternoons I would go with Louis Manarin, who later was to head the Virginia State Library, to Dowdey’s house to sit and talk history. One day Dowdey sent word that his friend Catton was coming to town from his home in Michigan, and the four of us spent a delightful time together in Clifford’s upstairs parlor. Dowdey had given up alcohol, but the rest of us sipped an ample supply of whiskey while the conversation flowed.

Here sat the world’s leading authorities on the Union and Confederate armies, and I expected them to discuss such things as why Lee lost at Gettysburg, but they never touched on that. Instead, for most of the afternoon they gossiped about other Civil War historians, singling out one or two for especially catty remarks. Catton drank more than Manarin and I, and when it came time for him to leave to address a book-and-author dinner at the Miller & Rhoades department store, he was totally sloshed, but he managed to make his appearance regardless.

I also came to know a number of other unique people, including Major General U. S. Grant III, grandson of the man who captured Richmond. Grant was chairman of the national Civil War Centennial Commission, and he visited Richmond several times. On one trip he presented the state’s centennial commission an award for its many achievements. The Virginia commission’s chairman was a state senator named Charles Moses, who came from the town of Appomattox. Charlie might have lived near the courthouse where Lee surrendered to Grant’s grandfather, but apparently Charlie had not heard the news, because he was still fighting the war. Grant presented the award to Moses at a luncheon in Richmond’s Commonwealth Club. They were sitting next to one another, and, when he stood to accept the award from Grant, Moses launched into an oration on those brave Southern boys who had died for their cause. Grant, stony-faced, sat there looking straight ahead while Moses rambled on. Then the senator bent around and leaned down, looked Grant in the face, and declared, “They fought for a noble cause! States’ rights!”

Another celebrity who came to town was Karl Barth, one of the world’s leading theologians. Barth was Swiss, and during World War II he and all other able men had been inducted into the militia to defend their little mountain nation if the Germans should invade. So he was an excellent shot, and while we were touring the remains of a Confederate fort a park ranger handed him a Confederate musket and invited Barth to try it. The man, who was about 75, knelt down, aimed at a paper target in front of one of the Confederate earthen breastworks, and fired, hitting the bull’s eye. As he pulled the trigger I shot a picture of him, which we ran the next day. A day or two later Time asked to use it. It was the first of my photos to be published in the national media.

McDermott, who presided over the city room from one side of an old gray wooden partners’ desk, was heavyset, with thinning gray hair. He wore three-piece pin-striped suits, and if you saw him on the street with his vest buttoned, his sleeves unrolled and his tie in place, you would think he was chairman of the city’s largest bank. McDermott had been a marine sergeant in World War I, and he had a commensurate sense of delicacy. When a fire call would come in on the police radio, Mr. Mac would instantly bellow for the nearest reporter to go the scene. Since he usually yelled with his cigar clenched in his mouth, the reporter frequently could not understand him. The solution was to grab your coat, go downstairs, and call a friend in the city room from the phone at the front counter and ask the location. In the old days, when there had been no air conditioning and the newsroom windows were open much of the year, the appointed reporter would run out onto the street to find McDermott hanging out the window yelling, “Get the lead out of your ass!”

A few very senior men called him “Mac” but the rest of us never dreamt of showing such familiarity. We all addressed him with the greatest respect as “Mr. Mac.” He was an old-fashioned journalist who liked three things: stories about police, fires, or weather. A police shoot-out culminating in a three-alarm fire during a blizzard would be a true trifecta. One July day when it was extraordinarily cold, Joe Colognori, the chief photographer, sent one of his men up on the roof with a box of Lux flakes, which looked like snow. Joe then called McDermott and asked if he wanted some snow pictures. Mr. Mac, who was always annoyed when anyone bothered him with something unimportant, snarled into the phone to stop wasting his time. McDermott leaned back in his chair, drew on his cigar, and glanced out the window to see the flakes drifting down. Jumping out of his chair, McDermott leaned into the squawk box that connected him with the lab, pressing on the button and screaming for Photo. When he found he had been hoaxed, McDermott refused to forgive Joe until one day the photographer bought him off by getting McDermott a fireman’s helmet.

I loved covering fires. They had a drama to them that made good copy. One night while I was writing at my desk, a second alarm came in for a fire in a house in the near–West End. When I arrived I walked inside to find a crew putting out a small blaze in the kitchen. Hoses ran upstairs, and I could hear firemen working up there as well but did not bother to go up since the fire was under control and did not seem that significant. Two weeks later Colburn called me into his office and informed me that the fire marshal had reported three or four separate fires in the house, which meant arson.

“Did you go upstairs?” he asked. “If you had you would have seen that the fires were separate.” I had to admit I’d goofed.

“You should have gone upstairs. Never cover a fire or anything without checking it out thoroughly,” he admonished.

It was a lesson I never forgot. Much later, when I was at Fortune, I always went out into coal mines or railroad shops or steel mills to see for myself how well the company was being run.

Finally, in 1962, to escape McDermott I took the job of police reporter at the Virginian-Pilot in Norfolk. I was encouraged to move by Colburn, who saw I never would have the opportunity to fully exercise my talents so long as I worked for McDermott. Actually Colburn had a better paper than the Pilot in mind. He sent me a back-channel message, suggesting that I’d never win over McDermott. It was delivered by Ed Swain over a drink one night. Bless his heart, Colburn still thought I had potential. Unbeknownst to me, Colburn was engineering a job offer with the Louisville Courier-Journal. But I moved to the Virginian-Pilot too soon. Just a few days after I arrived in Norfolk, the Courier-Journal called, offering me a reporter’s job. I would have accepted but had made the commitment in Norfolk.

At the Pilot I had the best beat in town—covering the cops. Being a port city and hosting the world’s largest naval base, Norfolk was an ideal place for murders, robberies, and automobile accidents, so I had a fertile field of endeavor. Our night city editor was a little man named Jim Henderson. When I’d be covering a shooting and we were on deadline and the victim was lying on the gurney in the emergency room still breathing, and the detectives and I were standing there waiting for him to die, I’d report in on the car radio, saying, “He’s still living,” and Henderson would yell back, “Put a pillow over his face!”

One afternoon I went over to one of the piers to cover the drowning of a longshoreman. He had fallen into the harbor by tripping over a bollard, one of those squat metal posts fixed to every dock that they tied ships to. Unfortunately I misnamed the fatal obstruction and said in my story that he had tripped over a “bollock,” which to those not so endowed, is the Anglo-Saxon word for “testicles.” It was a misnomer that caused great merriment on the copy desk at my expense.

The best story I covered was a gangland murder at an illicit gambling club outside the city of Portsmouth. The victim was a bail bondsman named Jacobson, better known as “Jew Jake.” Jacobson was the club’s impresario and banker. The killers had done him in to grab the night’s bankroll, totaling thousands of dollars, which Jake was delivering to the club. The players were all witnesses to the killing, but the police would not release their names. Finally after a week of unrewarding snooping I realized there was a way to track down one of the victims. The killers had stolen the car of a member, so I went into the police records room and casually asked to see the state police bulletin describing the stolen car. There it was, the man’s name and address.

It was about 10 o’clock on a Thursday night, but I decided to wait until daytime to go see him. Since he was a murder witness, I figured he probably was afraid for his life and might shoot me if I walked up on his porch in the dark, a fact he acknowledged the next afternoon as he recounted what had happened, pacing his living room and constantly looking out the window for a hit man.

On dull nights, I would cruise around town, listening to the police radio for any call of interest and looking for possible feature stories. Those rides included a lot of train-watching. The city was strewn with tracks of the Virginian and the Norfolk and Western, and trains seemed to be creeping along everywhere, especially coal trains headed for the piers on Hampton Roads. Sometimes I would ride by and watch sadly the demolition of the railroad station that my parents and I had frequented when we had lived in Norfolk.

Like railroading, business had always held an attraction for me, but, except for listening to the conversations of my two uncles, I knew nothing about how business worked. I never knowingly sought such knowledge but found their talk increasingly fascinating. As the end of my first year at the Pilot was closing, an opportunity came to see what life inside a business organization was like. Although it was an eleemosynary institution, the Virginia Museum of Fine Arts was run like a business, and Leslie Cheek, the museum’s director, whom I had interviewed when I was at the Times-Dispatch, offered me a job in his public relations department.

Suddenly I was immersed in the museum’s corporate-like culture. The museum had been transformed by Cheek, who was a hard-driving perfectionist, from a dull hall of assorted artifacts and pictures into a showplace for art. Pictures were displayed in settings furnished and laid out like the rooms that the art had been created to adorn. It was a fertile place to learn marketing, and it was an institution where we dealt with some of the region’s senior business leaders and some of the nation’s foremost actors, architects, and writers. Moreover, for a journalist, I was receiving a rare understanding of the needs and motives of public relations representatives and the culture of corporate America. It was an invaluable education for someone who was about to write about railroads and the men who ran them.
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Al Perlman Buys a Hill

ONE FIRST–CLASS PASSAGE



SOON AFTER MY ARRIVAL AT THE MUSEUM, JOHN F. KENNEDY was shot, causing me to realize quite abruptly that there was a void in my life. I no longer was where the news was being made. To me this could be the biggest story of my lifetime, and I wasn’t involved, neither as a reporter nor as a desk editor. So wrenching was it that I returned to the Times-Dispatch a year later, at the start of 1965. Frank McDermott had been replaced by a new city editor, my old colleague Ed Swain, and my odyssey through corporate America and the railroads of the land was about to begin.

Another event while I was at the museum was of far less importance, but still a major happening in Virginia and a significant moment in railroad history. The Pennsylvania Railroad announced that Stuart Saunders had resigned as head of the Norfolk and Western Railway in Roanoke to become the Pennsy’s chairman. It was the beginning of a tempestuous saga that I soon would cover. In only a few years I would come to know Saunders and his most notable adversary, Alfred E. Perlman. These two men were to head Penn Central, the railroad they would create when they merged the Pennsylvania and the New York Central.

To me leadership is a large part showmanship. It also requires loyalty to subordinates (or there won’t be much loyalty coming back up), knowledge, and a love for the business. Good leaders know their own limitations and those of their opponents. Those who forget their own weaknesses often get into trouble, because the thing that often undermines CEOs is their ego. Once the mantle of a chief executive officer is laid on their shoulders many begin to take themselves too seriously and to overestimate themselves, assuming it is their genius that is great, not the power of the organization they head. One of my friends, a vice president of a major corporation, used to call it “the CEO’s disease.”

Stuart Saunders, a man of high principles who tried to do his best for his directors, succumbed to that failing. Perlman, who did let his ego overrule his good judgment on occasion, pretty well escaped that fate. Under all his self-assurance lay a modesty that held his hubris in check. Perlman and I were to become close. He was a marvelous tutor and leader, a soft-spoken man who was willing always to listen. Yet every man under him knew that behind that façade lay a relentless will and an encompassing knowledge that made him immune to blandishments and bull and irascible when confronting incompetence.

When Saunders arrived at the Pennsy, it was common knowledge that the northeastern roads were suffering, yet outsiders were totally unaware that even at the Pennsylvania Railroad—huge, rich, the bastion of Philadelphia—serious financial trouble was brewing. The New York Central was considered the weaker of the two railroads. The railroad had been controlled since its early days by the Vanderbilts and their allies, and in 1954 it became the object of a tenacious takeover battle. The Central was one of the nation’s most prestigious rail systems. It also was the second largest in the East, and since the mid-1940s Robert R. Young had fancied it. Young, a brilliant investment strategist, had been an assistant treasurer of General Motors and had gone from there to Wall Street, where he made a fortune shorting stock just before the 1929 crash. In 1937 Young and Allan P. Kirby Jr., whose father had been a founder of Woolworth’s, the five-and-dime chain, won control of Alleghany Corporation, the parent of the Chesapeake and Ohio Railway. As an investment, Young’s lust for the Central made little sense. By the early 1950s the C&O was making respectable returns hauling bituminous coal from the Allegheny mountain range, but the Central’s market base was shrinking. It was lagging behind other railroads, posting a return on investment that stood at only half the industry average, and Young saw his opportunity. To control the New York Central, Young would have to give up the C&O, but that didn’t matter. In 1954 he and Kirby launched a takeover battle that soon turned brutal.

When he saw victory coming, Young began looking for someone capable of running the Central, and he found Alfred E. Perlman. When in his 40s, Perlman had turned around the bankrupt Denver and Rio Grande Western Railroad. When the Rio Grande had come out of receivership, paying the first dividends in its history, word of Perlman and his achievements had begun to spread throughout the industry.

Years after the takeover, when I was writing for Fortune, Al Perlman and I became friends. He was almost like a second father to me, teaching me about railroads and how they were run. Perlman was a short man with silver hair and eyes of cobalt blue that cut through an errant subordinate like a welder’s torch. It was rare to find Perlman silent, and he never shied from stating his opinion, whether the recipient liked it or not. Al had little reverence for bankers. “In my book you bankers don’t rate as high as pawn brokers. They use their own money. You don’t even use your own money,” he once declared to the Chase Manhattan’s George Champion, one of the most prestigious bankers of the day.

Perlman hated railroad lawyers even more than bankers, a state of mind that did not improve his already strained relations with Stuart Saunders, who had served as the N&W’s general counsel before becoming its president. I remember one morning when he was overseeing a staff meeting at the Western Pacific, Perlman turned to the railroad’s general counsel, asking his opinion of a controversial report one of the ICC’S administrative judges had just issued. As the man droned on, giving a view that I knew totally conflicted with Perlman’s take on the report, Al looked over at me, a sparkle in his eyes, and I realized then he was baiting the man.

He liked to say he was the first Jew to be president of a major railroad. Perlman had grown up in St. Paul. He never mentioned his father, not even to his children, but one son told me he had learned that the man had been a tailor and had moved around a lot. Perlman had studied engineering at the Massachusetts Institute of Technology, simultaneously going next door to Harvard Business School to learn about transportation under William Z. Ripley, the top authority of his day. Besides Ripley’s lectures on economics, Perlman came away fascinated by the impact modern technology could have on railroads.

When he graduated he went home to St. Paul and took a job in the engineering department of the Northern Pacific. The NP put him to work on an extra gang in Brainerd, Minnesota, shoveling ballast, and, while he sweated, Perlman was learning about the foibles of the men around him. “The guy next to me was named Benny,” he told me one night, “and he was doing seven shovels of ballast an hour. He was watching the foreman. He’d lean on his shovel when the foreman turned his back. I said, ‘Benny, you work a lot harder watching that foreman than I do watching that shovel.’”

Now, Perlman added, “When I go near a gang I watch for where they’re bunched up a bit. I try to make it like a production line. Where they’re bunched up a bit there’s something wrong with the distribution.” Then he said softly, “A lot of people just don’t see. They look, but they don’t see.”

When the Depression struck, Perlman was offered a job in the railroad branch of the Reconstruction Finance Corporation, and from there he went to work for one of the most illustrious railroad presidents of the day, the Burlington’s Ralph Budd. Hearing of Perlman’s work at the RFC, the judge presiding over the bankruptcy of the Rio Grande asked to borrow Al so that he could show the judge how to turn around the railroad. Perlman ended up staying, running the Rio Grande as its general manager and introducing dramatic changes at the road.

Finding that rails kept breaking because their heads—which the train wheels rode on—were too narrow, he redesigned them. Seeing that a trucking company would enable them to deliver the packages and crates the road carried, he started a trucking company. Using science and technology to cut costs, he opened the first railroad laboratory, which was one of his greatest achievements. “In my first year on the Rio Grande I had a water service analyst who tested locomotive water,” Perlman said one day. “I set him up in a lab under a viaduct and gave him a metallurgist and a chemist and so on to see how he could help his own work through research. He hired a girl who was a chemist, just out of college. The metallurgist built himself his own spectrograph. It showed the contents of copper and iron in a sample. This interested the chemist.

“We had just gotten diesel locomotives. This was back in the late 30s. So they, the oil companies, put additives in lube oil to prevent corrosion in the bearings. She was interested in what that was. She took a sample of oil from the crankcase and examined it under the spectrograph. She said to the master mechanic, ‘I don’t understand because its got oil, copper and silicon. The oil picks this up as it goes through the engine.’ Every two weeks she took samples of oil from each locomotive to make sure it wasn’t full of water, which meant the seals were going, or other things. One day she told the master mechanic, ‘When Engine 548 gets back you’d better look at the bearings. There is too much bearing metal in the oil.’ He had them look at the bearings, and they were about to let go,” recounted Perlman.

“She came in three weeks later and said, ‘Why do you change the oil every so many miles? The spectrograph shows new oil has a chemical affinity for the metal in the engine.’” That meant, Perlman explained to me, that the molecules of the new oil would stick to the engine and eat out the metal. The master mechanic brought in experts from General Motors, and they disagreed, but Perlman insisted that they keep the old oil and merely add new to it. “The result was,” he said, “we were going 600,000 miles with the same oil in there. You have to add but you never wear out the base oil.”

Al told me that when Young hired him as the Central’s president they were negotiating Perlman’s contract up to minutes before they were to take charge of the railroad. And there was a serious hang-up that was threatening to wreck their deal. They had agreed on Perlman’s salary and options, but Young would not give in to Al’s insistence that he be a director. Fifteen minutes before Young and Perlman were supposed to walk down Lexington Avenue from Young’s office in the Chrysler Building to the New York Central Building and take charge, Perlman was still holding out.

It was a classic Perlman standoff. He had a principle and was sticking to it. “I don’t intend to go out to Cleveland reading in the newspaper that the board of directors has done such and such a thing,” he explained.

“Well, you can sit in the meetings,” offered Young.

“I want to be able to spread my protest across the minutes if I don’t think you are doing the right thing,” Perlman fired back.

“I’ve been told you were not status conscious,” Young said.

To Perlman, Young was implying he wanted the seat out of vanity, and that infuriated him. “Well, Mr. Young, I know you’re busy” he replied. “You’ve got a board meeting in fifteen minutes.” With that he rose, put on his hat and walked out.

“You’re making a mistake,” Young called after him.

“Yeah, I’m Al Perlman,” was his reply.

Perlman walked to the elevator and Young followed and persuaded him to come back into the office. Young summoned his lawyer and asked him how they could elect Perlman to the board; the lawyer said it would require a shareholder vote and take three months.

“That’s all right,” said Perlman, agreeing to wait out the three months. “Shake?” asked Young, and they shook hands on it, put on their hats, and paraded side by side up Lexington Avenue to the Central amid popping flashbulbs.

Within days they learned that the Central was not the relatively healthy railroad it had seemed. In fact, it was nearly out of cash. Young looked at Perlman, obviously shocked, saying, “Al, aren’t you frightened?”

“No,” replied Perlman, “but we’d better get to work.”

Perlman found a collection of officers who had grown comfortable living on the laurels of past successes. They had little sense of urgency and no great desire to try new ways of doing things. Soon after the takeover, the road’s general manager informed him that the line between Boston & Albany had washed out. “I’ve got crews there,” the man told Perlman, “but it will take six weeks to get the line open and we’ll have to reroute over the New Haven.”

Perlman said he was mystified because the general manager was taking only the word of some underling on the scene. “Have you been up there?” he asked.

“Well no, my daughter’s having her debutante party tonight. I can go tomorrow,” Perlman said the man told him.

“We’re going today,” Perlman declared, telling the man to bring his foul-weather gear to Perlman’s business car, which was parked on a siding under the building. Perlman had a locomotive waiting. When they arrived at the scene in Massachusetts, Perlman put on oil slicks, a rubber hat, and boots that he kept in the car’s closet. Perlman said his general manager had brought only a jacket, a pair of tennis shoes, and a white sailor’s cap.

Disgusted, Perlman led the way from the car into the flood. The roadbed had been washed away, leaving tracks and ties dangling over the water. The chief engineer told him it would take weeks to haul in dirt and ballast and restore the track to its original state. “You can put it back in a few days if you lay a trestle,” countered Perlman. “See that hill over there?” he added, pointing to a hill in a cow pasture next to the track. The engineer nodded, and Perlman said, “That farmer doesn’t need it. Buy it from him, bulldoze it over here for fill. Then sink piles and build a trestle around it.”

“We had the line open in a week,” Perlman told me later.

The general manager soon was gone.

Back in New York, Perlman continued his attack on waste and lethargy, laying off workers, cutting costs, and bringing in bright young men to generate new ideas for marketing and operations. And, of course, he opened a lab with a spectrograph at Cleveland’s Collingwood Yard where one day two doctors from the Cleveland Clinic were being given a tour. “By now,” said Perlman, “we had a new spectrograph that looked at organic elements. As Perlman recalled it, “They said, ‘If you can do this on all locomotive engines why not with blood?’ The doctors began analyzing patients’ blood samples and could tell from the symptoms in the blood what was wrong with them,” Perlman said, declaring: “A 22-year-old girl chemist in the lab in Denver started the whole damn thing.”

Al tried to repeat one of his other Rio Grande feats but ran into a problem. “When I first went to the Central,” he said, “I wanted a motor operation. The lawyer told me I couldn’t do it.” A railroad was not supposed to operate a trucking business, said the lawyer, but Perlman knew it was possible. “I told him I’d been chairman of Rio Grande Motorway and an officer of the railroad, and after I got me another lawyer I got a truck company.”

The Central’s headquarters, which straddled New York’s Park Avenue, had banks of elevators. They were expensive, because they all were manned by operators who were supervised by a starter, and all of them belonged to the union. Perlman set about to eliminate the cost by automating the elevators. The union resisted, threatening to strike, which would have spread to the entire railroad. Since the union’s contract was with the New York Central Building, Perlman called in stonemasons who changed two letters in the name on the facade so it read “New York General Building,” and he automated the elevators.

While he used trucks to bolster revenues from freight, Perlman sought more dollars from passenger trains. Their large crews, which ranged from porters and conductors to waiters and cooks, made them labor-intensive, and the states and the ICC were unwilling to grant the roads the fare increases they needed to enable passenger service to break even. The Central was overloaded with passenger trains—from the Twentieth Century Limited down to a fleet of commuter trains.

“I love passenger trains,” Perlman said one evening. “That’s why I came into the railroad business, because I loved them. But they don’t make money. I have a payroll to meet.” He experimented with faster trains, hoping that might make a difference. His engineers even installed a jet engine from an airplane on a self-propelled commuter car. “We ran 184 miles per hour on unwelded track in northern New York,” he told me. “I was on board.” But even that experiment did not lead to more passengers.

It was bad enough to be battling the Northeast’s shifting market base, but then came a recession. In 1957, the growth rate of the nation’s gross national product slipped from 6 to 5 percent, and the next year it plunged—to only 1 percent.

The Central’s earnings for 1957 dropped by nearly 80 percent. In January 1958, the board held a special meeting in Palm Beach, where Young had a home, and the directors were forced to cancel the first-quarter dividend. Five days later Young walked into his billiard room, picked up a shotgun, and killed himself. Young had been urging his friends to invest in the Central, and many had, and one of his officers speculated later that the cancellation had crushed Young’s pride, thereby bringing on his suicide. Perlman told me that Young had suffered from “manic-depression” and had come close to killing himself before, once in the men’s room at his office.

Kirby remained in the wings, and Young’s death left Perlman running the Central on his own, wrestling with problems that were growing by the month. Although the recession soon passed, the Central’s market continued to shrink. In fact, almost all the railroads east of Illinois and north of the Ohio and the Potomac were being pinched by lower volumes of traffic and higher expenses.

Labor costs were climbing. Unions, which had a strong contingent of supporters in Congress and many of the nation’s statehouses, had built for themselves a citadel of power. They had imposed work rules that made it nearly impossible for the railroads to make their employees more productive. For instance, there was the five-man crew. Every train had to have an engineer, a conductor, and two brakemen, as well as a fireman. The latter job had been rendered unnecessary by the introduction of the diesel locomotive, but the unions required that a fireman still ride in the engine.

Even with the end of the recession, the New York Central and other roads continued to feel the pinch. Two of the anthracite lines, the Jersey Central and the Lehigh Valley, were in the red, never to turn a profit again. The New Haven, hit by a sharp decline in passenger traffic, was posting a steady stream of losses, too.

Florida’s George Smathers convened a Senate hearing on the problem, but nothing came of it. A number of roads were looking at mergers as a way out. If parallel lines combined, they could eliminate duplicate facilities and lay off excess workers. Before his death, Young had discussed the possibility of merging the Central with its arch competitor, the Pennsylvania Railroad. Perlman had been cool to the idea, believing that the Pennsylvania was not a good fit. He had a better idea. If the Pennsy needed a partner it should merge with the much more affluent Norfolk and Western, which it controlled. And the NYC should go with the other two coal lines of the Appalachian mountains, the Chessie and B&O. Each set of roads had much more in common with one another. The N&W and Pennsy shared a highly regimented culture. By contrast, life inside the C&O, B&O, and Central was more flexible. Moreover, the three roads shared traffic flows. Nevertheless, Young had continued talking with the Pennsy’s chairman, James Symes.

Now it was more obvious than ever to Perlman that the Central needed a partner, and, free of Young’s bias for the Pennsy, he began to look at the Baltimore and Ohio. Perlman saw the B&O as the perfect match. It and the Central were fairly equal, especially their financial performances. Once combined, thought Perlman, the two roads could merge with the more profitable Chesapeake and Ohio as equals. Unfortunately for the Central and Perlman, those who controlled and ran the Chessie had other plans.

As the industry continued to languish through the end of the 1950s, the Chesapeake and Ohio and a group of smaller roads talked about creating some form of alliance or even a merger to strengthen themselves. But nothing came of the discussions, and the Chessie’s CEO, Walter Tuohy, turned to the largest of those railroads, the Baltimore and Ohio, and suggested that the C&O acquire it. Realizing, like Perlman, that the more affluent C&O would dominate a marriage with his road alone, the Baltimore and Ohio’s chairman, Walter Simpson, favored a ménage à trois that included the Central. But Tuohy rejected the idea, arguing that the Central’s losses on passenger trains would pull down the C&O’s balance sheet.

Passenger losses or not, Tuohy wanted no part of Perlman in his railroad. Given his record for transforming railroads, Perlman would have injected into the Chessie’s unimaginative operations department a badly needed shot of adrenaline, but he was notoriously undiplomatic, especially with those who did not ascend to his standards of railroading. In short, Perlman might have replaced some of the Chessie’s top operations managers, men to whom Tuohy quite naturally was totally loyal.

Tuohy struck a merger deal with the directors of the Baltimore and Ohio, who overrode their president. It was an unfortunate decision, which Perlman never forgave.

A man not to be trifled with, Perlman retaliated by launching a proxy fight for control of the Baltimore and Ohio. By the summer of 1960, the two railroads had the addresses of all the B&O’s stockholders, and from Chessie headquarters in Cleveland’s Terminal Tower and the Central offices astride New York’s Park Avenue, the top officers of the two roads streamed out to knock on doors all over the country.

One of those officers was Hays T. Watkins Jr., the Chessie’s assistant treasurer. Tall and lean with a distinguishing streak of grey in his hair, Watkins, who had grown up in rural Kentucky, had been infatuated with trains since the age of 10, when his uncle, a freight conductor, was showing Watkins around a classification yard in southern Indiana. As they stood on the uncle’s caboose, a streamliner rumbled past on the main line of the Baltimore and Ohio, which lay beside the yard. The sight made an indelible impression. Watkins had lived with the traditional cars of Pullman green and their black steam locomotives. Never this. It was the Baltimore and Ohio’s National Limited, a long string of sleek passenger cars pulled by diesel locomotives, all in grey and royal blue.

After World War II, Watkins received a degree in accounting from Northwestern University outside Chicago, and being the crossroads of America’s rail systems, Chicago was the perfect place for anyone who wanted to watch trains. Watkins’s love of railroads flourished all the more. He spent weekends gazing at the streamliners rolling in and out of the city. He even toured a railroad fair one summer where all the new equipment was on display. And when he graduated, his thesis was a study of railroad accounting and the way the roads had to separate freight and passenger profits and losses.

Now, a little over a decade later, Watkins was going door to door asking for proxies.

“We pounded pavements, rang doorbells for anyone that had 100 shares of B&O stock or more,” he recalled. “That was our summer’s activity. We would come back to Cleveland every Monday, and we had a report meeting, and we talked about what we did and what else could be done. The larger stockholders were getting calls from either the president or the vice presidents. The smaller the stock, the lower level of officer called on them, but everyone with 100 shares or more got a visit from a C&O officer.”

Watkins called on shareholders in Philadelphia and three cities to the north, Allentown, Easton, and Bethlehem. He also went to New York, where he knocked on doors or pushed doorbells in Brooklyn. “As I remember we spent about eight to ten weeks on the road soliciting,” he said. “That was really the only thing we did for the entire summer of 1960.” As fall came and the proxy offer reached its deadline, the New York Central began buying B&O stock on the open market, and the C&O countered by buying shares, too. “I think one or two days during the latter part of that, the B&O Railroad had the most heavily traded stock on the New York Stock Exchange because each side was vying for it,” said Watkins.

Chessie wound up owning about 60 percent, and the Central held only about 20 percent. So, the C&O asked the ICC for permission to take over the B&O. Again Perlman fought, and the resulting hearings and other procedures dragged on for a year and a half. In the end, the commission gave the C&O permission to take over the B&O, and the Central was left with no alternative but to merge with the Pennsylvania and spawn the ill-fated Penn Central Company.

The three roads had been meant for one another. Tuohy’s rejection became Perlman’s great enduring disappointment. In his latter years, Al used to vent his frustration repeatedly, whether we were enjoying after-dinner cigars or sitting during the day in his office. As too often had been the case, Al knew with dead certainty he had been right, and it frustrated him that he had never been able to make it happen.
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The Country Boy Who Was King of Florida

ONE FIRST–CLASS PASSAGE



EVEN AS A REPORTER I COULD SEE THAT DESPITE OTHER COST cutting, the railroads had done little to fix the unbending work rules and end the job protection commitments that were choking them. In fact, agreements that were being forged for the merger of Penn Central were making the dilemma worse. Yet, I was fascinated by a single man who had challenged the system—and broken it. He had not saved the other lines from their ailments—and, in fact, his methods would not work everywhere—but he had let the industry know railroads could be operated successfully with half the usual workforce, making them more competitive with trucks and free from the periodic threat of bankruptcy.

In earlier decades, America’s railroad unions had fulfilled a crucial service to railroad workers, the public, and even the railroads themselves. When the brotherhoods had been founded, the railroads were one of the world’s most technologically advanced industries, yet they paid relatively little attention to their employees. The unions changed that, creating a new middle class that had the income to buy the new cars and other goods that had helped make America into the world’s most affluent economy. The unions also pushed the railroads into improving safety. When George Westinghouse introduced his air brake system, the railroad managements resisted, but the unions forced them to accept it.

Despite all those contributions, by the 1950s the unions had built so much power, were so strong at the bargaining table, and had created such an influential political power base that they were hurting the railroads, even to the eventual detriment of their own members. A major villain was the rigid work rules that forced the railroads to employ extra workers and impeded efforts to make the roads more efficient. As the northeastern and midwestern roads struggled to cut costs, some were heading slowly for something the industry had rarely seen before—liquidation. In the past, bankrupt roads had been reorganized, and their workers had remained unaffected. But when a railroad was put to death, its employees’ jobs sometimes died, too. In the face of all that, there appeared on the scene an unimposing country boy who was stubborn enough and practical enough to get around the problem. The man was Edward Ball, who ran the Alfred I. duPont Testamentary Trust in Jacksonville.
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The King on His Throne—Edward Ball ran Florida as well as a multibillion-dollar empire of railroads, timberlands, and a paper company from this desk in Jacksonville.



Ball was tiny, only five feet, six inches tall, with eyelids drooping over a pair of gray-brown eyes that could easily disarm an opponent into thinking he was half asleep. His head was crowned by a shiny dome of skin that was framed by closely cropped white hair. Nondescript, Ball did not exude any of the trappings or even the charisma of a man who wielded immense powers. But he was all of that. Ball was the undisputed king of Florida, the most powerful man anywhere from Pensacola to Miami. Besides controlling the Florida legislature and virtually all the pinelands of the Florida Panhandle—a million acres of them—Ball presided over Florida’s largest banking institution, a holding company named Florida National Banks of Florida Inc. More important, he ran St. Joe Paper Company, which owned virtually all the land in the Panhandle as well as 100,000 acres of south Georgia and chunks of downtown Miami and Jacksonville. St. Joe also owned or controlled a group of other companies, including the Florida East Coast Railway.

All those assets attracted a parade of high-powered visitors who wanted to do business with him. No matter how powerful or rich they might be or to what lengths they went to woo him, Ball was never bowled over. Walt Disney was one who came, visiting Ball’s Jacksonville office in 1963. Ball received the Hollywood impresario with all the courtliness of a Virginia gentleman, and Ball listened while Disney offered him a plan that most landowners would have seized on gratefully. He had opened Disneyland in California eight years before, he said. Now he planned to go after the rich tourist market the much more populous East Coast offered. He said he wanted to build an even bigger theme park in the pinelands that St. Joe owned near Panama City. There would be even more rides and pop-up dummies, attracting both visitors and even fulltime residents.

The scheme would create a lucrative real estate market for tens of thousands of St. Joe’s nearby acres. But Ball did not want St. Joe’s land developed quickly, and he turned down Disney, who went to Orlando and built his park there. After the man’s departure, Ball confided to his top lieutenants that he had another reason as well for rejecting Disney, saying, “I don’t do business with carnival people.”

Whether it was banks or timber or anything else, Ball, who had a country boy’s shrewd eye for values and people, had bought bargains and turned them into profit centers. He had achieved it all as business manager for his brother-in-law, Alfred I. duPont. Already a rich man, duPont owned a large chunk of the family chemical business, E. I. duPont de Nemours and Company, and the company’s largest customer for paint, General Motors, which the family controlled as well. Ball made him richer.

I got to know Ball in 1974 when I went down to Jacksonville to put together a Fortune story on the empire he had built. Despite the fact he was considered a recluse who said little publicly, Ball was quite open with me. In fact, he gave me the freedom of the DuPont Trust archives, and every day between interviews I would sit there poring over the records and the financial history of Ball and his companies.

Precisely at 5:30 every afternoon, the large mahogany door would open and this little round white head would appear around the opening. “Mr. Loving,” Ball would say, “there are cold germs in the air and I think we should do something about it.” Immediately I would stuff whatever I needed into my briefcase and follow him out the door and down the hall. By the time we reached the elevator, two or three of Ball’s top lieutenants would have joined the procession.

Outside, we would cross the street, with Ball, who then was well into his eighties, jaywalking between the cars of homebound commuters. He was headed for the Robert Meyer Hotel, a fading establishment that was about to be superseded by the Omni and other new hotels. The Robert Meyer was so past its prime, my first night there my bathroom sink had a large hole in the base of the porcelain bowl. There was no need for a drain, because the water merely ran through the hole and out the overflow pipe. At that point the Robert Meyer’s only real claim to greatness was the presence of Edward Ball, who had a modest two-room corner suite on one of the top floors.

Once across the street, Ball would lead us inside, go into the little shop off the lobby, procure a quart bottle of ginger ale, and lead us to the elevator. In his suite he would unlock his bar, take out a silver ice bucket and walk outside to the ice machine and fill it. Once back, he took a pair of silver tongs and loaded cubes into ice tea glasses. He was so short he could barely see over the slab of dark Formica that topped the bar. Ball worked meticulously, loading one cube at a time. All of us were by now dying of thirst and expectation, and, like a dog eyeing a bone, I was salivating.

Finally he loaded on the last ice cube and in a gravelly tenor shouted, “All right, you likkah hounds, line up!”

Each of us would step up, and he would hand us a glass and a squat canister-like fifth that had Southwood Farm emblazoned on its parchment-colored label. We’d pour the bourbon into a 2½-ounce gold jigger, keep emptying the whiskey into each glass until it was full, and finally topping it with the ginger ale. As each man handed back the bottle, Ball would yell, “All right, next likkah hounds!” and the ritual would continue.

The whiskey had been distilled especially for Ball by Old Forester. In the fall of 1951, fearing the return of Prohibition, Ball had bought a boxcar load of this special run. It was the best bourbon I have ever tasted, rich and full. “Mr. Loving,” Ball would say, “there’s enough left to last me another twenty years.” And he was right. To Edward Ball, that bourbon was mother’s milk. He steadfastly refused to drink water, saying it had once made him sick. During the day he drank Coca-Cola, and if he had wine with dinner it was Chateau d’Yquem, a sweet white wine that is considered one of the finest of Bordeaux’s storied products.

After we all had our drinks in hand, on many evenings Ball would raise his glass and give a toast that had become legendary, shouting, “Confusion to the enemy!” Then Ball would sit in an armchair at one end of the living room and put his feet up on a hassock with a tan cover so worn by years of use it was full of holes.

For more than three hours, between repeated refills at the bar, we all would talk about what was going on in business and the world. Ball was an archconservative. He always referred to the IRS as “the Infernal Revenue Service,” Franklin Roosevelt was always “Franklin the Great,” and he insisted that the Securities and Exchange Commission believed profits were illegal.

This would continue until 9 o’clock or so, when we’d all pile into one of the company cars and adjourn to the River Club, where Ball always had more bourbon and a serving of crab imperial. He disliked milk as well as water, so the imperial lacked one key ingredient, cheese. Actually I found it quite good and began having the same dish every night.

Typical of a man raised in the nineteenth century, Ball was quite formal, addressing everyone as “Mister,” and everyone called him “Mr. Ball.” With women he was gracious and even more formal. Whenever a woman entered the room, even if she was the hostess going in and out, Ball always rose.

Ball had grown up on the family plantation in Northumberland County on Virginia’s Northern Neck. He had never gone to Harvard Business School. No one had taught him even a modicum of economics or the essentials of how to run a business. To him, it all was a matter of common sense. In fact he had dropped out of public school at the age of 14 to go around the Northern Neck buying walnut trees. He was accompanied by two black laborers who cut down the trees, put them on his wagon, and sent them off by steamboat from the Ball family wharf to furniture makers in Baltimore. Ball had then gone on to, as he liked to put it, “prospect” out west. Wherever Ball went he was successful, piling up a small fortune. He peddled law books throughout the Yukon Territory, where gold mining had attracted a host of lawyers. Later he drove around Southern California selling camping equipment from a large Packard.

Meanwhile, in 1907 Alfred duPont had dumped his wife to marry a cousin, an act that left both Delaware and the entire duPont clan writhing in scandal. His other cousins made life increasingly difficult for Alfred, forcing him out of the company’s management. In 1920 duPont’s bride died, and he married again, this time to Ball’s sister, Jessie. Ball soon became Alfred’s business manager, creating various ventures for him in Delaware.

Pressure from the cousins kept increasing, particularly when one of them became the state’s tax collector. DuPont had visited Florida, where he had found investment opportunities galore. Land was plentiful there, and the place constantly flowed from real estate boom to bust, which meant land could be available at bargain prices during the down times. Keeping Nemours, his estate outside Wilmington, duPont escaped his cousins by building a more modest home on the St. John’s River in Jacksonville, and Ball set off westward in a battered Chevrolet buying up land in the Panhandle, some of it for as little as $1 per acre. Before long duPont owned just about every pine tree west of Tallahassee and 300 miles of waterfront property, including 16 miles of some of the most beautiful beaches in North America.

DuPont died in 1935, and Ball and Mrs. duPont put his estate into the trust, which funded a children’s hospital that Mrs. duPont built on the grounds of Nemours. Ball kept right on, making the DuPont Trust the holding company for his empire. The DuPont Trust had been worth $27 million when Alfred died, but through Ball’s stewardship it was worth more than a billion dollars by the mid-seventies.

By the 1940s, Ball was controlling the state government through a political machine that a Tampa Tribune reporter dubbed the Pork Chop Gang. His power extended to his personal affairs as well. He had married in 1933, requiring the bride to agree to a nineteen-point contract that included the stricture that either of them could be required to give up any friends the other disapproved of. Formal as ever, Ball was never heard addressing his wife as anything but “Mrs. Ball.” Given that degree of romance, no one was amazed when the marriage fell apart. Ball then tried to manage the divorce, which was pending before a Jacksonville court. He tried to fine-tune everything the lawyers did, and, after more than five years, the case was so twisted neither side could find a way out. So Ball withdrew the suit and moved to Southwood Farm, a 10,000-acre spread that St. Joe owned just outside Tallahassee. He asked a friend who was a Tallahassee lawyer, to file the suit all over again there. The friend, B. K. Roberts, told me later that he had insisted that he have a totally free hand. There would be no interference. Ball, who rarely agreed to surrender any authority, had relented, and quickly the divorce was granted. In gratitude, Ball made Roberts chief justice of the state supreme court.

One bargain Ball had bought for duPont was a 96-mile-long rail line named the Apalachicola Northern. He acquired the railroad as part of a land deal, paying virtually nothing for it, and for good reason. The AN’s lightweight rail was rusted and its cross-ties were rotten, many sunk in mud. Its locomotives were so ancient some were wood-burners.

The AN ran about 20 miles due east from the little town of Port St. Joe to the Apalachicola River, where it turned north, following the river to the town of Chattahoochee. There it connected with both the Louisville and Nashville and the Seaboard Air Line railroads. All this was in the heart of the Florida Panhandle, in a pine-shrouded wilderness roughly 50 miles west of the state capitol at Tallahassee.

At the time the AN’s western terminal at Port St. Joe sat in the Central Time Zone. Once the line crossed the Apalachicola River to the east and turned north, it was in the Eastern Time Zone. That caused too much confusion to suit Ball, a man governed by a code of simple logic. Always insisting that his companies operate neatly and with minimal complications, Ball went to Washington, and, invoking his political clout, he had the southern end of the time zone moved 20 miles west so that the railroad continued on Eastern Time all the way to Port St. Joe.

Ball modernized the line, but he still needed cargo if the Apalachicola Northern was to make money. So he built a paper mill at Port St. Joe. Eventually the road proved so profitable it had one of the lowest operating ratios in the industry. In a little less than twenty years, beginning in 1956, the little railroad generated over $8 million in dividends.

While he was turning around the AN, Ball had spotted another rail bargain, the Florida East Coast. The FEC, which ran from Jacksonville to West Palm Beach and Miami, had been in bankruptcy since 1931. In 1936 its condition had worsened when a hurricane had wiped out the most famous part of its main line, a section that had carried the FEC all the way to Key West and a ferry to Cuba. Ball, assuming he could make the Florida East Coast profitable like he had the Apalachicola Northern, quietly began buying the road’s bonds in 1941 for as little as 7½ cents on the dollar, and soon he held most of the company’s debt. Since the bondholders usually ended up with the assets of bankrupt companies, Ball knew he had bought enough to control the FEC.

But the Atlantic Coast Line’s chairman, Champion McDowell Davis, thought otherwise. Davis had rejuvenated the ACL during his stewardship, installing a new signaling system, improving yards, rebuilding tracks. The railroad’s most prestigious passenger train, The Champion, was named after him. Nine years older than Ball, Champ Davis was as crusty and feisty as his opponent. Both came from old Southern families. Ball was a kinsman of George Washington, whose mother had been a Ball, and, indeed, although nowhere near as tall, Ed Ball looked a bit like our first president. Champ was named for an uncle who had been a colonel in the Army of Northern Virginia and had been killed at the Battle of Seven Pines outside Richmond. Both Davis and Ball were sons of Confederate captains and were veterans of a rough and tough business world themselves.

The Coast Line ended at Jacksonville on the east coast and stretched down through central Florida to St. Petersburg and the state’s west coast. The Florida East Coast was ACL’s connection to the markets of southeast Florida, and the Coast Line wanted to take it over. Stubborn and at times cantankerous, Ball loved being known as a tough, tightfisted old man, even though he really could be quite generous and in his own way surprisingly warm. He was mean only if you crossed him or you tried to keep him from having something he wanted, like the Florida East Coast Railway. The two battled for 17 years. Davis finally persuaded the Interstate Commerce Commission to require the bankruptcy court to give ACL the Florida East Coast as part of that road’s reorganization. Ball countered by taking the issue to the Supreme Court, which held that the ICC could not issue such an order to a bankruptcy judge.

Now that he had won, Ball persuaded the bankruptcy trustees to make him president of the railroad—at the grand salary of $1 per month. He found a shocking disaster. Just about every minor officer, down to road foremen and stationmasters, had created a fiefdom, often composed of cousins and brothers. Even wives had jobs, despite the fact they had no idea what they were supposed to be doing. Outside the road’s general offices the physical condition of the FEC was equally sorry. The railroad’s track was crying for maintenance and much too light for the heavy cars the industry had begun to use. The signal system was ancient.

One of the first things Ball did was to seek a general manager, hiring Winfred L. Thornton, a tall, lean North Carolinian, who was a division superintendent on one of the country’s best-run railroads, the Southern. It was a mix of opposites to some degree. For one thing, Thornton, a good Baptist, did not drink, and for another, he was a child compared with his venerable boss. His voice raspy, his hair graying, Thornton was only 30. But, like Ball, Win Thornton was a pragmatist who knew how to act quickly, quietly, and forcefully.

Obviously, Thornton’s first task would be to cut the fat. Every Wednesday Ball would drive down from Jacksonville to the railroad’s headquarters in St. Augustine, where the two would figure out where to hack away at the payroll. With each new round of layoffs Thornton would use the savings to modernize and automate the railroad, and that created more opportunities for layoffs and more cost-cutting. In one year they slashed the FEC’s workforce by nearly a quarter.

Despite all that, in 1961, two years after Ball had taken over, the FEC emerged from bankruptcy, and Ball received a rude surprise. The bankruptcy judge gave the creditors most of the cash, leaving the railroad with only $2 million in working capital, barely enough for Ball and Thornton to meet each month’s payroll. Added to that, all the layoffs and new office discipline had left the clerks and other nonoperating employees restive. Many had taken the brunt of the cutbacks, so their union leaders began demanding a 4.6 percent pay increase, far more than the railroad’s treasury could meet. In January 1963, when Ball turned down their demand, the clerks walked out on strike, and the operating employees honored their picket lines, leaving the FEC’s trains, tracks, and terminals abandoned. For 345 miles, all the way from St. John’s River in Jacksonville to the southern suburbs of Miami, nothing was moving.

On a Saturday night, ten days into the strike, Ball called the road’s vice president for finance, asking how long they could hold out. If they met the union’s demands, the man replied, they would last only thirty days. But if they took the strike, they could hold out for at least six months.

With that, Ball called Thornton.

“Mr. Thornton,” he asked, “Can we run any trains?”

“Well, yes, sir, we could,” said Thornton.

Summoning the road foremen and other supervisors, Thornton started running trains. As more trains began rolling, he needed more operators, so the railroad recruited college students and other young men and trained them to man the locomotives. The Florida East Coast had an advantage over most other roads. It had only a couple of curves or grades to challenge the skills of an engineer. The FEC’s prevailing grade was a sand dune between St. Augustine and Jacksonville. So it was not at all difficult for an amateur to drive a train. By fall the Florida East Coast was moving 70 percent of its normal freight volume.

Seeing that the walkout wasn’t working, the strikers turned violent, shooting at trains and even blowing them up. But that didn’t stop Ball and Thornton. They put armed guards in high-rail cars to precede the trains and clear the right-of-way of explosives. Thornton also supplied his engine crews with rifles to shoot any saboteurs.

One of those crew members was a man in his early 20s named William Calley, who six years later was the lieutenant who presided over a massacre of civilians in the Vietnam village of My Lai. A brakeman, Calley would lean out the window of his locomotive and use his company rifle to shoot alligators.

The carnage mounted, but the trains kept rolling. One night Thornton called Ball at his suite in Jacksonville. “Mr. Ball,” he said, “I’ve got twenty-six cars and four locomotives in the river burning, and it’ll take thirty-six hours to clear it up.”

Ball simply replied, “Angels can do no more, Mr. Thornton. Angels can do no more.”

Meanwhile the unions were using every political weapon they had, putting pressure on Ball from the justice and labor departments, the Congress, the Kennedy White House, and even the FEC’s next-door neighbor, the Seaboard Air Line, which feared the strikers would try to stop its trains as well.

The strike went on, from months to years. The mayor of Miami, who was pro-union, joined the fray, protesting to the Florida Public Service Commission that the FEC was running all its freight trains but had discontinued its passenger service without permission. Since the trains ran only within Florida they came under the regulation of the state commission.

With great zest, Ball gave me his version of what happened.

The commission summoned Ball and Thornton to a hearing in Tallahassee, and when the board complained that Ball had violated its rules, he said, “Why I’m just a poor farmer from out here in Leon County. I didn’t know anything about all these regulations.” Thrown into confusion, the board finally ordered that he go back and run one train each way each day between Miami and Jacksonville.

When they returned to Jacksonville, Ball said, “Mr. Thornton, I want you to take the two best coaches and the two best diners you’ve got, clean them and fix them up and then I want you to put a big sign on each train that says, ‘Danger! Ride at Your Own Risk! This Railroad Is under Strike and This Train Is Liable to Be Dynamited!’”

And, with a gleam in his eye, Ball said to me, “Mr. Loving, we had the two best passenger trains in the entire United States and nobody rode them.” After three years the commission gave up and let Ball out of the passenger business.

Meanwhile Ball and Thornton, taking advantage of the unions’ absence, ended featherbedding. Ignoring the work rules, Thornton parked all his cabooses. The brakeman who had ridden the caboose had held the job of setting out warning signals if the train should uncouple. Buying control boxes for garage door openers from Sears, he hung them on the rears of all his trains and set up detectors every 20 miles. The door openers would signal the detectors when the end of the train passed, and the detector would radio to the engineer that the train remained connected. Ridding the railroad of cabooses eliminated each car’s two crewmen.

Thornton also eliminated the fireman and the brakeman who rode the locomotive. Now, instead of five, there would be only two men on a train, the engineer and the conductor. Thornton also broke down the barriers between crafts. A qualified brakeman now could drive a train, and an engineer could get off and open switches. He eliminated crew changes between Jacksonville and Miami as well. Over the 300 miles that each train had to travel, there had been two crew changes. Now there were none, and the railroad began paying its engine crews salaries to avoid overtime charges. He also eliminated the 40-hour week, working his crews six days a week. Now, instead of fifteen men handling a train from Jacksonville to Miami, one two-man crew was doing it without being paid any overtime. Thornton had slashed labor costs by more than 80 percent.

Thornton also automated his yards. There would be no engineers on the switch engines. Instead brakemen would walk along the side with remote controls that enabled them to stop and start the locomotive while they coupled and uncoupled cars. It would take forty years for the unions to give in and allow the rest of the industry to duplicate that feat.

Although Ball had rid the FEC of some of the rules that were choking all the railroads, the men who ran the other lines only sat back and watched, some with envy. No one wanted to take on the unions. Those railroads all were bigger systems, and most of their tracks were on grades and had many curves. If struck, it would have been impossible for inexperienced college kids to run their trains. Some, like the Norfolk and Western and the Southern, eventually followed Ball’s example and trained all their officers to operate trains if there were a strike. During a walkout at the N&W in 1978 Robert B. Claytor, the road’s executive vice president, drove a freight train from Roanoke to Norfolk in less than six hours. It was a record. Yet most work rules stayed in place for years after the FEC strike. Cabooses did not disappear on other railroads until twenty years afterward. The unions had argued that all the changes would lead to more accidents, but there were fewer. In thirteen years, the FEC’s accident rate fell from 386 annual injuries to only 10.

When the FEC’s strikers realized their walkout had been broken, they began trickling back in to work. Finally the nonoperating unions signed an agreement for considerably less pay than the same unions were getting at other railroads. The operating unions kept on staying away, and in 1974, when I visited Hialiah Yard outside Miami, I found a lone picket still at the entrance. Three years after that the unions gave up and settled, but by then most of their members had retired or gone to work for other railroads. One worker had quit to open a seafood restaurant in St. Augustine that offered some of the most succulent fried shrimp a diner could find anywhere. For years after the strike customers were lined up out on the sidewalk every night waiting to get tables. As I bit into a shrimp one evening, this customer quietly blessed Edward Ball and Win Thornton for taking the strike and causing at least one man to give to St. Augustine such unsurpassed cuisine.

Thornton and Ball used the savings to modernize the Florida East Coast further. They built new shops and a modern, centralized signal system. The roadbed along the entire main line was rebuilt with welded rails and concrete cross-ties. When Ball died in 1981, the FEC was becoming the preferred route for containers moving to the busy terminals of Port Everglades and Miami. It also had a healthy business hauling rocks out of central Florida. The FEC was moving new cars to Miami and on the back-haul carrying used cars the rental companies were shipping for sale in the North. It was a far cry from the railroad Ball had taken over.
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Wooing Bankers with a Railway Car

ONE FIRST–CLASS PASSAGE



WHILE BALL WAS BATTLING THE UNIONS, THE MEN WHO controlled his one-time nemesis, the Atlantic Coast Line, were using their railroads to build a bank. Baldy Baldwin had spent the early 1950s riding back and forth on the Pennsylvania Railroad between the family plantation in Virginia and Princeton, earning a history degree. In 1956, after two years as a marine lieutenant, the time came to find a job, and Baldwin applied at a Baltimore institution called the Mercantile Bank and Safe Deposit Trust Company. “I didn’t know the difference between an asset and a liability,” he told me. His family had banked at the Merc, and Baldwin had attended private school in Baltimore, so he was not unknown to the people at the bank. The difference between assets and liabilities had not mattered.

The Merc, as it was called, had been built around a safe-deposit business where the rich of Baltimore had kept their family silver and anything else of value whenever they had gone away. The trust department was known for something else, an asset yet more important. It controlled two of the South’s most important railroads, the Atlantic Coast Line and the Louisville and Nashville.

The Coast Line’s founder, William Walters, a rotund man with a huge walrus mustache, had been a Southern sympathizer during the Civil War. The confidential dispatches of Confederate leaders disclose that in 1861 Walters secretly shipped volunteers from Baltimore to Charleston to bolster the Confederate forces that were besieging Fort Sumter. Since there was no quick Southern victory and Maryland remained in the Union, Walters prudently went off to Europe for the duration and while there amassed a formidable art collection.
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Baltimore Banker—The Baltimore Sun once described H. Furlong Baldwin as the most powerful man in Maryland, and it was a most accurate description. Baldwin had built the Mercantile Bank and Safe Deposit Trust Company into the state’s most powerful bank. His efforts were aided immensely by the fact the Merc controlled two major railroads, the Atlantic Coast Line and the Louisville and Nashville.



When young, Walters had migrated to Baltimore from a small farm town on the Susquehanna River in central Pennsylvania. Setting up business as a grain dealer, he had made that enterprise so successful he created a whiskey distributorship and soon was one of the world’s largest wholesalers, and one of the nation’s richest men. Baltimore’s port was a major link to the states of the Southeast, and, like many other of the city’s merchants and financiers, Walters always saw a rich potential in the region. After the war, he began building a network of railroads from Richmond through the eastern Carolinas, eventually joining them together to form the Atlantic Coast Line Railroad.

Walters also controlled Baltimore’s Safe Deposit and Trust Company. When Walters died, his son Henry became president of the Coast Line and the bank’s chairman. One day in 1902, he was having lunch with J. P. Morgan, who had reorganized a collection of bankrupt rail lines into the Southern Railway System. Morgan said to Walters, “You run railroads. I only buy them, and I have one I don’t need, the Louisville and Nashville.” Morgan sold Walters the L&N, which ran from Kentucky to the Gulf and connected with ACL at Atlanta, Birmingham, and Montgomery, and he sweetened the offer by financing the purchase at an extremely favorable rate of interest.

Later the Safe Deposit became part of the Mercantile Bank and Trust, and after Henry’s death, his shares of the ACL and L&N were held by the Merc’s trust department, giving the bank control of a network of roads that ran from St. Louis to the rich phosphate fields of south Florida and from New Orleans to Richmond. So Baldy Baldwin, a man who had always loved trains, was joining what amounted to a railroad holding company.

It was a most complementary combination, because to broaden its base and lure in more accounts, the bank needed a good salesman. Baldwin was a natural, an unpretentious farm boy whose deep voice kept spinning yarns and rumbling out sentences sprinkled with a rich mixture of profanities that seldom failed to put men at ease. Baldwin always loved people as much as his work, believing that personal relationships were the core of sound business. Moreover, the bank had a tool Baldwin could easily adopt to achieve his ends—the two railroads.

Recognizing his attributes, Thomas B. Butler, the Merc’s chairman, introduced Baldwin to Charlie Yates, the chief financial officer of the L&N and ACL. A Georgian who came from the textile industry, Yates was a pro-class golfer and a stalwart member of Augusta National Golf Club, home of the Masters. Yates had his office in Atlanta, and his position at the railroads gave him connections everywhere, so he took Baldwin off on his business car and introduced him to the bankers of the South and Midwest. It was an unheard-of way to lure in correspondent bank deposits and commercial accounts.

Even being entertained on a yacht was far less impressive than having a meal on a private railroad car. Such an event comprised a select group of about eight people served by a waiter in a white jacket who had been summoned with the press of a pearl button embedded in the table beside their host. It was a setting designed for the wooing of the most sophisticated prospective customers.

Baldwin found Yates to be a delightful companion. “I was about 28 or something like that,” recalled Baldwin. “He’d call me up and say, ‘Boy, get down here to Atlanta next Monday. We’re taking a trip.’ And he would hook a private car in Atlanta on the back of whatever train and we would go to Chattanooga, Knoxville. We would go up to Cincinnati and Louisville and come back maybe through Memphis and Mobile and Birmingham. And every banker everywhere wanted to be on that private car, and we would have a breakfast and a lunch and a dinner for like five days, and I was just a kid and I got to know every goddamn banker in the South. We’d go to Richmond and we’d go to Savannah and we’d go to Charleston and we’d go to Jacksonville and Miami, and those trips were fabulous fun and I got to know all those people.”

Thanks to all those meals and drinks with bankers on that railroad car, the Merc was piling up a treasure trove of new commercial deposits. And it was all through meeting, greeting, and knowing people. Two of the bankers Baldwin called on were the Lane brothers. One of them, Hugh, ran the Citizens and Southern Bank of South Carolina in Charleston, and the other, Mills, had the C&S Bank of Georgia.

“The banker I loved the most was Hugh Lane,” said Baldwin. “It was the best call I ever made in my life. I went in, and we had a meeting, and he called his lieutenant in and said, ‘What’s that bank we use in Baltimore?’

“He said ‘The Equitable Trust, Mr. Lane.’

“Hugh said, ‘How much do we have in that account?’

“And he said, ‘I don’t know, $78,000.’

“He said, ‘Write a check for $78,000 to Mr. Baldwin. We’re using the Mercantile now.’

“Never in my life did I get an account when I walked in the door,” said Baldwin.

Bankers were not the only people Baldwin was calling on. There were manufacturing companies and even other railroads. One firm he cultivated was the Pullman Company, where Baldwin held a distinct advantage since the Coast Line and L&N were Pullman customers. Pullman and its arch-competitor, ACF, were major suppliers of freight cars. “The old Pullman Company kept a million dollars in the bank,” Baldwin said. “A million dollars! It just sat there!”

Baldy also began benefiting from Yates’s love of golf. “The world rotated around Augusta,” Baldwin recalled. “The world didn’t rotate around an economic forum like that place in Switzerland—Davos. It rotated around Augusta. He came out of the rag trade, went to New York to learn a little about being a CFO, and up there was something called the Treasurers Club. It only had CFOs in it. You were treasurer of Bethlehem Steel, you were treasurer of IBM, you were treasurer of General Electric, stuff like that. Charlie was in the Treasurers Club.

“The big thing was the outing. They all would go to an outing at Augusta. You had to have a member in every foursome. He would ask about twenty of these treasurers and the member in every foursome was the CEO of some big bank in Birmingham, Nashville, Memphis. He had me down there as—I was the scorekeeper. I remember the first time I went down there on the train to Augusta and the treasurer of General Electric said, ‘I’ll drop you off in Baltimore and the next year when we come down here I’ll pick you up.’ I flew around on his plane, General Electric’s. I got an account for General Electric, ACF Industries, Sears Roebuck, Union Carbide, all out of that Treasurers Club. It was fun. I knew how to work it and it was fun. That doesn’t happen anymore,” said Baldwin. “Damn, it was wonderful. It was wonderful. The railroad and Charlie opened that door for me.”

After a few years Yates retired and was succeeded by Roger “Mike” Kelly, who also was the Mercantile’s vice chairman. Kelly served the bank and oversaw the finances of the two railroads from an office in the Merc’s Baltimore headquarters. Pullman had a salesman named Porter who was a Baltimore native and would return to town to have lunch twice a year with Kelly. “Mr. Kelly was just like Daddy Warbucks,” said Baldwin. “He’d have his secretary call me up and say, ‘Mr. Porter’s coming. How about having lunch with him?’ And they’d sit there and Mr. Kelly would say, ‘We’re going to order 1,500 hopper cars and 1,500 gondolas, but we’ve got to do something with ACF.’ He’d say, ‘We’ll give you two-thirds of the hoppers and two-thirds of the gondolas, and give them one-third.’

“And Porter would say, ‘Give us all the hoppers, and give them all the gondolas, and we can make more money.’

“And Mr. Kelly’d say, ‘That’ll be all right.’”

Baldwin would scour the Midwest as well as the South. And when he was in Illinois he’d call on Pullman’s treasurer at the company’s headquarters, where the receptionist always made it plain that he was an important visitor. “I’d go out there, and there’d be these New York bankers waiting to see the treasurer. I was just a kid. San Francisco and Chicago banks were there. She’d say, ‘Hi Baldy. He’s tied up, but he’ll see you in a minute.’ Then the man who ran sales would come out to the waiting room. He’d say, ‘Hi, Baldy. While you’re sitting there waiting, Champ would like to see you.’ That was Champ Cherry who was the CEO of Pullman. And I’d go in there and afterward the chairman would walk me back and say, ‘Say hello to Tom for me.’” He was referring to Tom Rice, who was chairman of the Atlantic Coast Line.

“Then,” Baldwin continued, “the treasurer would come out and he’d say to the other bankers, ‘Look I’m sorry. I’m running a little late. I’ve got to go to lunch with him, but I’ll be back in an hour and quarter.’ I was thirty years old. I was loving this shit.”

Baldwin kept piling up new friends while the Merc piled up their cash. “I knew people everywhere. And I also did it locally with political things. So people said, ‘You better deal with Mercantile, because they can help you politically.’ I didn’t have anything proprietary. It was nothing proprietary,” said Baldwin. Those friendships paid off for the Merc—big time. When Baldwin had joined the bank, the trust department had been its most important part. Deposits had totaled only about $70 million, a minuscule sum for a large city bank. But Baldwin was changing all that, thanks to that private railroad car. “We used to be regarded as a silk-stocking bank, very exclusive,” he told me. “It got so any banker from anywhere in the country was coming to Maryland, they’d say, ‘Call up that guy at the Mercantile.’ That’s where the money was. Same as with Willie Sutton.”

Talking about it to me made Baldwin nostalgic for the good old days. “I’ll tell you something,” he said, “that was really fun. Nothing’s fun anymore! Everybody who knows each other by that goddamn e-mail stuff will never know people like you and I knew people.” Baldwin was saying all this soon after the real estate bubble had burst, leaving the nation’s big banks in chaos. The crisis had struck, he said, because the financial industry had lost its personal touch. “Nobody knows anybody, and nobody knows any names,” he lamented. “They don’t have a feel. It’s how we get in trouble.”

As Baldwin was making his rounds, collecting deposits, the Mercantile’s most prestigious asset was having problems—the Atlantic Coast Line was being bested by its competitors. Once considered the premier railroad of the South, the Coast Line was posting higher operating expenses and lower profits from operations than its two main competitors, the Southern and Seaboard Air Line.

Like all the others, the railroads of the South were being hit by rising labor costs. In addition, although plants were moving into the region, the South’s railroads were facing new competition from the same forces that were impacting their cousins in the Northeast. Whether it was orange juice or grain, trucks were taking away their business. Many of those tractor trailers were driven by their owners, who sometimes charged only enough on return hauls to pay for their gas. Some drivers, like Harlow Cochrane in Richmond, had done so well they had created their own truck lines. Cochrane’s, named Overnite Transportation, was building a lucrative business in ACL’s backyard, hauling textiles and cigarettes.

In 1952, the Southern had been facing the threat of bankruptcy because it could not pay off an issue of mortgage bonds that were due in four years. Its chief operating officer, a balding, feisty Georgia cracker named D. William Brosnan, called 400 of his top operations managers together and told them they were going to cut their labor costs by automating. Out on the rights-of-way he got rid of the men with picks and shovels, replacing them with machines that moved along the track, tamping down ties, cleaning the ballast, spreading new rocks, and even replacing cross-ties.

Classification yards were automated so that cars could be pushed off a hump, run downhill through electronic retarders that slowed them, and into their proper sidings. No longer did they need men riding each car to turn on the brakes, nor a host of yard engines backing and filing cars.

Borrowing techniques used by the automakers, Brosnan turned his locomotive shops into assembly lines. Parts that were rebuilt moved through the process on conveyor belts while machines did the jobs a host of workmen had always performed. The Southern had begun converting from coal-fired locomotives to diesels more than a decade earlier, and the new engines had proved three times more productive than steam. So Brosnan scrapped or sold the road’s remaining steam engines, making the Southern one of the nation’s first all-diesel railroads.

In 1956 the road’s president paid off the mortgage bonds, and Brosnan kept on rolling, creating new ways of saving expenses and raising revenues. The Southern now was ahead of the Coast Line and the Seaboard. By far, it was the region’s most efficient road. Invariably that put pressure on both the other roads, especially the Coast Line. The Seaboard’s operating ratio was closer to that of the Southern, but ACL lagged well behind. Out of every dollar of operating revenue it took in, the Atlantic Coast Line was able to earn less than 20 cents before it paid for corporate overhead and interest charges. If not for dividends from its shares in the Louisville and Nashville, the Coast Line would have been in trouble.

The Seaboard was based in Richmond, and the Coast Line’s president, W. Thomas Rice, lived there on Riverside Drive and commuted to ACL’s headquarters in Jacksonville every week. One day he and his counterpart at the Seaboard, John W. Smith, were discussing the industry’s ills over lunch when one of them suggested merging. They would name their combination Seaboard Coast Line. It was a natural fit.
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The Man Who Transformed the Southern—Shooting was a fitting pastime for Bill Brosnan. He might have been a genius, introducing the Southern to twentieth-century technology, but he also devoured subordinates, lambasting them and ordering them off the property despite how minor their transgressions might be. Brosnan often would fire an officer, then hire him back the next day. One operations officer whom the writer knew claimed to have been fired over twenty times. Photo courtesy of Norfolk Southern Corp.



When the scheme was presented to Thomas B. Butler, Baldwin’s boss, who also was ACL’s chairman, Butler had to feel a sense of hope. A merger would help the two roads compete against the Southern as well as against the truckers and barge line operators. The ACL and SAL paralleled one another all the way from Richmond into central Florida, where their lines were so numerous they crisscrossed the state. Along the way they maintained scores of shops, yards, freight depots, and sales offices that could be combined at substantial savings.

The Mercantile had sold some of its shares in Louisville and Nashville to pay off its debt to J. P. Morgan, so now the road had other shareholders as well, and it was not to be included in the merger until later. Nevertheless, the L&N would be operated as if it were part of the new company, and the bank’s combined holdings in the Atlantic Coast Line and the L&N were so great it would control the merged railroad. The three railroads would create a formidable network of routes that would dwarf the Southern.

Yet ACL’s indifferent performance could be a threat to the Mercantile’s control. For the bank’s sake, Butler wanted the merger consummated quickly. If the Coast Line’s performance continued to lag, the Seaboard Air Line’s shareholders might demand a larger percentage of SCL’s shares, arguing that their railroad was more profitable.

The shareholders approved the merger in 1960, and then the Interstate Commerce Commission took over. Despite Butler’s desire for speed, the regulatory process went into a slow crawl. Since the two roads dominated central and southwest Florida, governments and shippers there rose up in opposition. Some of the large paper companies, including St. Joe—the holding company for Ed Ball’s DuPont Trust—lined the ramparts as well. The Florida East Coast joined in, and Ball once again donned the cloak of the poor little farm boy, claiming that the FEC maintained only a tiny legal department that was so small it could not stop all its work just to save itself from the depredations of those two rich neighbors.

Two other neighboring roads, the Southern and Illinois Central, which competed with the L&N, challenged the merger, too, arguing that ACL and SAL were not suffering like many of the northeastern lines and therefore had no need to merge. Two ICC commissioners agreed, saying that the merger would only reduce competition in some viable markets. Moreover, they declared, savings from abandonments and layoffs would pile up more profits to line the pockets of shareholders such as the Mercantile Bank.

Despite that opposition, the rest of the commission outvoted the two and approved the merger. It now was 1962, but the fat lady had not yet sung. Ball, relishing another call to arms, joined with the Southern and Illinois Central and appealed to the courts. After about two years, Ball realized he could not win, and the FEC dropped out, but the other two railroads dragged out the process until 1967, when SCL finally merged.

It had been nine years since the marriage had been proposed, and Tom Rice had made significant changes at the Coast Line. No longer was it lagging behind the Seaboard. Rice, who had succeeded Champ Davis as ACL’s president in 1957, had come from Virginia’s Northern Neck, where Ed Ball had been raised. A major general in World War II, Rice had commanded the army railroad in Iran that hauled lend-lease supplies from the Persian Gulf to the Soviet Union.

For two years before taking over the ACL, Rice had been president of the Richmond, Fredericksburg and Potomac Railroad. I became acquainted with him in the mid-1960s and continued to see him periodically for the next ten years or so. Rice could never forget he had once been a general. He always impressed me as arrogant, and I discovered that he often treated his own directors with the same indifference he displayed to the rest of us. Whether because of his personality or despite it, in six years Rice cut the travel time of Coast Line trains by one-third. Productivity of freight cars jumped nearly 43 percent. By merger day, Rice had lowered the Coast Line’s operating ratio of costs to revenues from 84 percent the year he had taken over to 76.7 percent in 1966, the last year before the two roads merged. In 1960 the Coast Line had begun posting higher profits than the Seaboard, and steadily the gap had widened. By 1966 ACL’s earnings were more than 37 percent higher than those of SAL. Now the Merc’s Butler had cause to be concerned about the performance of the Seaboard.

The Seaboard Coast Line merger was not the only marriage in town. While SAL and the Coast Line had been battling their opponents in the courts, other railroads were combining. In 1958, the well-heeled Norfolk and Western Railway Company had kicked off a merger movement in the North, striking a deal to acquire its neighbor, the Virginian. The merger was the dream child of Norfolk’s president, Stuart Saunders, who had grown up in the countryside not many miles north of N&W’s Roanoke headquarters. Saunders, a man of infinite charm, had graduated from Roanoke College and Harvard Law School and had been the railroad’s corporate counsel before taking over its presidency. By acquiring the Virginian, Saunders eliminated a competitor; the other road, which was better engineered, paralleled the Norfolk and Western across Southside Virginia and served some of the southern West Virginia mines that the other did not reach.

Despite its affluence and the inclusion of the Virginian, the Norfolk and Western was a relatively small player, running only from Norfolk to Columbus and Cincinnati, and Saunders’s goal was to make it into a major regional carrier. Once the Virginian had been digested, he proposed to acquire the Nickel Plate, which would extend the N&W to St. Louis. To win its permission, Norfolk’s parent, the Pennsylvania Railroad, forced N&W also to lease the Wabash, which the Pennsy controlled. The two acquisitions extended Norfolk’s reach up to the Great Lakes, west to the Missouri River, and east to Buffalo and Pittsburgh. The Wabash also provided a direct line that skirted Chicago and provided the auto industry direct service between Detroit and St. Louis. Now the small Virginia coal carrier was a major player, connecting the industrial centers of the Midwest with the docks of Norfolk. The road’s transformation had transformed Saunders as well into the man the Pennsylvania would select as its next CEO.

Other roads were trying to combine as well. In the West, the Burlington, Northern Pacific, and Great Northern had announced their own merger plans in 1960, and for most of the next decade they tried to persuade the Interstate Commerce Commission to give its blessing. In the Northeast, the Erie and the Delaware, Lackawanna and Western had merged to try to ward off the bad times that were plaguing all the roads that served the anthracite mines of northeastern Pennsylvania. Since Al Perlman had been forced to drop his bid for the Baltimore and Ohio, the ICC also was considering the merger of Erie-Lackawanna’s two gigantic competitors, the New York Central and the Pennsylvania. When approved, Penn Central would dwarf the region’s other major railroads, the Chessie and the newly expanded N&W.

In Maryland another combination was brewing as well. Having acquired the B&O, the Chessie proposed to take in the little Western Maryland Railway that paralleled the B&O’s tracks from Baltimore into western Pennsylvania and northern West Virginia. Since the Norfolk and Western interchanged considerable traffic with the little line, its leaders were concerned. When Saunders had left the N&W a year and a half earlier to run the Pennsylvania, he had been replaced by Herman Pevler, a tall, big-boned man who had run the Wabash. Pevler asked for a meeting with the C&O about ways to protect Norfolk’s interest. The C&O’s Walter Tuohy agreed to see him and N&W’s executive vice president and chief counsel, John P. Fishwick, at the Greenbrier, the Chessie’s plush resort in the mountains of West Virginia. It was the spring of 1965.

Fishwick was a Harvard-trained lawyer who had worked at the Cravath firm in New York for several years before deciding to move back to Roanoke, where he had grown up and gone to college. Short, quick to express his opinion, Jack Fishwick was one of the smartest men I have ever known. He also was a constant delight, delivering nonstop his always controversial thoughts, ideas, and opinions—especially his opinions.

Although each hid it fairly well, an awkwardness hung between Pevler and Fishwick. Before his departure, Stuart Saunders had promised Fishwick he would be his successor. The two had been almost inseparable. They knew one another’s families, and Fishwick took Saunders’s word as gold. But neither man had allowed for the way the Norfolk and Western’s board worked. Fishwick told me that Norfolk’s board was so dominated by its parent it met in the Pennsy’s Philadelphia headquarters. Four Pennsy officers sat on the board. “The Norfolk and Western’s financial office was in Philadelphia. All the board meetings were in Philadelphia,” he said, adding that he and Saunders used to attend the meetings when they worked for the N&W’s legendary president, R. H. “Racehorse” Smith. On the morning of each meeting, the president of the N&W would sit down with the president of the Pennsylvania and David Bevan, the Pennsy’s chief financial officer. They would lay out the agenda. “Then,” said Fishwick, “we would have a board meeting that lasted about twenty minutes.”

Instead of selecting Fishwick as Saunders’s successor, the directors appointed Pevler. Fishwick’s warm friendship with Saunders quickly evaporated. “Frankly,” Fishwick told me, “it got cold when I thought I had a commitment from him that he would make me president of the railroad, and he said he couldn’t do it, which I never did believe. He said the Pennsylvania wouldn’t agree to it. They were bringing in Pevler.”

After his retirement, Fishwick sat in his Roanoke office one morning speculating to me about how it had come about. Pevler had been close to some of the top people at the Pennsy, one of them being David Bevan, a protégé of Richard King Mellon, who headed Pittsburgh’s Mellon Bank and was one of the railroad’s most powerful directors. “I think Bevan is the man who got him, Pevler,” said Fishwick. “I think he put it in, and Saunders didn’t want to butt heads with Bevan.” Pevler knew that Fishwick had been passed over, and as long as he was president he saw the young lawyer as a threat.

The more Fishwick pondered the problem of the Western Maryland, the more it seemed they were facing a larger problem than the loss of traffic to the Chessie. That posed less of a threat than the Penn Central merger. A night or two before the meeting with the C&O, Fishwick woke up thinking about how a combined New York Central and Pennsylvania would dwarf the C&O and N&W. Lying there, he concocted a plan for a system that could stand up to Goliath. They would merge the Norfolk and Western and the C&O-B&O. Moreover, he devised an ingenious scheme that would resolve a political problem and simultaneously give the C&O and N&W routes into north Jersey and Boston, creating a network that would make them strong competitors of Penn Central. It was a complex proposal. There were seven ailing railroads in the Northeast. Five of them were anthracite carriers, and the other two connected Boston with the Hudson River. The Pennsylvania already controlled one, the Lehigh Valley, and Penn Central was under pressure to take in the largest, the bankrupt New Haven, leaving the other five to fend for themselves.

Fishwick knew that if C&O and N&W asked the ICC to approve their own marriage, they would be pressed to deal with the problem of the smaller railroads. If the region were to be divided up between two mammoth rail systems, those five could not be left in the cold. The ICC invariably would insist that the Chessie and N&W include them in its merger. As Fishwick saw things, it would be best for the two companies to take the initiative and design a solution tailored to their own advantage.

So, he conceived Dereco, a holding company that Chessie and N&W would control. It would own the remaining five sick Northeastern railroads—the Delaware and Hudson, which went from Wilkes-Barre to Montreal; the Erie-Lackawanna, a string-bean line with few feeders, which stretched from Hoboken to Chicago and connected with the D&H at Binghamton; the Boston and Maine, which hooked up with the D&H near Albany, and two roads controlled by the Chessie. They were the Reading, which connected the B&O in Philadelphia to the other Chessie-controlled line, the Central Railroad of New Jersey, which ran from the anthracite fields of northeast Pennsylvania to Jersey City, from which it served the chemical plants of the Jersey coast.

All five lines were in the throes of the region’s eroding freight market. Moreover, except for the Delaware and Hudson, all the roads shared a festering sore: commuters. Whether outside Boston, New York, Newark, or Philadelphia, all provided essential daily commutes to tens of thousands of workers. And all the railroads were losing on the deal. State governments did what was popular with voters. They set commuter fares so low they came nowhere close to covering costs, and the local governments and states refused steadfastly to reimburse the railroads for the difference. The profit-and-loss statements of all five lines already were weak, and by placing them into a holding company, the two rich railroads would avoid any direct liability if any of the others went bankrupt. Fishwick added an ingenious scheme that would provide to the Chessie and N&W tax advantages from the smaller lines’ losses without making them liable for them.

The following morning Fishwick presented his idea to Pevler, who was surprised but listened. A few days later, on the two-hour drive up to the Greenbrier, Fishwick brought up the idea again, and Pevler thought about it a little more as they wound through the mountains.

“Okay,” said Pevler. “Why don’t you bring it up?”

The Chessie’s Walter Tuohy was a short man, lean, with gray hair and a sharp nose. When he had controlled the C&O, Robert R. Young had hired him to run the Chessie’s coal department and then had put him in charge of the entire railroad. People seemed to have a natural affinity for him, even Lyndon Johnson, who once called him “my favorite railroad president.” Fishwick also was captured by Tuohy’s charm. “The story some tell about Tuohy is if you called him on the telephone, before he answered he would pull his tie up like this and smile,” Fishwick recounted. “He was a very pleasant fellow with lots of personality. He loved to dance. We called him ‘twinkle toes.’ He was a great dancer.”

Tuohy’s eyes would sparkle when something caught his interest, and in the meeting Fishwick watched the other man’s reaction closely as he presented his scheme. Suddenly Fishwick spotted what seemed to be a glint in the Irishman’s pupils. Tuohy liked the scheme.

At this point each railroad’s financial officers were brought in to work up the data that would determine such things as the exchange ratio for the roads’ stocks. By midsummer of 1965 the studies had been completed, and the next step was to win the approval of the two companies’ directors. Utmost secrecy was the key requirement. They must have their facts collected and their case well defined before the public knew of their plan so that they could defend the merger effectively. If word slipped out prematurely, the deal could be wrecked by a host of groups—from shippers to the two companies’ competitors.

Four men at the top of the C&O were overseeing the merger studies, the two topmost being Tuohy and Gregory DeVine, the Chessie’s president. The others were Hays Watkins, now vice president of finance, and his former boss, John Kusik, who was a vice chairman. A few days before the board was to be informed, Watkins had left his office in Cleveland’s Terminal Tower to meet with Tuohy, who had asked him to go through the merger study and help prepare for the meeting. “It was a beautiful Friday afternoon, and he always enjoyed sitting on a sun deck outside the 34th floor,” Watkins recounted. “He and I were going over the outline of the merger proposal, and I was holding a stapled set of papers with the various study ratios, proposals for the stock exchange, allocations to the Dereco companies, and numerous other confidential details. Suddenly a gust of wind came out of the west, caught under the papers in my hand, and blew them over the edge of the building into the street below.

“Needless to say, we were both horrified and tried to determine where they had gone. Being up thirty-four floors, we could see nothing like papers below. We both rushed down to the street, took several others with us, and walked up and down the surrounding streets for about two hours. We saw lots of dirt and papers blowing around the streets, but nothing like the papers we were searching for. We went back up to thirty-four,” added Watkins, “and tried to see if there were any surrounding building tops that might have caught the papers. Across one street, atop the May Company Department Store, we saw something that looked like stacked papers. We went over to the May Company, found a guard who finally agreed to take us up to the roof, and resumed our search. By this time it was about 6 PM, and we found that the ‘papers’ we spotted from the thirty-fourth floor next door were actually slabs of stone about three feet by four feet.

“By 8 PM, with no success, Walter Tuohy said to me, ‘We have done all we can do. Let’s go home for the weekend and pray that no one finds the papers, or, if they do find them, will not know what they mean. And let’s not bother Greg DeVine and the other insiders.’ Over the week-end,” said Watkins, “I expected every newscast to reveal our merger discussions, and the terms. But the papers never surfaced.”

The next week the two boards voted their approval, and the N&W and Chessie announced they would merge and have Dereco acquire the other lines. Since Pevler and Tuohy were both approaching retirement age, Fishwick saw himself as ultimate head of this, probably the richest rail empire in the country.

Back in Roanoke, Fishwick got to work on the creation of Dereco, piecing together a network of railroad lines, and one day he paused to receive an unexpected visitor. Young, just out of law school, David R. Goode had grown up outside Roanoke and had decided to set up a practice there, but someone had suggested that he first consider working in the law department of the N&W. So, unannounced, he had called at Fishwick’s office.

“Jack Fishwick was on the seventh floor in Roanoke and sitting over at his table, and he had maps out there and he was puffing on the pipe like Jack did,” Goode told me. “He asked me what I was involved with and he said, ‘Let me show you what I’m doing here.’ He proceeded to show me these maps. What Jack was doing was figuring out how to do the Dereco deal,” said Goode. “I thought this was the most exciting thing I’d ever seen.” Fishwick hired Goode, who later was to lead N&W’s successor, Norfolk Southern, through one of its greatest crises.

To know better what they were buying and what it would cost, C&O and N&W needed firsthand looks at the properties of the railroads that were to become part of Dereco. So, the two companies sent out experts to assess the operations of the five lines. Most of the five railroads let them in, but the Erie-Lackawanna balked. Its president, William White, unwilling to be taken into Dereco at the price Fishwick obviously was planning to offer, announced that anyone found on his property would be prosecuted for trespassing. “Our instructions were we would go on their property with absolutely no identification, and if we were caught the Chessie would disown us. And we went,” recalled one of the “secret agents,” the Chessie’s William Howes.

At an Erie-Lackawanna shop in Meadville, Pennsylvania, with a clipboard in hand, Howes was confronted by one of the railroad’s policemen. It was 2 o’clock in the morning.

“I know what you’re doing,” said the cop. “Word’s out. Keep an eye out for you guys.”

“No,” said Howes. “I’m just lost.”

“No,” said the policeman. “You’re lost with a clipboard?”

Howes waited to be arrested—and disowned, but to his relief the policeman said, “Listen, you step up on that bridge and you’ll see everything that’s going on in our shop, and you won’t be on our property.”

Some of the other agents were not so lucky. They went to jail.

Fishwick had been expecting he would be greeted as the smaller roads’ savior. Some of them, mainly the two lines the Chessie controlled, were cooperative. But others were not. The Erie’s White insisted that the ICC reopen the N&W–Nickel Plate merger case, which would have forced Norfolk to take in the E-L at the higher price that White felt he deserved. The Boston & Maine, already tarnished by Patrick McGinnis’s shenanigans and financially strained, took a surprisingly different tack. Its directors and officers tried to bloat the price Dereco must pay, making their ugly bride-to-be sound as if she were gracing a Playboy centerfold.

One man who was distinctly unhappy about the proposed merger was Fishwick’s former boss. Stuart Saunders, who was to become chairman of Penn Central when it merged, could be quite affable, but when angry he could be most unpleasant. When the N&W-Chessie deal was announced, Saunders exploded. “Saunders was furious. Mad as hell at me,” recalled Fishwick. “I’d be running a railroad as big as his.” Also, with the combined earning power of the Chessie and Norfolk and Western and their lucrative coal markets, it undoubtedly would have been a far richer railroad.

Saunders fought the union fiercely. Fishwick’s plan also had left Pevler in an awkward position with his own old friend David Bevan. Also seething, Bevan was using all his influence in the financial community to block the deal. He was in a formidable position, because the Pennsylvania owned roughly one-third of the N&W’s outstanding shares. For the merger to win the shareholders’ approval, the Norfolk and Western had to muster a two-thirds vote. Since many shareholders in a public company often do not bother to vote, Fishwick could not win without the shares that the Pennsylvania owned.

As part of its merger application to the ICC, the Pennsy had promised to give up its control of the N&W and had handed its stock over to three trustees, all banks chosen by Bevan. Two of the three banks would determine which way the block of shares would be voted. The three institutions were First Pennsylvania Bank in Philadelphia, Atlanta’s Trust Company of Georgia and New York’s Manufacturers Hanover Trust Company, better known in banking circles as “Manny Hanny.” Fishwick began scurrying from bank to bank to get their support. Meanwhile, Bevan was pressuring each to oppose it. “Being the man who made the deals that meant, in a sense, he could throw out largess to these banks,” said Fishwick. “He controlled a lot of potential profits.”

The Atlanta bank went along with Bevan, and chances of winning seemed nearly hopeless until a woman in the trust department at First Pennsylvania broke ranks and told her superiors that the merger was good for the shareholders and should be approved. Although the Pennsy was a good customer of First Pennsylvania and its chairman sat on the railroad’s board, the bank’s top management supported her decision. Growing desperate, Bevan leaned all the more on Manny Hanny’s officers. “Bevan was putting heavy pressure on them, and they were up and down and what not,” recalled Fishwick. “The upshot was they voted for us, too. We got two out of the three. That put us over the top.”

The creation of Dereco became one of my first railroad stories. Soon after my return to the Times-Dispatch in early 1965, I became the business editor. One of my assignments was to increase readership of the business pages, and I set about making them more lively and more interesting to the average reader. Six major roads were chartered in Virginia, and I discovered that our subscribers responded to stories about railroads. To write about them, I needed some education in railroad operations and economics, so I sat down with various railroad officers and picked their brains. The more I came in contact with railroaders the more at home I felt, because that business and the profession of journalism had much in common. Railroads ran twenty-four hours a day, seven days a week. So did the business of newsgathering. We all were slaves to the clock, whether it meant meeting a train schedule or a pressroom deadline, and we lived around crises, from train wrecks and blizzards in their case to fires and murders in mine. We were bound together as well by the fact our jobs were highly specialized and we performed those specialties with unstinting professional pride.

By then the N&W-C&O-Dereco merger was the biggest transportation story in Virginia, and I began covering it like, as reporters used to say, a glove. The stockholders of Norfolk and the Chessie finally were to vote on the proposal in separate meetings on a spring day in 1966. The Norfolk and Western shareowners gathered in Roanoke, and the C&OB&O held its meeting in Cleveland. Early that morning Tyler Whitley, who was the News Leader’s business editor, and I caught a Piedmont Airlines flight from Richmond to Roanoke, where we took our places at a row of press tables on one side of the Hotel Roanoke’s ballroom.

The N&W’s senior officers made their pitch for the merger, and then the meeting recessed while the tellers counted the ballots. Although the N&W’s management by now thought it had won, an air of uncertainty pervaded the room. Pevler wandered over to the press table where a dozen or more of us were milling around. The day before, my managing editor, John Leard, had given me a special task. “There’s an important power blocking the dredging of the James River, and everyone knows it’s the Norfolk and Western, but they won’t acknowledge it’s them,” he said. “While you’re up in Roanoke see if you can get them to admit it.” The river paralleled the railroad’s main line. Deepening the channel would give the railroad more competition from ships and barges, so blocking it made sense.

While Pevler stood there making small talk with some of us, I casually asked, “Why does the N&W oppose dredging the James River?” Without a pause he began listing their arguments. We ran the story the next Sunday. My old friend Peyton Winfree, who was Norfolk’s public relations vice president, felt I had been unfair by taking advantage of Pevler when he was preoccupied, and he probably was right.

Finally, the meeting resumed, and it was announced that two-thirds of the shareholders had approved. All of us hastily vacated the press table and piled into a caravan of cars for the airport, where the Chessie’s corporate airplane was waiting. We were going to cover two shareholder meetings in two separate cities in the same day, a bit of a feat for that time.

The weather in Cleveland was raw, and outside the C&O headquarters in Terminal Tower rain splattered down through low-hanging clouds. Inside, just after a board meeting that preceded the gathering of shareholders, Walter Tuohy, the man who had spurned the alliance with Perlman, had been stricken by a heart attack, collapsing in the doorway of his office; he died a few hours later.

The annual meeting had to be delayed—not because Tuohy was dying, but because our corporate aircraft had to keep circling, waiting for the fog to lift. When we finally touched down and filed into the ballroom of the hotel in Terminal Tower, Cyrus Eaton, who had succeeded Robert R. Young as the road’s chairman, got up and urged everyone to buy more Chessie stock. I wondered what the Securities and Exchange Commission would say about that, but no one else seemed surprised.

Finally the motion for the merger came up, and the shareholders approved.
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The Locomotive That Sashayed

ONE FIRST–CLASS PASSAGE



TO BE SUCCESSFUL, THE N&W-CHESSIE MERGER WOULD HAVE to depend on a new tool, the computer. Until the mid-1960s most railroads used their computer systems almost solely to manage their finances. Although the railroads had been leaders in technological change in the 1800s, most modern railroaders were slow to adapt. One exception was the Southern Railway’s Bill Brosnan. He introduced railroad operations to computers, taking the Southern into a new era.

The first computer I had ever seen had stood in a basement room in one our buildings at Fort Devens. Compared with the machines NSA operates today, that contraption was inconsequential, yet I had been immensely impressed. Now I was about to meet computers far more sophisticated, machines that would do as much to transform railroad operations as early computers had done for code breaking.

Not long after I began to increase our coverage of railroads, our publisher, Tennant Bryan, returned from a directors meeting of the Southern Railway System. For years a representative of Richmond Newspapers had sat on the Southern’s board. Bryan’s predecessor had been Dr. Douglas Southall Freeman, the Pulitzer Prize–winning Civil War historian, who had edited the News-Leader. At their gathering, Brosnan had shown his directors a new computer system, and on his return to Richmond Bryan suggested to my boss, John Leard, that I go down to Atlanta and see it.

Almost since the first train left its station, the railroad industry had been plagued by the problem of lost, delayed, or misdirected shipments. Each car had a waybill that described its point of origin, its contents, and the route it was to take to its destination. Whenever that car was put into a train, the conductor was handed its waybill. And when the car was turned over to another railroad or went into a yard to await another train, the waybill went with it.

Yet, despite the use of waybills and other paperwork, shipments got lost. Rarely had a shipper been able to call the railroad and learn the precise whereabouts of his boxcar. I remember my uncle, who ran the family bank in South Richmond, complaining at Sunday dinner that a new vault the bank had ordered from Mosler was sitting somewhere in a boxcar, presumably on its way to Richmond, but nobody at the railroad had any idea where it was. It was a classic shipper’s complaint.

Now Brosnan had fixed the problem. Every waybill was being sent by what they called “long-distance Xerox” to the top floor of a railroad warehouse in Atlanta. This contraption was the granddaddy of fax machines. As the images of the waybills slowly emerged on long rolls of paper that wound down in front of them, a platoon of typists transferred the data onto a mammoth computer disc.

Brosnan had cooked up the idea with one of his brothers-in-law, a cigar-chomping colonel from the Strategic Air Command. It was the same system the Air Force used to track its squadrons of B-52 bombers, which in those days flew around waiting for the order to bomb the Soviet Union. Like the Air Force, the Southern employed multiple computers so that there would always be a backup even if two of them went down.

The three IBM computers were so immense they filled a block-long room. When the disc with the information from the waybills was plugged into them anyone anywhere on the Southern with the right keyboard could determine the whereabouts of any specific car. If it were riding on a train the computer could tell you precisely where the train was on the Southern system, when it had left the last station, and where it was bound. It was a revolutionary system. Since it was not their idea, some other railroads were slow to copy it, but eventually computerized car control was to become the standard for everyone. My story played well with our readers. We received numerous letters, one from one of my high school teachers, all saying some family member had been a railroader. That led me to write another piece, this time about a steam engine the Southern was bringing to Richmond.
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Lovers of Steam—W. Graham Claytor and his younger brother, Robert, not only promoted the use of steam locomotives on their railroads, they also sailed a steamboat, the Claytor Queen, which was docked at a family retreat on Claytor Lake. Richard Claytor, the youngest of the three brothers, captured Graham at the wheel and Bob playing engineer of the Claytor Queen in 1992. Photo courtesy of Richard Claytor.



W. Graham Claytor Jr., the Southern’s chief counsel, loved railroads, and especially steam locomotives. He had come to the Southern because he had been a protégé of Dean Acheson, Harry Truman’s secretary of state, and because of the Big John, a new kind of railroad car. Truckers and barge operators had stolen the road’s lucrative soybean traffic between the farms of the Midwest and the hatcheries of Georgia, so Brosnan had his people develop the Big John, a 100-ton aluminum closed hopper designed for carrying grain. Traditionally, soybeans had been hauled in 40-foot boxcars, a cumbersome method that was expensive, and the cars often had been blighted by weevils, which contaminated the grain. One Big John could haul the same amount of grain as twenty-five boxcars, and since each shipment required fewer cars, the Southern slashed its rate by half and made more money than when it had used boxcars. The very concept of using a bigger car and charging a lower rate set off a revolution in the railroad industry.

The barge lines fought the Big John, triggering ICC hearings and a legal battle that went to the Supreme Court twice. Claytor was the man who had led the Southern’s defense. He was a partner in the Washington law firm of Covington and Burling, which Acheson headed. Archconservatives, led by Republican Senator Joseph McCarthy, had labeled Acheson and his foreign policy pro-communist. Brosnan, the Georgia redneck, thought he stood a better chance of winning over the Washington regulators if he were represented by a bunch of liberal lawyers. Given Dean Acheson’s controversial background, Brosnan considered him and his protégé “pinkos” and therefore the most qualified men for the job. Claytor, a Democrat like Acheson, won the case. Some say it was the industry’s first step toward freeing itself from all the strictures of regulation.

Brosnan was so smitten he now wanted Claytor to become vice president for law, liberal or not. Claytor’s love of railroading was probably what caused him to accept. Graham, who had a model railroad in his Georgetown garden, shared his love of steam with one of his brothers, Robert, who worked for Jack Fishwick at the Norfolk and Western. The brothers even had a small steamboat named the Claytor Queen, which they sailed on Claytor Lake outside Roanoke. The lake had been created by a hydroelectric dam built by Appalachian Power. The men’s father, a vice president of the company, had overseen the construction, and the lake was named for him.

Not long after moving in, Claytor reintroduced steam locomotives to the Southern system, this time as a public relations tool. A man in Tennessee had bought and restored a Southern steam locomotive, Number 4501, a Mikado with eight driving wheels. Claytor was bringing the engine to Richmond in the summer of 1966 from its home in Chattanooga to show it off at a meeting of the National Railway Historical Society.

The locomotive was to run up the Southern’s route to Danville, Virginia, and then up the line where my grandfather had worked. Alas, Brosnan had discontinued the passenger trains on that route, so one afternoon I climbed onto a Greyhound bus bound for Danville and squeezed into a seat so narrow there was no room to hold a book without elbowing my seatmate. It was a far cry from the comfort of a railway coach.

Claytor’s special train was due about 10 o’clock the next morning. At the appointed hour, my Leica hanging from my neck, I was standing on the platform of the Danville station, and after an interminable wait I saw black smoke slowly climb over the trees way down the track. Then, after a few more minutes, this lime green locomotive with a silver smoke box came chugging around the bend, a boiling funnel of black clouds rising from its stack and its hoarse whistle warning us to stand aside. It was a stirring sight.

While the locomotive stood beside the station platform blowing off steam, I met Claytor. The engine was pulling a train of two or three passenger coaches and two baggage cars with Dutch doors where a photographer could lean out and shoot pictures of the engine when it went around a curve. On the back of the train rode Claytor’s own private car.

Graham Claytor was a tall, lean man with a dark suit and a bow tie. When he spoke, the words came fast, riding on a voice that was sharp and full of command. During World War II he had captained a destroyer escort, winning the Navy Cross when he disobeyed orders and saved the survivors of the cruiser Indianapolis after it had been torpedoed. He still dressed and carried himself like a spit-and-polish naval officer. Even in his last days he kept his shoes shining like mirrors. Over the next year, Graham and I became friends. We both had strong opinions and loved to debate them. Moreover, there were numerous railroad topics that would set us off.

The ride to Richmond, my first inside the cab of a steam locomotive, was filled with color. As the big engine’s speed crept up to 40 miles an hour, it began sashaying, swinging its cab from left to right and then right to left, and it gyrated so much I couldn’t understand how the fireman was able to toss his shovels of coal through the firebox doorway. All along the way, people had turned out to watch 4501 pass. Cars were stopped along U. S. 360, which paralleled the tracks. People lined the right-of-way at every crossing and filled streets and station platforms in every town we passed. It was like a presidential whistle-stop tour. And it made great copy. We spread the story over the front page of the Sunday edition’s feature section. Lining the page were some of the shots I had taken, pictures ranging from a profile of Walter Dove, the engineer at the throttle of 4501, to shots of the crowds along the way.
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Steam Ride to Richmond—Just out of retirement, the Southern’s 4501 pulls into the town of Burkeville, Virginia, on its way to Richmond. The people shown were among several hundred who waited at Burkeville and thousands more who stood along the right-of-way and at stations like this to see the steam locomotive go past.



The next year, in a boardroom coup, Claytor became the Southern’s president, and a few months later he sent word to me asking if I would like to go with him to South Carolina to ride another of their steam locomotives. He rode into Richmond at 9:35 one Saturday night in a Pullman car on the Seaboard Coast Line’s Champion. With him was his wife, Frances.

About 8 o’clock the next morning the train made a special stop for us in the countryside of South Carolina, where a special agent of the Southern was waiting. We drove to the Forest, a 30,000-acre game preserve that the Southern maintained about 60 miles west of Charleston. A special excursion train was on its way up the line from Charleston, pulled by Engine Number 630. While we waited, Graham gave me a tour of the Forest, where Southern officers came for meetings and where they brought customers to fish and shoot. The railroad had bought the Forest for its pine trees not long after it had opened the route that ran through the place. The trees had provided fuel for the company’s wood-burning locomotives. This was one of the two oldest rail lines in the country, both dating from 1830. Today we would ride those tracks to Augusta, making stops at every station along the way.

Soon the smudge of black smoke we all had been looking for appeared where the string of rails disappeared into the horizon, and before long we could see the gold headlight. When we climbed aboard, I took the fireman’s seat, taking notes of everything that happened, and Graham stood behind the engineer watching intently down the track.

After a couple of hours I went back to a coach and sat with Mrs. Claytor, listening to the locomotive, which was emitting a disappointing series of short, flat moans as it approached each crossing. Suddenly, my spirits rose as the locomotive started shrieking out in long, lilting blasts. “Graham must be blowing the whistle,” she said. That evening, over drinks on our way back north, Claytor grumbled, “That engineer was a diesel man. He didn’t know how to blow a whistle. I had to take over and do it for him.”

Walking through the coaches, I found Mrs. Lessie Griffin, a small elderly lady who was sitting primly by herself, her hands in her lap, looking out the window with obvious contentment. Mrs. Griffin’s white dress, white hat, white purse, and white shoes stood out in stark contrast to her coal-black skin. She was wearing her Sunday-go-to-meeting finest, and when I asked why she had come along, her face broke into a wide grin. “I love a train. I used to ride the train in the old days from Graniteville to Washington,” she replied. “I never rode a plane, but I’ve ridden a wagon and a bus and a car—and a train.” Then Mrs. Griffin broke into another broad smile and added, “I just always love a train. I love riding a train better than anything else. I just love a train.”

At every stop, Graham, wearing a coat and tie and a hat with a broad multicolored band around it, got off and shook hands with the mayor and local members of the state legislature. At Blackville, two of the local state legislators and the mayor presented him with a key to the city. It all made quite a stir, and all the politicians who turned out obviously were impressed by the train and the attention this man, the president of the Southern Railway, gave them.

It was the best public relations gimmick I have ever seen. Claytor had particular reason to run the steam trains in South Carolina and Georgia because Brosnan had blackened the railroad’s eye in that part of the country by summarily firing hundreds of workers at one of the Southern’s subsidiaries, the Georgia Central. Unfortunately, some of today’s railroad officers are so fearful they will not look modern, they don’t take advantage of the opportunity steam engines offer.

On our entire run, people had stood in the cotton fields and at crossings waving, stations had been full of bystanders, and every coach—even the baggage cars—had been packed. I had found that many people had jumped on board out of impulse when they had seen the train sitting at the station. As we were riding home that evening, I asked Graham whether this meant people would ride passenger trains again. “Absolutely not,” he quickly replied. “If you ran this train every day, you wouldn’t have three people and a dog out there to see it. Now it’s a novelty. That’s the only way you get people out to see it—as a novelty.”

Indeed, despite the appeal of those two special trains, the industry’s passenger business was continuing downhill. By May 1967, about a year after the C&O shareholders approved the N&W merger, Bill Howes, who had barely escaped arrest while spying on the Erie-Lackawanna shop, was overseeing some of the Chessie’s passenger operations. Howes had fallen in love with railroading as a teenager when he and his family had ridden the ACL’S Champion from New York to Florida. His role at the C&O was more that of an undertaker than an impresario of classy sleeping cars and diners. As passenger traffic had dwindled over the preceding decade, the department had been forced to discontinue trains by the scores.

With the abandonments, the C&O-B&O’s premier property, the Greenbrier, began to suffer. “I was really aware of the Greenbrier’s struggle,” says Howes. The hotel, one of the grandest resorts in America, depended heavily on the railroad for its business. “It would bring groups in, conventions in,” said Howes. “In 1969 there were days when we were bringing in as many as eighty sleeping cars on a day.”

But those days were ending. In 1967, about the time the Claytors and I were on that steam train, the post office took away the railroads’ mail business and gave it to the airlines. That was the death blow, because mail had provided the extra margin of revenue that had kept some trains profitable and had moderated losses on others. Without that income most passenger trains were doomed. Four years later Congress would create Amtrak, which eliminated two-thirds of all the nation’s passenger trains, including most of those that passed the Greenbrier.

Fortunately, the Greenbrier had an option. I had driven over the Blue Ridge Mountains one spring day to cover a convention there. It was the annual meeting of the American Association of Advertising Agencies. The association had set up a large press room, but only two of us were occupying it. The other reporter was Scotty Reston of the New York Times, who was there because one of the newsworthy speakers—and they had booked a batch of them—was Lyndon Johnson’s national security advisor, Walt Rostow, who made some pronouncements on the Vietnam War. Rostow was a gracious interviewee. Reston was an easy office-mate, the two of us on opposite sides of the room, puffing on our pipes as we typed out our copy.

I had arrived at the resort highly impressed, because a new interstate highway ran right to the Greenbrier’s front door. I thought Gregory DeVine, the Chessie’s president, must have tremendous political clout. Little did I know that the Greenbrier had special importance to the government. It had built a secret bunker under the hotel to house Congress in case of a nuclear attack. I visited the bunker years later, and it was most impressive, with rooms of army-style bunks for all the representatives and senators and auditoriums where each house would meet.

As rail traffic had fallen away, the Chessie had tried to persuade the airlines to serve the resort, but that had not been a huge success, and the highway turned out to be the Greenbrier’s salvation. Today motorists from all around the mid-Atlantic region drive over the mountains and pour into the place, keeping its dining rooms and golf courses and tennis courts well occupied.
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The “Token Yokel” Meanders North

ONE FIRST–CLASS PASSAGE



ALTHOUGH I HAD WRITTEN ABOUT SUCH EVENTS AS THE N&W-Chessie merger plan and even spent a day on the floor of the New York Stock Exchange doing a piece on a partner who represented a Richmond brokerage house, my reporting at the newspaper had not included the railroad industry as a whole or American business in general. We relied on the wire services for that. Most readers who wanted more detailed coverage received the Wall Street Journal. To sharpen the focus of our pages, I had concentrated coverage on business and economic news that had a direct impact on Virginia. In fact, the Times-Dispatch’s business section was the closest Virginia had to a state business journal. It all worked, too. One of my bosses told me that when I had taken over business coverage only about 27 percent of our subscribers were reading the business pages. But, he said, in three and one-half years readership surveys showed the number had jumped to 70 percent.

I was quite happy doing features on steam locomotives, writing about the railroads that served Virginia, covering things like the state’s aggressive industrial development program, and writing an occasional analysis on such events as the government’s decision to go off the gold standard. Thus our readers were not directly involved with the sickness of the northeastern railroads nor the movement that was creating rail mergers in the West as well as the East. Covering those subjects would not come until I moved to a national publication.

I had thought often of moving north. That was where most of the big-time careers in journalism were made. Attracted by the opportunity to cover big national stories, many young reporters in my day migrated to one of the national papers or networks or magazines. Paul Duke had left the Richmond AP bureau to join a Washington radio station, and later would host PBS’s Washington Week in Review. Drummond Ayres had left the Times-Dispatch for the Washington scene. New York also was a mecca for some. The News Leader’s John Lee had moved to the New York Times, where he eventually became business editor. The most notable of those who went to Gotham was Walter Wells, who moved to the national desk of the New York Times and eventually became executive editor of the International Herald-Tribune, raising that paper’s circulation when most other major newspapers were losing readers. (Despite those triumphs, Walter’s greatest achievement was marrying Patricia Wells, a New York Times food writer who became a household name among aficionados of French cuisine.)

For two years Robert Lubar, then the assistant managing editor of Fortune, had been dangling in front of me tales of what life was like on the magazine’s staff. We had sat together at a Columbia Business School conference at Arden House, the former estate of the Harrimans. As the conference was closing, Bob had suggested that I call him if ever I became interested in magazine journalism.

At first I was flattered, then I became smitten with the idea of joining what was considered the world’s greatest magazine. I did not want to leave the Times-Dispatch. New York had never appealed to me. I had almost no sources there nor on the national business scene. In Virginia, every door was open to me, especially among older sources, many of whom had grown up with my father. And all my friends were in Richmond. Nevertheless, one morning in November 1968 I flew to New York on an Eastern Airlines 727 for an interview with Louis Banks, Fortune’s managing editor.

On January 20, 1969, the day Richard Nixon was inaugurated, I arrived on the eighteenth floor of the Time-Life Building as an associate editor of Fortune. Later I was pleasantly surprised to see a copy of a letter Graham Claytor had written to Hedley Donovan, Time Inc.’s editor-in-chief, telling him he had made a good decision hiring me. The two had roomed together in their youth, and I thought it exceedingly thoughtful of Graham.

I had not expected the marked difference between life at a daily newspaper and at a monthly magazine, and it took a year or more to become totally adjusted. At the paper I had been constantly on deadline, and any event, like a fire or a sudden announcement from a company, could totally alter my day. To me there always was an air of drama hanging over the newsroom, a suppressed sense of excitement. I never knew when a routine day would turn into organized bedlam, and that made it fun.

Life at the magazine was dull by comparison. Deadlines were set in terms of weeks rather than hours. There was no shouting across a newsroom. In fact, unlike at a paper, there was no big newsroom full of desks. Everybody had his own office. We didn’t pull down our ties and roll up our sleeves, as I had at the paper, or at least I don’t recall it. The day I started there I made friends with Robert S. Diamond, another young writer, an Arizonian who had come from the Los Angeles Times. Bob and I would sit at lunch joking about how we should knock down all the walls, make our floor into one massive newsroom, install police radios, and inject some action into the place. I think one of us suggested that the managing editor don a green eyeshade like an old-time newspaper copy editor.

There was another difference, one far more important. Since the 1930s and possibly earlier, daily newspapers had lived by a rigid code requiring that the news columns of the paper be as impartial as possible. Opinion was to be reserved for the editorial writers and the columnists whose pieces appeared opposite them on the op-ed page. We basically followed the guidelines of the Associated Press, which was owned by all the papers, and tried to respect the political biases of various publishers by remaining scrupulously neutral on every political or economic issue. Occasionally some editor at some paper breached the rule, but not often.

In contrast to newspapers, magazines had always been forums of opinion. Articles in Fortune and all the other books offered conclusions that usually took sides and often called for action of some sort. The difference had never really occurred to me, and so used was I to writing balanced pieces I had a difficult time adjusting. When I turned in the first draft of my first major piece the biggest critique Lou Banks had was the lack of a firm conclusion about the man’s performance. I had written about a man who was a great marketer and showman, but I had not offered any opinion about whether he was running the company right or wrong. I thought about it for several days and finally wrote a conclusion that questioned whether the man was really providing for a strong successor when he retired. It turned out my critique was dead-on right, but it had not come naturally. From then on, though, I adjusted quickly and soon was writing pieces advocating major shifts in government policy or changes at some company.

Most of the people at Time Inc. seemed to have gone to Princeton or Yale and were white Anglo-Saxon Protestants from east of the Hudson. Within a month of my arrival Ernest Holsendolph became the magazine’s first black writer, and he, Diamond, and I formed a triumvirate. After our first lunch together we were walking back to the office and I said to Ernie, “We three have something in common. Everybody here is WASP and went to Ivy League schools. Here I am a southern boy, you a black from Cleveland, and Bob a Jew from Arizona.”

“Yes,” Ernie responded with his usual wry humor, “but I went to Columbia.”

Writing for Fortune was the best job a journalist could have. Time Inc. was proud of paying the highest salaries in print journalism. My parents had lived through the Depression, and they had inculcated in us a firm allegiance to watching the pennies. Back in Richmond I had lived a relatively simple existence, but at Time Inc. I met THE GOOD LIFE. We all had unlimited expense accounts. If necessary I could even charter an airplane. Having come from the newspaper world, where every little expense was monitored meticulously, I was delirious. It was like being emancipated. We dined and drank in five-star restaurants and slept in the best hotels. Once, when we were going through an austerity period, the managing editor called us all together and asked that we all watch our expenses, saying, “Don’t have lunch at the Four Seasons every day.”

When I arrived there, we all flew first class. Then Life started losing money, and we were told we had to fly in the back of the airplane. Yet, there were two exceptions. If a news source was flying up front or there were no other seats left we could go first class. Needless to say I was always happy to travel with one of my sources.

More important, I discovered that I was in the middle of a small, highly elite group of men and women who were shaping everything from government policy to the stock market. A Fortune story could bring down a chief executive officer, or create one. Soon after arriving, I wrote captions for a picture story on unusual new products, such as an editing machine that was the forerunner of the word processor, and was surprised to discover, two days after the new issue hit the streets, that a caption about one of the products had caused that manufacturer’s stock to shoot up sixteen points.

Our research library was equal to the best anywhere. Besides just about every source book a reporter might need to peruse, the shelves were filled with file folders of clips, notes of reporters, and even correspondence on every subject from the Brooklyn Dodgers to the Rockefeller family and Howard Hughes. While researching a piece on public utilities, I was searching through the file on a Detroit electric company that one-time presidential candidate Wendell Willkie had headed, and there, tucked in between some clips, was a letter Willkie had sent Harry Luce.

Every writer was assisted by a researcher who usually would go along on interviews, taking notes of everything that was said. Often I would break with tradition and share the job with my researcher. Except for key interviews that set the direction of the piece, we would split the work, making it possible to talk to more people and make the story even richer with added facts, quotes, and color. I had some sources who wanted to talk only without attribution and only to me, and I would sit with them alone. When I had finished my manuscript, the researcher always had to check it for accuracy, and the piece could not be published until there was a red check over every one of the story’s 5,000 words.

All the researchers were presided over by Mary Johnston, an attractive Texan with dark eyes that seemed to look unflinchingly into your soul. Mary was a former reporter for the Houston Chronicle, her brother had been a Time correspondent, and her nephew, Harry, was one of the company’s lawyers. A gifted manager, Mary knew how to herd her charges, playing tough guy when needed and sympathetic listener at other times, while adroitly threading her way through the Time Inc. bureaucracy. I sometimes felt that she should have been managing editor because she understood the magazine and its audience better than most of the men on editor’s row.

A writer had time to carefully put together a story, weigh the meaning of what the research had produced, and write it well, always with the help of a story editor who saw to it that you polished and honed the piece until it glistened. Many of our small group of young writers bristled under the editing, and sometimes for good reason. We had a couple of story editors who were little more than two-bit pedants. Yet we also had some great editors who knew how to take your words and say even better what you were trying to convey.

The best of those men was Dick Armstrong, a lean, long-legged man with a constant smile and a heavy Mississippi drawl, who had been the star writer at the Saturday Evening Post. Dick had moved to Fortune shortly after my arrival because the Post, suffering from the impact of television, had to be put to death. Armstrong would sit in his office, his back to the windows, his feet on the desk, reading manuscripts while drawing on a cigarette that was attached to a long holder.

Emmet John Hughes was another. A quiet man, John had been a foreign correspondent for Time-Life. As the 1952 election had neared, Harry Luce had loaned him to the Eisenhower campaign, and he had become the general’s speechwriter. “I had an apartment at the foot of Fifth Avenue across from Washington Square,” he told me, “and Herbert Brownell, who was Eisenhower’s campaign manager (and later his attorney general) came to see me. Brownell wanted to talk about the general’s Labor Day speech, always an important one in a campaign. He was sitting on my sofa, and he said, ‘We need something about Korea.’”

After Brownell had gone, Hughes said, he sat there pondering just what to say about the Korean War, which had sunk into a stalemate that seemed inextricable. He said he kept thinking, “Eisenhower is a general. What would a general say about a war? Why, a general would say, ‘I’m going to the front.’” And, with that, John wrote the unforgettable declaration, “I shall go to Korea.” John’s simple sentence set a tone for the race that helped propel Eisenhower to victory. After the election, John went to the White House as the president’s assistant and speechwriter, but as time went on he decided the general was not intellectually suited to be a chief executive, declaring he was better at bridge and golf, and the two parted company.

Another great story editor was Gurney Breckenfeld, who had come to us from one of Luce’s other prized publications, Architectural Digest. The key to a writer’s product is the rhythm of his prose, and Gurney seemed to have a wooden ear for my meter. To close a story, each editor would go line by line, word by word, scrutinizing each word and phrase, conferring with the writer as he made his edits. Gurney’s edits were frustrating to the point they were infuriating. Finally I told the managing editor that I really did not want Gurney again, and he obliged for about six months.

Then I was assigned to Breckenfeld once more. But this time he had changed. He was more receptive. One night, as he was having trouble changing a sentence in a way it would mesh with my own writing style, I said, “Gurney, the problem here is you’re a Bach man. Your rhythm is like an Episcopal hymn. I’m more Beethoven.” Effortlessly, he swung into a Beethoven cadence, and from then on we worked together famously. He became a true friend. It often took ten days or more to close a typical Fortune story. We would work from mid-morning until time for me to catch the last train home, which was around midnight. About 10 o’clock in the evening, after my researcher had gone home, Gurney would reach into a lower desk drawer and produce a fifth of bourbon, and out of another drawer would come a box of cigars.

Gurney was the star player in an episode that epitomized the thoroughness with which Fortune’s stories always were researched and the stubbornness editors sometimes could manifest. Once while editing the final draft of a piece on Bendix’s CEO, Mike Blumenthal, Gurney came across a reference to a strip joint on the border of Central California and Nevada, a place he knew well since he had grown up in San Francisco. The manuscript recounted how, as a young man, Blumenthal had bussed tables in a Nevada establishment named Calvada, which, Blumenthal recalled, was so poorly laid out the strippers had to go through the kitchen to get from the stage to their dressing room. The story described how Sally Rand, who to me was the most glamorous of all the strippers of the time, would come through the kitchen from the stage, and, having performed, would let down the huge feathers that she had used for covering herself, giving the cooking staff a full view of her charms. For Blumenthal it had been a young man’s dream, and obviously it had been unforgettable. Reading it, Gurney picked up his pencil and changed the name of the establishment from Calvada to Calneva.

When Jo Thomson, who was the researcher for the story, saw the change, she called Blumenthal, who insisted that “Calvada,” was the correct name. Jo, a tall, stately blonde who was from an old and distinguished New York family, was, like most of her colleagues, a tenacious reporter who never allowed a questioned fact go unchecked. She went to Breckenfeld, who insisted he had the name right. After all, he had known that area as a young man himself. “Blumenthal just doesn’t remember right,” he told Jo. “There were two clubs and Sally Rand danced at the Calneva, not the Calvada.”

Again Blumenthal insisted he was correct, so Jo picked up the phone and tracked down Sally Rand in California, where, now in her 70s, she had retired. “Calvada is where I performed,” she said. “My girls performed at the other place, but I always performed at the Calvada. The place had a really weird layout. To get from the stage to the dressing room you had to go through the kitchen.” When Jo presented Gurney with that bit of information, he surrendered and allowed “Calvada” to stand.

The culture of Time Inc. reflected the influence of Harry Luce, who had been dead less than two years when I arrived. Everything and everybody was just as he had left it. If they could prove their case, writers usually were allowed incredible freedom. The only exception I ever ran into was an editor who had somehow been hired from Harvard, where he should have remained. He and I clashed over a piece I was writing that warned against the potential downdrafts of airline deregulation, and after weeks of struggling he managed to whittle down the impact of the story.

The magazine’s stable of writers was legendary. We had senior people like John Davenport, who never forgot to remind you that he was a descendent of the founder of New Haven (or was it Hartford?). Max Ways, whose father, as city editor of the Baltimore Sun, had hired young H. L. Mencken, was one of the most prestigious of our writers. A self-deprecating man, Max used to tell me about his days working for Luce as Time’s foreign editor. Another old hand, Gilbert Burck, was our transportation expert. Gil had worked at night as a college student hostling steam engines, positioning them in a rail yard on the Soo Line. He told me how one evening he had derailed one of the locomotives.

Probably the most unforgettable of them all was Charles J. V. Murphy, who was our resident expert on intelligence and defense. It was said that Charlie wrote a piece on Vietnam that persuaded Lyndon Johnson to accelerate our involvement there, unquestionably not one of the magazine’s greater moments. Charlie was an irrepressible conservative and a staunch defender of the Pentagon. Occasionally we would publish a special issue, and around 1971 Bob Lubar, now managing editor, decided to devote one to the subject of the military-industrial complex. All the writers involved in the project were sitting around the table in our conference room when Bill Rukeyser, one of the younger and more liberal of our staff, suggested that the editorial in that issue question the wisdom and impact of the ties American industry and its military had forged. Charlie was sitting across from Bill, and he was livid. Rising out of his chair and leaning across, he banged his fist on the table in front of Rukeyser, thundering, “What’s the matter with you?! Are you against war??!!”

Murphy was a star player in one of the company’s greater wartime exploits. In 1941, before the United States entered World War II, Life sent Charlie and one of its photographers, David E. Scherman, on the Zumzum, a steamer that was flying the flag of neutral Egypt, to cover the Free French in western Africa. As it crept through the South Atlantic headed for Cape Town, the ship was stopped by the German raider Atlantis, everyone was taken off, and the Zumzum was sunk.

Unlike the photo departments of newspapers, which all depended on bulky press cameras, Time and Life were using 35-millimeter Leicas. Scherman made numerous shots of the attack and then hid four cartridges of the film in bandages and toothpaste. The Germans seized the remaining negatives and sent them to their censors in Berlin. All the Zumzum’s passengers were transferred to the raider’s supply ship, a German freighter that ran the British blockade to occupied France. There, while waiting to be turned over to the State Department, Murphy and Scherman smuggled Charlie’s manuscript and the four cartridges to someone who saw that they got on a Pan Am Clipper to New York, and within days Life published the story, pictures and all. The British navy posted the photos of the raider in every wardroom in the fleet, and armed with the ship’s profile, the heavy cruiser Devonshire identified and sank it.

Charlie Murphy was best known at Time Inc. for his expense account. After he had moved from Life to Fortune, Charlie went up to Alaska on a story. While there, the weather being quite cold, he bought a fur coat. Murphy was a tall man and big-boned, so the coat had to be large to cover his ample frame. It cost $2,100, and when he returned he filled in an expense account listing meals, transportation, hotel rooms, and all the other usual travel costs and then included under Miscellaneous, “One fur coat—$2,100.” The accounting department rejected the fur coat, saying Internal Revenue Service rules forbade companies from buying clothes for employees.

After his next story, Charlie filled in another expense account, listing all his costs and then once again, adding under Miscellaneous, “One fur coat—$2,100.” Accounting came back, saying: “We’ve told you already, the IRS will not allow us to pay for clothes.” But Charlie was resolute. His following story was about the Sixth Fleet. He spent six weeks on aircraft carriers and various other vessels in the Mediterranean, and when he got back he turned in an expense account for restaurants, cab fares, and everything else he could think of, to a total of $2,100. Then he wrote at the bottom of the page: “See if you can find the fur coat.”

They paid him.

The sins that Stewart Bryan had described when he had talked about our generation of newspapermen were varnished over at Time Inc. The atmosphere and people were much more Ivy League, but that did not thwart the sin. No one cared, and while most staffers remained faithful to their spouses, there were some affairs, many of them lasting years. During the waning hours of one Fortune party, one senior writer sat at a table reminiscing to all around him about his many affairs.

And as to drinking, Time Incers invented the three-martini lunch. When the Life staff put their book to bed each week they worked around an open bar. It’s said that one night Harry Luce, the son of a Presbyterian missionary, happened in, saw the bar, and asked who was paying for all the drinks. “You are, Harry,” said the managing editor. At Fortune, when anyone went to lunch with Tom O’Hanlon, one of our story editors, they could be certain they’d not return sober. One Friday, when I was between stories, Tom suggested we go to down to La Fonda del Sol, an elegant Mexican restaurant on the first floor of the Time-Life Building. He wanted to interest me in doing a piece on Chrysler’s financial troubles. We started in the bar with three margaritas, then during lunch we each drank three Dos Equis beers.

As we were concluding lunch and I was preparing to go back upstairs, Tom said in his heavy Irish accent, “Lesh goo to th’ bar and ‘ave some brahndy.” After about four or maybe five brandies, it being 4:30 in the afternoon, we returned to the eighteenth floor. The hallways at Fortune were fairly wide, broad enough to enable three people to stand side by side. I followed O’Hanlon down the hall, and he was bouncing from one wall to the other. For myself, I had to go into my office, drink some coffee, and try to sober up enough to catch the 6:20 bus home to Upper Montclair, New Jersey.

I was incredulous at the influence Fortune had. It was rumored that the first issues off the press went to the Kremlin. Some people bought each issue just to see what our chief economist, Sandy Parker, was predicting. At one time Parker had used the freelance work of a young economist named Alan Greenspan, and eventually Greenspan had applied for a full-time job as Parker’s assistant but was turned down.

One of my early stories was about the impact cheap Japanese imports were having on the U.S. textile industry. I found that the Japanese trading companies were so gigantic they had a wide choice of garments to sell. If the market shifted from one type of textile to another, those companies could adapt, but the American companies, all kept small by strict enforcement of our antitrust laws, did not have that flexibility. So, instead of suggesting protective tariffs, I concluded that the U.S. companies would be able to compete better if the government loosened its antitrust restrictions. Six months after the story came out, my managing editor called me in to say that he had had lunch with President Nixon the previous day, and Nixon had told him he had ordered that antitrust rules be eased as a result of our story. Unfortunately the flood of Asian imports continued. Moreover, over the years, looser antitrust rules encouraged the creation of mammoth American corporations such as Exxon Mobil and Bank of America and enabled them to dominate the American economy.

Life at Fortune was a series of wonderful adventures. Once I spent ten days riding up and down the Mississippi on a towboat researching a piece on how the captain managed his floating profit center. On another story about one of the world’s most prestigious hotel chains, I sampled five-star hotels halfway around the globe.

From my first days at the magazine, I was becoming acquainted with an incessant stream of fascinating people. Edward Ball was one. Others included John DeLorean, with whom I spent six weeks hearing about all the sins and shortcomings of General Motors, many of them due to the company’s domination by its financial officers. And there were Averell Harriman and Guy de Rothschild, who headed the French branch of his legendary banking family.

The Baron Guy, who oversaw the Bank Rothschild in Paris, was probably the most powerful man in France. I was doing a story on Imetal, a holding company Rothschild had created to house his three metals companies, and I asked him to describe the company’s creation. “I was going to use Georges as chairman. Georges was president of the bank,” he said. “But de Gaulle called and wanted to use Georges for prime minister, so I let him have Georges, and I became chairman myself.”

“Georges” was Georges Pompidou, who later succeeded Charles de Gaulle as president of France.

Another fascinating acquaintance was Paul Thayer of LTV in Dallas, whose LTV Aerospace subsidiary made airplanes for the navy. Thayer had turned around LTV Texas-style, at one point confronting a greedy creditor with a U.S. marshal.

A World War II navy flying ace, Paul had joined the company in the late 1940s as a test pilot. The airplane they were experimenting with was so prone to crashing and killing pilots he moved up to the post of senior test pilot after only six months with the company. Paul was a daring man, always making decisions by weighing the odds. During the war, while leading a division of navy fighters into San Francisco Bay, he calculated the chances of whether he would be court martialed if they flew under the Golden Gate Bridge. Figuring he’d be safe, he led all sixteen war planes under the bridge and up the bay.

Paul told me that in those early days at Vought he was in charge of a small group of pilots flying out of an old army air base outside Ardmore, Oklahoma. One day, the mayor called, saying, “Gene Autry has a ranch not too far away and every year he stops here on his way to New York and does a dress rehearsal. He always has a parade down our main street, and I wondered if you’d mind giving him a salute for the town by doing a flyover during the parade.”

“I said, ‘You want us to turn on the afterburners?’” Thayer recounted to me. “And he said, ‘Yeah. Give it the works.’ So, on the day of the parade, Smitty, who was my wingman, and I took off and sat up there watching until the entire parade was strung out all down the main street. There were wagons and horses and everything. Then we swooped down and came straight up the street, afterburners on and all. We were at the level of the top floor of the hotel. We then flew up to get ready to make another pass-by, but when we looked the entire parade was in a shambles. We had scared everybody. They’re still looking for the horses today. So, we just flew back to our base, and when I walked in the door, my phone was ringing. It was the mayor. ‘I’m really sorry, Mr. Mayor,’ I said. ‘We had no idea it was going to cause this.’” Then Thayer smiled and added, “The mayor said, ‘Oh, hell, that’s all right. We didn’t like the son of a bitch anyway.’”

My most indelible memory of Paul was the day he took me with him on his first test flight of an experimental airplane that LTV had built for the navy. Even as CEO, Thayer always tested every experimental airplane the company made. We took off from the company airfield outside Dallas in a new, stretched version of the navy’s A-7 attack plane and flew for two hours, running five simulated bombing runs in northeast Texas and western Arkansas. We flew at nearly 500 miles per hour, using a terrain-following guidance system that kept us precisely 400 feet above the ground, bumping over every little hill and gully below us. On the last run we swooped in over a hilltop near Daisy, Arkansas, sighting on a power plant at the far end of a large lake. When Paul had the target lined up he pushed the simulator button and we zoomed almost straight up, escaping any fire an enemy might have thrown at us. The simulator said we had hit the power plant directly in its center.

Back over Fort Worth, Thayer took the airplane to 40,000 feet. The A-7 was not powered or designed to fly past the speed of sound, so Paul crashed-dived it to break the sound barrier. It was an incredible flight, much different from riding a locomotive. We hovered up over Fort Worth, and once air traffic control gave the go-ahead, Paul slowly rolled the plane over onto its back. All was quiet. It was like sitting in a chair on an open hilltop, gazing around. Paul tilted the nose down, and we shot forward toward the earth. Although everyone in Dallas and Fort Worth was getting the full effects of the sonic boom, our cockpit was totally silent. The plane raced down more than 4 miles, then Thayer pulled it out of the dive, the gravity forces causing our faces and limbs to sag down, making us feel as if our bodies were about to sink into our shoes.

I was concentrating so much on recording how it all felt I failed to look at the air speed indicator as we were diving, but I had recorded the time it took. Back in New York I calculated we had been flying at more than Mach 1.2. When I called Paul to confirm my calculation, he said, “Yeah, that’s right, but I’d appreciate it if you wouldn’t print it. The plane belongs to the navy, and it’s not supposed to go over Mach 1 because at 1.3 the computer says it will disintegrate.” I concluded that Paul was so successful as an executive because he was such an inveterate gambler. I had plenty of examples of his knack for beating the odds without using our crash dive. So I reported only that we broke the sound barrier.

Sometimes Paul’s instinct for beating the odds didn’t pay off. He had a long-standing affair with his receptionist, a delectable-looking woman. Among other activities, they would participate in sex orgies in Dallas with their stockbroker. One of the SEC investigators once entertained me with some vivid descriptions, and they were pretty spectacular events. Unfortunately their pillow talk included inside information from Thayer about LTV’s plans to make a takeover bid for a competitor.

His lady friend had their broker, a fellow Texan named Billy Bob, buy stock based on the insider information. When the Securities and Exchange Commission found evidence of the trading, Thayer swore he had never told her anything, but the receptionist turned state’s evidence, and Paul wound up in a federal prison, serving time for perjury. I was sorry for him, and equally sorry for the country, because Ronald Reagan had made Paul deputy secretary of defense, and he had a knowledge of the military and of Washington that would have been a true benefit to the nation.

Eventually one of my colleagues, Linda Grant, dubbed me “Fortune’s token yokel,” largely because I was using my southern ways to make fast-paced northern executives think I was dumb and tell me everything they knew. I think Bob Lubar thought the title suited, because he often offered me story subjects that involved blue-collar people and the midsection of the country, subjects such as a small town in Iowa and southern textile mills.

My first major story was about a good old Georgia boy who knew all about the tactic of invoking southern charm and could not be horn-swoggled by it. Entitled A Georgia Cracker’s Crackerjack Bank, the story was a 5,000-word piece on Baldy Baldwin’s banking acquaintance in Atlanta, Mills B. Lane. My researcher, who was from Canada, was intrigued that Lane, like many other southerners, started his workday with a Coca-Cola. I had noted that while sipping the Coke he presided over a meeting of his top officers, but I had not known something Baldwin had learned. He found that Lane always held the meetings with everyone standing. That way they kept their sessions short by avoiding long-winded commentaries.

I think Lane’s flair for showmanship and his basic practicality came from his genes. He told me that his father had founded the family banking business in Savannah, and the county commissioners there had asked him to finance the construction of a bridge over the Savannah River. This apparently was in the 1920s, when bridges were replacing ferries along the estuaries of the east coast. In the loan agreement, the commissioners had pledged to pay off the loan by collecting tolls. But when the bridge was completed, and local voters began to object, the commissioners reneged on the deal. Grinning with pride, Lane told me how his father had responded by going to the bridge with a shotgun and collected tolls himself. Needless to say, the county commission had promptly backed down and set up a proper tollbooth.

Demonstrating the same ingenuity, Mills Lane got around a Georgia law that forbade a bank from owning more than 5 percent of another. He bought 5 percent stakes in banks all over the state, creating a federation of banks that marketed together and loaned together.

I have rarely met any other chief executive who was such a great showman. When there was a severe drought and Georgia’s farmers had no water, Lane chartered an entire train of tank cars to bring in water from outside. Baldwin recalled Lane fondly. “Mills was a piece of work,” he said. “When I went down there, I remember the old bank. The lobby had high ceilings. During National Wool Week he had sheep in there and three Bo-Peeps in there, and the sheep were pooping. There was goddamn sheep poop all over.”

While I was writing the story on Mills Lane, one of the momentous epics in railroad history, an event that would shake American business, and even Washington, was brewing to the north.
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The Biggest Railroad Story of Them All

ONE FIRST–CLASS PASSAGE



I HAD BEEN AT FORTUNE A LITTLE OVER A YEAR AND, although still fascinated by railroads, had not written a single word about the subject. My latest story was about one of the darlings of Wall Street, a young company called National Student Marketing. NSM had been one of the hot stocks of 1969, and my piece had been an exposé of one of the greatest accounting scams Wall Street had seen in recent years.

Even before beginning my research, I could smell possible fraud. The magazine’s Futures Department, which searched for potential stories, had invited NSM’s president and some of his vice presidents to lunch so that some of us could hear their spin on how their company was so successful. During their presentation they passed around copies of the company’s quarterly and annual financial statements, and while they were talking I glanced at the numbers. I saw that the figures in the quarterly statements and the annual report were not comparable. Also, in the year-end balance sheet there was a most unusual item, called “Unbilled Receivables.” Immediately I sensed a grand exposé.

The illustrations for the story were shot by Life’s Alfred “Eisie” Eisenstaedt, one of the world’s greatest photojournalists. For the lead photo, he took National Student’s five top vice presidents down to a plaza outside their Park Avenue headquarters, and Eisie had them run about, trying to fly one of the poster kites the company sold to college students. It was a symbolic shot, much more apropos than the five young men realized. At the time they did not know that Cortes Randell, the company’s president and founder, had filled the company books with enough air to fly that kite into the stratosphere.

My researcher and I discovered that the wonderful jumps in revenues and earnings that NSM was claiming were due in part to acquisitions of other companies. We also found that the “unbilled receivables” were an outright scam. When NSM signed a sales contract it recorded all the expected revenues as income, even though all the money had not been received. Our story set off a scandal on Wall Street, and Randell soon became a federal inmate.

One snowy March morning, about the time the story came out, I walked down the hill from our home in Upper Montclair and climbed onto the Erie-Lackawanna commuter train. Usually I rode a bus into New York, but, considering the state of the roads, I thought the train would get me there faster. In the seat behind me sat an old friend, Murray Harding, with whom I had covered the two meetings when the shareholders had voted on the C&O-N&W merger plan. Murray then had been a reporter for the Journal of Commerce. Now he was an analyst on Wall Street. Until recently, he had worked for a firm called Equity Research, where he had followed Penn Central, which had been created two years before, early in 1968.

Harding had written a highly optimistic opinion of Penn Central’s prospects in January 1969, concluding that the company had passed its most serious problems and was headed for a turnaround. But in the next six months he watched the railroad pile up more losses, and he had told his readers in the fall of 1969 that he had been wrong. His honesty had no reward. Two months later his bosses fired him.

As I got ready to take a seat in front of him, Harding looked at me over the top of his newspaper. “Penn Central has reported it lost $4 million last year. Wait till their first quarter results come out. They’re losing $1 million a day, and with the snow storms we’ve had it could be worse.”

As soon as I arrived at the office I called our research library and asked for their files on Penn Central. Looking at the company’s last two annual reports, I began thinking I was on the trail of another NSM scandal, and as it turned out, I was. In fact, Penn Central would become an even greater sensation. The first thing I noticed was a familiar item in the company’s balance sheet called “Unbilled Revenue.” Whether called “receivables” or “revenue,” it smelled like National Student all over again. When I added up the company’s working capital and compared that with Penn Central’s monthly losses, I calculated that Penn Central could not last past June. It turned out to be a pretty accurate estimate.

With that, I sent Lou Banks a memo outlining my findings. As managing editor, Lou made all the story assignments, and about twenty minutes after dropping the memo off with Lou’s secretary, I walked out to the water fountain and found him coming down the hall.

“Just read your memo. Sounds like incredible stuff. You want to do it?” he asked.

When I told him I did, Lou just said, “It’s yours.”

I called Murray and suggested lunch with him and a mutual friend, Jim Hanscom, whom I had known since my early days as a reporter. Hanscom had worked across the hall, at the Richmond News Leader. In fact he had become a folk hero there because one day the managing editor had ordered everybody to stay after work, on their own time, to hear the annual lecture on libel law by the paper’s outside general counsel. Most reporters had little respect for the lawyer, and after he had been droning on for about thirty minutes, Hanscom got up and put on his coat, announcing, “I’ve heard all this shit already. I’m going home.” Jim had taken a job at a paper in Roanoke but had not yet told the city editor. “If you walk out that door you’re fired,” declared the editor. “Bye,” said Hanscom, as he exited, thereby forcing the paper to pay him severance.

Like Harding, Hanscom had become an analyst for Equity Research. The three of us occasionally would drink together at the John Barleycorn, an Irish pub just off Lexington Avenue. Having come up as reporters, the two had developed numerous sources, and they always were overflowing with information. Unlike most other analysts, Hanscom harbored a reporter’s skepticism, never taking top management’s word as the truth but always digging underneath. Needless to say, despite Harding’s one mistake, they both outshone most of their Wall Street colleagues.

Over our lunch, the two painted a grim picture of Penn Central, enough to convince me all the more that I was on to a rare scoop. When I asked what unbilled revenues might be, Hanscom said he was curious about the same entry but he, too, did not know.
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Two Great Names in Railroading—Alfred Perlman (right) once worked for John Barriger (left) at the Reconstruction Finance Corporation. This rare photo of the two was taken on a business car that presumably belonged to the Pittsburgh & Lake Erie Railroad. Perlman, who ran the P&LE’s parent, the New York Central, had made Barriger president of the smaller line. Photo courtesy of the John W. Barriger Library.



My next step was to seek help from my colleague Gilbert Burck, who for decades had built a rich trove of transportation sources. A wonderful, gracious friend, Gil offered to do whatever he could to help and invited 70-year-old John W. Barriger III, the dean of railroad presidents, to lunch. The three of us sat at a window table in one of the dining rooms that the company used on the top floor of the Time-Life Building. One of Gil’s army of sources, Barriger was an incredible railroader. Although warm of heart, he was an intense man, totally absorbed in the subject of railroads, and his dark eyes, peering steadily at you through rimless glasses, made him look all the more mirthless and venerable. One of the industry’s foremost historians, Barriger was said to know every inch of track on almost every major railroad in the nation. He had amassed a library full of photos that proved it. Moreover, he had collected thousands of books and documents about all the U.S. railroads.

He had been Al Perlman’s boss forty years earlier at the Reconstruction Finance Corporation. Since then, Barriger had turned around two sick railroads, the Monon and the Missouri-Kansas-Texas Railroad—best known as the Katy—and between those jobs Perlman had made him president of a New York Central subsidiary, the highly profitable Pittsburgh & Lake Erie.

Barriger quickly confirmed that Penn Central was in momentous trouble. Trying to offset extra costs the combination had incurred, Perlman had gambled on immediately gaining the savings the merger was supposed to generate by merging the two railroads’ operations at once rather than over a year or two, but he reaped chaos instead. “I hear they actually lost trains.” I told Barriger after we had ordered. “Yes,” he replied. “I know of one 100-car coal train that was lost for ten days outside Syracuse.” He explained that the yard had been jammed, and the crew, which was supposed to go off duty, had been told to leave the train there and bring the engines and caboose into the yard. Somebody had failed to record that the train was still back there on the main line.

That was a relatively minor problem. The two railroads’ computers did not talk to one another, and operations people had not been properly trained “It was just a goddamned operating mess,” one insider told me after my lunch with Barriger. Overnight the routings of many cars had been changed, clogging some tracks with more traffic than they could accommodate. Moreover, yardmasters and clerks on each road had never learned the stations and yards of the other. As the superintendent of the old New York Central yard outside Albany described it to me later, “They’d get a car for Harrisburg, which wasn’t on the old Central, and they’d say, ‘Where the hell is Harrisburg. I know where Pittsburgh is. Shit! I’ll send it to Pittsburgh.’” Many cars were being dispatched without waybills, so nobody knew where they had come from or where to deliver them. Yards were clogging up with those cars, and to get rid of some, yardmasters assembled them in trains and sent them off to other terminals, making the confusion worse there.

Penn Central’s finances were yet more perplexing. A few days into my research I rode a Metroliner down to Philadelphia with some analysts and other journalists to cover the company’s annual meeting. On the way down, Hanscom and I speculated again about those unbilled revenues on the railroad’s balance sheet. In the meeting, when time came for shareholders to question the company’s officers, John Gilbert, one of two brothers who went around to such meetings annoying chief executives with embarrassing questions, stood up and asked Stuart Saunders to explain unbilled revenues.

My heart plunged, because now I feared some other journalist would realize there was a scandal here. Saunders referred the question to a representative of Peat Marwick, the company’s auditors, who, with a straight face, said the item represented income from freight cars that were in transit at midnight on New Year’s Eve. Hanscom had planted the question, and Gilbert did not know enough to suggest that the explanation made no sense. Fortunately all the other reporters missed the question’s significance.

From that meeting I went to Washington and visited Graham Claytor in his monumental two-story president’s office atop the Southern Railway’s headquarters at 15th and K Streets. Graham insisted Penn Central might have problems but it would never go broke. I pressed, mentioning that the road had too little working capital to get past the next three months. But Claytor was adamant, believing the company was too big to fail, and, if necessary, that the government would bail it out.

When Graham had a strong opinion, he could dominate the room as he preached and inveighed in quick phrases delivered in a shrill voice that sounded much like it probably had years before when he was giving commands from the bridge of his ship. About the same time as our interview, he went down to Richmond for the Southern’s annual meeting, and after the session he and his directors were at the mansion of my former publisher, Tennant Bryan, having lunch. One of Bryan’s young kinsmen, Austin Brockenbrough III, who was in the investment business and was sitting across the table, also told Claytor that it looked to him like Penn Central soon would go bankrupt. Austin told me later that Graham was outraged, pouncing on him with a long lecture about the endurance of Penn Central.

Claytor did let me talk to his chief operating officer, William H. Moore, a large blustery man from Hazard, Kentucky, who briefed me on Penn Central’s chaos. Moore also told me what he would do if he were running the railroad and very kindly gave suggestions about what to look for in the road’s operations. Moore later had an opportunity to demonstrate what should have been done when he was made Penn Central’s president.

Before going back to Philadelphia and interviewing Penn Central’s brass, I needed to talk in confidence with someone who would not dish out the railroad’s party line and would give me the unvarnished facts from inside. Hanscom and Harding suggested James W. McClellan, a 31-year-old Texan who only recently had worked at the railroad. He now was at the Federal Railroad Administration, where his bosses had admonished him not to talk with any reporters. I called Jim, told him who I was, and he agreed to see me, but in total secrecy. “Come to Dankers East after work,” he said, giving me directions to a smoky bar in southeast Washington across the street from McClellan’s office in the Department of Transportation building. At the appointed hour I walked in. The collection of rooms was barely lighted, and I stood beside the bar peering through the gloomy haze. There in a corner, hunched over a bourbon and puffing on a Marlboro was the shape of a tall, lean, big-boned man.

Walking over, I stopped at his table and said as softly as I could, “You McClellan?”

“Yeah,” a voice replied. “You Loving?”

It was the beginning of another long friendship.

McClellan confirmed everything Barriger and others had described and went even further, telling me about slow orders on main lines up and down the system where trains were creeping along, often rocking back and forth on old rail and rotted cross-ties, all because of deferred maintenance. Because the merger had caused much of the traffic to be rerouted, he added, some routes also were choked with trains. McClellan told me which parts of the railroad were in the worst condition, and I immediately made plans to go see.

First I went to the road’s corporate communications department. Many reporters have always looked upon public relations officers as “flacks,” people who only dish out the company’s party line, or “spin.” Instead, I have found that those same spokesmen can be a reporter’s most valuable tool. If a reporter has done his homework and has a healthy cynicism, the spin he receives can give perspective to what the company is doing and offer a foundation for further reporting. If the reporter conveys he is unbiased and not interested solely in pillorying the company, good public relations people can open valuable doors and supply tons of information that otherwise would cost the reporter hours of research time. So, as the key to my inquiry into Penn Central’s operations, I turned first to the corporate communications department.

William A. Lashley, a veteran of the Times-Dispatch newsroom who was Penn Central’s vice president for public relations and advertising, ran the place, and one of his top assistants was Thomas E. Hoppin, a young ex–sports editor from southern Illinois. A tall, balding farm boy, Hoppin had spent his college summers working as a section hand on the Wabash. Both men knew the state of the company’s property. Yet they did not try to hide the condition of the railroad. Lashley and Hoppin were the two best public relations men I think the railroad industry ever had. Proper advocates for their company, when asked about a problem they offered the Penn Central’s official explanation, but neither did the two twist the truth nor, when asked, did they ever lock a responsible reporter out, even if what he was destined to see inside the railroad was not altogether complimentary. This gave them an invaluable mantle of credibility, which paid immense dividends when there was a crisis. Years later I was to work for Hoppin as a consultant, and, watching how he operated from the inside, my respect grew yet greater.

A few days later I rode a Penn Central passenger train up the eastern bank of the Hudson to Albany. Conditions along the way seemed fairly normal. When I arrived, I went into a drinking establishment in the town of Rensselaer on the east side of the river where railroad employees always gathered after work. I sat at the bar buying beers for any worker who would talk and found that, no matter how good the main line had looked, there were problems where they worked. I spent six hours listening to their stories of disarray and despair. McClellan had been right. I was finding a ramshackle railroad. Many of Penn Central’s operations officers were the best in the business, and they were striving valiantly to make the place run right—but with little money and woefully little success.

I had told Hoppin and Lashley that I wanted to see some yards and ride some trains, especially a run between Albany and North Jersey, one of the congested routes McClellan had described. The morning after my barroom interviews a Penn Central representative picked me up at my hotel and drove me to Perlman Yard at Selkirk, one of Albany’s southern suburbs. The New York Central had built it, the world’s first automated classification yard, in preparation for its merger with the Pennsy.

The yard’s bowl consisted of seventy classification tracks, each holding cars for a specific destination. At one end of the yard a track lay over a large earthen mound, called a “hump.” Beside the hump sat a control tower. As the cars were pushed over the hump and uncoupled from the switch engine, they rolled down toward the bowl, and a computer told the electronic switches on the down track which track in the bowl the car belonged on. Each of those tracks held cars bound for the same destination. When it was time to make up a train, a switch engine would go into the tracks that held blocks of cars meant for that train, pull out each string, and hook it onto the train. It was a much cheaper way to operate than was the case in conventional yards, which were much more laborintensive—and it was a lot faster, too, which enabled the railroad to speed up transit times significantly. I was bedazzled by it all.

At the far end of the yard, on one of the departure tracks, I found Herb Schwartse, a crew-cut, square-jawed engineer from New Jersey, sitting before the throttle of an aging New York Central diesel. Schwartse was the engineer on a freight that was bound for Weehawken, and we sat there waiting until finally the signal in front of us turned green. “We’ve got the high ball,” announced the fireman, Schwartse pulled on the throttle, and the train started through the switch onto the main line southbound for Weehawken; this was Penn Central’s River Division that stretched for 140 miles along the west bank of the Hudson.

By then it was mid-afternoon, and with 102 cars of mixed freight behind him Schwartse had the train rumbling down one of the most overworked stretches on the entire Penn Central, sections of single track that weren’t meant to take the twelve trains a day that the reroutings of the merger had thrust upon them. The top speed here used to be 70, but now it was only 40, and so rough was the track, the two black diesels shook and pounded even then.

No sooner was he high-balling than Schwartse had to cut to 30 because of a slow order, bad track from a derailment the preceding winter. Just below the town of Alsen, the afternoon sun glinted on a blue car hood that still lay next to the roadbed, a reminder of the day that winter when nine rack cars of new Cadillacs, 108 of them in all, had flipped over in one mangled heap.

Just north of the high bridge at Catskill, Schwartse had to put the locomotives into a crawl, this time for a 3-mile stretch, at 10 miles per hour. That was because the track was still weak from a wreck in November. Four freight cars lay on the wayside as remnants of that disaster.

At Lake Katrine five boxcars awaited the cutter’s torch; they had been dumped in another derailment during the winter. Just above West Park there were seven cars from another winter wreck, and below the town, lying along the roadbed like gravestones, sat twenty-one torn and ripped cars from a wreck a year and a half earlier. As Schwartse explained, the maintenance crews and the wrecking men needed a clear track if they were to make things right, and the River Division’s single line was just too busy for that.

For that matter, it wasn’t easy for the freight trains themselves to get the track either. At Kingston, Schwartse and his fireman took a supper break while waiting in a siding for a northbound freight to come by, and above West Point, as the gray dusk of the Hudson slowly swallowed Storm King Mountain, Schwartse put his foot up on the cab window and lit a cigarette while we all waited for another northbound freight.

An hour and a half later a big orange moon hung over the tracks ahead as the two locomotives roared on toward Weehawken. This night Schwartse was lucky. The dispatcher had radioed that we would not have to wait outside the oft-crowded Jersey yard.

On a Sunday evening a few days later I rode the Spirit of St. Louis to Indianapolis, where Dusty Rhodes, Lashley’s representative in the Midwest, took me to the Central’s old Big Four Yard. While we stood there watching cars rolling off the hump, the yardmaster informed us that Penn Central’s directors had just fired Stuart Saunders. David Bevan had been fired, too. To me it only confirmed what I had concluded—Penn Central was in its death throes. I wondered, too, how complicit the board had been in the creative accounting techniques Saunders and Bevan had employed.

Once I’d been given a good look at the yard, Rhodes and I headed downtown to the city’s old Victorian station, where I climbed up into a “covered wagon,” as railroaders called it, a General Motors–made locomotive with covered sides that had to be twenty years old and was one of the railroad’s oldest diesels. Its Tuscan red paint scheme was faded, and it looked as if it were waiting for retirement. There in the cab, waiting for the conductor’s signal to pull out, sat its engineer, Charlie Barger.

The conductor soon waved, and Charlie bit into the stump of his cold cigar as he pulled on the throttle, taking the Pennsy’s train No. 4 out for Richmond, Dayton, Columbus, and points east. Barger looked straight up the road, his eyes staring hard between the black tip of his cigar and the rounded brim of his green work hat. Charlie Barger sat up there like a Buddha, his right hand on the brake handle, left on the throttle, and like the old steam man that he was he reached up for long tugs on the whistle cord.

Barger had been making this run for most of the forty-four years he’d been a railroader, first firing, then driving, and he began to tell me about the golden days when the speed limit here was 75 and the track clear. Now the top speed on most of the route was 60, and that day No. 4 already was late because of track work between Indianapolis and St. Louis; before he reached Richmond, Barger had to cut his speed three times, once to 10 miles per hour.

Beyond Richmond the track had been freshly repaired and the limit was 70, and Charlie fretted when he found he wasn’t getting more than 67 out of the old engine. By the time he ended his run at Columbus, the train had lost more time, all because of those slow orders, and as he climbed down from his cab he clamped down unhappily on the final stubble of his half-eaten cigar. For to be a proud old railroad man like Charlie Barger, trains like No. 4 just weren’t supposed to be late.

Back in Philadelphia I interviewed most of the top officers. Before his dismissal, Saunders had declined to see me and now he was inclined to talk even less, and there was no way to get to Bevan, the chief financial officer. Alfred Perlman had been president and chief operating officer, but, the year before, Saunders had pushed him out, making him vice chairman, a token post that he was supposed to hold until his scheduled retirement on December 1, 1970. I’d heard that Perlman was being kept from talking, and when I asked I was told he was “unavailable.”

The most important of the remaining officers was Paul Gorman, whom Saunders had brought in from Bell Labs to succeed Perlman. Gorman now was CEO as well as president, and his first instructions to Lashley had been to keep him out of any negative stories. I learned from sources at AT&T that Gorman had not made much of a mark there, and without question his record at Penn Central was no more stirring. No one knew it at the time, but Gorman already was looking for another job that would take him far away from Penn Central and what he considered the stain of bankruptcy. Needless to say, my interview with Gorman produced little.

None of the interviews with men like Gorman would help me unravel Penn Central’s Byzantine bookkeeping. That would require some late-night digging. I had a room at the Barclay, an elegant establishment on the east side of Philadelphia’s Rittenhouse Square that was half hotel and half apartments that housed some extraordinary tenants. One evening, as I was entering the lobby, I passed one of the great musicians of the day, Eugene Ormandy, conductor of the Philadelphia Symphony Orchestra. Every evening after dinner I went up to my room, spread out all the financial reports, some of them on the floor, and tried to decipher the true state of Penn Central’s finances. All the papers were strewn about, creating an unseemly setting for such a large room with its high ceilings and classical old furnishings. In those days we did not have computers or even hand calculators, so I lacked the luxury of putting it all together in spread sheets. All my computations had to be copied in pen on pages of a yellow legal pad, and then I had to compare all the numbers, calculating cash flow on one set of pages and false earnings entries on another.

Penn Central Corporation actually was a holding company, which made it easier for them to play with the numbers. Penn Central’s railroad subsidiary, Penn Central Transportation, also owned a holding company, called the Pennsylvania Company, which owned real estate developers like Arvida and Great Southwest Corporation as well as various transportation subsidiaries.

In Washington I had collected Form A’s that had been filed by Penn Central Transportation with the Interstate Commerce Commission. They were the voluminous annual financial reports the railroads were required to file each spring. I went through them page by page, comparing them with the annual reports the railroad gave its shareholders and a prospectus the Pennsylvania Company had issued for the $100 billion issue of debenture bonds Saunders and Bevan had hoped to sell.

Some of the numbers did not match. Others showed paper dividends paid to the railroad by Pennsylvania Corporation and some of the other subsidiaries so Saunders and Bevan could inflate its earnings. Some outlays that normally would have been deducted from revenues were billed as capital expenses, which meant they were charged against the company’s cash reserves. That enabled them to fluff up profits further. In another instance, I found that Penn Central’s glamorous real estate holding, Great Southwest, had reported a $35 million profit for 1969, but the number had been created out of $70 million of IOUs.

Wherever I could each day, I questioned people close to the company about what I was finding. I learned from a source at the railroad that the unbilled revenues that were so puzzling represented $8 million that shippers and other railroads owed Penn Central for hauling their cars. My source said there was no way the railroad could ever collect the money because record-keeping was so fouled up no one knew where to send the bills.

Slowly I was finding that my original suspicion had been correct. In fact, matters were worse than I had ever imagined. Although no one knew it, the successor to the mighty Pennsylvania Railroad, undisputed monarch of Philadelphia, whose stock, constant dividends, and word were considered as solid as Fort Knox, was almost out of cash. Saunders, an unshakable optimist, had believed he could save the railroad, if given more time. “I did not come to Penn Central to liquidate it,” he had declared the previous fall. He and Bevan had cooked the books to hide the hemorrhage and keep cash coming from Wall Street. Altogether I found the railroad’s losses in 1969 had been somewhere over $200 million, and its parent, Penn Central Corporation, which had reported a profit of $4.4 million, actually had lost tens of millions.

Despite all the evidence that I had gathered, I wanted to hear some kind of confirmation from somebody at the top. Gil Burck obliged by calling another of his old friends, Al Perlman, at his office in the New York “General” building. Perlman was willing to see me but told Burck that I must come to his house. His secretary, he said, had been planted there by Saunders to keep an eye on him. If found talking to the media, he might lose his pension. When I called his office to arrange the meeting I was to tell the secretary my name was “Mr. Gilbert.”

On a sunny June Saturday I drove over from New Jersey to Perlman’s colonial-style home on Long Island Sound. We sat by the pool for several hours while he talked and I took notes. When I asked whether my analysis of Penn Central’s bookkeeping was right, Perlman looked down at the pool, saying softly, “The whole place is papered over.”

Meanwhile, the company had continued trying to sell the $100 million of twenty-five-year debenture bonds. The debentures, which were unsecured debt, were the last source of capital available to Penn Central. The company had desperately turned to a method of financing that ranked even lower on the scale of debt instruments than debentures. It had sold $200 million in short-term commercial paper that came due every ninety days. The paper was sold in lots, and whenever a batch came due Penn Central paid it off by selling a new issue.

When the first-quarter losses were announced, the numbers were just as bad as Murray Harding had predicted that morning on the train, and instantly Wall Street backed off from buying either the debentures or more commercial paper. Up to the last hour before his departure, Saunders had been seeking a government loan guarantee to keep the company going, and now, as Penn Central’s remaining cash drained away by the day, the board continued his quest. But after a series of frantic meetings and phone calls, Washington turned the directors down.

It was one day shy of two weeks after Saunders had been fired. I was sitting in my study writing, working on the final pages of the story, when I got the call. It was Sunday, June 21, a wet, fittingly dreary afternoon. Bill Lashley called. There was no phone in my study, and I sat on the edge of my bed across the hall, taking notes as Bill read me a short press release announcing that the railroad was filing for bankruptcy.

Penn Central’s fall was a shock to the financial community. It became a greater shock three weeks later, when my story on its “virtuoso bookkeeping” came out. Newspapers around the world reported the story. It created a stir in Washington as well, where investigations were launched by the House Banking Committee, the Interstate Commerce Commission, and the Securities and Exchange Commission.

Many of us were waiting to see what fallout would come from Penn Central’s investors, especially those who had been taken in by the company’s phony numbers. One man who was watching was a young broker in Omaha named Warren Buffett. Intrigued, Buffett wrote a mutual friend, Fortune’s Carol Loomis, a week after the bankruptcy filing, wondering if anyone who had sold the road’s commercial paper in the months before the bankruptcy might be liable to the people who had bought it.

Carol passed the note onto Wyndham Robertson, an exceedingly gifted young woman from the hills of North Carolina, who was head of our Futures Department. Knowing I was working on the Penn Central piece, Wyndham forwarded the note to me, explaining that this man Buffett was “a very bright soul.” Except for a recent column Carol had written about him, I’d never heard of this fellow, but I thought he was very perceptive and that some who had bought the paper could indeed sue—as they eventually did.

After the story came out, we also heard from Peat Marwick Mitchell & Company, which had certified the books of Penn Central. Coincidentally, Peat Marwick had been accountant for National Student Marketing as well. My story had listed each gimmick Penn Central had used and then had singled out Peat Marwick as the railroad’s accountant. My piece also noted that Penn Central had paid the accounting firm $600,000 a year. Immediately Peat Marwick threatened us with a $10 million libel suit. At the time, Life was losing millions each year, which the company could ill afford, and the men up on the thirty-fourth floor who ran Time Inc. were nervous. Our law department had never been confronted with an accounting suit, and our chief counsel caved. The order came down—over the loud objections of Lou Banks and me—that the magazine must print a statement saying in essence that we had not meant to disparage the unblemished name of Peat Marwick. As Banks said to me later, “That was a dark day for our law department.”

As we were ending a meeting with Peat Marwick’s lawyer, he had turned to me and said, “You could have really got us on National Student Marketing. Why didn’t you?” He was right. I could have blamed them for allowing the fraudulent bookkeeping at NSM but had held back. “I thought I’d give you another chance,” I replied.

If we had stood our ground, Peat Marwick probably would not have sued. If it had, our attorneys would have found in discovery proceedings in-house documents disclosing that, after a meeting with Saunders, the accounting firm’s managing partner had ordered the Philadelphia office to agree to Penn Central’s sham. The chief partner in Philadelphia, I found, had opposed Saunders’s and Bevan’s accounting methods but had been overruled by the managing partner. Given the size of the railroad’s annual payout to Peat Marwick, it was not surprising.

Months after the bankruptcy filing, Bill Lashley called me as I was preparing a speech about Penn Central that I was scheduled to deliver to a conference in Washington. Stuart Saunders had heard that I was on the program and wanted to give me his side of the story. Since he and others were being sued and his pension remained in jeopardy, our meeting had to be off the record. Not even Lou Banks ever knew of it.

We met in the lobby of one of the New York Central’s New York hotel properties, the Barclay, which was just off Park Avenue on 48th Street. This hotel happened to have the same name as the establishment where I had stayed in Philadelphia, but so far as I know the two never had any connection.

We went up to a suite that the hotel’s manager had set aside for Saunders. He took a seat on a sofa that stood along one wall of the suite’s parlor, and I took a wing chair. Despite any toll his fall from power might have taken from him, Saunders still looked as robust as he had when I had seen him at the annual meeting the previous spring, but the spark of confidence he had exuded then was gone.

When he started, Saunders talked about something none of us had given much thought to. Government regulations were a major cause of Penn Central’s failure, he said, and he was right. “AT&T is a regulated industry and it’s been making five times what Penn Central made,” he said. Saunders went on, declaring that government regulation is never consistent, never logical. “There is no way in God’s world to regulate any industry,” he concluded. Personally I believed that many industries, such as airlines and public utilities, needed to be regulated. Their customers were the little people who needed a government regulator to protect them. On the other hand, railroads dealt with customers that often were larger than they, and regulation had rendered some of those lines dysfunctional. Saunders, I felt was right on that point.

Saunders said the unions had extracted large wage increases from the railroad in early 1969. “But we didn’t get any rate increase until November,” he went on, adding that even then the increase did not cover the entire cost of the pay hikes. “We should have gotten 12 percent but got 5 to 6.”

He also disclosed that Perlman had been forced out of the presidency. In our interview at his home before the bankruptcy, Al had told me that he had quit in protest over Saunders’s refusal to fire Henry Large, Penn Central’s chief of sales and marketing. Not so, said Saunders. Perlman was fired by Saunders and a majority of the directors. “We pushed him out.” I was irritated at Perlman, because I felt he had deceived me. To me nothing was worse for a journalist than to print an error. Fortunately I had qualified the story of his departure by attributing it to a source, so the sanctity of Fortune’s credibility was not endangered. Later, somewhat sheepishly, Perlman acknowledged his transgression.

Penn Central’s bankruptcy was having an impact of a different sort at the Chesapeake and Ohio. For one thing, it caused the N&W and the Chessie to scrap their merger plans. For another, the bankruptcy enhanced the reputation of Hays Watkins, the man who, during the takeover battle for the B&O, had gone door to door in Brooklyn seeking proxies. Watkins was an astute man who had learned to sit silently and watch. His philosophy for running a company was simple. As he put it to one of my friends, you didn’t need to be a genius to be a chief executive officer, you just had to be smart enough to hire bright subordinates. Now the C&O-B&O’s chief financial officer, Hays Watkins had been watching Penn Central with the same silent care and was one of the few people who had foreseen that Goliath could fall.

As Penn Central’s chaos had spread and losses had mounted, Watkins had begun warning his superiors that Penn Central would go under. Chessie’s president, Gregory DeVine, discounted his words, insisting, as had Graham Claytor, that the company was too big to fail. To protect Chessie as best as he could, Watkins had monitored the car-hire billings each railroad owed for moving one another’s cars, carefully delaying payments to Penn Central so that the Chessie never paid more than Penn Central owed it. Although Watkins kept down the deficit, when bankruptcy came, C&O-B&O lost more than $5 million in the car-hire charges Penn Central still owed, but Hays’s percipience had marked him as a man who would make a great chief executive officer.

A few months after Penn Central went broke, Watkins received a call from the Chessie’s chairman, Cyrus Eaton, who confided that Watkins was about to be named president and CEO. Watkins had assumed that the job would go to the road’s vice president for operations, so he was astounded. Eaton admonished him to act surprised when Gregory DeVine, who was retiring, informed him officially. Indeed, a little later that day, DeVine asked him to come to his office, and, suppressing his elation, Watkins listened to DeVine’s announcement with a poker face.
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“The Greatest Thing Since Sex & Watermelon”

ONE FIRST–CLASS PASSAGE



ONCE THE SECURITIES AND EXCHANGE COMMISSION AND THE Interstate Commerce Commission had verified my Penn Central exposé, I was able to take on Gil Burck’s mantle as the magazine’s transportation specialist, and I went at it with exultation. The first piece was about United Air Lines. Six months after Penn Central’s fall, recognizing they should avoid the mistakes of the railroad’s board, United’s directors had staged a coup, replacing the company’s president with the man who ran a hotel chain the airline owned—Edward E. Carlson, who became one of the best chief executives in the air transport industry. Eddie, who started as a bellhop, turned around United in a year.

It was the makings of a magnificent story, and adding to it, I was able to ferret out how the directors had come to this wrenching decision. It was a drama from inside the boardroom, a place where reporters never ventured. The story caused a sensation, stirring the directors of Pan American World Airways to oust their CEO and causing other publications to begin producing boardroom dramas.

It all was great fun, causing our publisher and our advertising director to invite my researcher, Peter Schuyten, and me to the magazine’s annual sales meeting at Rock Resort in Puerto Rico, where we gave everyone the behind-the-scenes account of how the story was put together. I arrived at 2 o’clock in the morning after flying from the West Coast and was directed to Fortune’s hospitality suite in one of the hotel’s condos, where I found a serious poker game in one room and in an adjoining room my colleague Wyndham Robertson and a half dozen ad salesmen, led by our editor in chief, Hedley Donovan, all singing. The next day I heard that after I had gone to bed the neighbors had demanded that the resort’s security detail halt the concert. We all agreed those guests must be tone deaf, for it was a truly harmonious performance, especially to the ears of anyone who was full of booze. During most of our three days there, Peter and I sat on the beach with his then-wife, a well-endowed beauty in a tiny bikini who attracted the stares of all the envious ad salesmen.

I had flown to Puerto Rico from San Francisco, where I had been researching a piece on Perlman’s afterlife. The careers of Stuart Saunders and David Bevan had ended, but Alfred E. Perlman, now in his seventies, had found another railroad to run. The Western Pacific, which ran from Oakland up the Feather River Canyon and across the desert to Salt Lake City, had been in trouble. It had never been a financial powerhouse like the Southern Pacific or Union Pacific. Built by George Gould, son of Jay Gould, the WP was intended to be the western link in a rail system that included the Missouri Pacific and the Denver and Rio Grande.

In 1969, the railroad had lost nearly $3 million, a large sum for the little WP. Much of that came from its passenger train, the legendary California Zephyr. Fortunately, the Interstate Commerce Commission allowed Western Pacific and the other roads to drop the Zephyr at the end of 1969, but the WP’s freight business also was losing money. In the 1960s the Vietnam conflict had generated a profitable flow of traffic to the West Coast ports, but by 1969, as the United States struggled to disengage itself, military traffic was slowing. The demand for construction materials in California had softened as well. One of the railroad’s biggest customers was the auto industry, and that business was slowing, too.

Thinking this was a company that could readily be turned around, a Philadelphia investor named Howard A. “Mickey” Newman had bought control, and about the time of Penn Central’s bankruptcy he became chairman. I always had the impression that since the WP’s stock price had eroded, Newman’s only interest was winning control of the railroad’s assets at a cheap price. He had sat on the board of Northwest Industries, which had leveraged the Chicago & North Western Railway to create a conglomerate. So, although he knew nothing of railroads themselves, Newman was an alchemist. He understood, or thought he did, how a poor road’s assets could be turned into gold.

Once in command at the WP, Newman created a holding company with which he planned to create a similar conglomerate. But Mickey soon discovered that instead of acquiring a potential gold mine, he was sitting on a potential disaster. The railroad was posting higher and higher losses, which by the close of 1970 would total $9 million, a 50 percent leap from the preceding year. More foreboding, those earlier losses had come mostly from the Zephyr, but the 1970 deficit was being generated solely from the WP’s core business, freight trains.

Newman needed a new president, someone who knew railroading and could cut to the causes of the company’s problems quickly. He told me he was flying out to California when he opened a copy of the Fortune issue that contained my Penn Central piece. My description of Perlman sounded like the man Newman needed, and he promptly called him. Perlman took the presidency December 1, the day his employment contract with Penn Central expired. But he already was busy. In November, when he went to San Francisco for the WP’s board meeting, Newman suggested they look at the railroad from a business car, but Perlman insisted on a high-rail car so he could stop and talk to workmen along the way. Al had told me once that inspecting that way enabled him to look behind all the wayside buildings to see if the workers had left tools there rather than go to the trouble of taking them back to the shop. It was always a good indicator of poor discipline.

Perlman’s next step was to find an executive vice president who could take over operations. The first person he thought of was Robert G. “Mike” Flannery, whom Perlman had placed in charge of Penn Central’s operations before his departure. “Mr. Perlman called and invited me to lunch in New York and offered me the job,” said Flannery. “I said, ‘This is quite a blow. I like Philadelphia. I have to talk with my wife.’ I called back. We didn’t talk salary or anything. I just said, ‘I’ll take the job.’” When Newman asked if he wanted a contract, Flannery simply replied, “No, I don’t want a contract. I’ve worked for Mr. Perlman for too long.” Like Perlman, Flannery took a pay cut.

A midwesterner in his mid-40s with dark, thinning hair, Mike had caught Perlman’s eye in 1957 when he was a trainmaster in Bellefontaine, Ohio. Stopping with his retinue on an inspection trip, Perlman had taken a look, announced the place looked good, and ordered the group to proceed on to Cleveland. Soon afterward Flannery began receiving a series of promotions that took him to the top.

Throughout his career, Perlman had been known for his temper. When he confronted a person or an idea that was stupid he could erupt, his voice cold, his words sarcastic. He’d often clench his pipe in his teeth, breathing out so hard the pipe spewed smoke and hot ashes everywhere. One vice president likened it to a volcano erupting, and it had much of that effect on Perlman’s victims, to say nothing of his suits, which were pocked with burn spots. Nevertheless, the bright youngsters among his managers sensed he always was right, and he developed a following among them that was everlasting. Flannery was a good example.

Now, Flannery told me, “He’s mellowed, but he hasn’t lost the fundamentals. He forced me to think. He forced me to maximize the operation. He hasn’t lost that. He has more interest in his company despite his age then I ever had.”

In the spring of 1972, I spent about a month in San Francisco researching what I had intended as a story on the WP’s turnaround. The piece had to be killed after Businessweek got hold of enough information to undercut us. While I was there, Perlman and I walked home every evening to the Perlmans’ temporary apartment on the Embarcadero, where we would talk. After he, his wife, Adele, and I had dinner, I would walk up the hill to my room at the St. Francis.

Perlman seemed to adopt me. In the coming years whenever I was in town I would spend time with them. Several times when I was working in some nearby city I flew into San Francisco to see Al, at least once spending a weekend at their new home south of town. There we would sit, smoking Cuban cigars that a former neighbor had smuggled in on his corporate jet, sipping cognac, and talking until the early hours of the morning. During those evenings Perlman tutored me in the craft of railroad management. They were invaluable lessons, and because of them I knew what to look for on a railroad property and how to size up the managers I met.

Perlman was loads of fun—an intellectual feast. All I needed do was mention something Perlman had strong opinions about, and he would be off and running. I remember one evening when the Perlmans, Mike Flannery and his wife, and I were sitting in Perlman’s favorite restaurant, Tadish’s, on California Street. Knowing that passenger trains had nearly ruined both the WP and the New York Central, I casually mentioned that I had put together some numbers that indicated it would be possible to run a special overnight passenger train between New York and Chicago that would be operated like a hotel. By renting out each sleeping compartment by the room rather than charging per passenger, my calculations showed, it could make a profit. To my delight, Al grabbed my bait and thundered off with it. Meanwhile, Flannery and I sat there exchanging grins. Perlman must have lectured me on the evils of passenger trains well through our entrees before he wound down.

As Perlman and Flannery took charge, the railroad’s finances tightened further. The 1970 loss was climbing. Costs were totaling 110 percent of operating revenues, and cash was growing scarce. “I don’t care what the income statement says, you’ve got to have cash. True cash,” Perlman told his chief finance officer. Newman soon found the cash. For a decade the WP had been sitting on its portfolio of western railroad stocks. The board had bought them when it appeared the Atchison, Topeka and Santa Fe was about to make an offer for the Western Pacific. The shares, which then were rising, had improved the railroad’s asset base, and the directors had gambled the better numbers would force the Santa Fe to raise its offer.

Long after the Santa Fe lost interest, the WP held onto the stock, because the dividends could be used to enhance the road’s profit. If the board had put the income into track refurbishments, much of it would have been recorded as an expense. Thus the WP’s right-of-way was suffering from years of deferred maintenance. Now, even though he would lose 8.5 percent on the investment, Newman ordered that the stocks be sold.

Flannery and Perlman were finding that the Western Pacific had been suffering from indecisive management and an ineffective board as well as deteriorating property and equipment. Myron M. Christy, its former president, had kept an adding machine on his desk and had lived by statistics. “The first thing when I got here,” said Perlman, “I sat down at my desk and got familiar with the phone setup and buzzer setup, and then I cleaned out the desk. It was more like a filing cabinet, filled with books of statistics.”

Christy, a veteran of the railroad’s bureaucracy, had had little experience in operations. Moreover, he did not know how to delegate authority, insisting that he make many decisions that could have been handled readily by subordinates. Making the situation worse, when action was needed he was slow to decide. “I used to say to Christy, ‘It’s not so important whether you make the right decision or the wrong decision but that you make a decision,’” recalled E. L. Van Dellen, the railroad’s vice president–law.

To Van Dellen and most other officers who had served under Christy, Perlman brought a fresh new day. “Christy was a brilliant man,” said Frederick A. Tegeler II, WP’s vice president–finance. “He did a lot of the details himself. Mr. Perlman gets together a team and says, ‘You do it.’” Tegeler said he and Van Dellen would suggest to Christy that they make a particular decision, and Christy would respond by pushing buttons on the adding machine to see what the statistics would be. “Other than the staff meeting, I probably don’t see Perlman more than once a month. I probably see him more socially,” said Van Dellen. “But with Christy there probably wasn’t a day when I didn’t go up to see Christy. The difference with Perlman is he makes up his mind and makes a decision.”

Perlman also began surprising people by dropping into their offices rather than calling them to his. “Instead of sitting at my desk and saying, ‘Come on up,’ I like to take some time and go down and visit with them,” Perlman told me. “I think he talks more informally when a man is sitting at his own desk. Also a man wonders if he’s being called on the carpet when he’s called in.”

Many of those men had never attended a staff meeting. Christy had met only with his top vice presidents, but Perlman began meetings with the entire staff—everyone of any authority. The first session was a gathering to behold. “They were very shy. They didn’t want to participate,” recalled Perlman. He started telling them he wanted to hear their real thoughts, not what they might assume he wanted to hear. “I’ll know what you’re thinking, but you’ll never know what I’m thinking,” he told them. “When I’m with Republicans I’m a Democrat, and when I’m with Democrats I’m a Republican. You’ll never know what I’m thinking.”

The meeting went on for most of the day, and the group said little. Nevertheless, slowly in the following meetings they began talking, offering unvarnished opinions. I sat in on a meeting eighteen months after that first session, and there were no wallflowers. Everyone spoke his piece. Opinions were numerous and candid. “Now they’re very active. They say what they think is right,” Perlman said to me after the session had ended, and he said it with unmistakable pride. “None of them says what they think top management wants to hear. You’ve got to have two-way communication.”

For their part, Perlman and Flannery set about to turn around operations and marketing. In January Tegeler came to Perlman with projections for a bad second quarter. By midyear their cash position would be close to zero, he warned. Immediately Perlman began laying off employees and pushing for the sale of anything that was surplus. Tegeler and the other old hands watched with incredulity. This man Perlman was something new. As Tegeler summed it up to me, “He’s the greatest thing since sex and watermelons.”

He and Flannery ordered an end to all unnecessary trains. Car movements now would be controlled and coordinated. Before their arrival, the WP had always owed other railroads more for car rentals than it had taken in. Now, by moving foreign cars quicker and making better use of the WP’s own fleet, the railroad soon was getting as much for those interline charges as it was paying.

They found that the locomotive fleet was ancient. Some engines dated from the 1940s when General Motors was making a diesel with a design flaw that caused water to collect in the crankcase. Those locomotives had never been replaced, and the flaw was causing numerous breakdowns and engine shortages. Perlman began buying a new fleet.

As Perlman and Flannery moved around the property they were astounded by some of the things they found. Just the year before Christy had built a new locomotive shop in Stockton, which was miles east of the grade where all the helper engines sat and waited to give added power to trains climbing into the Sierras. To be serviced, those locomotives must be run all the way to Stockton.

“Who in hell made this decision?” demanded Flannery.

“It was a decision at the top,” responded the shop manager. “Nobody asked us.”

The shop had not even been laid out efficiently, adding to the two men’s consternation. All the parts had been stored at one end, forcing all the mechanics to walk as much as 100 yards to get what they needed. Perlman ordered that it all be rearranged so that each workstation had an adequate supply of parts. When Perlman discovered that the shop’s workers were arriving and leaving on their own personal schedules, causing overtime, he was outraged, his pipe spewing ash everywhere. Now, he ordered, everyone would work on Perlman’s timetable.

Wherever I went I would ask officers and even men down in the ranks what impressed them about Perlman’s arrival at the Western Pacific. The most unexpected answer came from a middle-aged man who had a junior position in the operating department. He was chauffeuring me to Sacramento where I was to meet the road’s general manager for a two-day inspection trip. As our car was climbing the hills out of the bay area I popped my question. “You went with him on his first big inspection trip, didn’t you?” I asked.

“Oh,” he said. “I was very impressed. We went in high-rail cars, and we started off early in the morning and went on until early evening, and you know what?”

“What?” I said, waiting with great expectations to hear something truly profound.

Then his voice lowered to a tone of near reverence as he said, “The old man never took a leak.”

When I got back to San Francisco and told Perlman, he grinned. It was plain this man was not the first to have made the observation. “Yeah,” said Perlman with a little note of pride. “A camel in reverse.”

On that first trip, Perlman had found a crew of car inspectors sitting around at Winnemucca, a desolate town in the middle of the Nevada desert. They had been waiting to give passing trains their inspections. Perlman moved them 100 miles east to Elko so, when there were no trains to inspect, the men could be put to work repairing out-of-service cars. Finding that the inspectors were taking a half hour or longer to inspect each train at Elko, Perlman ordered a road built next to the track so that instead of walking the length of each train, they could do their work from a truck. That cut inspection time—and downtime for each train—to as little as ten minutes.

As he had at the New York Central, Perlman introduced computers to the Western Pacific. Soon such things as schedules and waybill tracking were computerized. He brought in other forms of technology as well, installing a radio network that stretched from towers to trains to maintenance gangs along the right-of-way. The WP also got a modern traffic control system, and, thanks to modern communications, crew-calling and billing were centralized, saving yet more money.

It did not take long for Perlman to discover that one of the WP’s blights was soft revenues. The sales and marketing department was a disaster. To fix it, Perlman and Flannery recruited Harry J. Bruce, who had fired a switch engine on the Delaware Lackawanna & Western while attending night school at Rutgers. After graduate school he had left railroading for the logistics business, and by 1970 he was working at the Schlitz Brewing Company. As had been the case with Flannery, pay had little to do with Bruce’s decision to join the WP. He took the job in order to work for the legendary Alfred E. Perlman. He admitted later that living in San Francisco helped.

Bruce promptly found that his people lacked sales and marketing manuals, and while he was remedying that problem, he looked at the way sales quotas were set. Finding they were based on the number of cars the railroad hauled, Bruce informed his salesmen they now would go after revenue rather than mere volume. He also reset the quotas and demanded that everyone meet them—something the WP sales force had never heard of.

Perlman had slashed jobs in operations. Now it was marketing’s turn. He and Bruce announced that forty-one members of the sales and marketing staff would be leaving, and as an increasing number of desks in each office stood empty, the workers who remained suddenly found an incentive to work harder. When Bruce realized he needed to cut more, he devised a scheme for increasing productivity at the same time. He announced a new sales campaign. “We’ve got a new kind of contest in our company,” he declared. “The winners get to keep their jobs.” At the end, fourteen more salesmen were gone.

To cut rentals on foreign cars and make more use of his own, Bruce instructed his sales people in Chicago to note whenever a Western Pacific car arrived in the city. Normally the car would have been unloaded and returned empty to the Western Pacific, generating no return revenue—only per diem payments to the other railroads that hauled the car. Now, when a car arrived, the salesmen were instructed to call a customer and arrange for that car to carry the customer’s westbound load when it went back to California.

When they thought about the West Coast, midwestern shippers looked first at the big roads like the Southern Pacific and the Santa Fe. To cure that problem, Bruce launched a series of blitzkrieg campaigns in state after state, calling on every potential customer. Shippers were surprised, many telling their callers, “The Western Pacific? I thought that was part of the Union Pacific.” Before starting on their rounds, Bruce and his salesmen hosted breakfast meetings, telling groups of shippers of the newfound glories of the WP. Bruce told me they chose breakfast sessions rather than luncheons or dinners because the meals were cheaper.

Despite such dire prospects when he started, Perlman turned around the Western Pacific in only nine months. Those who knew Al were not surprised. Revenues for his first twelve months rose by 14 percent, or $10 million, and the railroad had now shucked its $9 million 1970 loss for a modest profit of $1 million. When the next recession came four years later, the WP’s traffic slowed but the yield per ton-mile continued upward. Between 1972 and 1976 earnings more than doubled. It was a heady change from the Western Pacific’s past.

During one of our evening chats I asked Perlman about his relationship with Mickey Newman and his holding company. Perlman had never had any delusions about the man’s intention to use the railroad as a source of capital, but it all had worked out well, Al said. “Newman you can explain your feelings to and reason with,” Al said. “He will listen. It was that way with Robert Young. But with Saunders it wasn’t that way. He wouldn’t listen. He’d insist on doing it that way. He knew better.”

Perlman had laid out some clear-cut demands when Newman had hired him. At Penn Central Saunders and Bevan had diversified into such ventures as real estate development, diverting critical cash flow from the railroad, and Perlman was concerned that Newman avoid the same mistake. “Just like with Young I had to cut an understanding,” said Perlman. “I told him I didn’t want to get into another Penn Central with this conglomerate thing. I wanted to build up this property but I didn’t think I could do it if assets were used to diversify. He made a commitment then that anything to build the railroad would be done with the funds of the railroad and anything to diversify would be done with outside capital. And that’s the way it’s been.”

I found that at least twice Perlman staged a polite but firm showdown when Newman tried to bend their agreement and divert capital from the railroad. In one of those confrontations, Perlman did allow the holding company to borrow the money. “And,” Perlman told me with a happy smile, “we got a good interest rate.” Finally, in 1978, Perlman, Mike Flannery—by then WP’s president and CEO—and the road’s other senior managers, bought the Western Pacific from the holding company for $14 million.

In November 1982 I attended Perlman’s eightieth birthday party at the New York Yacht Club. All his friends were there, including the chief executives of five major transportation companies, all of them Perlman protégés. Earlier he had told me he would go down to Florida after the party, but when I asked him that night about his trip, Al said he had changed his plans. “I’ve got to go back,” he said. “I had a check-up before I left to come here and the doctors found something in my stomach.” Five months and ten days after the party, Al Perlman died. A few months earlier he and the other shareholders had sold the WP to the Union Pacific for roughly twice what Perlman, Flannery, and the others had invested.
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The Merger That Worked

ONE FIRST–CLASS PASSAGE



THE PENN CENTRAL CRASH WAS SO DEVASTATING MANY railroaders and some journalists, including this one, were wondering whether any railroad as large as Penn Central would ever work. But when the Northern Pacific, Great Northern, and Chicago, Burlington and Quincy roads all came together, creating Burlington Northern, the merger did.

I was on my way home from Chicago one afternoon in early spring of 1972 and stopped by United Air Lines to see Eddie Carlson, who had asked me to visit him next time I was in town. When it came time for my flight, Eddie offered to drop me off on his way home, and as we neared O’Hare, I mentioned I was searching for another story, preferably one on transportation. “I met a very interesting man named Lou Menk the other day,” said Eddie. “He’s president of Burlington Northern, and he’s put together a successful merger. You ought to meet him.”

A few weeks later I was at BN’s headquarters in St. Paul talking to Louis W. Menk, and what I was finding confirmed that the merger was indeed working. The company’s 1971 ordinary earnings had totaled $35 million, a healthy 34 percent increase over 1970, the year in which the roads had merged. They were saving $4.4 million a year by combining local freight trains and another $7 million by laying off duplicate office workers.
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Louis W. Menk—One of the great railroad CEOs of his day, Menk oversaw the merger that worked, to the relief of industry skeptics after the dramatic failure of the Penn Central’s nuptials. Photo courtesy of BNSF Railway Corp.



It was a merger of not two railroads but five, and, unlike Penn Central, all five had shared a similar culture. First there were the Great Northern and the Northern Pacific, which paralleled one another from Minneapolis across North Dakota and Montana to the Pacific. The GN was the more efficient of the two, with few curves and almost flat when compared with a 2.2 percent prevailing grade of the Northern Pacific, which had numerous curves as well. At the turn of the century, both had been controlled by the railroad baron who had built the GN, James J. Hill. Although fiercely competitive and independent of one another, the two shared the same headquarters building in downtown St. Paul, the Northern Pacific occupying the southern half, the GN the northern. There was only one doorway connecting the two sides of the building, and no employees were to think of crossing through. The only exceptions were the railroads’ two presidents, who held the only keys, and an occasional accountant who had to consult his opposite on the other side about some question concerning properties the two companies owned jointly.

One of those properties was the Spokane, Portland & Seattle Railway, which gave the two lines access to Oregon and California. Another was a much larger road, the Chicago, Burlington and Quincy. The “Q,” as railroaders dubbed it, connected Chicago with Denver and coupled with the Northern Lines in St. Paul and at Laurel and Billings, Montana. The two Northern Lines had controlled the Burlington since 1901, when Hill, backed by J. P. Morgan, had created the Northern Securities Company so they could merge the three. The Supreme Court had killed their scheme, ruling that holding companies such as Northern Securities were subject to the antitrust laws. So, while the Great Northern and Northern Pacific had controlled the “Q” for nearly seventy years, they had never been able to combine with it.

The Burlington controlled the fifth railroad, the Colorado and Southern, which ran from Wyoming to Galveston. Even though it remained an independent company, the C&S operated as part of the Burlington’s system.

Together, all the roads had 26,000 miles of routes. Ten thousand miles of their tracks were in spurs and sidings, but few of those served industries. None went to the loading docks of automobile assembly plants, where the higher-yielding auto parts trains docked and where trains of rack cars loaded with new autos originated. Most of the BN’s customers were timber companies; farmers, ranchers, and grain dealers; meat packers; and lumberyards.

The Northern Pacific provided hope for an improved traffic mix. It held millions of acres of land grants that the U.S. government had given it a century earlier as an incentive for developing the West. The land grants contained vast stretches of timber and were believed to contain oil and gas deposits as well. More important, the railroad owned mineral rights to 11 billion tons of coal reserves—low-sulfur coal that power plants were beginning to demand. NP had mined the reserves to fuel its steam locomotives, and when steam had died in the 1950s so had the mines. The deposits offered a special economic incentive: most of the seams were close enough to the surface for inexpensive strip mining. In the mid-1960s the railroad had begun opening the reserves to coal companies, Consolidated Coal and Western Energy among them, and hauling the black diamonds to utilities in places like Illinois and Wisconsin.

Northern Pacific was hauling eight trainloads a week in 1968, and by 1972 the number had grown to thirty-eight. The railroad was making 15 to 20 cents per ton in royalties from the deposits it owned, but the big potential source of income was the 100-car coal trains it was pulling. In 1971 revenues from coal had totaled $2.7 million, and BN’s planners were projecting multiples of that in future years.

Despite an intense rivalry between the Great Northern and Northern Pacific, most people inside the Northern Lines had always assumed that someday they would merge. The presidents of the two roads had first talked of a marriage in 1955, the year after Perlman took the throttle of the New York Central. As with other railroads across the country, business was dropping off at the Northern Lines. Since they all paralleled one another, a merger of those two and the Burlington seemed a sensible way to fix the problem. It took five years of economic studies to prove the merger would not dampen competition. When they felt they were ready to go public and brave the ire of shippers who would insist they were creating a monopoly, they sought the approval of the Interstate Commerce Commission.

Over the next years the merger plodded its way through ICC deliberations and court hearings. To buy off their two small, financially weak competitors, the Northern Lines promised them access to some of its markets. For the Chicago & North Western they agreed to open a gateway in North Dakota, on the northern leg of their system. The Milwaukee, which paralleled the Northern Pacific to Seattle, won eleven gateways, trackage rights to Portland on the south and Canada in the north, and access into the NP’s stronghold at Billings. Nevertheless, the merger drew strong opposition elsewhere. There were times when the deal seemed in danger of being killed. And at one point, Burlington Northern came close to suffering the same mass confusion and disarray that befell Penn Central.

Its success was due to three men who all were offspring of railroaders, John M. Budd, Lou Menk, and Robert W. Downing. John Budd, was the son of the legendary railroad president, Ralph Budd, who had been a protégé of James J. Hill. John had headed the Great Northern. His father had been known as an outgoing, dynamic leader, but John Budd, who was respected highly by his subordinates, was quieter and much more of an introvert. Yet he was a skilled administrator, a gentleman with great common sense who could render wise decisions.

The second was Lou Menk, who had been Budd’s opposite at the Northern Pacific and was the chief strategist behind the merger. A gangling man, six feet, five inches tall, Menk had ridden in his youth with his father, a brakeman on Union Pacific passenger trains. He had worked nights as a messenger in the UP’s telegraph office while attending the University of Denver. On the side, Menk had learned the art of telegraphy. Hooked by railroading, Menk had dropped out of school after two years and used his newly acquired skill to become a telegraph operator for the UP in a nearly Kansas town.

A year later, he was laid off, and Menk found a job on the St. Louis–San Francisco Railway and soon broke in as a dispatcher in Oklahoma. “I liked to see the trains move,” he told me. “That was a really good job. There was a lot of romance. Probably the luckiest thing that happened to me was when I lost my job.”

Courtly, Lou also could be irrepressible. He was in Canada once at a conference of railroad higher-ups from around the world. Menk had addressed the group and was sitting in the audience next to his secretary, John Garrity, while a Soviet bureaucrat spoke. The man was tedious, as communist bureaucrats could be, and Menk leaned over to Garrity and, in a voice that could be heard around much of the room, said, “This is about as exciting as a chafed ass.”

Menk would escape to his ranch in Montana, where he could think and, for the most part, avoid the phone, which he had resisted having installed. He also loved folding up his long frame into the driver’s seat of his Mercedes sports car, causing one friend to declare, “He looks like Ichabod Crane in that.” One day, driving his young son to town without his wife, Menk pointed to the speedometer, saying, “Look! One hundred and five miles an hour!” Needless to say, Jane Menk would not have been pleased.

“He doesn’t like bullshit. You’re better off to say you don’t know than to make up something,” said one assistant. When a subordinate delivered a report, Menk wanted it boiled down and without a lot of details. “You’ve got to spit it out right fast to him,” said Garrity. “He doesn’t like it much longer.” When really angry, Menk did not erupt like Perlman. He just went quiet, which could be even more unnerving to the man on the other side.

Having come up from the bottom, Menk had an enduring sympathy for the men he had left behind, unlike some other chairmen I have known. At one staff meeting that I sat in on, Bob Downing was sitting at one end of the table presiding; Menk was at the other, smoking his pipe and quietly listening to everyone. When a vice president reported that train crews were unhappy over long layovers at La Crosse, Wisconsin, some operations people at the table seemed unsympathetic. Suddenly Menk spoke, softly, slowly, saying, “We want to treat them like we’d want to be treated ourselves. If that’s not the way we do it, let’s find the way.” That ended the discussion.

Despite his feelings for the individual worker, Lou had little patience for some of the demands the unions were making, but, unlike many other railroad executives, he did not think all were frivolous. As he said to me one day, “When you’re up to your ass in snow in Minot, North Dakota, that’s not featherbedding.”

During the war, Menk told me, he had been a tower operator on the St. Louis–San Francisco, throwing switches for Franklin Roosevelt’s special train when the president had made a top-secret inspection of military bases and war plants. He finally worked his way up to the presidency of the Frisco, and in 1965, Menk was lured away to become president of the Burlington.

His office in the CB&Q’s headquarters building in Chicago was typical of the great days of railroading. It was a cavernous room. His desk, which I was told had belonged to Ralph Budd and I think was made of mahogany, sat in the middle, but even though it itself was gigantic, the room dwarfed it. One day I was doing interviews and collating my notes in Chicago, and, since Lou was now based in St. Paul, I was given the use of his old office. I was in awe. Working at that mammoth desk in that magnificent chamber, I felt as if I were James J. Hill himself.

When he arrived at the Burlington, Menk found a railroad of dispirited workers and officers. Since the GN and NP owned 96 percent of the road, everyone there felt as if they were being taken over. Telling his officers to ignore all that and make the Burlington a great railroad, Menk set out to change the staid old company, introducing innovations, such as computerized car controls. Like Perlman at the WP, Menk initiated monthly staff meetings. At the second meeting he asked what had been done about the things they had discussed in their first session. When told some officers had not done much, Menk exploded. “He really gave them a dressing down,” said one witness.

One of his first acts was to send the president’s stainless steel business car to the shop, ordering that a wall be knocked out, doubling the size of the master bedroom. The crew built a seven-foot long bed in the room to accommodate Menk’s towering frame. Then he moved into the car, riding back and forth between Chicago and Denver, almost constantly inspecting everything and ensuring that the Burlington’s operations officers were meeting his demands for change. After only a year he was offered the presidency of the Northern Pacific.

The third person responsible for the merger’s success, Robert W. Downing, was a soft-spoken, methodical man who had started at the Pennsylvania Railroad and had wound up as executive vice president of the Great Northern. Downing was in charge of planning and coordinating the BN merger. It was a marvelous choice, because his immense memory and consummate care for details were the right combination for bringing together so many railroads, routes, and people. “There was real attitude on whose ox is being gored here. It was approached very slowly and cautiously,” said one officer. “Bob played a key role, and one role he played was keeping peace and balancing among the three railroads involved in the merger.”

By the spring of 1968, Downing had accomplished much, but the railroads were not nearly as ready as people thought. Unexpectedly, on April 19, the Interstate Commerce Commission gave the green light. Menk and Budd released a list of department heads for the combined road, and everybody prepared to merge on midnight, May 10. Fortunately Lyndon Johnson’s Justice Department, which had been fighting the merger on antitrust grounds, persuaded the Supreme Court to intervene, and Chief Justice Earl Warren issued a stay order. When word reached St. Paul, Menk and Budd were sitting together reviewing the paperwork they would have to deal with on merger day.

If they had merged then, BN could have been another Penn Central. Although no one at the top seemed aware of it, in the ranks below numerous details remained unresolved. Warren’s stay order provided all the departments time to improve on their preparations. Releasing the list of department heads had given the roads’ officers a new mindset, a new sense of purpose that stirred them to begin planning with all the more certainty. “Knowing who was going to be in charge, they started making decisions,” recalled Robert E. Taylor, the man who was to head the mechanical department.

Examining potential problems that had emerged, the committees fixed the flaws. For one thing, the transportation committee created a book of train briefs that gave yard clerks the makeup and priorities of each of the 120 new trains, and the clerks were told to learn the new routings. Planning committees in all the departments began agreeing on such critical questions as a common radio frequency that enabled the railroads to stockpile crystals that could be inserted in all the locomotive radios on merger day. Uniform lubrication methods and parts nomenclatures were established. One group assigned each of the roads’ three computers a specific task, such as monitoring car movements.

Everyone also had the luxury of watching Penn Central, which had merged only four months before and already was wallowing in chaos. “We were able to avoid some of the pitfalls,” said Menk. Seeing how chaotic Penn Central’s instant merger had been, the transportation committee scrapped plans to change all the railroad’s trains to new schedules on merger day. Instead the new trains would be started up a few at a time.

Some employees at Northern Pacific, and possibly in the Burlington as well, never forgot nor forgave what they considered a takeover by Great Northern. Yet, Burlington Northern enjoyed a distinct advantage over Penn Central, which had been a collision of opposite corporate cultures, where the Green Hats of the Central and the Red Hats of the Pennsy had gone into battle. Since Burlington Northern’s officers had all come from similar environments, most of them, despite intense rivalries, had high respect for the others. Officers all over the headquarters in St. Paul kept telling me, “There were no Red Hats or Green Hats here.” As one officer said, “Menk and Budd got along well with each other, and everybody said, ‘Damn it! We are going to get along with each other, too.’”

On February 2, 1970, the Supreme Court held that the ICC had done its job properly and was not to be overruled by the courts. As soon as they got the word, Budd told me, he and Menk began cementing the railroads together, selecting the date for the official settlement and unlocking the tenth-floor door that separated the two halves of the headquarters building. As they began tearing the walls down on the corridors at each floor, said Budd, people got the signal and went into action, setting up the control center for the merged road and creating a communications center.

One month to the day after the court’s decision, the roads merged. Budd and Menk went to National City Bank in New York for the merger’s official consummation. “It was quite a letdown,” said Budd. “I had thought it would take a couple of hours but it took only thirteen minutes. Some big checks were passing back and forth, $70 million here, $18 million there. You really expected at that point to climb to the summit, but after a few minutes they said, ‘All right, boys, it’s over.’ We came back home and went back to work.”

At 12:01AM March 3, the day after the signing in New York, the new merged system began running. Budd, Menk, and Downing had divided the railroads into six geographic regions, stretching from Chicago to the Pacific. Now officers ran all the roads in each region rather than having them directed from a central office. Budd became chairman of the new road and Menk president. Downing was vice president of operations. By the time of my visit in 1972, Budd, who was about to retire, had become chairman of the finance committee, making Menk CEO, and Bob Downing, the man who had engineered it all, had become president.

To name the new road, they had hired a consultant who suggested “Norland.” Everyone agreed it was a dumb name, and for a while they worked under the unwieldy moniker of Great Northern Pacific & Burlington Lines. Then, with no help from any consultant, they came up with Burlington Northern. Unfortunately the mountain goat on the Great Northern’s logo, a celebrity among railroaders, was retired.

Regardless of all their preparations and the extra time they had been given, trouble struck. Disregarding instructions to learn the new routings, clerks were sending cars to the wrong places, causing some yards to overflow with cars that were being directed there. Often trains were being held because yards were short of cabooses. The Burlington’s Cicero Yard on Chicago’s Southside was jammed with interchange traffic. So overwhelmed were shops, 8 percent of the roads’ diesels were sitting, waiting for repairs—twice the normal ratio.

They needed more locomotives as well. For ten years, with the merger looming ahead, the roads had held back on buying new motive power. The problem was made worse by Northern Pacific’s new market in western coal. The unit coal trains were run on tight schedules, placing a priority on dependable locomotives. Trains of mixed freight were sitting idle, waiting for power, and, to get them moving, yardmasters were using whatever old locomotives they could find. “We had some awful engines around here in June 1970,” said Downing, describing a train going from Lincoln to Sioux City that was being pulled by six engines that had been left over from the 1940s. Knowing what had happened in the East made it all the more unnerving. “We were concerned that if we fell into a pit like what happened on Penn Central, we might not be able to climb out,” said Downing.

Before the merger, the operating ratios of BN’s predecessor roads had averaged about 80 percent, which was higher than those of other western lines. Now the ratio of costs to revenues shot up to nearly 85 percent. As extra labor costs mounted and outlays for new locomotives and the cost of consolidating yards and services all climbed, money grew tight. To cover merger expenses, the company had been arranging a $100 million issue of debentures, but without warning the deal got killed. Penn Central’s bankruptcy had tarnished the credit worthiness of all railroads, sending interest rates zooming up. Menk and Budd went to New York, hats in hand, raising a $100 million line of credit from a consortium of banks headed by Chase Manhattan.

The demand for capital was not letting up. They desperately needed to cut costs and find new revenues, so that November, Budd and Menk assembled their top officers at a dude ranch outside the one-time gold mining town of Wickenburg, Arizona. They selected the place because there was only one telephone. They wanted the men to get away, look at what had been going on, trade ideas, mingle, and think.

Menk set the tone when he kicked off the meeting by declaring, “The honeymoon is over—the time has come for us to settle down to a happy, meaningful, and profitable marriage.” Menk said he had assured BN’s directors they would cut the payroll by 6 percent, and he expected his officers to deliver. During those three days, the group discussed—sometimes argued—about ways to make every department more effective. As they talked on, they began asking themselves whether the railroad really was oriented to its customers and were they acting to make the railroad run better or reacting to problems. In the end they agreed on a list of priorities, among them effective cost controls, closer supervision, and better internal communications.

At their final session Menk announced that in addition to all the other changes they had discussed, club memberships would be sliced in half, bills for long-distance phone calls would be trimmed, airline bills would be slashed in half, and expense accounts cut. “Who knows,” Menk said as he concluded, “maybe we’ll remember Wickenburg as a turning point.” It was. Menk had guaranteed it. Afterward, he sent copies of his remarks to all the men who had been at Wickenburg, and the cover memo concluded with the ominous declaration: “Quick and timely implementation is expected.”

After their return to St. Paul, Menk mustered all his middle-management officers for a day-long briefing. The changes then began. One man in the operations center was made responsible for the whereabouts of all cabooses. Supervision was tightened in those terminals where there was congestion. The shops began to expedite engine repairs. To reduce the number of cars that had to be classified at Cicero Yard, cars going to eastern railroads began to be pre-blocked 900 miles northwest at Minot, North Dakota.

Costs started down and new services began emerging. In the next twelve months, savings from the merger totaled $20 million. By the time I arrived a year and a half after Wickenburg, Burlington Northern’s locomotive supply was coming closer to the road’s demand for power. The company had regained a sense of purpose. No longer did it feel, as Menk put it, “like a goddamn bowl of Jell-O.”

Burlington Northern also began offering new services. Except for crew changes and refueling, through trains began running nonstop between the West Coast and downstate Illinois, where they were handed over to the Southern and the Louisville & Nashville. A similar train began running down the Colorado and Southern to Texas. A new market-development department improved car usage and enabled the BN to cut its rates 26 percent by introducing new through trains for grain. In only a few months the railroad wrested back much of the business truckers had lured away, restoring its market share from 48 percent to 80 percent.

The most impressive of the new services was the Pacific Zip, sixteen carloads of trailers, many of them filled with mail. I had wanted to take a look at the railroad, all the way from St. Paul to Seattle, and when the ZIP came through Minneapolis from Chicago one evening they hooked the Red River, one of BN’s business cars, on the rear, and John Davies, who was the vice president for that region, and I climbed aboard.

Not long after lunch the next afternoon, I was sitting in an armchair munching nuts from a silver bowl and watching the track disappear behind us while I talked to my host. We were zooming along through golden fields that seemed to stretch forever. This was central Montana. It was the perfect route for a fast train with a track that had almost no grade. And, as Davies declared sitting there, “It’s as straight as a string.”

Now we were rolling through green hills of grazing land about 30 miles east of Havre, Montana, the next crew change point. A radio speaker sat on the wall over a desk that faced the rear window, and every so often it would break out with chatter. With no preamble, as we zoomed along, we could hear our engineer. “Havre, Havre,” he called, his voice showing his pride, “this is the Pacific ZIP Number 3, coming at you like a bullet.” He had a right to his pride, because the ZIP was a railroad man’s dream. All the cars had roller bearing wheels, something not every freight car had, and we were tearing through those hills.

While they were changing crews at Havre I jumped into a waiting car and a man drove me up to the head end so I could climb into the locomotive for the next part of the trip. Normally the cars were inspected on the fly, and the crew change for the ZIP took only thirty seconds, or no time at all if they did it on the roll, one crew jumping on, the other swinging off. But this time, to my embarrassment, they had to wait for me.

As soon as I was inside, Berk Barcafer, our engineer, pulled on the whistle cord twice, set the bell to ringing, and slid open the throttle. We were leaving the flatlands and rolling through the foothills that led to the Grand Tetons. Just outside town beyond a high trestle we crept slowly past a work crew and their tamper, and as soon as we were clear, Berk took off, the two locomotives roaring as they wound up the grade. Out there, miles in front of us, stood the white peaks of the Rockies, and soon all the mountains were spread out across the horizon. At the top and running level, the locomotives were thundering and shaking along the tracks at 65 miles per hour.

I understood what they meant when they said this was Big Sky country. Bert’s blue baseball cap and blue and white plaid shirt seemed to blend with the green engine like the land and sky outside. The hills seemed to go on forever. Herds of black Angus and Herefords were grazing on each side of the right-of-way. At one point a half dozen cowboys were busy steering their horses back and forth as they herded the cattle.

“That house there, the snow actually was up to the eves, all the way around it,” said Paul Price, a young man with blonde hair who was the ZIP’s head-end brakeman. Soon we came upon a red-hued monument sitting on a bluff. The railroad curved here, and Berk had slowed us down to 45. Paul said it marked where Lewis and Clark had passed through. “They had a little brush with the Indians here,” he explained.

As soon as we passed the monument we came out of the curve, and Berk sent the train racing along again at 65, heading straight for the mountains. It seemed like an instant before he was blowing for a crossing as we rushed through the village of Blackfoot. Now we were on an Indian reservation. Outside the village, a cowboy was herding 200 head of cattle across a field.

We had started up a long grade headed for the Continental Divide. Another curve and Berk had the throttle in the No. 7 position, and, as soon as we were back on the straightaway, there ahead glowed a green light, and he shoved the black handle into No. 8. Alas, because of the grade, he couldn’t get the train above 60. When we approached Glacier Park station we were back at 65, and Berk put on the bell to warn everybody that the ZIP was zooming through.

Paul Price, the brakeman, was standing there in faded overalls and a yellow sweater, his elbows on the console, watching the scenery and puffing on his pipe. The more we talked I could see that Paul knew a lot of local history, and I asked him about his background. “I’m a chemical engineer. Decided to escape the rat race,” he said. He had worked for a semiconductor company in San Francisco, he explained, adding, “I got tired of fighting the traffic going to work. This is a much better place to raise your children.” He said he always rode an eastbound in the morning then went home on a westbound that afternoon. “I work two days and have three off,” he told me. “I’ve got two and a half acres on a lake with a boat at Whitefish. When I get home I’m going out on the lake and fish. It’s a great place to live,” he concluded with obvious satisfaction.

I began wondering what I was doing working in New York.

We soon passed Summit and the Continental Divide and started the grade down to Whitefish, Montana, where Berk and Paul and I climbed off. While a crew uncoupled our business car, I drove off with representatives of the railroad’s natural resources division to see some of BN’s timberland and visit a plywood plant that the railroad owned as part of its effort to turn its trees and coal into a profit center. Meanwhile Paul headed for his fishing boat and the ZIP took off again. It would be in Seattle the next day, making as good time as the Empire Builder itself, which was running less than an hour ahead of us.

“This,” I said to myself, “is the way freight railroading was meant to be.”



[image: image] CHAPTER 12 [image: image]

The Dinner Debate with Graham Claytor

ONE FIRST–CLASS PASSAGE



PENN CENTRAL WAS NOT THE ONLY TROUBLED RAILROAD IN the Northeast. Smaller lines there and in the Midwest were ill as well. By late 1972, seven of the Northeast’s eleven largest railroads were in bankruptcy, and two were tottering so badly their creditors were demanding that they be liquidated. They were suffering because trucks were draining their traffic base and they were burdened by too many routes. Worse yet, the regulators in Washington were indifferent when the roads pled to abandon excess tracks and money-losing services or to offset higher costs by raising their rates.

One night I was having dinner in New York with Graham Claytor and several of his top officers. As usual we began tossing ideas back and forth. This evening, as we began our appetizers, Claytor launched into a long spiel about the bankruptcy problem. As he went on laying out the dilemma that faced the industry, his concern became increasingly visible, for some legislators were even talking of nationalizing all the railroads, a prospect that disturbed both of us.

The only solution, he declared, was for the government to become involved. I thought government participation of any sort would only make the problem worse, and I said so. I wasn’t as trustful of the government as was Graham, a lifelong Democrat. As usual, we plunged into a debate, and for nearly two hours the two of us examined the intricacies and complications of all that was happening.

Over the next two months I pondered Graham’s arguments, weighing possible solutions, and finally I saw that Graham was right. The government should intervene. But, to keep out the unions and the shippers and all the other special interests, I decided the government’s power should be employed in a way that was unprecedented. With the help of Lorraine Carson, one of our best researchers, I began interviewing the leaders of all the eastern railroads, Claytor included.

Then I began exploring one of the most flagrant problems, overcapacity. The market had shrunk, but the railroads still had branch lines and some even operated main lines that carried virtually nothing. A line running from Trenton to Phillipsburg, New Jersey, was a good example. It had once served factories in towns like Lambertville, but now most of those plants were closed or shipped their products by truck. By 1972 they were contributing a mere 4 percent of all the carloads the little rail line was handling. The remainder was overhead traffic between railroads around Trenton and the Jersey Central and Lehigh Valley at Phillipsburg, cars that could be routed over busier tracks.

Often railroads paralleled one another. Between Elizabeth, New Jersey, and Scranton, Pennsylvania, the tracks of the Lehigh Valley and Central Railroad of New Jersey sometimes lay side-by-side. The Reading and Penn Central wound opposite one another along the banks of the Schuylkill River from Philadelphia to Reading and the anthracite mines beyond.

In some cases the men who ran the railroads felt it was hopeless asking the Interstate Commerce Commission for permission to abandon such routes. Other times they kept unneeded lines open, hoping they would generate a little extra revenue. For instance, Penn Central had two lines paralleling one another over the summit of the Alleghenies. One climbed up from Altoona through Horseshoe Curve. The second went off the old Pennsy main line at Hollidaysburg, a few miles south of Altoona, and climbed up over Mule Shoe Curve, joining the main line to Pittsburgh just past the summit. Two routes were unnecessary, but Penn Central had kept both open. When tropical storm Agnes struck Pennsylvania, it washed out part of the Mule Shoe Curve route. When the railroad’s senior vice president for operations asked for money to reopen it, the Federal Railroad Administration refused, forcing him to abandon the line.

Often the ICC acted under pressure from politicians who did not want their towns to lose either rail service or the jobs that went with it. One of them was Representative Dan Flood of Wilkes-Barre, Pennsylvania, a debonair man with a long waxed mustache that made him look like a snake oil salesman. When Agnes flooded Penn Central’s Buttonwood Yard in Wilkes-Barre and washed out sections of its line to Sunbury, Pennsylvania, 60 miles west, Flood insisted quite vocally that the bankrupt railroad restore the line and the yard, even though Wilkes-Barre, a small city, was served by no less than four other major railroads.

Moreover a union local that represented workers at another ailing railroad, the Delaware and Hudson, persuaded a New York congressman to introduce legislation forbidding Penn Central from drawing down any more government loans until it rebuilt the line to Sunbury. The D&H had a motive. It was picking up a modest amount of revenue taking cars that Penn Central had brought from Sunbury and hauling them up to Binghamton, New York. The washouts had cut off that business. So I called Tom Hoppin, Bill Lashley’s assistant. Tom was a natural-born reporter who knew railroading and soaked up facts assiduously. That made him not only a convivial friend but a font of information.

I caught the train to Harrisburg, and Tom appeared with a high-rail car, an aging Plymouth sedan with a wheelbase that fit the gauge of the rails. The car had an old-fashioned throttle that the driver could pull out to make the car go without pressing on the accelerator. Driving the car was Chuck Popma, Penn Central’s vice president of engineering, a portly, quietly humorous, and refreshingly imaginative fellow. The high-rail car was assigned to the railroad’s Harrisburg superintendent, who was riding along, too.

We went up the highway, following the Susquehanna to Sunbury, where the river branched off to the east and meandered alongside the farmlands to Wilkes-Barre. On the branch’s south bank lay Penn Central’s tracks. Finding a grade crossing, Chuck pulled the car around onto the rails, and he and the superintendent lowered the four small railroad wheels that were suspended from each end of the vehicle. The flanges on the wheels fit inside the rails, preventing the car from sliding off. Then we headed off up the line. On the left through the trees sat a small factory. The railroad still served it because the tracks back to the main line at Sunbury remained intact. I noted that the loss of this line would not curtail service to that shipper. I soon found that this was the only customer Penn Central had all the way to the suburbs of Wilkes-Barre.

Down the track we drove. On the opposite bank lay the tracks of the Erie-Lackawanna, which paralleled Penn Central. Its line was on higher ground and had escaped serious damage. Through the trees we saw a train chugging along over there. On and on we went. We often could see above our heads dried mud that the flood waters had left stuck to the trees. In some places the water had eaten away the sides of the roadbed, sometimes cutting in so badly Chuck had to slow the car and creep along until the track’s foundation was firmer. Our car could run over those sections but no train could. After an hour or more we rolled past the bridge to the town of Bloomsburg and were traveling along at a fairly good clip when Popma suddenly stopped the car. In front of us the ground was gone. The two rails and the crossties that bound them together were draped across a 30-foot-long chasm. The flood had eaten a pit 8 feet deep.

We all got out of the car and stood there staring at the gap. To get the high-rail car off the tracks and drive around to the other side of the washout, Chuck would have to back the vehicle 3 miles to the last grade crossing. Instead, he looked at Hoppin, saying, “Tom, go around to the other side. I’ll pull out the throttle and when she gets over to your side jump in and stop her.” Obviously Hoppin, who knew Popma a lot better than I did, thought it would work. I didn’t. Nor did the superintendent, who was noticeably nervous about the fate of his high-rail car. Trying to reassure him, Popma said he had done this before.

Hoppin proceeded through the bushes to a road that paralleled the tracks, walked around to the other side and waited. I watched Popma get in and put the car into gear. As he pulled open the throttle, Chuck jumped out. The Plymouth began moving along the rails until it was over the pit the river had dug. To my surprise it kept driving along, dipping down as the track drooped lower and lower. At last it started to move slowly up the incline the track formed on the other side. Popma had pulled the throttle out just far enough to give the car enough acceleration to climb all the way back up to firm ground. As it was rolling past him, Tom jumped in and shut off the throttle.

I was amazed the track had held together with nothing under it, and I was equally surprised that the car had not fallen over the side into the gulch. I think the superintendent who was responsible for the vehicle was even more astounded—and relieved. I’ve ridden in a lot of high-rail cars, and from them I’ve seen some incredible railroads, including a trip along the Feather River Canyon, but watching that car cross over that gulf made this the most memorable high-rail trip I ever took.

When we got to Wilkes-Barre we found Penn Central’s Buttonwood classification yard buried under a foot or so of dried mud. There was not a track to be seen. Inside the yardmaster’s office, Hoppin ventured up to the second floor and found a waybill stuck to the ceiling. The water had risen that high. Soon after, under pressure from Washington, Penn Central restored the Sunbury branch.

I went to other railroads and found them so desperate for cash they were bleeding each other, pirating one another’s business. One victim of this practice was the Lehigh Valley in Allentown, Pennsylvania, where F. John Nash, its trustee, was struggling to keep the property up to the road’s traditional standards. The Lehigh was a beautifully engineered property, and John made it plain he was not letting it run down, despite its bankruptcy. To finance his efforts, Nash was trying to raise the road’s traffic base, and he had cause for optimism, because only months before the Jersey Central’s bankruptcy judge had ordered that all CNJ’s lines in Pennsylvania be abandoned.

The Lehigh ran from Jersey City to Buffalo, and CNJ had followed it into the anthracite fields of Scranton and Wilkes-Baare. Unlike the Lehigh, which had only a branch line to Perth Amboy, Jersey Central had a line that stretched almost the entire length of New Jersey as well as a route to Long Branch and the Jersey Shore. Having depended on anthracite for most of their traffic, the two were suffering together. The Central Railroad of New Jersey was under even more duress than the Lehigh, because the State of New Jersey, which did not have an income tax, was collecting its revenues from exorbitant real estate levies, and CNJ, with all those tracks, had been bled mercilessly.

Presumably, once Jersey Central had withdrawn from Pennsylvania, the Lehigh Valley would have taken all CNJ’s Buffalo-bound traffic. That might not have made the Lehigh solvent, but it would have brought in valuable cash. Nevertheless, Robert Timpany, a short, lean, highly driven man, who, like Nash, had once worked for Alfred Perlman, was deter mined to hold onto that revenue. Timpany was trustee of the Jersey Central, and, although creditors were demanding, with some good cause, that the railroad be shut down and liquidated, he stubbornly kept CNJ going, repeatedly assuring the judge that he could see “light at the end of the tunnel.” More skeptical railroaders joked that the light was from an oncoming locomotive.

I took a high-rail trip one Saturday along the main line of the Jersey Central from the old station at Elizabeth to Phillipsburg on the Delaware, where the railroad now ended. On the entire trip I saw few businesses that could supply any traffic to the railroad. After lunching in “P-Burg” as the railroaders called it, we backtracked to a settlement named High Bridge, where a branch line ran off to the north through the woods. It was a wobbly piece of track on which Timpany was running a train each way each day, carrying traffic going between Jersey City and Chicago. So thin was the ballast and so old the ties, the trains had to creep up the line.

Since it would enjoy a longer haul than would have been the case if it had received the westbound cars from the Lehigh at Buffalo, the Erie had offered Timpany a generous division of the rate. Although the Lehigh did gain the Jersey Central’s short-haul traffic that was bound for eastern Pennsylvania, it lost as much as 990,000 tons a year of more lucrative long-haul business, providing an eloquent example of how desperate the smaller roads were for revenue.

By now I had decided on a possible answer to all these problems. When Claytor and I had debated that night I had been convinced that the politicians in Washington were incapable of finding a workable solution. Even after weeks of interviews—some with people like George Stafford, the chairman of the ICC—I had remained convinced. Congress invariably would succumb to immense pressure from all the special interests, including congressmen who thought all the little towns in their districts needed a railroad, even though there were no shippers there to use it. To me the controversy over Penn Central’s branch line to Wilkes-Barre proved my apprehension well founded.

So, I decided to propose that the judges who were presiding over the various bankruptcies band together, order that unprofitable branch lines be abandoned, and consolidate all the money-losing roads into one or two consolidated systems. I asked one judge if such a procedure were possible, and, although I think he was less than enthusiastic about venturing into such a scheme, he acknowledged that it could be done. That was helpful, but I wanted to hear a railroad expert’s opinion. Since Graham Claytor did not share my cynicism about Congress, I looked for someone who might. Taking the Eastern Shuttle to Boston, I found John Barriger downtown in a federal courtroom.

It wasn’t as lush a setting as our luncheon meeting in Time Inc.’s corporate dining room where he had talked about the ills of Penn Central. The two trustees of the Boston and Maine Railroad had brought John in as president two years before, and he was trying to resuscitate a company that had been wrecked by McGinnis and his cohorts. John, in his usual turn-of-the-century style, had summed it up at an ICC hearing the year before, declaring, “The Boston and Maine is a triple bankruptcy—fiscal, physical, managerial.” A yard in the Boston suburb of Somerville where cars used to be pre-blocked before moving west had been shut down and the land sold. Ten percent of the road’s fleet of freight cars was out of service for repairs. Track maintenance had been deferred, as had the upkeep of such properties as the road’s must prized possession, the 4.6-mile-long Hoosac Tunnel.

John and the B&M’s trustees were in federal court asking the bankruptcy judge to let them spend $50,000 to repair the tunnel, where rocks in the ceiling had fallen onto the tracks. The tunnel, which was almost a century old, took the Boston and Maine’s main line through the Berkshires to a town outside Albany, where it connected with the Delaware and Hudson.

A group of insurance companies that were the road’s largest creditors was opposing the idea. The companies wanted the entire route shut down and the traffic handed to Penn Central, whose Boston & Albany line ran parallel to the B&M. Ironically, the Penn Central route was almost 50 percent steeper than that of the Boston and Maine. It climbed to 1,430 feet to cross the Berkshires, 600 feet higher than the B&M’s tracks. While Penn Central handled more cargo over its line, the B&M was hauling more than 20 million tons a year on its route—a most respectable volume of business.

Barriger was outraged by the insurance companies’ petition, charging that the B&M was a victim of avarice. They had an ulterior motive in shutting down the B&M, he pointed out, because the companies were major creditors of Penn Central as well as the Boston and Maine. As he pointed out, they had much more to gain if Penn Central were not competing with the Boston and Maine.

After he had finished venting I confided that I was close to recommending in my story that all the bankruptcy judges combine and pare off the excess lines of their railroads and merge the remainder. John, looking back to his days at the RFC, had come to a similar conclusion. “We should have all the railroads in the East, including New England, have all the railroads merged into a combined system like Bell Telephone Company,” he said, adding that it all could be sanctified by an act of Congress. “Bankruptcy judges would be ordered by congressional legislation to turn their properties over to a judge or super-judge. You could have one judge for all,” he said. I was elated. Here was vindication of my proposal from a recognized expert.

To my satisfaction the Fortune story, as the magazine’s pieces always did, created a quiet stir in Washington. All this was helped by Jervis Langdon, Penn Central’s chief trustee. In January 1973, two months after the story broke, Langdon and the other trustees told the bankruptcy judge that Penn Central could not be saved unless the federal government was involved. Congress had been under pressure from two sides. Penn Central and some of the other bankrupts were draining hundreds of millions each year from the Treasury, and the cost was mounting higher. It was a problem both the White House’s Office of Management and Budget and Congress were anxious to resolve. Moreover, the poor state of the railroads threatened the supply lines of the major industries of the Northeast and Midwest—including such giants as General Mills and General Motors, whose lobbyists were calling for action.

Soon the country’s political leaders were doing the unthinkable and creating the United States Railway Association, which took over the job I had proposed for the judges. Congress gave USRA the power to act without interference from the White House and Congress. That meant unions and local politicians would have virtually no voice in what USRA did. That took fortitude on the part of some in Congress and some in the Nixon administration, particularly the secretary of transportation, Claude Brinegar, who had come from the oil industry and was by nature an opponent of government intervention.

After nearly three years of research and painstaking planning, USRA shut down unprofitable branch lines and merged the remaining properties into a single railroad—Conrail. Every bankrupt railroad but one was included in the system. The exception was the Boston and Maine, which was on the road to its own turnaround. Reorganized, the B&M got a new president who, expanding on changes Barriger had made, spun commuter lines off to the state and then contracted to operate them. He also aggressively sought new freight business. In 1983 the road was acquired by Guilford Transportation, a holding company that had been created by Timothy Mellon, a second cousin of Penn Central director Richard King Mellon.

The other small Class I railroad in the region, the Delaware and Hudson, had remained solvent through the crisis. When it created Conrail, USRA gave D&H trackage rights to Buffalo and Penn Central’s old line from Wilkes-Barre to Sunbury, giving it access to Philadelphia and Washington’s Potomac Yard. Later the D&H was acquired by its principal connection, Canadian Pacific.

Unfortunately, despite all our hopes, USRA was not the total cure for the rail industry’s ills. Conrail could not make a profit. Between 1976 and 1980 it lost $2 billion. Government remained the biggest, most damaging problem. Like some of its predecessors, Conrail was operating commuter trains for a handful of state agencies, all of whom still refused to reimburse the railroad for their shares of the cost. The Interstate Commerce Commission was an even more vexing problem. Although it had been pushed to the sidelines when Congress had empowered USRA to abandon underutilized tracks, the commission continued to hold the railroads prisoner. Most notably, it was tying their hands when they tried to compete with trucks or when Conrail, for one, needed to shut unprofitable connections with other railroads. Bleeding, Conrail was powerless to do anything about any of it. Stuart Saunders’s nightmare was marching on.
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The Steadfast Colonel and the Unsteady Rock

ONE FIRST-CLASS PASSAGE



THE PASSENGER BUSINESS WAS FARING NO BETTER THAN THE freight railroads of the Northeast. By 1974 Amtrak had been operating for three years, and the general consensus held that the railroad was a total disaster. There were reports of coaches in the South that lacked air conditioning and trains in the Northeast that were overcrowded and late. So, I decided to take a look.

The National Passenger Transportation Corporation, which was Amtrak’s legal entity, had been created by Congress in the wake of Penn Central’s bankruptcy filing. Initially it was to take over that road’s passenger trains because John Fullum, Penn Central’s bankruptcy judge, had threatened to shut down all passenger service. The potential plight of passengers along the Northeast Corridor and thousands of commuters from Boston to Washington caused Congress to create the company and expand it to take over the passenger trains of all but three of the nation’s railroads. For various reasons those three opted to run their own trains.

I found Amtrak’s plight to be even worse than people claimed. The marketing department was run by a former vice president of Pan American World Airways who seemed to think only airlines knew how to run passenger service. Believing that the railroads had lost passengers because they had failed to market well enough, he launched an aggressive campaign to lure people back to the railroad. His campaign was so vigorous and so creative, Amtrak was taking on a surge of new passengers but did not have enough seats to put them in.

I saw the crowding firsthand the Friday afternoon before George Washington’s birthday weekend while I was in the nation’s capital researching my story. When I rode over to Union Station to go home, the place was mobbed. More than 5,000 people snaked their way across the gloomy concourse, four abreast in lines waiting for three trains. When the gates opened for the New York–bound Montrealer, a reserve-seat train, the crowd surged forward, filling the coaches and grabbing whatever seats they could. Reserved seats seemed to mean nothing. Those who failed to get in first were doomed to stand all the way up the Corridor. I decided to go back to the hotel and catch a train in the morning.

“What scares me is if they start running cattle cars with everybody standing like in World War II, it’s going to turn people off trains forever,” a staffer on the Senate Commerce Committee had told me. It looked as if his worst fears had come true.

Poor planning wasn’t the only cause of the problem. A lack of cash had a lot to do with it. Congress had appropriated funds to establish the company and provided some loan guarantees for new equipment, but it had appropriated no money for Amtrak to run on, and, despite more passengers, the company was losing $1.50 for every $2 it took in.

When I wrote the story, I blamed Roger Lewis, Amtrak’s chairman, for failing to stand up to the Nixon administration and demand more working capital. But I discovered later there was a lot more nefarious side to it. As soon as the story was published I received a call from the Burlington Northern’s Lou Menk, who was one of several railroad CEOs who sat on Amtrak’s board. “Goddamn it!” he thundered, and Lou wasn’t one to thunder often. “The plan was to let Amtrak run for three years and die. You’ve killed our plan. Now it’s going to keep going!” Menk and some of the other CEOs did not want passenger trains running on their railroads, and the Nixon administration had not wanted to fund them. It had been a great combination for a cabal. Everyone had agreed secretly on the death plot. Paul Reistrup, who succeeded Lewis, told me later that there was a secret White House memo between President Nixon’s top two aides, Bob Haldeman and John Ehrlichman, outlining the plan.

For that reason apparently, Lewis and his operating people had held up scheduled maintenance on all Amtrak’s cars. Only breakdowns were attended to. Every four years equipment had to be given heavy maintenance, meaning essentially each car’s working parts had to be taken out, cleaned, reassembled, or replaced. As one veteran railroader put it to me, “You can’t run a train at 80 miles an hour without putting it through a back shop and giving it a shave and a haircut from limb to gut.”

When I was researching the story, 1,000 cars out of Amtrak’s entire fleet of 1,600 were waiting for heavy maintenance, and that year only about 650 of them would receive it. Those that were overdue were breaking down three times as fast as other cars. At the time no less than 200—or 12.5 percent of the fleet—were out of service. That ratio was unheard of for freight cars on good railroads, and passenger car ratios were yet lower. They usually were fixed in mere hours while sitting between trips.

As breakdowns became chronic, scores of trains were delayed, sometimes leaving passengers stranded in cars that had no air conditioning or heat. “Amtrak’s on-time records look so bad they can make you throw up,” complained Anthony Haswell, president of the National Railroad Passenger Association. Meanwhile Roger Lewis had spent what little money he had redecorating Amtrak’s cars so the railroad looked good. Graham Claytor, who had kept the Southern’s trains out of Amtrak, did not hide his disgust, saying, “They came through with psychedelic decorations, but the toilets don’t work and the air conditioners don’t work.”

Congress had required that a representative of the unions sit on the company’s board. That representative was Charlie Luna, an affable Texan who had once been a brakeman and now was past president of the United Transportation Union. Charlie would wander into any office at Amtrak headquarters whenever he seemed to please. I was interviewing the vice president for operations one afternoon when Charlie opened the door, walked in and sat down to listen. I always felt his continual presence inhibited any manager who wanted to reduce the workforce or cut costs in other ways the unions might oppose.

To see how well a real railroad was running its trains, I decided to take the Southern’s Crescent overnight to Atlanta and persuaded Charlie Morgret, who worked in the road’s public relations department, to join me. Graham Claytor was proud of his train, and every car showed it. When we arrived at Washington’s Union Station that evening, the three diesels on the head end glistened with polish. The Southern’s officers always took the stateroom in the club car where there was a shower. I had a room next door, and we sat there in Charlie’s quarters sipping bourbon and watching the Virginia countryside roll past. The coaches and sleepers all looked as they had when they were new. The kitchen of the club car served us a juicy steak worthy of five stars. It was way above anything Amtrak served. And, whether it be the conductor, the porter, or the dining car staff, the service was as perfect as it had been when the railroads were in their prime. Amtrak could not measure up.

When I wrote my story, I called on Congress to take a fresh look at Amtrak’s management. Then I concluded with a declaration that Fortune had rarely printed about a CEO. “Amtrak will go on wobbling down the track,” I wrote, “until its present managers, starting with Roger Lewis himself, are replaced by executives with the stuff to run a better railroad.”

As I’ve said, Menk wasted no time calling. Then, after about six weeks, I received a call from an aide to Senator Lowell Weicker, a Republican from Connecticut, where a lot of voters rode on the Northeast Corridor. “The Senator thinks you’re right,” the aide said, “but if we’re going to get rid of Lewis the Senator needs names of people who could replace him.”

I gave him ten names, five of them men whom I thought Weicker had a good chance of recruiting and five more who were highly qualified but in positions they would hardly give up for a job at Amtrak. Among the first five were the next two presidents of Amtrak, Reistrup and Alan Boyd of the Illinois Central. Among the latter five were two men from the Southern, Stanley Crane, who in retirement was to turn around Conrail, and Graham Claytor, who, also in retirement, was to take charge of Amtrak from Boyd.

I then sat back to watch for news of Roger’s demise, but nothing happened until a Friday afternoon a month or so later, when I got another call, this time from an aide to Claude Brinegar, the secretary of transportation. “We now have enough votes on the board to get rid of Lewis,” he said, “but we’ve lost the list you gave Lowell Weicker.” From memory I gave him most of the names on the list. He thanked me, and a few days later Lewis’s departure was announced.

I felt as if I’d done something good for the country, but Amtrak never was fixed the way it should have been. Sadly, highway congestion has grown progressively since Amtrak’s origin, and the only solution is to lure more motorists onto trains. Yet, Congress and the White House have never recognized that passenger trains by their nature cannot make money and must have annual government funding. If they had understood that, they would have given Amtrak an annual budget like the Federal Aviation Administration enjoys so that the railroad would be not forced to beg for special appropriations from year to year.

Over the years, Amtrak’s subservience to the politicians has placed it in an untenable position. When the liberals are in power, they try to obstruct anything the labor unions oppose. If the conservatives are running the show, Amtrak must battle against a fixation that has dominated conservative thinking since the days of Richard Nixon. Many Republicans think it’s wrong for government to spend money on passenger trains, even though they have no qualms against pouring millions into highways, airports, and air traffic control systems.

Amtrak’s board has always been filled with presidential appointees, some of whom have allowed their political philosophies to interfere in the railroad’s operations. When Tom Downs, Amtrak’s chairman in the mid-1970s, tried to hold down costs by imposing new work rules in a contract he was negotiating with the company’s maintenance-of-way workers, one of his Democratic directors, in cahoots with the Clinton White House, took over the negotiations, gave the union what it wanted, and had Downs pushed out.

One of the road’s most successful leaders, David Gunn, was fired because his success irritated the George W. Bush White House. “I’ve always been a Republican, but, man, they have tested my loyalty,” Gunn told me later. “They did really dumb things, but they seemed to have the ability to shoot themselves in the foot quite frequently, and they did that with Amtrak. We got good appropriations and actually the three and a half years I was there we had massive rebuilding of track and wire and signals and bridges and cars and locomotives, which drove them nuts.”

This is a hell of a way to run a railroad. For the ghosts of Roger Lewis’s administration to be swept out of Amtrak once and for all, the company needs to be freed from the politicians—as Congress did for USRA. If the board of directors were reconstituted in such a way that neither Congress nor the White House could influence it, Amtrak would have an unfettered opportunity to change the way people travel in the corridors of the Northeast, the Midwest, and the West Coast.

The firing of Roger Lewis was not a first for him. Before going to Amtrak he had been president of General Dynamics, the St. Louis–based defense contractor, which built everything from nuclear subs to the Atlas ballistic missile. In 1959 General Dynamics had acquired a company that did not fit the product mix of an armaments maker. It was Material Services Corporation, a Chicago cement company owned by Colonel Henry Crown, who had made hundreds of millions selling cement, sand, lime, and coal in Chicago, a town known for its shady contractors and corrupt public officials.

Of medium height, with well-cropped white hair, a matching mustache, and blue eyes, Crown could have passed for an English diplomat. And he was good at diplomacy—unless you crossed him. Crown, who obtained his rank while serving in the Corps of Engineers during World War II, liked to run whatever he touched, and woe be to anyone who disregarded his authority. Along the way, the Colonel had invested his take in such prizes as the Empire State Building and a holding in the Hilton hotel chain just as it was positioning itself to become a major force in the hospitality industry. He also profited from real estate deals in a partnership with one of Chicago’s political bosses.

In return for selling Material Services to General Dynamics, Crown wound up with a large holding of the company’s bonds, giving him control. Sitting in the back room, Crown had a major hand in hiring Roger Lewis as president. Unfortunately, the two clashed, and in 1966, the bonds being callable, Lewis redeemed them, forcing Crown out. In the next four years Crown used the proceeds to quietly buy up General Dynamics shares until, as the Colonel described it to me, one evening in 1970 he called the unsuspecting Lewis at home just as the man was fixing a drink and told him Crown now had control of the company and Lewis should look for another job. Having been the chief executive of a major defense contractor, Lewis had friends in the government. Since Amtrak was being formed, the White House obligingly found a place for him there.
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The Rock Seemed to Go Everywhere—Indeed the Rock Island Lines stretched up and down, east and west, back and forth across the Granger states. Yet the busiest of the Rock’s tracks, its main line across Illinois, carried only 20 tons a year, a modest amount compared with the traffic of successful railroads.



Over the years, Crown also had become the largest investor in one of the Midwest’s most far-flung rail systems, the Chicago, Rock Island and Pacific. The Rock’s 8,000 miles of track seemed to go everywhere, stretching over thirteen states, running as far north as St. Paul and from Chicago west to Denver and southwest to Tucumcari in New Mexico, where it connected with the Southern Pacific, providing a route to the Windy City. The Rock also ran south into Louisiana and Arkansas and to Dallas, from which it shared the Burlington Northern’s route to Houston.

The Rock Island’s junctions with so many other railroads made it basically a bridge line. Most of its revenue depended on those railroads with which it interchanged traffic. As for the rest of its business, the Rock Island was a low-density railroad, meaning the volume of traffic on each route was thin. Alongside all those tracks were relatively few shippers. Much of what traffic it did generate came from the grain farmers of the region, and their shipments were only seasonal and depended on harvest dates and the whims of the rains and the heat.

Besides a lack of lucrative industrial shippers, the Rock Island had too many competitors. Some of its larger neighbors were prospering. The Union Pacific was one, thanks to its revitalization by one of Al Perlman’s protégés, John Kenefick. Another was the Santa Fe, which had the best through route from Chicago to Southern California. Burlington Northern had a promising coal business. But that was not the case everywhere. Three of the Rock’s neighbors, the Chicago, Milwaukee, St. Paul and Pacific, the Chicago & North Western, and the Illinois Central Gulf—all of them also based in Chicago—were feeling pinched as well.

One line, the Milwaukee, which had woefully little traffic base, ran all the way from Chicago to Seattle, paralleling the much more affluent Burlington Northern. As the BN’s Lou Menk once declared, as we sat in his St. Paul office, “I can stand on the back platform of my business car and piss on the Milwaukee’s tracks all the way from here to Seattle.” Even if Menk’s bladder had been up to the task, he could not have done that every foot of the way, because the lines did diverge at times, but his point was valid: they did run parallel and sometimes so close Menk for the most part could have proved his claim.

The men who ran the other two roads, the Illinois Central Gulf and the Chicago & North Western, had protected their shareholders by diversifying out of the railroad business. The Illinois Central started the movement in the early 1960s by creating IC Industries. Not much was done with the holding company until 1966, when William B. Johnson was brought in from the Railway Express Agency to head the railroad. Willie B., as he was called by one of his staff, was a man who never seemed to lack for new ideas. Bill had been raised in the chicken-and-shellfish country of Maryland’s Eastern Shore, and his low-key farm-boy personality had made him into a most persuasive salesman.

Besides operating in a region that had been overbuilt with railroads, the Illinois Central was competing against a booming barge industry whose towboats were pushing as many as forty barges at a time up and down the Mississippi. Moreover, when the railroad industry began merging in the early 1960s, the IC’s route structure did not offer anything the other lines had found useful, so it had been passed by.

Thus the company’s directors had decided to move the bulk of their shareholders’ investment into other businesses. Biting on his ever-present pipes, Johnson used the railroad’s hefty tax loss and cash from the sale of air rights over the railroad’s property in downtown Chicago to embark on a buying spree and create a highly profitable conglomerate that ranged from a Pepsi-Cola bottling company to Midas Muffler.

The Chicago & North Western’s prospects were equally meager. Crisscrossing Iowa, southern Minnesota, and Wisconsin, the C&NW connected with the eastern roads at Chicago but went nowhere else of importance. Its major connection to the west was the Union Pacific outside Omaha. Otherwise, it served only the territory’s grain elevators. The C&NW’s chairman, Ben Heineman, a lawyer like Bill Johnson, had emulated his neighbor, creating Northwest Industries. By 1972 he had built a holding company large enough and rich enough for him to get out of the railroad business, spinning the Chicago & North Western off to its employees.

The Rock Island had more intrinsic weaknesses than the others, dating all the way back to its origins. It had been built cheaply. On some routes it wound along through the hills while competitors enjoyed straighter tracks that lay on more level terrain. Over the decades it also had been bled by some of its owners, causing it to go bankrupt twice. The Rock had come out of receivership the second time in 1948, well kept and financially strong, thanks in part to a flow of revenue during World War II. Since the Rock’s coffers had been so full, the directors had declared a special dividend in 1948 on top of a healthy flow of regular payouts. One director moved that they give investors $4 that year on every common share. He lost by a slim vote, but in the following years the board continued to act as if the railroad’s sole purpose was to hand out dividends.

In the late 1940s, the Rock had been making a healthy $17–$18 million a year. In 1950 came the Korean war, and earnings shot up to $22 million and $25 million the next year while the Rock, Western Pacific, and other western railroads hauled war supplies to West Coast ports. But that was the Rock Island’s high water mark. It was the same plight that already afflicted the Northeastern roads. In 1953, the Rock’s profits plunged 40 percent, to $15.7 million. It was less than what the railroad had been earning before the North Koreans had marched across the 38th Parallel and therefore a warning that the good times were over.

Like their brethren in the Northeast, the midwestern roads were being hit by competition from trucks. Worse, their shrinking cash flows were supporting too many routes. The Rock’s route between Chicago and the Union Pacific connection at Council Bluff, Iowa, was paralleled by four other railroads. The road’s line from Chicago to Denver was inferior to the Burlington’s much more direct route. Its poorly engineered track from St. Louis to Kansas City could not compete with those of its neighbors.

During the six years after its reorganization, the Rock had maintained a respectable operating ratio of roughly 72 percent, but in 1954 operating costs rose, equaling 75 percent of revenues, and the operating ratio kept climbing. Six years later it hit 80 percent. The board of directors, which was dominated by a group of large investors like Henry Crown, began holding back on maintenance money, which boosted profits artificially.

Cross-ties on the Rock generally lasted thirty-five years, and rail ninety years. To prevent deterioration, the railroad had to lay 100 miles of new rail each year and 800,000 new ties. Beginning in 1953, the road cut back on new ties, and by 1958 it was installing only 400,000. The same year, track gangs laid only about 72.5 miles of new and relayed rail along its main line.

By 1960, despite propping up the bottom line by the deferred maintenance, the Rock Island earned only $6 million, roughly one-third of what it had posted a decade before. Maintenance-of-way is a demanding discipline. A management can defer maintenance for a year or two, but it must catch up when it resumes its regular schedule of new cross-ties and rails. By 1963, the railroad had fallen so far behind it would have had to lay more than 300 miles of rail and 3 million ties that year just to catch up.

The railroad had been run by two respected operating men. John Dow Farrington had been made president while the railroad was in bankruptcy, and he had used that time to build it up. In 1956 Farrington had stepped up to chairman and had been replaced by 40-year-old Downing Jenks. Strait-laced and retiring, Jenks was the son and grandson of railroad officers. In 1950 he had been general manager at the Chicago & Eastern Illinois Railroad, a small midwestern line, where Farrington had spotted him and hired him away as a Rock Island vice president. Crown seemed to have a dislike for young men, and he complained for years that Jenks had not been old enough. Ironically, Crown ignored the fact that one of his own acquaintances, Alfred E. Perlman, had been the same age when he had turned around the Denver and Rio Grande. It is more likely that the colonel disliked Jenks because the younger man thought for himself.

It being obvious the region had too many railroads, Jenks concluded that the road’s future lay in merger with one of its neighbors. Consultants reported that the Rock could save $25.8 million by combining with the Milwaukee, and in October 1960 the board authorized Jenks to open discussions with the road. Jenks was said to have been close to a deal, but at the last moment Crown had vetoed it over the young man’s objections.

In January 1961, Jenks left. Crown, disliking Jenks all the more because the young man had opposed him, wanted him gone. The Colonel claimed to me years later that Jenks had been forced out because he had talked with the Milwaukee’s president without authorization, but the board’s minutes prove that claim totally wrong. It was typical of my experience with the Colonel. Crown could be a rich source of information, but it had to be examined carefully, because the man had a highly selective memory.

This is what really happened:

With the board’s approval, Jenks also had approached William Marbury, a St. Louis lawyer who controlled the Missouri Pacific, suggesting a possible merger. He quickly found that the MoPac was a more appealing place to work than the Rock, and, when Marbury took a liking to him and offered him the presidency, Jenks took it, happy to be rid of Crown and the problems he was exacerbating. Jenks quickly turned around the debt-ridden railroad, transforming it into one of the best-run lines in the country and making himself a legend in the industry.

To replace him, the Rock’s board elected an old-time operating man who was highly respected by just about everyone at the railroad—Ellis Johnson, who had worked his way up from the ranks. At the time Jenks left, the directors had shelved his annual budget for improvements to the railroad’s property. Johnson finally persuaded the directors to approve it, but they gave him only three-quarters of the money the Rock had spent the preceding year—despite Ellis’s warning that more was needed to catch up with deferred maintenance. Only 30 miles of mainline track in Oklahoma was to receive new rail, and that work was mandatory if the line was to stay open. The light rail being replaced there was so worn the Rock Island’s maintenance-of-way crews had been unable to keep it aligned.

Since Jenks’s talks with the Milwaukee had come to naught, Crown meanwhile had sounded out both Ben Heineman of the Chicago & North Western and the chairman of the Illinois Central. All that talk produced nothing as well. Finally, a good prospect popped up. In the spring of 1962, hearing that the Southern Pacific might be interested, Crown called Don Russell, the SP’s chairman. Then, with the board’s approval, he flew to San Francisco and talked with both Russell and his heir-apparent, Benjamin F. Biaggini. Their meetings were to set off a series of fateful events.

The Rock Island’s network was far more vast than the Southern Pacific needed. What the SP really wanted was the Golden State Limited route, the Rock’s line from Tucumcari in northeast New Mexico to Chicago where for years the crack Golden State had raced, connecting Los Angeles and Chicago in sixty-two hours. Russell also was willing to take the Rock’s two north–south routes that would extend the SP’s own lines in Texas, Louisiana, and Arkansas. That was all the Southern Pacific wanted.

But what to do with the rest of the Rock?

One solution was to find a partner, a railroad that could use the remaining network. As the merger discussions were moving along, Frank Barnett, the general counsel of the Union Pacific, was attending a meeting of railroad lawyers in Washington when his opposite at the SP took him aside for a private word. He had been instructed, said the Southern Pacific attorney, to tell Barnett that the SP was holding talks with the Rock Island. Barnett and others at the top of UP already had talked of acquiring the Rock Island, but the cost of refurbishing it had been deemed too high. Buying only a part might make a substantial difference.

“There were meetings all over the place in the next few weeks,” Barnett told me.

On cue, Don Russell then suggested to Crown that he talk with the Union Pacific. Flying to New York, the Colonel held a series of meetings with Barnett, Robert Lovett, who was UP’s executive committee chairman, and Averell Harriman’s brother, Roland, who was chairman of the board and chief executive officer. Lovett’s father had been E. H. Harriman’s partner, and his presence was key to the meeting because, despite Roland’s title, Lovett was the man who really ran the company.

The Union Pacific did not need all the Rock’s far-flung routes either, but its northern routes would have enhanced the UP’s network. The Rock Island’s tracks across Iowa could give the UP its own direct line to Chicago’s interchanges with the railroads of the East. The Rock also would have provided a route into St. Louis, where the Union Pacific could connect with the Southern and Louisville & Nashville as well as the Pennsy and New York Central. Although the Rock Island was weak and it would be expensive bringing its tracks up to the standards of the Union Pacific, the UP had the money. So the fit made sense for the Union Pacific—and by then was the only salvation the Rock Island could find.

All three railroads agreed the UP would acquire all of the Rock Island and then sell the southern end to the Southern Pacific. Barnett and Crown then began negotiating an exchange ratio. The Colonel was a wily bargainer, but Barnett prevailed, forcing Crown and the others to accept 0.718 of a share of UP stock for each Rock Island share—half the price the Colonel had demanded.

Now, the Rock Island’s directors had made a merger agreement with a partner they had not really sought. The UP had not been part of the directors’ original plan, and to slide into a deal in such a fashion was not the way successful mergers usually are made. In fact, it was ominously similar to the New York Central’s shotgun marriage with the Pennsylvania. No one realized it, but the Rock Island’s directors had locked the railroad into a merger agreement that would kill it. They had reached this predicament because over the years they had continued paying dividends while cutting maintenance and new car leases or purchases. Since 1956, the railroad had laid off fewer employees than the average for all the nation’s Class I railroads, and its compensation to its workers had grown more.

Once the merger was announced, all hell broke loose. In all, eleven railroads joined the proceedings. Giving SP a direct line to Kansas City and Chicago threatened the Santa Fe, which also could not stomach the idea of its competitor getting all those southern routes. More like a knife in its gut, the Santa Fe would lose its monopoly on through service between Chicago and the Southwest. The Southern Pacific was known among its peers as insufferably arrogant, and the Burlington was not about to permit the SP to be its partner on the Colorado and Southern tracks from Dallas to Galveston. Chicago & North Western, the Milwaukee, and Illinois Central all would lose much of their interchange business with the UP at Omaha. And the Denver and Rio Grande simply objected that it did not want its competitor, the Union Pacific, to extend its tentacles any farther.

Early on, Barnett tried to get the four major opponents to agree to a compromise deal, but the talks led nowhere. His most passionate adversary was the North Western’s Ben Heineman, whose road would invariably suffer the most. The C&NW’s route to Omaha was its premier line, the only one on its entire system that was double-tracked. To Heineman it was a life-or-death struggle. As one of his lawyers declared in classic Windy City lingo, “If the UP comes to Chicago, it comes in a big black hearse.”

The entire proceeding would drag along for eleven years. “We didn’t think it would take that long, or we wouldn’t have gotten into the thing. We thought four or five years,” recalled Barnett. But there were ominous signs at the start. “The first day of the hearing was devoted, most of it, to the lawyers entering their appearances,” Barnett said. “I counted there were seventy-six lawyers. You get the message rather easily.”

While Barnett, an old hand at legal proceedings, could readily sense a protracted case, the directors of the Rock Island were oblivious. “I was told three years, and we would get ICC approval,” said Crown. “I had no reason to believe this deal wouldn’t be finalized.”

The Rock Island’s earnings continued to shrink, and Crown and the other directors concentrated on keeping up the railroad’s appearance of profitability. Barnett had wrung a tight exchange ratio out of them, and they did not want him to take another look at their balance sheet and cut the price further. So they held down maintenance all the more.

They also changed leaders. Ellis Johnson had been elected only as interim president. By all accounts, he had been performing as well as anyone could, given the road’s shrinking earnings and the restrictions the board was placing on him. But in the fall of 1964, after two years of searching, Crown found Jervis Langdon, who was president of the B&O and was unhappy with the way he was being treated by his new masters at the Chessie.

Langdon was made chairman. Born to money, Jervis continued to own his grandfather’s farm outside Elmira in upstate New York. His great-aunt had married Mark Twain, who had written The Adventures of Tom Sawyer and other works in an outbuilding there. After college Langdon went to work for an uncle who was president of the Lehigh Valley Railroad, and, seeing that lawyers played an important role in railroads, Langdon had gone to Cornell Law School to become a railroad lawyer. During World War II, he had flown the hump with the Flying Tigers, and decades later after taking charge of the Rock Island he was traveling about the property piloting his own airplane. Officers who worked for him recalled how Langdon disliked riding in business cars, which prevented him from seeing firsthand how the road was running or gauging its physical condition.

Like Perlman, Langdon had strong opinions about some of his colleagues. He and Perlman disliked one another. “I don’t think Langdon has any integrity at all,” Perlman said to me one night. “I don’t think Perlman has any leadership,” Langdon told me later. I found Jervis’s description interesting, since so many of Perlman’s lieutenants had become notable leaders in the transportation industry.

Another person Langdon disliked was the UP’s Frank Barnett. He even implied, rather sanctimoniously, that Frank was too fond of the bottle. Like many people, Barnett did enjoy his booze, but it never impaired his abilities as a chief executive officer. He and Lovett had taken a moth-eaten company where rolltop desks still stood in the executive offices, and had turned it into a financial powerhouse, expanding into oil and other lucrative ventures. To me, Frank’s greatest achievement was hiring one of Perlman’s key “boys,” John Kenefick, to turn around the railroad, and transform it into the most important rail system in the West.

As an example of the UP’s already heavy influence, Langdon’s appointment had been approved by Barnett, who soon was to take over the Union Pacific’s management. When Langdon was brought in, everyone agreed that Johnson would continue as the Rock’s president and Jervis would become chairman. An old hand at office politics, Langdon, after only a few months, pushed Johnson into giving him the presidency, and he persuaded the board to create the post of vice chairman for Johnson.

Langdon found a fleet of freight cars and locomotives, antiquated in both age and type. Langdon would need such modern cars as 100-ton grain hoppers. Weeks after his arrival, he asked for new equipment, but the board’s means were limited. Langdon needed $92 million in new locomotives and cars, but the board could give him only $25 million.

The Rock Island’s condition continued downhill as the hearings went on at the Interstate Commerce Commission. In 1965 the railroad went into the red, losing $1.5 million, and in the following years the losses ballooned. Warning that people would be dead before they reached a decision, Langdon urged the commissioners to speed up their deliberations, but with no success. Meanwhile, Langdon did such things as expand passing tracks and introduce the Rock Island to the future of railroading—intermodalism, the business of hauling containers and highway trailers on flatcars. To reduce the road’s losses, Langdon sold off some excess real estate. Some, which had cost the Rock $1 an acre a century before, brought in as much as $300 an acre.

Despite all his efforts, the Rock Island kept wasting away. Meanwhile, an ICC examiner was preparing his recommendations on the merger for the commission. Instead of offering a timely analysis so the ICC could make its decision in the four or five years Barnett had expected, the examiner was creeping through a laborious study of the entire rail structure of the West.

Langdon needed $5 million for refurbishment, and he and Crown held a three-hour meeting at the Chicago Club with Frank Barnett, urging that the UP lend the funds. But Barnett refused because that was a mere fraction of what the road really needed. As he told me later, “They were going to need much, much, much more.” Crown managed to get a bank loan, which the road somehow paid off.

Crown and Langdon also urged the Union Pacific to nullify Heineman’s opposition by buying the North Western. The idea would have made little sense since the UP would then have had to finance the restoration of two railroads instead of one and would have wound up with two routes from Omaha to Chicago. Moreover, it would have set off even more hearings at the ICC.

By the 1970s, the Rock’s tracks were so deteriorated that the Southern Pacific began rethinking the price it had agreed to pay for the southern routes. The Rock’s payments to shippers for damages to cargo had tripled, and in a growing number of places trains were creeping along because of bad track. The Rock Island was locked into a death dance. It could not end the merger agreement and find another solution for survival, because there was none. “There wasn’t anywhere else to turn,” lamented Crown. “There was nowhere else we could have gone.”

By 1970 Langdon, an infinitely patient man, was growing frustrated, and when Penn Central went into bankruptcy he promptly took the job of senior trustee. I came to know Jervis at that point and always felt that, in spite of his lack of operations experience, his background in railroad management and his political savvy made him uniquely qualified for his new role.

Crown wasted no time calling his friend Al Perlman, urging him to fill the vacancy. Perlman, who soon would go to the Western Pacific, was willing to visit Chicago and talk. Yet, when he did, Al was not very encouraging, saying, “You’ve got this goddamn thing cut down to the bone. Where are you going to cut further?” Undaunted, Crown kept pushing inside the Rock’s boardroom for Perlman’s appointment, only to have his plan blocked by another major shareholder, Bruce A. Norris, chairman of Norris Grain Company. Crown never forgave Norris. Petulant, the Colonel boycotted board meetings. As one of the other directors said, “The Colonel’s got a lot of ego, and he’s used to running things his way.”

Jervis Langdon had left behind two of his aides, Theodore E. Desch, the Rock’s general counsel, and William J. Dixon, one of Jervis’s protégés. Over Crown’s vehement objections, the board made Desch chairman and Dixon president. Desch had worked in the road’s legal department fourteen years, and Dixon, whom Langdon had brought from the B&O, had a rich background of railroad experience. During World War II, he had served under the Seaboard’s Tom Rice on the army’s railroad in Iran, and after the war he had supervised the reconstruction of Korea’s rail lines. When Langdon had taken charge of the Baltimore and Ohio, a supplier had told him that one of the brightest men in the industry was working in a nondescript role at the B&O, and Langdon had sought Dixon out, making him head of what was to be a brain trust of young innovative thinkers. Needless to say, Henry Crown had no love for either man. Not only did they have Crown against them, the two had inherited what amounted to a railroad half sunk in quicksand.

Over the preceding years, the Rock Island had accumulated a tax loss carry-forward, and the directors talked about it constantly. “It was one of our most attractive assets,” recalled one. They even considered creating a holding company that would enable them to use the loss to diversify, but since they were locked into the merger agreement, they could not even do that.

To the directors, the picture was growing bleak. “I began to smell trouble when I went on the board,” said Lewis Harder, who had become a director in 1973. Chairman of International Mining Corporation, Harder controlled the largest block of Rock Island shares, much of them in his company’s employee trust fund. In the year after joining the board, Harder looked on impotently as the Rock Island slid further.

Then, in August 1974, Barnett informed the Rock Island board that the railroad had fallen into such disrepair they must reopen their negotiations about the exchange ratio. The directors did nothing. Only weeks later the economy turned down. The railroad’s traffic began falling and then plunged. “Traffic really didn’t decline, it collapsed,” said one of the road’s vice presidents. “There was a sickening collapse in December. No one could believe it.” Unfortunately cost cutting could not keep pace, and by year end the Rock Island’s prospects had darkened further.

Simultaneously, John Barriger suggested that the railroad bring in a new president, John Ingram, who had worked at the New York Central, the Southern, and the Illinois Central before heading the Federal Railroad Administration. Since the FRA was a possible source of loans the railroad obviously needed, the board sent representatives to assure the secretary of transportation they were not seeking federal money by hiring Ingram.

Ingram had barely had an opportunity to look at the property when, as the new year was approaching, the Interstate Commerce Commission gave its provisional blessing to the merger. The Union Pacific asked for more time to consider the various requirements the ICC had listed. Even if the UP had found the commission’s terms palatable, which they were not, the Rock’s directors had to agree to slash their price, which they did not.

Obviously merger would not be the answer, and Ingram found himself staring at a mess. Tracks had fallen into such bad condition that shippers and connecting railroads now were routing much of their traffic elsewhere. The Rock Island’s largest customer, Caterpillar, was barely using the railroad. While the merger had been pending, the Rock’s erstwhile partner, the Union Pacific, had diverted traffic at its Omaha gateway to the North Western, weakening the Rock Island further. When Crown had asked Barnett for an explanation, the UP chairman had summed it up quite simply, saying, “You can’t meet your schedules.”

By early March, Ingram feared the coffers were shrinking so badly he could not meet the next payroll, and he recommended that the directors consider bankruptcy. Over Crown’s objections, the board agreed, and on St. Patrick’s Day 1975, the Rock Island went under. Once in bankruptcy, the Rock was free of such costs as payments on its debts, and, taking advantage of his increased cash flow, Ingram tried valiantly to turn around the sick company.

Ingram had brought to the road John Mitros, a young man who had been in the public relations department of the Illinois Central. It was a comfortable combination, because they were two of the greatest optimists I’ve ever known. Mitros and I had been acquainted for four or five years, and I had found him to be exceedingly knowledgeable about what was happening on midwestern railroads. In the fall of 1975 he suggested that I take a look at the Rock Island for a Fortune story. They were turning around the railroad, he announced.

Since they had been in receivership only six months, it would have made a fantastic story, so I went to Chicago. Ingram and Mitros told me they were in the black already, that they were posting a profit for the current quarter. But then I realized that the Rock Island’s good times always were in the harvest season, and that year’s crop had been bountiful. August, September, and October had been a farmer’s dream. The winter would tell the tale, for the railroad would require an infusion of new business to overcome the cost of blizzards and floods.

John Ingram told me he had decided to go to the Rock Island because he had thought he could improve its marketing. “I wanted to make marketing the keystone to the railroad’s efforts,” he said. “I have always wanted to try out some marketing theories, and I think this is going to be a very good laboratory.” His experiment made some sense. Insisting that salesmen be measured by profits rather than the number of car loads they produced, Ingram had moved the road’s cost accountants from finance to the marketing department so everyone could see firsthand which traffic made money.

Ingram also retained a consultant who produced a five-year forecast of booming business. But, to achieve the projection, the Rock Island must have modern, well-maintained tracks and equipment, and to me there was little hope of ever attracting the money that would require. But Ingram’s optimism was unquenchable. “If all projects go, we may replace 10 percent of the rail on this railroad next year,” he declared. In the same year he also planned to repair the 2,000 bad-order cars that were waiting on sidings. “At the end of five years,” Ingram concluded, “we should have this railroad in pretty good shape.”

It all sounded marvelous, but I was growing increasingly skeptical. I could not see any sign of dramatic cost cutting by Ingram. He had taken away several hundred company automobiles and ended scores of expense accounts, but I could not see any major reductions. Perlman had been right: there was no place left to cut.

Meanwhile, Crown was calling for the Rock Island’s liquidation, telling anyone who would listen that Ingram was achieving nothing and that the road should be broken up and the creditors paid off. I realized the Colonel had an ulterior reason, since he was one of the road’s largest bondholders. So I went across town and spent a day in Crown’s office. It was a nondescript place, relatively small for a man so powerful. One wall was lined with windows, but you could not see out because they were all covered with draperies.

“I should feel a little put out with the UP,” he said. “I’m not, because we dug our own grave. We should have made some deal in ’61–’62 quickly with somebody.”

He argued that in bankruptcy the railroad had made no progress. Of Ingram, he said, “What’s-his-name is nobody’s fool, but he’s no railroad operator.”

Barnett and Perlman later echoed the same view.

I then rode with Mitros on a business car from Houston up to El Reno, Oklahoma, where we hooked onto an eastbound freight and inspected a straight-as-an-arrow route that ran to Memphis. They called it the Sun Belt Route. Mitros billed it as the future intermodal route from the Mississippi to the West Coast. It would be the railroad’s big money maker, he said, for it was straight and could be super fast. Although this was supposed to be one of the Rock’s best sections of track, it was woefully inferior. When we came to a long stretch in Arkansas where the subsoil was weak, I watched over the engineer’s shoulder as we crept along, the locomotive tottering and rocking. Subsoil problems never were readily fixed, and there seemed little chance this stretch of railroad could be made right. This was no main line. Nor was it the great deliverer of the Rock Island. The Sun Belt Route was symbolic. It looked as if the railroad itself had as much chance of becoming a viable railroad as did this piece of its network.

I flew home from Memphis fretting. Ingram deserved more time to see if he really could turn the railroad around. If I wrote a piece at that point in time, it would tell the world that Ingram had not succeeded thus far, despite his belief that he had. That I felt would be unfair, because, despite the odds, I believed he deserved a chance. Perhaps he could find enough money to make the road what he envisioned. I was doubtful but sympathetic and willing to delay any further research and see.

When I arrived at my office I found a copy of Businessweek waiting. Brent Welling, my competitor there, had talked to Mitros. As I usually did, I had warned John at the start that if he talked to Welling and Businessweek ran a story we would kill mine. Mitros had ignored my warning, and I went up the hall to see Dick Armstrong, my editor. I told him how I felt about the Rock’s prospects, and we agreed the Businessweek article clinched the decision. The story was dead.

Mitros and Ingram were furious. I was outraged myself when I learned later that Mitros had told everyone that Crown had used his influence to pressure us to have the story killed. John knew full well that no one ever successfully pressured Fortune. Knowing he had made a mistake giving the interview to Businessweek, Mitros was using Crown as an excuse. It was an unkind cut at Fortune.

To his credit, Ingram made surprising progress over the next four years. Paul Banner, a veteran railroad marketer whom Ingram had brought in, shut sales offices that were not producing and demanded that his remaining salesmen bring in profitable traffic. On the operating side, Ingram increased the length of trains, thereby decreasing the need for manpower.

Three bitter winters battered the railroad, but it kept running. To improve his profit and loss statement, Ingram changed his accounting methods. The ICC had required that railroad maintenance be charged against earnings, thereby increasing the railroad’s losses. Instead Ingram had the accountants follow General Accepted Accounting Principles, which allowed charging some maintenance costs as a capital expense.

Despite the unquenchable optimism of Ingram and Mitros, it was a hopeless battle. At the start, Ingram had estimated he could make the Rock Island right with an injection of $300 million, but his estimate kept climbing. As John kept battling to turn the Rock around, the steadfast Colonel kept demanding that he give in and liquidate the road. But the road’s trustee, William M. Gibbons, who years before had been a partner of the bankruptcy judge, kept persuading the court to give him more time.

By 1979, Ingram was rebuilding old locomotives and leasing new ones, and a resurfacing program was highballing along, thanks in large part to grants from Iowa and other states. Labor contracts had come up for renewal, but to cut costs, Ingram had insisted on only modest pay increases, causing the negotiations to drag on. The old agreements expired, and while the talks continued, the road’s union employees continued working without contracts.

Finally the two unions that represented all the train crews agreed to Ingram’s terms, but, insisting that the pay hikes be retroactive to the date the earlier contracts had expired, the clerks union refused. Ingram offered to show Fred J. Kroll, the clerks’ president, the Rock Island’s books so he could see for himself what little the road could afford, but Kroll refused. In August he took the railroad’s clerks out on strike.

John Mitros idolized Ed Ball and had made himself an authority on the way Ball and Win Thornton had kept the trains running during the Florida East Coast strike. So, when the operating unions honored the clerks’ picket lines, Ingram sent his officers out to drive as many trains as they could. Then, as often happened with railroad strikes, the White House stepped in, and Jimmy Carter ordered everyone back to work. The operating people returned, and the Rock soon was running almost at a normal pace.

But, despite the presidential order, the clerks stayed out, and the unions began agitating in Washington, arguing that the road would not be able to handle the fall’s grain harvest without all its employees. Washington responded, and the Interstate Commerce Commission ordered directed service, meaning the Rock’s operations would be managed by other railroads.

While the unions worked the halls of Washington, Crown continued to prod his connections in Chicago, arguing all the louder that the Rock Island should be liquidated. In January 1980 Crown got his way. The Interstate Commerce Commission exhausted a special $270,000 appropriation that it had been using to pay for the directed service. With the funds gone, Frank J. McGarr, the bankruptcy judge, ordered that the trains stop running and the Rock Island’s assets be sold off. Unquestionably the Interstate Commerce Commission bore much of the responsibility, but Henry Crown’s ego, intransigence, and greed came in a close second.

Slowly, always holding out for the best deal he could extract, Gibbons sold the Rock Island’s routes to the Union Pacific and other neighboring railroads, raising a stunning sum—a half-billion dollars. After all the creditors had been paid off, the Rock’s shareholders still held a hefty nest egg. Stock that had sold for $3 per share during the bankruptcy now soared to around $70, and the Rock Island’s new board of directors turned the company into a mini-conglomerate. Its first acquisition was Hoover, the company that made vacuum cleaners.

A year later, Fred Kroll, dying of cancer, faced a similar problem at Conrail, which was having trouble cutting its costs and turning a profit. The Department of Transportation, which had been underwriting Conrail’s deficits each year, proposed to shut it down and sell its routes to other roads unless Congress repealed Title V, a section of a federal statute that required huge payouts to any employees the railroad laid off. The unions, including the one Kroll headed, rose up against the proposal, but when Conrail offered to show Kroll and the other union leaders its books, Kroll this time agreed to look. Conrail’s financial statements looked almost as unpromising as the Rock Island’s had been, and, when he saw them, Kroll became the first union leader to agree to the repeal of Title V.

Kroll had learned, but it was too late for the thousands of clerks and trainmen and engineers at the Rock Island who had lost their jobs.
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“Who Knows Hays Watkins?”

ONE FIRST-CLASS PASSAGE



ALL INDUSTRIES AT ONE TIME OR ANOTHER ARE VICTIMS OF changes in technology, and sometimes it can be fatal. Some of my wife’s ancestors were wagon makers. They were said to be one of the South’s largest producers of wagons, turning out 15,000 a year, and, when the public began buying automobiles and trucks, the men running the company thought them a passing fad. Despite their prediction, the market for cars and trucks took off, and in the 1940s Nissen wagons finally succumbed to the new competition.

Newspapers, magazines, and railroads were created by new technology and could die by the same hand. The train had replaced the canal boat and the stagecoach, but by the 1970s it was losing to trucks, automobiles, and airliners. In fact, when the Post Office shut down its mail cars and moved all its intercity mail to trucks and airliners, the railroads’ traditional businesses of express packages and less-than-carload freight were shifting to the highways, and once again it was made possible by another innovation, the interstate highway system.

Simultaneously, while I was writing about bankrupt railroads, I was finding similar threats to the status quo in the publishing business. This, too, was ironic. Just as the new high-speed presses had created modern newspapers and magazines, that new invention television was undermining them, causing reader habits change. Soon after I joined the staff of Fortune, Life, Look, and the Saturday Evening Post all bit the dust. Worse for me, I soon discovered that, no matter how monumental an institution it might be, Fortune could be equally mortal. Beginning in 1972, as I interviewed top officers of railroads and other companies, I noticed that each chief executive officer had a copy of Fortune displayed on his coffee table. But when I climbed onto his corporate jet, where he did his real reading, I found our arch-competitor, Forbes, which was a flashier publication, always present in the magazine rack. Meanwhile, our magazine lay, possibly unread, back in my host’s office.

I noticed this first when I was putting together my story on Louis Menk and the Burlington Northern merger. A year or so later I had a similar experience while doing a piece on LTV’s chairman, Paul Thayer. And it happened other times. By 1975, I was complaining to my colleagues that Fortune was not meeting the needs of its readers.

Being a monthly, “the book,” as we called it, still went to press the way it had for almost fifty years. On the whole, Fortune’s story mix really was incredibly good, but it wasn’t timely enough. I spent two months reporting and writing a first draft of each middle-of-the-book story, and then we dedicated another month to “closing” it, a painstaking exercise where my researcher rechecked every word for accuracy while, under the eye of my story editor, I rewrote and rewrote, handing each twenty-page draft to a battery of typists who laboriously put it through their machines.

By the time we hit the street, most breaking stories were out of date. If the story was timely, competitors like Businessweek, the Wall Street Journal, and the New York Times often chipped away the gut of it. My piece on the sins of National Student Marketing was a case in point. As I was at home writing the story, National Student’s directors suddenly reacted to questions my researcher and I had been asking about the company’s accounting and sales reports, and they fired the company’s president, Cortes Randell. The New York Times and Wall Street Journal were besieging the company’s headquarters with queries.

Angela Rabia, my researcher, was already sitting outside NSM’s boardroom, taking over a desk so she could phone me every hour with the latest developments. It was the way newspapers covered breaking stories, a reporter outside phoning in the latest to a rewrite editor. I was pouring every golden tidbit into the piece just as it was happening, and when not phoning me or hearing the latest from one of the company’s officers, Angela was answering NSM’s phone, fending off calls from all our competitors. I think they all thought they were talking to some secretary and never had any idea Fortune was trying to stonewall them. We had been lucky, because Angela had managed to insert herself there and Randall was fired just as we were about to go to press. So we were able to pretty much protect our exclusive. If he had been tossed out a month earlier, our story would have been more a solid analysis rather than hot news.

Each issue of Fortune offered nine stories, each of them 5,000 words long. The stories, or “pieces,” were too long to attract and hold many of our busier subscribers, and some lighter fare needed to be worked in. Television had given readers a thirst for quick knowledge, and many of our readers were executives who were exceedingly busy. A few fulllength stories would continue to be good, but beside them we needed to include stories half that length. Moreover, the design and type font were out of fashion and uninviting, and our covers were bland.

Today newspapers and magazines are wrestling with similar problems. Computers and the Internet have caused reader tastes and habits to change. The cause might differ, but the dilemma is the same. Publishers are struggling to learn how to adapt, often in ways that are starkly foreign to their training and instincts.

We at Fortune had to learn in those days as well. As I roamed the halls of the eighteenth floor or sat at lunch with colleagues, I talked about the problem and found a few other writers expressing similar concerns. Besides mixing shorter stories with the long pieces, I argued, the book needed more emphasis on people. I had always tried to wrap my stories around people rather than theories, convinced that business was people and people wanted to read about other people. A number of the younger writers and one or two of the older editors agreed, but most editors and senior writers were more protective of the magazine’s traditions. Fortune was forty-five years old and the grand dame of business journalism. You did not tinker with something so illustrious.

I had no idea that our editor-in-chief, Hedley Donovan, was coming to a similar conclusion. Just as I was watching the way the book was being passed over by my news sources, Hedley’s friends in the corporate world were telling him that they were no longer reading Fortune as they had. If I had known this, I would not have become so outspoken.

Time Inc. maintained a strict separation between what we called “church and state”; the business side of the house and the editorial side remained apart. Hedley reported only to the company’s board. Although someone on the publisher’s side of Fortune occasionally would tell us that a company had pulled its ads because of a story one of us had written, there never were recriminations and certainly no pressure to slant a story for the benefit of an advertiser. If anything, most of us were amused at the stupidity of the aggrieved advertiser. All the people on the business side understood they were selling space in a great publication, and what made it great was its total independence. A CEO who pulled out his ads was losing one of the most credible platforms his message could be shown on.

Despite the wall between us, I had many friends on the business side, and we talked. Our publisher, a tall genial Irishman named Patrick Lenahan, and Jim Hoefer, Pat’s ad director, would invite some of us to go along to dinners and lunches that they hosted for corporate brass and ad agency people and enthrall everyone there with inside previews of our latest stories. Both understood what I was preaching, and Hoefer particularly was sympathetic. Jim knew that ad agencies would place their advertising elsewhere if they realized that the magazine was failing to hold its readers. In the fall of 1976 Hoefer told me that the latest readership surveys were indicating that I was right. Readers still were buying the magazine but not reading it as they used to. Lenahan and Hoefer also had been urging that the magazine, which had always been a monthly, change its frequency and come out every other week. They believed a biweekly would attract more advertisers, especially those who were purveying consumer products.

Hedley had come to agree with them, although with some reluctance. He knew it involved significant risk. If we went biweekly and it did not work, Fortune could die. Finally, after much discussion, Hedley Donovan commissioned our managing editor, Bob Lubar, to seek the views of our senior editors and writers. Lubar, who opposed any major changes in the magazine, dutifully assembled five of our key men and women and asked for their conclusions on what should be done, particularly whether we should go biweekly. Sensing that everyone knew Bob’s feelings and fearing that most would not readily go against them, I decided to send a memo to the group of five. Alas, even at the age of 42, I had never learned to be much of a “team player,” as they called it. Idealism and the journalists’ creed that a reporter always seek the truth still governed me. I was yet to learn that people could have a great deal more influence on events if they were less strident and more subtle.

The memo was three and a half pages long and did not hold anything back. Regardless of the number of issues, the memo said, the magazine’s basic format had to be changed if we were to compete successfully with Forbes and Businessweek. “I’m not opposed to doubling the number of issues,” the memo went on, “but, if we do it, it will profit us nothing if we fail to make Fortune more readable—and more attractive.”

“We have grown dangerously self-important,” the memo declared, saying some of us underrated our competitor. “Forbes may not be as serious as Fortune; it may not have our clout or our entrée, but it sells magazines. And that’s what journalism is all about!” I went on to declare that the magazine had forgotten the basic tenet of journalism: “that you give the reader what he pays his dime to read. We don’t determine what he gets just because it interests us but because it interests the reader. Henry Luce knew this. The Wall Street Journal knows it. And, for that matter, so does Malcolm Forbes.”

The memo went on to talk about how the Journal had transformed business reporting in the preceding twenty years. “Like any other readers, our audience wants to know what is happening, how it affects them, what went on behind the headlines, what will happen next week and what it all means. And they want good examples of how to be more successful in whatever they’re doing. They like to know how other people failed or succeeded. And, above all, they want all these things told in human terms, because, no matter how powerful they are, our readers are people. They still eat, drink, breathe, sleep, make love and go to the bathroom like everybody else.”

Our covers were too cold, the memo declared. They lacked pictures of people. They should be livelier, I said, suggesting that a recent issue containing a story about the money woes of the Catholic Church could have had a cartoon on the cover showing the pope with his pockets turned inside-out.

My missive also urged that we have more stories that took the reader into events and more action pieces. “More hard news, more controversy, more breaking stories, and some tough exposés. There should still be pieces that are deep and stimulating, but our readers want them told in human terms, not just with statistics and dull facts and heavy theories.” Too many stories were short on good quotes and good anecdotes, the memo proclaimed, adding that those were the ingredients that kept the reader awake.

“If our writers are not journalists enough to produce this kind of magazine, then they need to be replaced—me included,” I said, and concluded by declaring: “If we really want to make Fortune a viable competitor, this is the sort of package we must offer—whether any of us like it or not. We may all get a kick out of proving how intellectual and analytical we are, but you don’t make money imitating the Harvard Business Review. In this business the action, the profits, and survival itself are not at Cambridge but on Madison Avenue. And Businessweek and Forbes are over there right now, cleaning up at our expense.”

I had written so much from the heart I probably overstated things and certainly put off a lot of people. Bob Lubar was foremost among them. The assistant managing editor who chaired the group of five called and asked if he could show the memo to Lubar. “Certainly,” I replied. “I’m not saying anything to you I wouldn’t say to Bob.” Minutes after my memo had reached Lubar’s desk, I was summoned to his office. Bob was irate. To him I not only had questioned the sanctity of a monumental magazine, I had trod further, challenging his own editorial judgment. Bob never thundered, but he came close that morning.

“You like Forbes so much maybe you should go work there!” he snapped.

“Maybe I should,” I fired back. “This magazine will be in trouble if we don’t change it.” It was an unforgettable session, going on for about twenty minutes. I left saddened, because Bob was a great editor, and I had a deep affection for the man. Yet, we were talking about a new era of readers whose needs did not seem to be his milieu.

I also had slipped a copy of my memo to Jim Hoefer, knowing he would pass it along until it wound up on the thirty-fourth floor, where his ultimate boss, Andrew Heiskell, who was our chairman, and Hedley Donovan both sat. If either did see it, the memo only underscored what they already had concluded. From what I have learned since, Hedley had already decided it was time to take the first step and see what a livelier biweekly would read and look like, and he soon instructed Lubar to form a task force to create a prototype.

Bob appointed Dick Armstrong to head it and made me one of the three members of Dick’s full-time staff. The other two were Time’s business editor, Marshall Loeb, and Peter Schuyten, who had worked with me on the United Air Lines story and later would become the technology columnist of the New York Times. Lubar also recruited Time’s Washington economics correspondent as a consultant, and he or Hedley hired a part-time designer. It was a tightly knit and highly energetic team. I never knew until later, but Lubar told Armstrong that he was appointing me because the whole scheme would never work and I would wind up totally embarrassed. Bob was certain it would fail because he expected to oversee our little group. Then, Hedley, who knew Lubar’s feelings about the idea, adroitly stepped in, telling Bob he was far too busy to oversee the project and Hedley himself would do it. Hedley gave us a corner suite on the floor below the offices of Fortune and a budget of a quarter of a million dollars, which was a substantial sum for that era. To prevent the competition from knowing, our office door was unmarked, and the entire project shrouded in deep secrecy.

On the first business day of 1977 we started. Hedley gave us our orders over lunch in one of the company’s executive dining rooms. “Use your imaginations. Try out any ideas you want,” he said. We had three months to produce a prototype.

A lot of those ideas Hedley had elicited were soon pouring from the typewriter of Marshall Loeb. If ever anyone could churn out memos it was Marshall, who later became one of Fortune’s greatest managing editors. Short and round of face, Marshall was a small machine of constant energy. I wondered at times if he ever slept. He was one of the most stimulating people I’d ever met, as well as one of the most creative, which undoubtedly is why Hedley instructed Lubar to appoint him to the task force.

We put together 500-word stories and pieces as long as 3,500 words. At Marshall Loeb’s suggestion, I spent a day at Columbia Business School asking seniors which industries they wanted to work in. (Most wanted to go into investment banking.) I did another piece on how the union was fighting to organize J. P. Stevens, the textile maker, and spent time at Stevens’s mills in Georgia and North Carolina interviewing union organizers and mill managers. Then I went to Omaha to interview John Kenefick at the Union Pacific about how his railroad was trying to break into two new markets—hauling low-sulfur coal and intermodal traffic.

One day while I was there I took a ride on one of the UP’s intermodal trains. The flatcars were filled with containers and highway trailers, and we were barreling across the plains of eastern Nebraska. Suddenly, a half-mile or so ahead, a long yellow road grader started across the track. The crossing was on a dirt road, and apparently the incline leading up to the tracks was steep, because, to our shock, the bottom of the grader caught on the rails. Our engineer yanked back on the emergency brakes, and, with all the wheels squealing behind us, the train began slowing ever so slowly as its steel wheels slid along the steel rails. We knew the train could never stop in time. Steel on steel provides very little traction. In fact we knew the locomotive would never be able to come to a halt until we were a good half-mile beyond the crossing. Nobody said anything. We all just stared ahead.

I was standing in the middle of the cab next to a road foreman who had come along as my host, and I began wondering whether the road grader would be knocked up in the air and crash down on us or whether the locomotive would shove it aside and derail in a mammoth pile up. Either way we seemed to have little chance. The engineer just sat there with his hand on the brake handle. We kept on sliding toward the crossing, our eyes fixed on that long yellow machine. Still no one spoke. Our engine was about a quarter of a mile from colliding when the operator of the grader somehow managed to back it off the tracks. I don’t think anybody said a word even then. We just looked at one another and waited for the train to come to a complete halt.

When our three months ended we presented Donovan with two dummy issues of the new biweekly, one of them complete with illustrations. Not only were the stories more sprightly in both length and focus, the pages were printed in a new, cleaner, typeface and used more headlines. Within weeks after we had finished, Hedley showed our prototypes to Time Inc.’s directors, who quickly approved, and he informed the staff that we were launching the biweekly. We would unveil the new book to our subscribers with the first issue of the new year, just as annual advertising budgets kicked in on Madison Avenue.

Mary Johnston began hiring research associates who could be transformed into writers. And she struck a rich lode, recruiting some of the magazine’s future luminaries, people such as Rik Kirkland, who two decades later was to become managing editor, and two of its top writers, Shawn Tully and Geoff Colvin.

Then, with Hedley Donovan watching, the staff produced a 128-page pilot issue. The pilot came out in September, just as our regular October issue was going out in the mail to our 625,000 readers. There were only 20,000 copies of the pilot printed. On the pilot’s cover was a photo of thirteen young men and women who had worked for Ralph Nader and now held positions of power in the new Carter administration. Being executives and political leaders, our readers were powerful, and I had convinced Dick Armstrong that our covers should show people and be in bold colors that evoked an image of power. In particular, I had suggested royal blue or the crimson that British field marshals wore.

The photographer had obliged by shooting the group on the steps of the Old Executive Office Building, which now is known as the Eisenhower Executive Office Building and sits on the corner of 17th Street and Pennsylvania Avenue in the White House complex. He made the shot after sunset, showing the thirteen in the stark light of strobe cameras against a dramatic dark background. The redesigned logo was emblazoned across the top in royal crimson.

Inside were a number of stories, written by various Fortune writers, told in terms of people or else delving into practical subjects like what to do if the dollar’s value fell. One piece was an exposé I had put together on the way Bert Lance, director of Jimmy Carter’s Office of Management and Budget, had mismanaged an Atlanta bank. Some thought it both timely and explosive. To my disappointment, Lubar decided not to use it in the regular magazine itself.

One of Marshall’s favorite techniques was stories that ranked things people or companies did. Since most of our readers flew regularly, they were concerned about airline safety, so we put together a ranking of the accident and fatality records of all the U.S. air carriers. I suggested a new way to judge them. Traditionally airlines were rated according to how many fatalities they incurred per every million passenger miles, which is the total miles they carried all their passengers. That method of compiling the statistics favored airlines with long flights. Instead, I ranked accidents according to fatalities per millions of takeoffs and landings, which is when an airplane has the greatest chance of a mishap. Like most of Marshall’s ideas, the story caught a lot of attention.

One September morning we went downstairs to the company auditorium and introduced the pilot issue of the biweekly to our advertising staff, who were to distribute copies to all the nation’s ad agencies, corporate leaders, newspaper editors, and TV and radio news directors. Afterward, Lubar and I returned to our offices together, and as we walked down the hall he was looking down at the carpet dejected.

“I certainly hope this works,” he said.

“Bob,” I replied, “it’s got to work. If it doesn’t, some day we’re all going to be out of a job.”

Lenahan and Hoefer took the sales staff on the road, visiting every major city in the land, offering previews to our major advertisers, to the agencies that served them, and to local newspapers and TV and radio stations. Armstrong and several others of us went along with them, describing our new product. In our spare time we gave interviews to the local media. I remember in Atlanta being the guest on my first call-in talk show. It was marvelous fun. During the mornings and afternoons, when not traveling, we would appear at lunch before local representatives of all the ad agencies and the vice presidents of advertising for the region’s major corporations. Then in the evening we would perform for the senior officers of all those companies.

At each luncheon or dinner, we showed a movie touting the glories of the biweekly and emphasizing its timeliness. The film opened with Dick Armstrong sitting at his desk, ordering, “Loving! Go out there and get the story!” That switched to a scene of me, in business suit and helmet, jumping onto a motorcycle and kicking the starter.

No sooner did we finish our presentations than advertising bookings for the January issue took off. Just as Hoefer had prophesied, much of the additional space was being bought by producers of consumer goods such as distillers and automakers. Circulation climbed, too, eventually nearly doubling, to more than a million, and since this was generating incremental income, Fortune’s profits multiplied.

If the magazine had not been transformed, it could not have lasted in today’s Internet-induced environment. While all of us, especially Dick Armstrong and Marshall Loeb, gave sweat and unstinting labor to the creation of the biweekly, the man who deserves the credit for taking a risk and making the biweekly a reality and saving Fortune was Hedley Donovan.

The railroads were facing a quandary similar to the dilemma we had confronted at Fortune. The evolution in technology and economic forces that had helped bring down Penn Central was continuing to hold back the railroads. Since they lived under the iron hand of the Interstate Commerce Commission, the roads could not readily change to adapt to the new age. One way to cut costs was to merge, so once again chief executives were eyeing one another’s systems. It was the start of twenty years of amalgamations, creating sprawling systems that now span whole sections of the country.

It all began in 1976 when the Southern’s Graham Claytor opened merger talks with Downing Jenks at the Missouri Pacific. When the Southern’s other top officers opposed the idea, the talks died. Even though nothing resulted, the prospect of the Southern crossing into his territory had been too much for Ben Biaggini, now chairman of the Southern Pacific, and he had opened merger discussions with the Chessie’s Hays Watkins.

The merger would have created a coast-to-coast rail system, but, unfortunately for Biaggini, their two railroads met at only one interchange point—East St. Louis. The Seaboard Coast Line connected with the SP’s network at two other points, Memphis and New Orleans, so Watkins and Biaggini agreed to bring Tom Rice of SCL into their discussions. Their talks were so secret even the directors of the three roads were kept in the dark. Despite his urgent need to protect the Southern Pacific’s territory from invasion, Biaggini was unwilling to pay the price. Better known for his arrogance than his competence, Biaggini insisted that he hold absolute control of the combined company. That killed the negotiations.


[image: Image]

The Triumvirate Who Controlled SCL—The three senior officers of Baltimore’s Mercantile Bank and its holding company controlled the Atlantic Coast Line and Louisville and Nashville railroads, and after ACL merged with the Seaboard Air Line, they quietly dominated the Seaboard Coast Line. When they were seated for this portrait of SCL’s board, the three were strategically placed. Marked by arrows, they were the Merc’s chairman, William McGuirk (seated on the left), Baldy Baldwin (standing), and Mike Kelly (seated on the right). Between McGuirk and Kelly sat (from left) SCL’s two senior executives Paul Funkhouser, its president, and Prime Osborn, chairman, and the railroad’s retired chairman, Tom Rice.



Nevertheless, he kept looking at SCL. The Seaboard Coast Line was a natural fit for the SP, and John H. Williams, Biaggini’s corporate planning officer, was extolling SCL’s advantages, even though Williams himself had been unaware of the three-way merger talks. “Our stock was riding high,” Williams recalled. “I thought it was a really good acquisition that would put us into the potential growth area of the southeastern states, and he went ahead and tried to do that.”

Determined he would not be spurned again, Biaggini quietly assembled a block of SCL’s shares, and, when he thought he had enough to intimidate Rice, he called and demanded that they begin talking. This time Rice told Seaboard Coast Line’s directors of the negotiations, and the three men in Baltimore who controlled SCL greeted his announcement with apprehension. They were Bill McGuirk, chairman of Mercantile Bankshares and a vice chairman of the railroad; Baldy Baldwin, by now chief executive officer of the Merc and a director of the railroad; and Roger “Mike” Kelly, the man who had hosted Baldwin’s lunches with the salesman from Pullman.

“Mike started off as an accountant with Arthur Young, and he and some other people put together an early, early conglomerate named the Philadelphia and Reading,” said Baldwin. In fact, the Philadelphia and Reading had once been a company that the Reading railroad had created to own its coal mines after the federal government had banned railroads from holding mining properties. The Philadelphia and Reading later began to diversify into a small conglomerate, and eventually, in the late 1960s, Northwest Industries, the holding company of the Chicago & North Western Railway, acquired the Philadelphia and Reading.

When Northwest took over, Kelly retired and moved to an estate near Easton, outside the waterside town of Oxford on Maryland’s Eastern Shore. Over the years Kelly and the Merc’s McGuirk had become friends, so McGuirk recruited him. As Baldwin recalled, “Bill said ‘We really need help on these railroads.’ So Mike agreed to commute from Easton. He was made vice chairman of the Seaboard Coast Line. Charlie Yates was retiring and Kelly became CFO. He was a fabulous man.”

As a symbol of the Merc’s hold on the Coast Line and the L&N, Kelly kept his office in the Mercantile’s twenty-one-story Baltimore headquarters rather than at one of the Seaboard Coast Line’s two general offices in Richmond and Jacksonville.

The three men were a force Biaggini had not counted on.

They all were notably unimpressed and nervous about the state of the Southern Pacific and Biaggini’s record as its CEO. The Southern Pacific was nowhere near as strong as the stock market seemed to think, nor as formidable as the West’s three other rail giants, Atchison, Topeka and Santa Fe, Union Pacific, and Burlington Northern.

Under Biaggini, the SP had slipped from a well-run, profitable railroad to a line that was shy on cash flow and short on maintenance. The Southern Pacific was strained because it had created a long-distance telephone company, Sprint. To remain competitive with the likes of AT&T, Sprint was eating up the railroad’s capital as it ploughed precious capital into new technology. As cash had grown scarce, track maintenance had been deferred, and the railroad was short of locomotives at a time when customers were demanding faster service.

The three men in Baltimore grew yet more concerned when, once again, Biaggini became too greedy. Rather than offer a premium for SCL, which would have been normal in such an acquisition, Biaggini insisted on paying the discounted price at which Seaboard shares currently were trading. Adding further insult, Biaggini announced to Tom Rice that, once merged, he would get rid of many SCL officers.

So, McGuirk, Kelly, and Baldwin sat down in one of their offices at the Mercantile and began assessing the situation. “The railroad business was getting tougher and tougher,” recalled Baldwin, and the Seaboard was not making the kind of money that would give it a good bargaining position in a merger. Yet all three recognized that mergers were on their way, and they had to ensure that SCL ended up in a strong position.

“We’ve got to do something. What do we do?” both McGuirk and Kelly kept saying.

Seeking other possible partners, they looked first at prospects for parallel mergers, the Southern being the foremost candidate. The regulators probably would have rejected such an alliance, and besides that, the Southern lived in a rigid military culture that would have clashed from the first day with the much more amiable lifestyle of the Seaboard. Then they looked at north–south mergers and came up with Hays Watkins’s C&O-B&O.

“There was a certain end-to-end logic to a Chessie merger,” recalled Baldwin.

McGuirk finally said, “Who knows Hays Watkins?”

“I know him,” replied Baldwin. Baldy and Watkins had been friends since Hays had been an assistant treasurer and the young banker had called on him in Richmond. Baldwin phoned Watkins and invited himself to lunch. Neither Rice nor his heir and general counsel, Prime Osborn, was to ever know what they were doing. But Baldwin, McGuirk, and Kelly themselves were unaware of Rice’s earlier merger talks with the SP and Chessie. Since those negotiations had been held in such secrecy, even McGuirk was unaware of them. Thus the three were totally oblivious to the fact Watkins had already developed more than a passing interest in Seaboard Coast Line.
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Cofounder of CSX—A chief executive who understood the importance of good relations with communities and government leaders, Hays Watkins (left) talks with Senator Jay Rockefeller (right) of West Virginia, a state where CSX had a major stake. Photo courtesy of the B&O Railroad Museum.



Watkins and Baldwin met in a two-story Elizabethan-style suite that the railroad kept above its headquarters in Cleveland’s Terminal Tower. The Chessie’s senior officers ate their lunches in the suite’s dining room each day, so Watkins took Baldwin to a nearby private room with a fireplace framed in gray marble. As they awaited their meal, Baldwin began talking about the railroad industry. “Look at the future,” he said. “Where do you see expansion in the East?”

Watkins went over various possibilities for combinations between the region’s railroads.

“Do you have any interest in the Seaboard Coast Line?” asked Baldwin.

“It would be very interesting,” Watkins replied.

“If you are interested,” Baldwin replied, “I would suggest you put yourself in a position to show your interest—in short order.”

They finished their lunch, and Baldwin flew back to Baltimore. Since Watkins already had been following SCL’s talks with the Southern Pacific, he gave Baldwin’s suggestion little further thought. Yes, he was interested, most definitely so, but he was waiting until Rice’s negotiations with Biaggini had run their course.

Back in Baltimore, reassured by Watkins’s response, the three men at Mercantile moved. McGuirk usually gave Rice a free rein, but when necessary he would step in and overrule him. Even though the old general could be so imperious he would bristle at interference by his board, McGuirk could be unwavering. As a fellow director said, “He was an enormous force.”

So McGuirk blocked the merger.

It was the spring of 1978. Biaggini was presiding over the Southern Pacific’s annual shareholders meeting at the Pierre Hotel in New York when Prime Osborn called, had him summoned from the podium, and informed him the talks were ended. Biaggini exploded, demanding another meeting, but Osborn replied that SCL’s board had made the decision and there was nothing more to discuss. When Biaggini returned to the podium he looked shaken.

And rightly so, because only eighteen months later the Union Pacific, flush with money from its other investments, made deals to buy both the Missouri Pacific and the Western Pacific. Soon it would have a major presence at both ends of the SP’s territory—at the gateway at East St. Louis and in the Southern Pacific’s own hometown, San Francisco. Biaggini’s nightmare now would be real.

Not long after learning the talks with Biaggini had collapsed, Watkins moved, calling Rice and suggesting a merger. Having spent nearly a year dealing with Biaggini, Rice, who was about to retire, was weary of more negotiations, but Watkins persuaded him to meet anyway. They talked over lunch at the Commonwealth Club in Richmond, where Rice lived, and after examining the possible benefits, they agreed the two companies should explore the idea further.

Rice retired, turning the reins over to Osborn, and in July 1978, a month after the Richmond lunch, Watkins met with Prime at Mike Kelly’s Eastern Shore estate. A lawyer from the Deep South, Osborn—like the Kentucky-born Watkins—was known for his manners and consideration of others, attributes that fit the two well as merger partners. Their meetings went so well that two months after their talks had begun they announced that they were discussing a merger. Two years later the ICC blessed the marriage.

CSX, the company created from the combination, stretched across almost all the East. Its tracks ran from Chicago and Philadelphia to Miami and New Orleans, dwarfing its two competitors, the Southern and the Norfolk and Western. The idea their two major competitors were to merge led those two roads to couple up also, forming Norfolk Southern, one of the best-run and most profitable railroads in the country and a formidable force that CSX one day must reckon with.
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A Modern Annie Oakley Takes on Lou Menk

ONE FIRST–CLASS PASSAGE



AFTER THE KICK-OFF OF THE BIWEEKLY FORTUNE, I EMBARKED on a series of stories, including Averell Harriman’s reminiscences. As I was weighing the potential of one prospective piece, Bob Lubar called me in, saying a story in the next issue had fallen through. He needed to fill the hole. Did I have any story I could put together in two weeks? It was a time span no one before the creation of the biweekly had ever contemplated.

“I’ve heard about five kids who are running a railroad out in Michigan and doing a booming business. The president is a young mother,” I replied, and Bob gave me the go-ahead. Mary Johnston assigned me Jane Condon, a researcher who was adept at fast reporting, and I split the research load with her and took myself off to Cadillac, Michigan, and a former freight depot that housed the headquarters of the Michigan Northern Railway Company, where I soon found that the “booming business” I had described to Lubar had a bigger story behind it.

The railroad had been created when Penn Central had sold its viable routes to Conrail and abandoned or rented the rest to short-line operators. Michigan’s governor, William G. Milliken, who lived in Traverse City, which was the northern point of the MN, insisted that the lines being abandoned in his state continue to operate, causing the legislature to set up a program to fund Michigan Northern and 604 additional miles of railroad routes. When the state searched for a group to operate the MN the only takers were five young rail fans, who borrowed some capital and found a backer for the rest so they could buy locomotives. None had any daily experience in the art of management. They knew how to run trains but not a railroad. When a transportation expert in New York had called the company he found the operations vice president out driving a locomotive, the marketing vice president on a sales call, and the president, 31-year-old Elizabeth Andrus, on maternity leave.

Once part of the New York Central, the little line ran for 246 miles from Grand Rapids north to the Straits of Mackinac, where it connected with the aging car ferry Chief Wawatam, which was being kept alive with state subsidies. The ferry brought traffic across the straits from the Soo Line, which ran along Michigan’s Upper Peninsula, or, as they called it locally, “the thumb.” Almost all the MN’s business came from a few small shippers at spots along the route. Much of the line could have been abandoned and the cargoes interchanged with other roads at local junction points.

The Michigan Northern had been in the red since its founding, fittingly on April Fools’ Day 1976, and it was kept going only by state and federal subsidies similar to those that were keeping the Chief Wawatam afloat. During the first eighteen months of the MN’s existence, the railroad industry had raised rates more than 11 percent, causing many of Michigan Northern’s local customers to divert their traffic to trucks. Losses rose, and the railroad was outspending the budget the state had approved as part of the subsidy agreement. Making matters worse, the railroad industry then won another rate increase, of 5 percent.

The five debated what to do, and, convinced the higher rate would lose them more business, they voted to “flag-out” of the increase, which meant they kept charging the old rates. When a railroad flagged-out, every car that made even a small portion of its journey on that line must receive the old rate on all the other roads that transported it.

Conrail, MN’s biggest connection, protested loudly. Meanwhile Michigan Northern’s one-man marketing department spread the word to shippers on the West Coast, and, to save $150 per trip, the timber companies in the Northwest began routing their cars via the MN. During the first month the flag-out was in effect, Michigan Northern’s through traffic leaped from two cars to 204.

Usually, if a large railroad flagged-out, the others grumbled but did not fight it. In this case the circumstances were different. One-third of the traffic originated on the Southern Pacific. Often the SP would collect the largest share of the revenue by long-hauling each carload of lumber from the Northwest down to El Paso and up to St. Louis, where its subsidiary, the Cotton Belt, would deliver it to Conrail. Now, with the flag-out, the timber companies were routing their carloads to Minneapolis, where they were transferred to the Soo Line, then given to the MN and finally delivered to Conrail. Instead of two or three railroads handling the movement, at least five—possibly as many as six—now were involved. That meant each railroad’s share of the revenue had shrunk miserably.

And the SP, which often grabbed the largest share of the tariff, now was getting so little it barely covered the cost of handling the cars—if it even did that. There was no wonder the lights were burning late in the Southern Pacific headquarters at the foot of San Francisco’s Market Street. Ben Biaggini could only sit and steam in his eleventh-floor office. Not merely was he losing a golden source of revenue at a time when the company needed every penny it could gather, but it was being stolen away by five kids, and, worst of all, one was a girl. Biaggini was the sort of man who would view any youngsters who challenged him and his railroad as nobodies who should be stomped down into their proper place. The Southern Pacific—joined by Conrail, Burlington Northern, the Santa Fe, and other roads—filed new tariffs with the Interstate Commerce Commission, rates that excluded the Michigan Northern from all through routings.

That did not seem to bother the five young people. They hired a high-powered Detroit lawyer who had big-time Republican connections and took on the Southern Pacific. Apparently the SP’s lawyers underestimated him, because he pulled their case apart, and the ICC sided with Michigan Northern. “He made Perry Mason look like he doesn’t know what he’s doing,” rejoiced Andrus. “God! It was fun!”

The railroad’s success came at a big price. The lawyer’s $105,000 fee had drained off one-sixth of the extra revenue the flag-out had generated. Moreover, the MN’s new business was costing more to handle than the revenue it was generating. Traffic had quadrupled to 9,000 cars a year, but the MN needed twice that to cover its operating expenses, forcing the state to double its subsidy to $2.5 million a year. Worse yet, the additional cars were tearing up the already run-down rail bed.

It demonstrated what could happen when government became overly involved with a business. Politics had caused the state to use the moneys of its own citizens and the rest of America’s taxpayers to fund a political stunt. Moreover, it offered an eloquent case for deregulating the nation’s railroads. I had no inkling that the next year I was to be involved in the movement to do that and that it would create a major threat to the railroad industry. Nor did I suspect I would be doing all this from the White House rather than at Fortune.

Everyone knew merging was not the ultimate solution to the railroad industry’s problems. Less regulation was the real answer. In 1976, the ICC’s inept handling of the Rock Island merger and the bankruptcies of the northeastern railroads had prompted Congress to trim some of the commission’s powers. Nonetheless, the ICC continued to rule with such an inflexible hand the industry’s average return on investment in 1978 was a meager 1.58 percent, while banks were charging them a prime rate ranging from 8 to 11.75 percent.

Conrail was the best example, posting losses every year. When the United States Railway Association had created the company out of Penn Central and other northeastern bankrupts many people believed it would restore railroading in the Northeast to profitability. Now, as it had with Conrail’s predecessors, the federal Treasury was subsidizing its deficits.

The industry had to be deregulated. Conrail and all the other railroads needed the freedom to compete with trucks and barges and shut down unprofitable tracks and services without tedious pleadings before the ICC. Especially, they wanted the freedom to create new services and rid themselves of low-yielding business that trucks could handle better. Most crucial, they needed the license to levy rates high enough to win a reasonable return.

The movement to deregulate transportation companies already was rolling along. The Ford administration had advocated it, and Jimmy Carter had joined the crusade, making deregulation a cornerstone of his administration. In late 1977, Congress passed the first deregulation bill, giving air cargo carriers the freedom to pretty much do their own thing. The new law enabled Federal Express, a fledgling overnight package service, the freedom to acquire larger jets and build a mammoth fleet of cargo carriers that began serving consumers and businesses door to door.

The next year Congress deregulated passenger airlines. And the trucking industry was about to break free from the ICC. Railroads were given cause for more hope when Carter named an advocate of deregulation, Darius W. Gaskins Jr., chairman of the ICC. Two years earlier Gaskins had been developing a strategy at the Civil Aeronautics Board that had led to the airlines’ deregulation.

In the meantime, Conrail’s chairman, Edward Jordan, had launched a campaign to reduce regulation to a minimum. Since Carter was advocating it and Congress was weary of spending $1 million a day to subsidize the railroad’s losses, Conrail’s case received a sympathetic hearing. Nonetheless, many railroaders were not so enthusiastic. Under the ICC, they all charged the same rates, except when they ran unit trains under long-term contracts. It was a comfortable way to do business, and many seasoned officers felt threatened. Deregulation would throw the railroads into the open marketplace, a foreign and scary world. There was a question whether many marketing and sales officers could deal with it.

A number of railroads, most notably the Southern and Norfolk and Western, resisted until late 1979. Only after more than a year of campaigning by Jordan did the board of the Association of American Railroads endorse the legislation. Meanwhile, a deregulation bill was moving slowly through Congress. The powers of the Interstate Commerce Commission would be slashed and the railroads freed. But, unnoticed by most people, the deregulation effort was in jeopardy, and, without warning, I found myself in the middle of it.

By then I had taken a ringside seat in Washington. Working on the task force to create the biweekly, I had developed an itch to be inside when decisions were made rather than merely influencing them with my writing. As we were sitting on his back porch in Georgetown one night in the summer of 1979 an old friend from Georgia asked if I would be interested in becoming the spokesman for the Office of Management and Budget.

It was a rare opportunity to sit inside the White House and watch the president and his top aides run the country. I had observed legends like Howard Hughes and chief executives such as Bob Six of Continental Air Lines and United’s Eddie Carlson oversee their companies, but never the president of the United States. I was to find that the president did not always wield as much real power as the chairman of an airline.

When I was appointed, President Carter was wrestling with an energy crisis. The Iranian revolution had driven up petroleum prices, panic had ensued, and by early summer motorists were lining up at the gas pumps. The day the director of OMB interviewed me about the job he had to fly in from Camp David, where the President was cloistered with his top advisors, trying to devise a speech that would reassure the nation.

I gave Bob Lubar my resignation just a week or so later, saying, “I think I’ve just acquired the deck-chair concession on the Titanic.” Bob urged me to reconsider resigning and take a leave-of-absence instead, a suggestion that touched me deeply, given how seriously the creation of the biweekly had strained our relationship. Yet, as tempted as I was, I told him that I’d be dealing with our competitors and did not want anyone claiming either Fortune or I had a conflict of interest. I probably was overly idealistic. It was difficult turning Bob down, especially since I had told my new boss I would stay there only a year. I disapproved of the way many people like me often turned their appointments in Washington into careers there.

Our offices were in the Old Executive Office Building, a monumental structure of Virginia granite that had been built near the end of the Nineteenth Century on the northwest corner of the White House grounds. At the time it was said to be the largest office building in the world. The Old Exec was an ornate structure, full of broad corridors paved with white and black squares of marble. The four floors were connected by six mammoth spiral staircases, and on each floor were rows of gigantic rooms with towering ceilings and marble fireplaces. The place was filled with history, and when thinking over a speech that I was writing or pondering some other question, I would wander along the hallways, passing offices that had housed such luminaries as Teddy Roosevelt, John J. Pershing, and Douglas MacArthur. In one of the rooms the two envoys from Japan had delivered their country’s declaration of war to Secretary of State Cordell Hull while their airplanes were bombing Pearl Harbor. Around the corner from my office was Richard Nixon’s secret hideaway where he recorded some of the conversations that brought him down.

Originally the building had housed the departments of State, War, and Navy. The old multistory State Department library was the most spectacular display of books I have ever seen. The vice president’s office was another ornate chamber. Near the southeast corner were the rooms that had housed the Black Chamber, where the code breakers of the 1920s had performed their secret magic.

To work in the Old Exec one could only live in awe.

I moved into my office the last week of August 1979, and soon I was on the phone notifying friends and news sources of my move. The first call was to Edward Ball.

“I’ve gone to work for the government,” I told him.

“What government?” Ball replied with a note of suspicion.

“The U.S. Government.”

“Oh, that one,” said Ball.

My boss, OMB’s director, James T. McIntyre Jr., was a quiet administrator, a serious man of both skill and compassion who had a comprehensive knowledge of the business of creating government budgets. McIntyre, who had succeeded Bert Lance at OMB, had been Carter’s budget director in Georgia. Often, to keep the budget deficit at a minimum, Jim ran up against the liberals in the White House, primarily the president’s domestic policy advisor, Stuart Eizenstat, and Fritz Mondale, the vice president, whose office was only a few doors from us. Carter often was in the middle, trying to make Washington work better and balance the budget while placating the big spenders.

A number of the president’s followers and associates had come along with him from Atlanta, people like McIntyre and Hamilton Jordan, Carter’s political strategist who now was the White House chief of staff. The most memorable of all the Georgians was the president’s press secretary, Jody Powell. When the new budget was being crafted, I’d drop into Jody’s office after lunch almost every day to advise him on any economic questions he might receive at his daily briefing. Jody had a rich Southern voice that gave him a commanding presence on television and in press conferences. It was so good, Ken Burns used Jody and my old Times-Dispatch colleague, Charlie McDowell, as voice-over actors in his TV series on the Civil War.

During the late fall, while the new budget was being put together, we would meet regularly in the Cabinet Room with Carter to hear the appeals of department and agency heads who wanted funding that OMB had refused them. The president always sits in the center on the east side of the table, his back to the windows that look out on the Rose Garden. McIntyre sat opposite, flanked by Bowman Cutter, OMB’s assistant director for budget matters, and Dale McComber, the most senior of OMB’s civil service executives, who are known in government parlance as the “mandarins.” Dale was the unsung hero who put the budget together. Over a fireplace at the end of the room hung a portrait of Harry Truman, who knew his budgets so well it was said he could cite every item line by line.

One morning I walked in to find my old boss Hedley Donovan sitting at the end of the table, listening and taking an occasional note. Hedley had joined the White House staff a few months ahead of me, serving as Carter’s advisor. I regret I never suggested having lunch together in the White House Mess or a drink after work, but I always regarded Hedley as more sacrosanct and less approachable than even the president.

In fact, after they had left office, one of the Georgians asked me about him, saying, “We never understood Hedley.”

“I never understood why Hedley came down there,” I said, “because for all the years he was editor in chief of Time Inc. he used as his advisors the heads of state of just about every country in the western world, and here he was at the White House advising one puny president.”

“Oh,” said the man, “I see what you’re saying.”

Our sessions in the Cabinet Room could cover almost anything. At one such session the head of the Small Business Administration asked for special funding for a new SBA office to help women. Carter heard him out, then looked across the table at McIntyre, saying, “I’m very concerned about all these programs. Hispanics were here the other day. They wanted to have a Hispanics program. It seems silly to me to have one office in Atlanta, for instance, for white men, Hispanic men and women, and black men and women, and then another office in Atlanta for WASP women, Hispanic women, and black women.” Then the president added wistfully, “Jim, I haven’t seen a federal program closed down since I’ve been here.”

One Saturday morning in December, while everybody was busy completing the new budget, I was sitting in McIntyre’s outer office puffing on my pipe when Graham Claytor walked in. Having retired from the Southern, Graham now was deputy secretary of defense. He and Harold Brown, the secretary, were on their way into Jim’s office to crunch out the final details of the defense budget.

“Is this more fun than riding the railroads?” asked Claytor.

“No, Graham, nothing is more fun than riding the railroads,” I replied.

In fact, I had been watching the railroads quite closely. And I had substantial cause for concern because I was convinced airline deregulation would cause bankruptcies, safety problems, and mergers that would decrease competition—which ultimately it did. Railroads dealt with large corporations, many of them gigantic, and they were powerful enough to dictate the rules that would govern the rail industry. Consequently, I feared the bill to deregulate the railroads would be drafted in such a way it would make life worse for the industry rather than better. There was no question deregulation was needed, but it was no secret shippers wielded enough clout in Washington to draft a bill to enrich themselves rather than free the railroads.

I had been at OMB only six weeks when sources inside the industry were telling me the whole deregulation movement was in jeopardy. Grain shippers and utilities that burned coal were lobbying midwestern and southern senators and congressmen for new restraints on the railroads.

A large part of the problem was Burlington Northern. Since taking the throttle of the BN, Lou Menk had been advocating freedom from regulation, at one point calling it “a dangerous game of Russian roulette.” Now, Menk’s greatest achievement was threatening to undo him, spurring a movement to derail deregulation and imprison all the railroads in an even tighter yoke.

The issue centered on the large reserves of low-sulfur coal Burlington Northern was holding. Since the early 1970s the market for the coal had continued to grow until now it was booming. BN had leased the reserves to mining companies and utilities and laid spur lines to serve them. As the demand had risen, BN began looking at more of its reserves, mainly in Wyoming’s Powder River Basin, where the mother lode of western coal lay. Menk had insisted that BN invest precious capital in new rail lines into the region, but some of his directors had resisted, arguing that the BN should put its money into the railroad business and get rid of its natural resources holdings. One of those men was Norton Simon, who had turned a nondescript food company into a conglomerate that included such nonfood ventures as McCall’s magazine and Avis. Simon argued that the railroad would be destroyed if money were diverted into natural resources. I spent an evening before a board meeting with Simon in his suite atop the St. Paul Hilton, where he offered his view of how to run a railroad, insisting that BN concentrate on its present business and stay within its means. He felt that Menk’s plan put the railroad’s balance sheet at risk, and, indeed, it did.

The pressure from Simon and other directors was growing. After one particularly hot session with the board, where Menk and Downing had proposed a billion-dollar program for locomotives and new and upgraded tracks into the coal fields, the two were going down in the elevator and Menk said, “Well Bob, you and I better be right on this thing or we’ll both be out looking for jobs.” Despite the opposition, Menk kept holding firm, telling the directors, “This is the right thing to do and we’re going to do it.” And he finally prevailed. At the shareholders meeting in the spring of 1973, a year after my evening with him, Simon refused to vote for himself or the other directors BN’s management had proposed, and he quit the board.

By 1980, Menk and Downing had been proven right, and the money was rolling in. Menk’s modest venture into coal a decade earlier had turned into a bonanza. Utilities throughout the Midwest and Southwest that had been using natural gas were converting to coal because gas prices had soared. Some generating stations that had burned high-sulfur coal from Illinois or the Appalachians were buying from mines in Montana and Wyoming as well, because coal there was cleaner and could be blended with eastern coal, saving them from installing expensive scrubbers on their smokestacks.

Unlike regulated rates for mixed freight, tariffs for unit trains in dedicated service between the mine and the utility were set by long-term contracts. When it had started hauling coal, Burlington Northern had offered low rates because the traffic had been incremental. For instance, each day in 1971 BN had been moving only two coal trains and twelve mixed freights between Billings, Montana, and the Twin Cities. The coal business had grown so fast that barely a year later BN was hauling as many coal drags as mixed freights over the same stretch of tracks. Yet, because of those absurdly low rates, the road was taking in only $30,000 on each coal haul as opposed to $65,000 for each of those trains of mixed freight.

Worse, the coal trains were tearing up the tracks. The traditional 34-foot hopper cars that made up many trains were especially hard on rail joints, and the new 100-ton hoppers were too much for the light rail the BN was using on some sections of the road. The trains were cracking the rails, chipping at the joints, and pounding cross-ties and ballast. You could see the results whenever you traveled on a route the coal trains used, sometimes too vividly for comfort. Four of us were finishing dinner one evening in a business car on a freight train that was following a coal drag through the Badlands of North Dakota along the old Northern Pacific main line. As we went around a curve, our car started shaking violently from side to side, nearly going off the track. Dynamics created by the rolling hopper cars in front of us had thrown the rails out of alignment.

A number of routes needed to be upgraded, but the rates were too low to cover maintenance costs and fixed charges. In addition, the BN would have to build a new line for 100 miles to tap into the Powder River Basin deposits. The rates could not cover that cost either.

“It’s very much easier for one president to deal with three superintendents than for three presidents to deal with each other,” John Barriger once told me. Louis Wilson Menk was no exception to Barriger’s rule. Like many other railroad chieftains, Menk was hobbled by an obsessive ego. Seasoned hands at the eastern coal railroads had watched the BN’s pricing with unanimous dismay. Hays Watkins had tried to warn Menk he was charging too little as they sat side by side one day in an Association of American Railroads board meeting, but Menk had cut him off. The Norfolk and Western’s John P. Fishwick had given him the same warning and was rebuffed. Then Jack had casually mentioned the BN’s low rates to Businessweek’s Brent Welling. Brent had been interviewing Fishwick for a story on how the Norfolk and Western, to emphasize the need for cleaner rights-of-way, had its officers out on the property picking up waste paper. Welling included Fishwick’s comments in his story on the N&W, sending Menk into a fury.

A day or two after the story came out, I was in Lou’s office in St. Paul, and he was still fuming. “I don’t know how the hell he knows,” grumbled Menk. “He’s never been near this railroad.” Then he handed me a letter he was sending Fishwick. With it was a carefully polished oak stock with a silver point on its end. Fashioned at the BN car shop across town, it was the tool park workmen wielded to pick up loose paper.

The letter informed Fishwick that whatever rates Burlington Northern charged were none of his business. Fishwick, Menk wrote, had enough to deal with on the Norfolk and Western without sticking his nose into affairs at BN. As I remember the letter, it concluded by saying, “I am enclosing a paper picker-upper that I thought you would find useful when you clean up your railroad. After all, Jack, you never know what could happen when you bend over.” Menk dispatched copies to all the other railroad CEOs as well.

By 1977, coal accounted for 43 percent of Burlington Northern’s revenues, but it was wiping out profits. Even though the railroad posted $1.8 billion in revenues that year, it took a pre-tax loss of $10.7 million. BN’s operations officers finally persuaded Menk that the rates had to go up. “I don’t think we recognized the problem like we should have. About 15 percent of our rates were not covering costs,” Lou acknowledged to me three years later. Nevertheless, he was unrepentant about the letter to Fishwick and the paper picker-upper. “He never sniped again,” Menk said with satisfaction. But raising prices created an uproar. By the end of the decade some utilities were paying more for the railroad to deliver it than the coal itself cost.

The utility that was complaining the loudest was San Antonio’s City Public Service Company. Since the local government owned it, CPS’s profits all went to the city treasury as dividends. If profits fell, so would the dividends, and to make up the difference the city council would be forced to raise taxes, a move for which no politician wants to be blamed. Moreover, many Texans were infamous for their populist distrust of big business. So, Burlington Northern faced a shoot-out, and its opponent had a particularly feisty past. This was the town that had defended the Alamo.

CPS had come to be BN’s customer in a round-about way. For years, it had burned cheap natural gas, but in the early 1970s it had lost its supply, and true to its gun-slinging tradition, the city had reacted by suing its supplier. Instead of burning Texas lignite, which would have required a $100-million investment in scrubbers, CPS decided on low-sulfur coal from Wyoming. It was a 1,600-mile haul. The time was 1973, and Burlington Northern, still charging too little, had quoted the utility a rate of $7.90 a ton. The next year, just as CPS was about to sign a twenty-year contract with the mine, BN announced that the price was going up to $11.09, raising the cost of each trainload by $35,000.

The timing was horrid. The utility already had committed to spend $250 million to build a coal-fired generating plant, another $25 million on a fleet of hopper cars, and $5 million for a maintenance facility to service them. San Antonio’s voters began voicing suspicions about the perceptiveness of their leaders. That led the city councilmen and the utility’s trustees to appeal to the Interstate Commerce Commission, which ordered BN to cut a few pennies off the rate.

In 1977, now a true believer in the need for higher tariffs, Menk sent his lawyers back to the ICC, seeking a rate increase. But Lou had not taken into account a short, grandmotherly woman with big round glasses named Lila Cockrell. She was San Antonio’s mayor, and as Menk and his lobbyists soon discovered, they were facing Annie Oakley.

Lila Cockrell was a practical woman who, as a stranger to the world of regulation, was not bound by the traditional procedures of rate disputes. To her there were more powerful people than the commissioners of the ICC, and she took her case to congressional committees, the Department of Energy, the U.S. Conference of Mayors, and the President’s Commission on Coal. Charging that the nation’s longest railroad was exploiting the energy crisis and taking advantage of a captive shipper, Mrs. Cockrell soon rounded up a posse of supporters from other communities in the Southwest.

The BN fired back, noting that CPS had saved $100 million by converting from gas to coal. Moreover, one of the railroad’s senior officers pointed out, the utility industry enjoyed a return on investment that was seven times greater than that of the railroads.

Undaunted, Mrs. Cockrell pressed on, and one utility that joined her cause was another BN customer, Cajun Electric in Louisiana. One of Cajun’s lobbyists, Alice Howard, went to see the state’s senior senator, Russell Billiu Long. The son of Huey Long, who ran Louisiana in the 1930s, Russell was the only member of the Senate whose mother and father both had served there, too. In keeping with the family tradition, Long was a powerhouse. I became acquainted with him one night when we were seated together at a dinner Fortune was hosting. Long was a tough politician in the tradition of Louisiana bayous, hard enough to spirit away his uncle Earl, who was then the governor, and lock him in an insane asylum. Yet he also was an old hand at the Washington tradition of compromise, a man who did not view the men and women of the opposite party as foes. A lifelong Democrat, Long had as one of his best friends a Republican colleague, Bob Dole.

Far from being the Cajun redneck that strangers often expected, Russell Long was an urbane man who probably knew more about U.S. fiscal policy and the ways of Capitol Hill than anybody else in Washington. A specialist in tax law, Long had been chairman of the Senate Finance Committee for thirteen years. More important for Cajun Electric, he also chaired the Commerce Committee’s surface transportation subcommittee, where the deregulation bill sat. Long soon tacked an amendment onto the bill that would have gutted the deregulation movement. It would have limited the railroad’s freedom to make not only rates on coal but tariffs on all freight.

The bill soon passed the Senate with other damaging amendments tacked on as well. My sources inside the industry were telling me it had been so altered the legislation would not free the railroads. When I examined it, I found the bill would have toughened regulation, making it harder to abandon excess tracks and allowing any shipper, even one shipping a single car, to demand the same discounted rates the large contract shippers received. Discounted rates to encourage grain elevators to ship in the off-season would have been eliminated, giving an advantage to the barge lines.

I was alarmed. The bill would bankrupt most of the nation’s railroads—and possibly all might topple in a chain reaction. Such a condition would impose on the Office of Management and Budget an annual budget obligation of $2 billion for railroad operating subsidies—a sum three times greater than what the Treasury was spending on Conrail. So once more I drafted a memo, this time to the three men at OMB who oversaw the transportation budget and our assistant director for legislative affairs. Describing the problem in detail, the memo declared that the White House must intervene. “I urge that OMB,” the memo concluded, “pick up the initiative, take the lead both inside the administration and on the Hill, and insure that whatever emerges from the House Committee will provide true deregulation of the railroads—and no future burden on the U.S. taxpayer.”

That led to a meeting with Michael A. Driggs, the OMB examiner who put together each year’s transportation budget. Driggs, who soon would be placed in charge of the Chrysler bailout, agreed with the memo, but his bosses, who were not as attuned to the business world, were agonizingly slow to do anything. Meanwhile, I was growing increasingly fearful that the House of Representatives might soon pass the bill unchanged.

Late one Friday afternoon in early December, William Neikirk, the Chicago Tribune’s White House correspondent, dropped by asking what I knew about failing industries, such as auto and steel makers. I considered Bill one of the town’s best correspondents, and Chicago being the nation’s railroad center, I jumped at the opportunity. The railroad industry was in danger of failing, I replied, describing the deregulation bill. When I gave him a copy of the memo, Bill asked if I really wanted my name to stay on it. Usually memos were leaked anonymously without identifying the author. “I believe in this, and, by God, I’ll put my name to it,” I replied.

That Sunday the Trib led the paper with Neikirk’s story, with a mammoth headline across the top of page one proclaiming essentially, “White House Memo Says Railroads to Fail.” No sooner did word of the story reach Washington Monday morning than I was being reamed out. Some people wanted me fired, but McIntyre kept me on. Meanwhile, back in my office railroads were calling, asking me to confirm the story. Avoiding any further trouble, I gave the usual lofty public relations response, saying I did not comment on White House memos.

So determined were they to get a deregulation law passed, some rail lobbyists seemed unaware of the damage the current bill could render. Apparently the leak woke up all the lobbyists, both in the industry and at the White House, and alerted some railroad presidents as well. I was told that one, the Union Pacific’s John Kenefick, called his Washington legislative office demanding to know what was going on.

Meanwhile, Houston Lighting and Power, also a user of BN coal, introduced Mrs. Cockrell to its local congressman, Representative Bob Eckhardt, a ranking member of the House Committee on Interstate and Foreign Commerce. The congressman was one of Washington’s most colorful characters, riding around town on a bicycle—even to meetings with the president—attired in a white suit and a Panama hat.

Early in the new year, the White House announced that deregulating the railroads was one of its priorities for 1980. To win his support, the bill’s sponsors named it after the House Commerce Committee’s chairman, Harley Staggers of West Virginia. In late spring, the bill was sitting in Staggers’s committee, where Eckhardt tried to write in more amendments that would have placed yet tighter controls on rates. He also proposed provisions that would attract the support of small grain shippers. But he was outvoted.

He and a dozen other Texas representatives then went to the White House, where they met for forty minutes in the Roosevelt Room with Vice President Mondale. If they failed to hold down coal rates, they warned, it could damage Carter’s chances in the November election. “If you lose Harris County, which is Houston, it’s virtually impossible to carry Texas,” warned Eckhardt, but he got nowhere. Carter stood by his principles, no matter the price; he was going to deregulate the railroads, not impose more rules on them.

Feverishly, the railroads were trying to swing Texans over to their side, but the utilities countered. While Congress was in recess for the Republican convention, the electric producers ran ads all over Texas predicting that deregulation would add $3 billion a year to their customers’ bills. Congress went back into session after the convention, and on July 28 Eckhardt’s amendment came up for a vote on the House floor. The proviso that he had written to lure the support of grain shippers was working. When the vote was taken, congressmen from farm states joined with those who represented electric consumers and voted for the amendment. Eckhardt won 204 to 197.

As the House was preparing to consider the entire piece of legislation, the White House persuaded the bill’s sponsors to pull it off the floor, and Carter’s representatives began talking with Russell Long, working out a compromise. Carter offered a ceiling on rates captive shippers must pay, and the amendments of Long and Eckhardt disappeared.

On October 14, Carter signed the Staggers Act in an East Room ceremony. It was one of his last achievements as president, because three weeks later the president lost his reelection bid to Ronald Reagan. In the same election, the voters of Houston, following the country’s lead, went Republican, turning Eckhardt out by a narrow margin.
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MEANWHILE, THE FORTUNES OF TWO MAJOR WESTERN railroads were going through a reversal that was bringing trauma to one and riches to another. Ben Biaggini’s Southern Pacific, which had lorded over the three other major western roads in the 1960s and 1970s, was now the weakest of the four lines. By contrast, the Union Pacific, which had been a dependable but lackluster operation, had moved from fourth place to become the West’s predominant railroad.

The UP’s transformation was due to the son of a Buffalo lawyer. Tall, big-boned, and balding, John Cooper Kenefick loved trains. Other railroad executives like the Claytor brothers and Al Perlman loved them, too, but no one’s devotion exceeded that of Kenefick. He knew his business, all aspects of it. That was the reason I had gone to Omaha to tap John Kenefick’s knowledge when we were putting together the story on western railroads for Fortune’s experimental biweekly. He was smart, a Princeton graduate, a protégé of Perlman, and he had two powerful backers at Union Pacific Corp., the men who ran the road’s parent company, Frank Barnett and Robert Lovett.

Kenefick had grown up loving trains. His parents gave him technical books on railroading when he was as young as ten. One night his father took him out to watch the east-bound and west-bound Twentieth Century Limiteds pass one another. After his graduation from Princeton and a stint in the navy, Kenefick got a job as mechanical department apprentice at the New York Central, but after only six months he went to the Union Pacific as a locomotive draftsman.

Perlman had become a legend for the way he had turned around the Denver and Rio Grande Western, and in the early 1950s Kenefick changed railroads, becoming a track foreman at the D&RGW, then a trainmaster, and soon he caught Perlman’s eye. Soon after Perlman moved to the New York Central, Kenefick followed him to New York, asking for a job. Perlman had hired one D&RGW officer, the road’s vice president for operations, with the understanding he would steal away no one else. “I promised I would not take people,” Perlman told Kenefick, but he added, “If you quit I’ll have a job for you on the New York Central.”

By the time of the Penn Central merger, Kenefick was the New York Central’s vice president of operations, but when the roads combined he became Penn Central’s vice president for transportation, a step down. His boss was David Smucker, an old-time Pennsylvania hand, known as a traditionalist who disdained trying new ways of railroading. It was not a satisfying time for a young railroader who had been brought up to be innovative. Smucker also was a martinet, known to his men as “Mother Smucker,” which made life even more difficult.

Just then, an officer of the Union Pacific who was about to become the road’s next vice president for operations died of a heart attack, and Frank Barnett sought a replacement. A Harvard professor who also was a consultant to UP suggested Kenefick, who had attended one of the school’s programs for executives. Over lunch Barnett offered Kenefick the vice presidency. When he told his mentor of the offer, Perlman, knowing that a job change was to Kenefick’s advantage, simply said, “If I was twenty years younger I’d take the job myself.” So Kenefick moved to Omaha.

Three years later, after becoming the UP railroad’s president and chief executive officer, Kenefick started making changes. “He wasn’t easy. I won’t say that at all,” said John Rebensdorf, who was UP’s vice president of strategic planning and one of Kenefick’s closest confidantes. “John Kenefick was one of the toughest people you could work for. He was very demanding. But if you knew your stuff and you didn’t try to BS him you got along fine, and you got the job done.”

Surrounding himself with men who had strategic vision, Kenefick set out to create a railroad that could be a key player in the transportation industry of the next decade. Although well run, the operating department was stodgy. College boys were looked down upon. IC’s problem has not been mentioned yet. The place was filled with friends: cronyism ran rampant. Many routes lacked the capacity needed for modern traffic flows, and most of the track consisted of jointed rail. Kenefick began laying down welded rail, increasing capacity on the main lines and upgrading the shops and terminals. He rebuilt the old-fashioned traffic department into a modern marketing organization that could work with operations to create services tailored to the needs of customers.
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Mister Union Pacific—Before John Kenefick, a protégé of Alfred Perlman, was brought in, the Union Pacific was the fourth-best-performing railroad in the West. With his hand on the throttle it became the best. Photo courtesy of the Union Pacific Railroad Museum.



When he stopped for the night on an inspection trip, Kenefick would leave his business car to spend the evening sitting in the dispatchers’ office watching them directing trains. He was involved in everything the men and women of Union Pacific did, and they liked it. To fire up the employees, Kenefick had the advertising department commission a composer to create a rousing song that started off with the chant:

A great big rollin’ railroad, one that everybody knows,

We were born of gold and silver spikes, a hundred years ago …

The song rolled along to what its composer called “hand-clapping, foot-stomping music,” ending with the lines:

On the backbone of our nation you can see us make the climb,

We’re the Union Pacific and we’re gonna be on time.

Kenefick loved it and had the song sung over and over again. It was even performed at his funeral. It was a rouser, a crowd-mover. The song achieved what he wanted; it stirred the men and women of UP and gave them a sense of élan they had never felt before.

Kenefick had lowered Union Pacific’s operating ratio. He had attracted new customers and built new lines of business, but the railroad continued to be viewed by the men who ran the UP holding company in New York as a business with little prospect of growth. They soon were forced to revise that view. Mergers were in the air. The Southern Pacific had failed to buy the Seaboard Coast Line, and now SCL and the Chessie were about to form CSX. Southern Pacific meanwhile was seeking the bankrupt Rock Island’s Tucumcari line to Chicago, positioning itself to siphon off some of UP’s California traffic. For its part, Burlington Northern was in the process of grabbing up the Frisco, which was the UP’s major connection to the Southeast. After Graham Claytor’s talks with the Missouri Pacific had died, the Southern had looked at the Illinois Central Gulf and rejected it, and now, Kenefick learned, the Southern was back negotiating with the MoPac again. In addition, upping the pressure on everyone, the Staggers Act was awaiting passage, which invariably would change the way the railroads did business, making it more important for a road to have a larger network.

UP could not afford to be left out.

If there was to be a marriage, Union Pacific needed to be the acquirer rather than the acquiree, but UP was a relatively small line and a sitting target. Its five connections east of Omaha had been reduced to one viable route, the Chicago & North Western. The Union Pacific’s only direct connection with the eastern railroads was with the Norfolk and Western at Kansas City and Omaha, which was at the end of a circuitous route. Neither of its two lines to the Pacific Coast served central California and the Oakland container terminal. It had no north–south lines at a time when U. S. companies were trying to create an economic partnership with Mexico. Moreover, the Union Pacific and the Chicago & North Western had petitioned the Interstate Commerce Commission for permission to stretch their tracks into the coalfields of the Powder River Basin. Demand for the low-sulfur coal was even more intense as utilities tried to comply with the Clean Air Act, and many of those unit trains would be flowing south. Union Pacific needed routes into the South and into central California.

Rebensdorf and his fellow planners had marked the Missouri Pacific as UP’s best potential partner. Coincidentally, Downing Jenks had made the same decision about the Union Pacific. Each road had assets the other needed. The Missouri Pacific stretched from Chicago to three cities on the Mexican border. It served New Orleans and Memphis as well, connecting with all the major eastern carriers. For its part, the Union Pacific could provide single-line service for MoPac customers all the way to Los Angeles and Seattle.

In late 1979, Kenefick learned that merger talks between the Southern and the Missouri Pacific were nearing an agreement. The two railroads would create a system that stretched from the Southeast to Colorado. The combined railroad would dwarf the Union Pacific. Rushing to New York, Kenefick persuaded his bosses that they needed to block the deal by buying the MoPac themselves, and they gave him enough money to outbid the Southern. A few weeks later Downing Jenks went to the UP headquarters on Park Avenue, and they quickly agreed to a deal. In a few more weeks the Union Pacific announced that it also was buying the Western Pacific, thereby giving it a route from northern Utah to Oakland. It would amount to a three-way merger.

Over the loud protestations of Ben Biaggini, the Interstate Commerce Commission approved the plan, and the three roads came under the same corporate roof in January 1983. Having seen firsthand the effects of a hasty merger at Penn Central, Kenefick brought the three together slowly—very slowly. It took three years, and as he was finishing, Kenefick bought the Missouri-Kansas-Texas Railroad, enhancing the MoPac’s routes to Texas. By now Kenefick was 65, and he retired. In his fifteen years running the railroad, John Kenefick had made Union Pacific one of the most profitable lines in the country. Its revenues had grown eight times, its route miles had more than doubled, it was handling more traffic than ever, and simultaneously, it and the Chicago & North Western, over strident opposition from the BN, had received authority to enter the industry’s most coveted market—the Powder River Basin.

While Kenefick was integrating the other two roads into the Union Pacific, the Santa Fe and Southern Pacific agreed to merge. In December 1983 their holding companies, Santa Fe Industries and Southern Pacific Corporation, were brought together. The two parents were not subject to ICC regulation, but the railroads could not come together until approval was granted, so Southern Pacific Railroad was placed in a nonvoting trust until the commission acted.

John Schmidt, Santa Fe’s chairman, and its other top brass were so confident of the commission’s approval that they transferred key officers of the SP to the Santa Fe, installing them in its Chicago headquarters and renaming the company Santa Fe Southern Pacific. Disheartened, many of the SP’s best remaining officers quit, leaving that railroad with a cadre of second-string managers. The Santa Fe dealt with the Southern Pacific as if it already were a part of the company. Santa Fe paraded officers out on inspection trips over the SP property as if the roads already had been joined. It even painted the SP’s locomotives in the new color scheme they were to use after the merger. Schmidt was telling the world—and especially Washington—the deal had been done.

Apparently Schmidt and his lawyers assumed the ICC to be so weak they could get whatever they wanted, because they treated the commission with open disdain. Indeed, the Staggers Act had limited the commission’s powers, even reduced its size, but the ICC still could disapprove a merger. While the petition was being considered, the Southern Pacific bled. Deregulation, and price cutting by the Union Pacific, had caused revenues to plunge. Moving auto racks from St. Louis to California now produced a third of the revenue the same traffic once generated, but costs remained the same. Southern Pacific was shorter than ever on maintenance and cash and suffering from limited capital investment. The once-grand railroad had been reduced to a state of indigence.

So overconfident were Schmidt and his lawyers, they refused to grant any of the concessions that might have been given to other railroads. The commissioners grew increasingly annoyed as the time for their decision approached. When the day finally arrived, Schmidt was so confident of approval he scheduled a victory lunch with analysts, but, much to his consternation, when the decision was read, the ICC turned down the acquisition, four-to-one, ordering the Santa Fe to get rid of the SP. The only holdout was the commission’s chairman, 33-year-old Heather Gradison, a former rate clerk at the Southern Railway whose husband, an Ohio congressman, had persuaded the Reagan administration to give her the post.

The Southern Pacific was not readily disposable. Other railroads had little use for it. In 1987 Santa Fe found it a home, selling the railroad to Phillip Anschutz, who was heir to an oil fortune. Anschutz linked the railroad with the Denver and Rio Grande Western, which he had acquired two years earlier. The D&RGW, which ran from Salt Lake City to Denver, was the SP’s connection in Utah.
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FOR THE GREAT, TRANSFORMING EVENT THAT IT WAS, deregulation made a totally innocuous entrance. It tiptoed in. Few railroaders knew what to do with it, but there were some. Among those who did were L. Stanley Crane, the new chairman of Conrail, and his senior vice president for sales and marketing, James A. Hagen.

Once Staggers was passed, Conrail’s profit and loss statements began to improve. Yet deregulation was not the railroad’s total salvation. New legislation by Congress in 1981 freed Conrail from onerous labor costs left over from the Penn Central merger and forced commuter systems to reimburse the railroads for the expense of running their trains. Conrail moved into the black in a matter of months. The key to the turnaround was Stanley Crane, recently retired from the Southern, whom the board had recruited to replace Ed Jordan. Crane had worked at one time in Bill Brosnan’s research lab and was a natural innovator. He also knew how to slash costs, imposing the will of a quiet southern gentleman on the most recalcitrant of subordinates. Quickly Crane took advantage of the new legislation, collecting Conrail’s due from the commuter authorities and cutting costs by slashing the workforce and pulling up superfluous tracks. Meanwhile Hagan was exploring ways to expand the railroad’s market and its yield.

Across the industry returns on shareholders’ equity and investment improved in the year or two after deregulation. Return on investment, which had never yielded as much as 3 percent during the 1970s, began climbing. By 1985 it had nearly doubled. Nevertheless, the industry was not exploiting its opportunity. At most railroads, marketing and operations officers were struggling to understand what the free market was all about. The idea of pricing services according to their quality seemed unheard of. And to some the notion they could give preferential service or run freights like passenger trains was near to heresy.
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ICG’s Arch-Competitor—Working in the pink light of dawn almost directly under the Illinois Central’s mainline bridge at Cairo, Illinois, two small towboats shift barges into a tow that will leave in a few hours for Memphis and points south. These barges, photographed in 1978, were major competitors to midwestern railroads, especially cash-strained ICG, which paralleled the Mississippi all the way to New Orleans.



The good old days had provided a relatively safe life. If a railroad lost money it had been easy to blame the ICC, usually with good reason but not always. Now the marketing departments must take some risks, even betting the future of their railroads on their actions. Many of the old-time railroaders had come to believe that doing nothing was better than taking a chance. Indeed it was a new world, not so much a brave one as one that was scary.

Deregulation did not bring instant relief to all bottom lines either. In the Midwest, the Chicago & North Western was still limping along. Its Chicago neighbor, the Illinois Central Gulf, was doing no better, but deregulation did offer the ICG an opportunity. By the summer of 1982, the railroad’s holding company, IC Industries, was twenty years old and flourishing. It had used the railroad’s assets to acquire the companies that were bringing in its profits, but the railroad that had provided those assets had become an unwanted stepchild. The ICG was the company’s second largest producer of revenue, but its profits, if any, had been marginal. The holding company had been milking the railroad, deferring maintenance, cutting capital spending, and taking out whatever cash it gleaned.

The ICG was a combination of the Illinois Central and the Gulf, Mobile and Ohio, which had been less than half the IC’s size. The two had paralleled one another from Chicago to Mobile and New Orleans. The IC also had routes to Shreveport and the outskirts of Omaha. During the merger movement of the 1960s two of the IC’s connections had been taken over by other roads, leaving the Illinois Central vulnerable to the prospect its traffic might be diverted. Since his road had no suitors, Bill Johnson, IC Industries’ chairman, had made a deal to acquire the GM&O.

The marriage had been problem-ridden. Instead of increasing earnings, the merger drained them. Instead of economizing by eliminating duplicate routes and terminals and people, Johnson kept everything in place. In 1975, two years after the acquisition, ICG’s bottom line plunged into the red. Trimming the workforce seemed out of the question, largely because the Illinois Central Gulf was one big family. Brothers, cousins, sons, next-door neighbors, all were working there. Although not uncommon at many other railroads during periods of hard times, at ICG it was almost unheard-of to lay off people.

There were routes that should have been abandoned, but Johnson was loath to do that either. Between 1975 and 1982, the ICG managed to close or sell to a short-line railroad about 1,300 miles of excess track. But that was by no means enough trimming, considering the low volumes of traffic ICG was carrying. The company was operating 5 percent of the nation’s railroad routes but those tracks were producing only 3.3 percent of the nation’s revenue ton-miles and freight revenues. For instance, the railroad still had no less than four parallel lines running up and down the state of Mississippi. On top of that, it had a strong competitor—the Missouri Pacific—which paralleled it on the west bank of the Mississippi River. Much of ICG’s traffic was lucrative chemical business coming out of Louisiana, but often it got only a short haul before turning the cars over to some eastern railroad.

Moreover, IC Industries’ continuing cutbacks in maintenance were taking a toll, and by the late 1970s ICG was a piece of junk. Bad track was causing derailments; boxcars were piling up, chemical cars exploding. At the same time, Johnson was talking with several potential buyers, especially Stanley Crane when he was at the Southern, but, despite Bill’s down-home charm, there were no takers. Johnson put more money into the railroad in hopes of making it look better—and bringing down the road’s accident rate. Between 1978 and 1981 the number of train wrecks due to bad track fell from 361 to 92. The cost of train accidents was cut in half, and IC’s personal injury rate dropped by nearly 75 percent. Nevertheless, what they were spending did not come close to making up for years of deferred maintenance. Many tracks on the former GM&O still contained decades-old 92-pound rail.

At last, Illinois Central Gulf’s president, William J. Taylor, a bald, tight-lipped lawyer whom Johnson had brought with him from Railway Express, began trimming the road’s workforce. He also shut down more lightly used lines—but by no means all. Despite all that, ICG was posting only marginal profits or losing money. In 1979 it lost $32 million. In 1981 Johnson held down the year-end loss by selling $26 million of tax benefits that had been generated by new stimulus legislation. Still determined to be rid of the railroad, Johnson saw an opportunity in deregulation. He believed the industry, euphoric with its new freedom, would begin merging again, and somewhere some road could be persuaded to acquire the ICG.
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ICG’s Dream Market—The four dark areas on this map represent large deposits of coal and lignite that lay under many of the tracks of the Illinois Central Gulf. Unlike the low-sulfur coal that blessed Burlington Northern, these deposits never proved a bonanza for ICG. This map shows the spaghetti-like collection of duplicating tracks that bled the railroad. Map courtesy of the Illinois Central Gulf Railroad.



But who would it be?

He asked me to find out.

After my year at the White House, I had formed a small consulting firm that specialized in transportation economics, corporate communications matters, and intelligence gathering. Routinely, I visited friends at all the major railroads, keeping abreast with whatever was going on in the industry. In the summer of 1982 Johnson commissioned me to launch a detailed study, a survey in a sense, and see which railroads were potential buyers of the Illinois Central Gulf. To guarantee candid answers, my mission was to be secret. No one was to have any idea Johnson was asking.

His request fit neatly into my routine, and as I made my rounds I kept asking whether anyone knew what was going to happen at the Illinois Central. Was anyone going to buy it? If so, who might it be? I went everywhere, talking to everyone, from Dick Grayson, who was vice chairman of Burlington Northern, to the Santa Fe’s two top officers, Larry Cena and John Reed, and Jim Evans, chairman of the UP’s holding company.

I also talked with people at the two Canadian railroads. One of them, John Burdakin, who ran the Grand Trunk Western for its owner, the Canadian National Railway, thought the ICG had potential. But for the moment, John noted, the Milwaukee Railroad was being split up, and GTW and CNR were trying to buy its route to Kansas City. Perhaps some distant day he would be interested in the Illinois Central Gulf, said Burdakin, but he would not even think of buying it anytime soon. The answer everywhere else was even more negative. Nobody wanted the Illinois Central Gulf.

Three days after Christmas, I was in IC Industries’ Chicago boardroom delivering my report. It was short, only nine pages long. Instead of giving an oral presentation, the report was so devastating I simply handed out copies for everyone to read. Johnson sat at the head of the table, with Bill Taylor on his left. There were several other top officers of the holding company there, but Taylor was the only representative from the railroad.

Although I told Johnson that I had talked to a host of people, from chief executives to planning officers and even some marketing people, I withheld their identities because their comments were universally unflattering, and to keep Bill’s intentions secret and draw their candid opinions I had not warned them they would be quoted.

“They’ve got a hell of a lot of problems,” said one CEO. “They’ve got branch line problems and they’ve done a miserable job of handling them.” Everyone I had talked with said the ICG would be a drain on their railroads rather than an asset. Some praised the way Taylor and Johnson had tried to refurbish the ICG since 1978, but no one thought it enough. Some were outright skeptical. “The improvements are not long-term. They’re only window-dressing,” was the quote from one.

I had asked whether the ICG would be suitably appealing if Johnson asked a cheap price. “The impression I get is they would have to pay another railroad to take it over,” said a senior officer at one of the eastern roads. The very idea of buying the ICG had never occurred to any of them. “I just don’t hear anything about that railroad except the old joke that Johnson has been trying to peddle it for so long,” said another executive.

Not only did it cry for refurbishment, they all pointed out, the Illinois Central Gulf did not go where anyone else needed to go, and there was too much competition from barges and other railroads. Almost every man I had talked with saw ICG’s route structure as a hindrance. The report quoted one vice president as saying despairingly, “Who needs three north–south lines along the Mississippi?” All their railroads were fixed on crossing the Mississippi, not paralleling it. I told Johnson that a number of his peers had suggested that the only thing to do with the ICG was to split it up. They said he should sell off the lines that were worth anything and abandon the rest. “The ICG will end up in pieces,” predicted one officer.

While no U.S. road wanted or could use the ICG, someday one of Canada’s two railroads might find it appealing, I advised. Both would benefit from routes to the Gulf. There were rumors the Burlington Northern might bid against the Canadian National and Grand Trunk for the Milwaukee line to Kansas City. “If BN should block the Grand Trunk’s bid for the Milwaukee,” said the report, “the ICG would hold fresh interest for the managements of GTW and CNR.”

But the report warned that neither Canadian National nor any other road would consider buying it before the ICG’s excess tracks and unprofitable branch lines were disposed of, the payroll cut, and capital plowed in so that the remaining tracks and facilities were worthy of a modern railroad. Then, recommended the report, IC Industries should launch a communications campaign to let the other railroads know that the ICG had been remade into a trim, new, efficient asset.

When they had finished reading the report every man at that table was somber. They all looked like pall bearers, and to some extent they were. Johnson finally spoke up, saying only that he wanted my suggestions on how to launch the communications campaign, and the meeting was over.

Four months later, Bill Taylor collapsed while having lunch at Chicago’s Union League Club, dying of an apparent heart attack. Johnson began interviewing the railroad’s top officers in search of a new chairman, and one of those men was Harry Bruce, who had turned around Perlman’s marketing department at the Western Pacific. Seeking a new challenge, Bruce had taken over the ICG’s marketing operation in 1975, only to find to his utter frustration that not only was it decrepit, but the railroad had no strategy and the men at the top were blind to the need to cut the workforce and abandon unneeded tracks. Despite that, he had stayed on. In their interview, Johnson asked Bruce what he would do if he were put in charge of Illinois Central Gulf. Bruce said he’d set up a long-range business plan and require every department to create one of its own and find out what traffic was profitable and what was not worth keeping. Johnson made him chairman.

About the same time he was interviewing Bruce and the other officers, Bill sent me a note saying my recommendation for a program to market the railroad made sense and they would consider it when the time was right. Johnson made it plain he was ignoring the suggestion that the ICG shed its unprofitable routes, as my report had suggested. But Harry Bruce had his own plan.

While setting up his business plan, Bruce launched a study of each section of the railroad over the preceding thirty years, comparing current traffic with the business each route had been handling before the construction of the interstate highway system. He found that business on the main line between Chicago, St. Louis, and the Gulf had remained steady and might even offer potential for growth as the Sun Belt transformed into a manufacturing center. He also discovered that the branch lines, miles of tracks going off to the east and west from the main line, had lost out to trucks. Furthermore, the run-down main lines that had belonged to the Gulf, Mobile and Ohio were providing the company with little business.

Help came from, of all places, the Interstate Commerce Commission. A major reason railroads had been unable to shut down low-density routes was something called the DT&I conditions, which forced merging railroads to keep open all the gateways with other roads that had existed before the merger. Ever since it had ruled on a merger case involving the Detroit, Toledo and Ironton Railroad Company thirty years earlier, the ICC had automatically imposed the DT&I conditions on all mergers, including the one that had created the Illinois Central Gulf.

To Darius W. Gaskins Jr., who was the ICC’s chairman in 1980, the DT&I conditions made no sense. “It really took the fun out of a merger,” he recalled. “Presumably you were merging so you could reduce excess capacity in certain corridors, but if you had to keep all routes open you couldn’t eliminate the excess capacity.” The commission had always believed it should keep all those connections open so the shippers could decide which route their cars would use. Up and down the ICG, for example, those old routes of the Gulf Mobile and Ohio that carried little traffic could not be abandoned, because they connected here and there with other railroads. Those tracks were paralleled by the ICG’s main line, which connected with most of those other roads as well and probably offered more direct service. Because the commission’s DT&I conditions remained in force, those lines and hundreds of miles of excess tracks all across the country were pushing down the industry’s return on assets to a fraction of what it should have been.

In the spring of 1980, the staff of the ICC was preparing recommendations for a proposed merger. In such cases, as in the case of the Rock Island’s ill-fated merger, one of the ICC’s administrative law judges would hear all the arguments and recommend a decision to the commission. In this particular merger the law judge included in his recommendation the usual proviso that the DT&I conditions be imposed and all the two railroads’ gateways remain open. It caught the eye of Gaskins, whom President Carter had made chairman the previous year. Since Gaskins was new to the commission he had no reservations about questioning the way the ICC did things. Moreover, as an ardent believer in deregulation, Gaskins was ready to eliminate unrealistic rules.

“Why are you doing that?” he asked. “Why would you insist on keeping all routings open even if some of them are very circuitous? Isn’t the whole point of all these mergers to eliminate some of the excess capacity?” The commission approved the acquisition and pointedly did not impose the DT&I conditions. It was ironic, because the railroad involved in that particular merger was none other than the Detroit, Toledo and Ironton itself, which the Penn Central bankruptcy estate was selling to the Grand Trunk Western.

Gaskins had created an opportunity that was tailored for Harry Bruce and ICG. Once he had identified the lines they needed to be cut away, Bruce and two of his lieutenants divided them into four packages. Then the marketing department produced brochures extolling the virtues of each package of routes. Regardless of my study’s findings and the ease with which losers now could be disposed of, Bill Johnson continued to oppose carving up the railroad. It had to be sold or merged in one piece. Just as his mentor, Al Perlman, would have done, Bruce marched on regardless. When his team was ready to take bids, Bruce leaked his plan to the same paper I had gone to over deregulation—the Chicago Tribune. The morning the story broke, Johnson summoned Bruce and bawled him out, declaring they would never sell the ICG in pieces. Having had the same experience after my own leak to the Trib, I was most sympathetic when I learned of their meeting.

When he returned to his office, Bruce found himself swamped with calls from perspective bidders. The leak had worked. Bill Johnson now had no choice. Goldman Sachs had told Johnson the railroad was worth no more than $300 million, which was far below its book value. Bruce sold the four parts for $450 million.

Having sold the parcels, Bruce changed the remaining railroad’s name back to Illinois Central and continued refurbishing the main line to New Orleans. The new IC began making so much money Bruce paid off some of its debt. As Fred W. Frailey wrote years later in Trains magazine, “Nobody ever downsized a sick railroad better than Harry Bruce.” Not surprisingly, IC eventually was acquired by the Grand Trunk and Canadian National, which had lost to Canadian Pacific and the Soo its bid for the Milwaukee’s Kansas City route.

All the mergers that followed were free of the DT&I conditions. No longer would railroads be forced to preserve all their low-density branch lines, and that sparked the creation of a new enterprise, the regional railroad holding company. Among the first to spot this new opportunity were two car-leasing companies, RailTex and Genesee & Wyoming. RailTex had been founded in San Antonio in 1977 by Bruce M. Flohr, a former division superintendent on the Southern Pacific. Flohr, who was in his late thirties, had been deputy administrator of the Federal Railroad Administration in the Ford administration, and when the voters had turned out his boss, he had created RailTex.

The same year Mortimer B. Fuller III bought control of the Genesee & Wyoming Railroad, a 14-mile line in upstate New York. Fuller also created a holding company, believing that this would enable the railroad to diversify without having to get the ICC’s approval. He had no idea what they would acquire. “I thought I saw an opportunity to use cash flow to build a business, and I did not have a clear idea what that business might be,” he said years later. Fuller, who was in his early 30s and had a law degree and an MBA from Harvard, was executive vice president of a company that developed real estate. Fuller’s great-grandfather and some of his partners had bought Genesee & Wyoming in 1899 to serve a rock salt mine that they owned in upstate New York. The mine, which became the International Salt Company, was the world’s largest, and the little railroad hauled its output to the Delaware, Lackawanna and Western’s tracks just to the west and northward to junctions with the Erie Railroad and the New York Central.

Since there was a shortage of boxcars, Fuller’s first venture in diversification was the same business RailTex was exploring, car leasing, but in 1980 Congress abolished tax incentives that favored lessors, and the leasing market collapsed just as a recession hit and the economy slid to a near-halt. As Genesee & Wyoming was searching for other opportunities, the ICC ended the DT&I conditions. In 1985 Fuller made his first move, buying the little Dansville and Mount Morris Railroad, a short line that connected with G&W. A year later he got more venturesome, acquiring another neighbor, the 58-mile-long Rochester & Southern, and in 1987 the Southern Pacific offered to sell Genesee & Wyoming a line in Louisiana that served another International Salt mine.

RailTex was making similar acquisitions, starting with a line in California—the San Diego and Imperial Valley. Simultaneously a group of railroaders in Florida was firing up another holding company, RailAmerica. And a fourth holding company, Railroad Development Corporation, was being formed in Pittsburgh. Its chairman was Henry Posner III, a lean man with large glasses that gave him a scholarly appearance, which was fitting since he spoke four languages and wrote haiku poetry in his spare time. Posner had worked for Conrail. His grandfather, a Polish immigrant, had been a surveyor for the Western Maryland Railway, and Henry had worked in both marketing and operating positions at Conrail. RDC’s initial purpose was to acquire the Pittsburgh & Lake Erie, which John Barriger had once run, but the deal had fallen through, and over the next three decades RDC invested in transportation ventures in various parts of the world. Posner sold some as he went along, buying others to replace them. By 2015 the company owned such properties as the Cologne-Hamburg express in Germany and the Iowa Interstate Railroad in the United States, which once had been the Rock Island’s route from Chicago to Omaha.

Of the three other holding companies that had started in the 1980s, only RDC and Genesee and Wyoming remained. G&W had become the behemoth of the regional industry, acquiring scores of roads in the U.S., Europe, Canada, and Australia. In 2000 RailAmerica had acquired RailTex, which had accumulated 26 roads of its own. Then, in 2012, G&W had bought RailAmerica, which by then operated 44 railroads, including those that had belonged to RailTex. In all, Genesee & Wyoming now operated 112 railroads in the U. S., Canada, Europe, and Australia, including Edward Ball’s little Apalachicola Northern.

While Harry Bruce was saving the IC, a secret study similar to the one I had performed for Bill Johnson was being commissioned at CSX Transportation, the railroad subsidiary of CSX Corporation. John Sweeney, CSX Transportation’s chief lobbying and labor relations officer, had little faith in the future of railroads. A tall, big-boned man, Sweeney had run the Kennedy administration’s commission to study poverty in the Appalachian Mountains, and he viewed the railroad industry as Appalachia revisited.

Sweeney had some cause for concern. Even though they had been rid of regulation for more than five years, the nation’s railroads still did not understand how to capitalize on their life in a free market. Since they had depended on rate bureaus to set their prices and had defended themselves against shippers’ complaints in lengthy hearings before the ICC’s stable of administrative law judges, railroads had lived in a fantasy world, blind to the key barometers marketers always depended on.

“They were deluded because their marketing people did not have any sense of what their costs were, what the elasticity of demand was,” said Gaskins. After ending the DT&I conditions and leading the Interstate Commerce Commission into deregulating the trucking industry, Gaskins had left the commission and in 1982 had become senior vice president for sales and marketing at the Burlington Northern. There he found that the shippers had the railroads at a costly disadvantage. Since many larger companies such as General Motors and United States Steel sold their products in the open market, they knew how to buy the services of companies such as railroads. And as deregulation came in and the railroads began negotiating contracts with shippers, they were easily outsmarted. Burlington Northern’s major market was grain. James J. Hill had designed the Burlington, Great Northern, and Northern Pacific to serve the grain farms of the Midwest, and the business still flourished, but the grain traders at companies like Cargill and Continental knew how to out-negotiate BN.

“We had a wonderful franchise in grain, thanks to Hill,” said Gaskins. “We had abused it. We hadn’t got the most out of it, because we were weak in our marketing and our pricing analysis in the railroad and we had very smart customers. The international grain companies were extremely sophisticated. They could talk us into almost anything.” Outraging his customers, Gaskins resolved the problem by hiring away some of the best of the grain companies’ traders.

The railroad industry’s learning process was slow, and, added to that, the heart of industrial America seemed to be going into cardiac arrest. The rust belt was continuing to spread across the Northeast and Midwest as mills and factories shut down. Cargoes of raw materials had declined. Finished goods often were being hauled away from the remaining plants by truck lines like Overnite, J. B. Hunt, and Roadway.

Costs had gone down as the railroads found ways to make themselves more productive, but so had revenues. The market many in the industry were looking to was “piggyback”—or intermodal—traffic. Luring the trailers of the big truck lines onto intermodal trains was the dream of many a young railroad marketing officer. Indeed, more containers and trailers were being hauled by rail, but a lot of older officers disliked this relatively new service because it was different and time-sensitive.

Although it had doubled since the elimination of the DT&I conditions and the passage of the Staggers Act, the industry’s average return on investment had never risen above 5.8 percent. The stock market, meanwhile, was averaging returns more than twice as high. The railroads were being held back, largely because they had not learned how to serve customers. Moreover, by the close of 1986 tonnage would be down more than 12 percent from the amount the roads had hauled in 1980.

CSX was going through a dramatic evolution. Its chairman, Hays Watkins, had a far broader vision for the railroad than the mere business of moving freight cars. By the close of 1986, Watkins was to transform the company from a mere rail network into an international transportation and distribution combine. As a hedge against rising petroleum prices, Watkins had acquired Texas Gas Transmission, a pipeline company, which owned reserves and wells from Scotland and France to Gabon and Australia. Texas Gas also had brought into the CSX fold ACL, one of the nation’s leading barge lines.

Even the Chessie’s crown jewel, the Greenbrier resort, was being polished and added to. In the spring of 1986 Watkins bought RockResorts from Laurance Rockefeller, adding such prestigious properties as Little Dix Bay on Virgin Gorda, the Boulders in Arizona, and the Grand Teton Lodge in Wyoming.

Watkins also was in the process of buying the world’s oldest and largest container line, Sea-Land Corporation, and CSX was creating its own trucking company to deliver Sea-Land’s containers. Now, just in time for the evolution of a global market, the railroad would be part of a worldwide logistics chain, serving the global marketplace that had been developing over the preceding fifteen years. Unlike any other American transportation company, CSX could boast that it offered “one-stop shipping.” It would be truly intermodal, owning every type of freight transport available, except airplanes. One of Sea-Land’s specially designed containers of wine could be shipped from Rotterdam on a Sea-Land ship and met at a CSX terminal at Hampton Roads by a CSX train, which could carry it to a Midwestern terminal, where a CSX truck would deliver it to the importer.

Despite the dynamic prospects this seemed to offer, Sweeney had been watching the success of IC Industries and its neighbor, Northwest Industries, and was dubious of his own railroad’s future. Not only was CSX Transportation’s return on assets lackluster, it would be hard for the railroad to compete for needed capital against such glamorous assets as gas wells and container ships. Sweeney had spent most of his career in government or as a lobbyist. Before he joined CSX his only experience inside corporate America had been as vice president for labor relations at Conrail, and at the time he was there the railroad had been eking out its existence on federal subsidies. So he did not share the optimism of railroaders like Watkins.

Nineteen eighty-six came and the industry’s performance lagged further. Sweeney had been trying to negotiate new work rules with the United Transportation Union, and the negotiations were dragging along much too slowly. That both frustrated Sweeney and seemed to make him all the more pessimistic. Soon he was telling almost all his colleagues at CSXT’s Jacksonville headquarters that their business was doomed. In particular, he voiced his misgivings to John W. Snow, who was running the railroad arm while being groomed to succeed Watkins as the holding company’s chief executive officer.

Snow, who held a law degree and a doctorate in economics, had served as a Washington lobbyist like Sweeney. He had been an early advocate of deregulation, engineering CSX’s campaign to support the Staggers Act, an achievement that had helped propel him to the top of the corporation.

Pointing to the growing number of factories that were shutting down in the Rust Belt, Sweeney proposed that CSX abandon all its lines in Michigan and hand them over to the United Transportation Union to operate as its own railroad. Sweeney had discussed the idea with the union and it had agreed, he said. In a meeting with Snow, Paul Goodwin, the railroad’s chief financial officer, and Jim Hagen, who had left Conrail to run the sales and marketing arm of CSXT, Sweeney announced his scheme.

Snow gave the impression to Hagen that he supported the idea, and Hagen was aghast. “Wait! Wait! Wait!” he said. “Let’s study all this.” Over the following days, Hagen examined all the destinations and points of origin for CSX movements in Michigan. Sweeney had envisioned letting the UTU pick up the freight and hand it over to CSX at the state line for the long haul and deliver inbound cars the same way.

Hagen found a gold mine of long-haul traffic—auto parts and finished vehicles coming and going from the Detroit area and rich hauls generated by Dow Chemical’s complex in the city of Midland. Throughout the state CSX’s lines interchanged with routes of Norfolk Southern and Grand Trunk, which would make it easy for those roads to take the cars from the UTU and rob CSX of its long haul. “The idea we could hold that traffic and have it moving south on CSX was an absolute fantasy,” Hagen told me.

When Hagen presented his findings, Snow decided to drop the idea.

But Sweeney, still believing the industry was headed downhill, began arguing that CSX would be better off jettisoning its entire railroad and follow the example set by Bill Johnson. To some who heard it, the idea was unbelievable. It would have meant that the nation’s oldest railroad would walk away from the business it had begun 156 years earlier. Sweeney was a natural advocate, a most persuasive man, arguing for the divestiture whenever he, Snow, Hagen, and Goodwin met to discuss capital investments. John Snow, a former professor who always was open to new ideas, appeared to agree with Sweeney. Although he had been a champion of the opportunities deregulation offered railroads, Snow was loath to ignore any option. So he designated “disinvesting,” as he and Sweeney called it, as one of the possible solutions for them to explore. As both Hagen and Goodwin viewed it, Snow wanted to look at everything, even an option most CSX veterans would consider blasphemous. Said Hagen: “He was approaching it as one of these academic things about ‘Gee! That’s interesting.’”

Again astounded, Hagen opposed the notion—with vigor. “I was so dead set against it I couldn’t envision what the hell John was thinking about,” he recalled nearly three decades later. “I still don’t see how he could have done it.” Hagen told Snow that if he were going to do such a thing as get rid of the railroad he first needed to invest in it. Hagen had been struggling for capital investments with little success. When he had arrived from Conrail a year earlier, Hagen had found both CSX’s right-of-way and its car fleets suffering from deferred maintenance. If Snow was serious about getting out of the business, Hagen advised, the railroad would need better-maintained track and cars that were in good repair.

Whether Snow wanted to disinvest or not, the proposal kept coming up for discussion in further meetings, and Hagen was finding it increasingly frustrating. “When you’re trying to run an organization and make things go right,” recalled Hagen, “having a debating society about something that I considered so off the charts seemed to me an enormous waste of energy.”

To look further at disinvestment and other possible options as well, Snow ordered two sets of studies. He charged Goodwin with the task of exploring another option—getting rid of low-density routes. Those routes, which had so little traffic they made little or no profit for a railroad with four or five-man crews, could be abandoned or sold off to short-line roads with two-man crews, thanks to Darius Gaskins’s achievement at the ICC.

Simultaneously, Snow commissioned a study of CSX’s markets and an analysis of the future of industrial America. They must determine how bleak the outlook really was. For that he turned to Bill Howes, the man who had been caught snooping by the Erie Railroad cop twenty years before. For the past ten years, Howes had been vice president for casualty management and now was the railroad’s new vice president for research and analysis, precisely the man Snow and Sweeney needed. They called Howes in and told him they wanted a study to confirm their theory. “They both were very pessimistic about the future,” recalled Howes.

Not merely should Howes determine whether they needed to get rid of the railroad, he also was charged with recommending how to do it. “I want you to look at ways to accomplish it,” Snow instructed. “Take a look at what IC Industries is doing right now. Northwest Industries. And anything else, any other ideas, because we want to be prepared to begin the process.”

“There was one complication in all this,” said Howes. That was Hays Watkins. Although Watkins, who was planning to retire soon, had never worked in operations, where many rail fans usually labored, he dearly loved his railroad. Selling it was unthinkable. If Watkins were to discover what they were doing, he would not merely veto the proposal, he might well reconsider his decision to make Snow his successor.

“Don’t tell Hays,” Snow instructed. “Hays must not know. He will oppose this. We plan to do it as soon as he retires.”

“So, this all had to be done under cover, which put me in a very difficult spot personally, because I had worked for Watkins for a number of years and I had high regard for the man,” said Howes. “I found this very difficult.”

Howes was not permitted to use anyone else inside CSX for the study. They set up a phony organization chart inside Sweeney’s labor relations department and put Howes in charge. He could not use anyone else inside the company, but he was allowed one assistant, whom Sweeney hired. He was a young man named Randy Ihara, who had been an aide to West Virginia’s senior senator, Robert C. Byrd.

A major part of the study would be an economic analysis of industrial trends in the United States and Europe. For that Sweeney retained Eric Beshers, who had recently left the Department of Transportation to become a consultant. Beshers would interview some of the world’s leading economists, collecting their opinions on the future of heavy industry in America and Europe. An economist himself, Beshers was a convivial man and well suited to the task of getting experts to talk. He had met Sweeney when the latter had been chief lobbyist for the Association of American Railroads. The railroads had been fighting the proposed expansion of one of the key locks on the Upper Mississippi that would have benefited the barge lines, and Sweeney and Lou Menk had been lobbying DOT to kill the plan. One of the people they had wined and dined was Eric Beshers.

Sweeney told Beshers he wanted him to look at the state of American industry. “That was in the mid-’80s and Japan was the one to watch,” recalled Beshers. “The Chicken Little brigade was out there going full blast. Bill Howes started talking about the hockey stick syndrome. Traffic is falling and the hockey stick keeps moving,” he explained. “The railroad makes money by moving stuff around, and people aren’t making stuff and it’s got a problem.” So Beshers was charged with determining whether the problem was going to be permanent. No one mentioned to Beshers that they had discussed selling the railroad. And Beshers was unaware the study was so sensitive. “Nobody ever told me it was secret,” he said. “If I had walked into some CSX person I probably would have started talking about it.”

Setting out in July 1986, Beshers spent a year interviewing the leading economic thinkers of the United States and Western Europe. He talked to sixty economists in all, visiting such places as the Brookings Institution, American Enterprise Institute, and Georgetown University in Washington and MIT, Harvard, and Boston College in New England. He went to the Midwest and the West Coast, and flew to London and the Continent as well.

Some of the men and women advised on how political policies would shape the future, while others like MIT’s Paul Krugman and Robert Crandall of the Brookings Institute, who was a leading expert on the steel and auto industries, told Beshers about economic trends. In Europe he listened to economists such as Britain’s Walter Eltis, who—like others in the United States and Europe—warned that the Reagan budget deficits were holding back U.S. trade, and Henry Ergas of the Organization for Economic Cooperation and Development, who provided an upbeat view of America’s ability to innovate.

Some, like Laura Tyson, a professor at Berkeley who championed intervention and later chaired the Council of Economic Advisors in the Clinton White House, made a special impression on Beshers. As he told Snow and Sweeney later, in his classic politically incorrect style, “She displayed some care and rigor in discussing the conditions under which government intervention might be appropriate, instead of just shouting, ‘Look out, the Japs are coming!’”

Beshers was listening firsthand to a debate that was going on between economists who wanted government to intervene in the slowdown and those who felt it should keep out of it, a view he shared personally. He labeled them “interventionists” and “mainstream economists.” He examined shifts in manufacturing and weighed the impact lower production was having on workers. He also looked in detail at the transformation of the steel industry as mini-mills that used new technology like electric furnaces took over a growing share of the business. He examined changes in the auto industry, which was shuttering old multistoried plants. Simultaneously, Ihara was researching the state of some of the same industries, and Howes was looking at Northwest and IC Industries, laying out the various ways CSX Transportation could be spun off.

They all were in the middle of their research when a phone call came from Richmond that left Howes alarmed and upset. An old friend, Norman G. Halpern, who was one of Watkins’s top aides, had noticed Howes’s position on Sweeney’s organizational chart. “What’s going on down there?” he said. “You’ve got a peculiar organization.” Already distraught that they were conducting the study without Watkins’s knowledge, Howes now bore the added burden of deceiving Halpern. “He and I had had a pretty close relationship,” Howes told me. “We’d spent hours talking in the evenings. I was his eyes and ears.”

The organizational chart for Howes’s operation showed several vacant positions besides the two he and Ihara were filling. That apparently was what had sparked Halpern’s attention. Howes had been told that if anyone asked what they were doing, he was to say that he was taking over the planning of labor relations activities and there were a few more positions on his staff yet to be filled. Halpern did not seem totally content with his answer, but he went his way, leaving Howes feeling wretched.

Halpern probably had heard a rumor, because one was circulating at the company’s corporate headquarters. Years later, when I told him about Sweeney’s plan, Hays Watkins did not recall hearing of it initially, but later, after he heard more details, it rang a bell. “I did hear some rumors about this,” he told me, “but not enough to realize anyone was serious. And some time later I heard that John Sweeney was involved. But I had no idea it had legs!”

In June 1987, nearly a year after his start, Beshers sent his report to Howes, Sweeney, and Snow, and it contained some surprises. Manufacturing wasn’t dead in America, he announced. It was changing. Yes, steel output was down, but automobile production was steady. “Domestic auto factories turned out a near-record number of cars and light trucks in 1985,” said his report, “while the steel industry was the outstanding sick man of heavy manufacturing.”

Another shift was taking place as well, reported Beshers. Factories were not dying; they were being relocated. “The heavily regional concentrations of industrial activity that characterized earlier growth, the Ohio Valley, the Ruhr valley, the English concentrations in the Midlands and the North Country will continue to shrink,” he told Sweeney. “That is the Rust Belt. Manufacturing could be rising while the rust belt is still shrinking. People are getting away from there. They’re going somewhere else. It depends on where your railroad’s territory is as to whether it’s good or bad.” In short, instead of cutting back or shutting down, industries like the auto makers were setting up more efficient, one-story assembly plants in the cornfields of the Midwest and the South, where labor was cheaper and unionism weaker.

Beshers added a warning. “While there is no reason to expect the demise or decline of the domestic automobile industry, new plants are being designed to be served by truck as well as rail, and many are set up primarily for truck service with provision for rail as a back-up.” As Beshers explained to me later, when companies planned new plants they were following a new set of priorities. “In the 1950s you looked for a railroad track. In the 1980s that wasn’t true. You looked for the interstate,” he said.

When Snow read Beshers’s report and realized that manufacturing was shifting to areas where CSX had rails and the business would endure, he called Eric, praising the report. Snow changed his mind and decided to keep the railroad. Meanwhile Paul Goodwin began abandoning some of the railroad’s less productive routes, the most notable being the Baltimore and Ohio’s historic line from Grafton to Parkersburg, West Virginia, along which Harry Truman had ridden many a night in his Pullman berth.

At the time CSX Corp. was under pressure from Wall Street profiteers, who were buying holdings and threatening to take over the company and sell off its parts. In the coming months CSX did get out of the gas pipeline business, and—to the outrage of Laurance Rockefeller—RockResorts.

Much to the frustration of the railroad’s marketing and operations officers, there was a longer-term impact on CSXT from Sweeney’s scheme to sell the railroad. His pessimism, combined with demands for capital from Sea-Land, had created a mindset that caused Snow to hold back investments that the railroad needed to be competitive. For fifteen years CSXT was to be starved for capital.
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J. B. Hunt Takes a Ride on the Atchison, Topeka & Santa Fe

ONE FIRST–CLASS PASSAGE



WHILE A FEW PEOPLE LIKE SWEENEY AND BILL JOHNSON wanted out of the business, other railroaders were struggling to decrypt the mysteries of the free market. Most still did not understand the key to the industry’s future—the intermodal business—and some did not want to. Many men like CSX’s Jim Hagen had always recognized its potential, if it could be priced high enough to bring in a reasonable profit.

Although intermodal traffic, especially trips combining transportation modes like boats and trains, had been in existence since the infancy of the railroads, mixing rail service with trucking was a late bloomer. Tractor-trailers, or semis, had been traveling America’s highways since the 1920s, and some, delivering new cars to dealers, had been operating since the invention of the automobile, two decades before that. Railroads had experimented with piggyback, or intermodal, as early as the 1930s. Yet, it was not until 1955 that the first batch of highway trailers was placed on regularly scheduled intermodal trains. The Pennsylvania Railroad opened the service with dedicated trains, one each way, each day, between New York and Chicago. The business grew, and other railroads expanded their own services.

By coincidence, that same year Malcom McLean, a North Carolina trucker, began moving trailers on ships, creating Sea-Land. McLean soon began hauling containers as well, 20- and 40-foot-long boxes that could be lifted off their highway chasses and lowered onto ships. Then in the mid-1960s the intermodal business rose to the status of a serious player in the transportation world. Lyndon Johnson locked the United States into a war in Vietnam. Fed by intermodal trains at U.S. ports, Sea-Land’s growing fleet of container ships became the mainstay of the Defense Department’s supply line.

United Parcel Service was another thriving beneficiary of the new times. UPS had begun in 1907 as a delivery service for department stores. Since shoppers rode streetcars and other modes of mass transit to and from the downtown stores, UPS saved them from the cumbersome task of carrying home their purchases by delivering them to their front doors. But by the 1960s, retailing was spreading from the downtowns to suburban shopping centers, where people took their packages home in their automobiles. Seeing its market dying, UPS adapted. Instead of making local deliveries, UPS began hauling packages between cities, many of them being shipments to retailers from their suppliers, and, to avoid hiring expensive union drivers, United Parcel turned to the railroads and their intermodal trains.

As the Northeast and parts of the Midwest slowly transformed into a service economy, the intermodal business grew. Trucks had broadened their niche in America. Not being limited to the inflexible routes railroads followed and being faster and more efficient than boxcars, truckers delivered goods to the warehouses of J. C. Penney, Sears, and the other retail chains that had become the cornerstone of the new economy.

Then came deregulation. Richard M. Bressler, an oil man who was in the process of succeeding Lou Menk as chief executive of Burlington Northern, created a business unit for the road’s TOFC-COFC Department. Its name had come from the industry’s standard abbreviation for Trailer-on-Flat-Car and Container-on-Flat-Car. William E. Greenwood, BN’s division superintendent in Alliance, Nebraska, was placed in charge of the new office.

I had happened upon Bill Greenwood in Alliance while doing a story for Fortune on the railroad’s booming coal business. One of BN’s brightest and most seasoned young officers, Greenwood had started at the Burlington while in college, working as a tower operator and telegrapher in Mendota, Illinois. At Alliance, in the western fringes of Nebraska, he had kept one of the road’s most important terminals moving as a steadily growing parade of coal trains rumbled through, hauling fuel from the low-sulfur fields of Montana and Wyoming to the power plants of the Midwest and South. Greenwood had been innovative. When the railroad had found itself short of train crews, he and BN’s human resources people had recruited school teachers from New York City. The influx of teachers presented Greenwood with problems most railroad managers had never faced before. It was a mix of young men and women, all from the big city, where habits were far more relaxed than in the farm country of the Midwest. They introduced marijuana to Alliance, and they also brought sex onto the railroad. In one case a four-person crew had departed on an east-bound coal train with the engineer and head-end brakeman, both men, in the locomotive and the second brakeman and conductor, both women, in the caboose. Somewhere down the line the train derailed, and the first people on the scene found the male brakeman in the caboose with the conductor and the female brakeman in the locomotive.

Greenwood’s ability to overcome new problems while keeping the trains running made him the perfect candidate for the task Bressler handed him. One of Greenwood’s first acts was to rename the department the Intermodal Unit. “Every other railroad called it ‘Piggyback’ or some form of ‘Piggyback,’” said Greenwood. “We rebranded it.”

Like its new name, the business unit took on a fresh life—and a new dimension. Now all support functions for the intermodal operations—accounting, marketing, pricing, everything—would be in the same organization. It was much like a little corporation of its own. “We integrated all our functions together. That was the key to our success. It allows you to design fully for customers,” explained Greenwood, “and allows you to be very nimble and very quick.”

This new business faced a major challenge. “The railroad system was not designed for moving trailers on flat cars. It was designed for moving carload freight,” said Greenwood. That routine required taking each car to a yard, where they all were classified into trains of mixed freight and moved from yard to yard until they reached their destinations. Containers and trailers required something else. This was priority freight, much like the oysters Baldy Baldwin’s family had shipped in Railway Express cars to Chicago in the 1930s.

Yet there was a major difference. These were not merely a few barrels of shellfish traveling in an express car on a passenger train. Each “box,” as trailers and containers came to be called, was filled with a mixture of merchandise or parts. It was the replacement of what had been known in the industry as “less-than-carload” freight, a business the trucking companies had taken away from the railroads. Every box was one of dozens that were traveling together to the same destination on a hotshot freight. They did not stop every 100 miles to be reclassified like traditional freight. Their train highballed from point of origin to destination, stopping only to take on fuel, change crews, or let off a few loaded flatcars and pick up some more.

Moreover, each shipper had a different need, whether it be schedule, price limitations, or type of cargo, and Greenwood and his staff had to devise some revolutionary changes. “We designed equipment around various customers’ needs,” he said. “We changed everything.” That included changes in the way they calculated costs and prices. Thanks to deregulation, Greenwood and his people were not bound by fixed tariffs. They could make contracts with shippers for mass movements and set prices according to the priority and quality of the service they were offering. Under the Interstate Commerce Commission, railroads had been required to account for income and costs by route rather than by the railroad’s entire network. The data the ICC method required had masked the railroads’ true costs and sources of profit. Now, freed from such strictures, they could see how profitable each operation was and quickly abandon services or routes that were not making money.

In addition they now had the freedom to change the kind of equipment they provided shippers and the way it was used, and they were learning how to balance traffic flows with two-way hauls instead of making a haul one way and going back empty. “It’s all stuff deregulation allowed us to do that we couldn’t do beforehand. The stuff goes on and on,” Greenwood told me.

On a Wednesday afternoon two months after intermodal deregulation went into effect, Greenwood sat down with R. C. Matney, the founder of National Piggyback Services, on his back porch in the St. Paul suburb of North Oaks and wrote his first contract. Instead of the traditional agreement that would go on for pages and frustrate everyone but the lawyers, the two drew up a simple contract that filled only one sheet of paper. “One page! One page!” Greenwood exulted later.

In the next two years Greenwood opened 22 mechanized hubs, replacing 160 intermodal ramps that had been spread out over BN’s 24,000-mile system. Now boxes would be driven as much as 100 miles or so to the hubs for their 1,000–2,000-mile rides on the trains. Since the origin of intermodal movements, trailers had been rolled up the ramps and onto the ends of flatcars. The ramps were good only for loading trailers, but the new hubs could handle the road’s fast-growing market of containers as well. Each terminal was equipped with bridge cranes and mobile side-loaders that lifted the boxes on and off the intermodal cars.

The operations people saw the hubs as places where flatcars were switched, but they were more truck terminals than railroad facilities. Greenwood held them firmly in the intermodal unit’s control, hiring twenty-two truckers to run them. To tout the locations of the hubs, Greenwood’s staff provided customers with maps of the interstate highways rather than the traditional railroad maps. In three years BN’s intermodal unit moved from the country’s eighth-largest carrier of intermodal boxes to first place.

Despite the Staggers Act and Greenwood’s quick success, many of the other railroads were slow to learn how to market intermodal—and price it. And their customers lagged farther behind. “It took us a while to price for different levels of service,” recalled Jim Hagen, who headed Conrail’s marketing and sales until the mid-1980s, when he took the same job at CSX. “I had a forwarder tell me that it was not legal to load UPS first,” said Hagen. “I told him if he paid more than UPS he could be first. Living under regulation took some time to go away.”

Marketing departments were having difficulty coming up with rates that made for good profit margins. “There had been growth,” said one planning officer, “but it was anemic in terms of profit.” Some railroaders always were opposed to any changes, and now they were joined by others who feared that intermodal traffic would be disruptive to their well-organized operations. Some of those men were quick to look at the pricing and question whether rates made up for the effort it took to deliver time-sensitive cargoes on schedule. CSX was a good example of the debate that was going on. Well before the merger of Seaboard Coast Line and the Chessie, intermodal traffic had not really fit the overall traffic flow of the Chessie System. The C&O and B&O ran coal drags that shared the tracks with mixed freight.

Other than intermodal movements, the eastern railroads had few priority trains, most of them being daily trains that supplied parts to auto assembly plants, and there were few of those. To save on excess inventories, the automakers had invented JIT, or “just-in-time” manufacturing. With JIT, Ford and General Motors kept only a day’s supply of parts at their assembly plants. Every morning the trains supplied their plants with loads of parts that were transferred directly out of each car and onto the assembly lines.

The Southern ran the Ford Fast and the Spark Plug between Cincinnati and Atlanta to supply the Ford and GM plants there with their daily rations of parts. The B&O had an overnight train that ran from Michigan east to supply parts for a Chevy assembly line in Baltimore and a plant producing Oldsmobiles and Pontiacs in Wilmington. Every shipment received top priority. If a car missed its train and the absence of its cargo could force one of the plants to shut down, the B&O ran the one car as a special train. Except for those movements and perhaps one or two other trains, there was a paced routine to railroading. Coal had to be delivered to electric generating plants on a daily basis, but each of those unit trains moved along at a steady pace; none went at the speed passenger trains had maintained in the 1940s. It all created a comfortable life for operating officers. A host of hotshot intermodal trains would break up the nice, easy rhythm.

John Collinson, Chessie System’s chief operating officer, was a man of tradition, a thin man of few words, a gentleman of intellectual honesty and unshakable opinions. He was a coal-hauler who could be obstinate in his defense of the traditional way things ran. I learned that in the early 1980s. Edgar Kaiser Jr., the grandson of Henry J. Kaiser, the legendary World War II shipbuilder, was working on a scheme to market coal from mines on the Chessie System and export it at Wilmington, Delaware. Knowing of my many contacts among railroaders, Edgar retained my consulting firm to determine whether CSX could handle the traffic. He had made a reputation for himself running Kaiser Resources Limited, a complex of mines in the Kootenay Mountains of British Columbia that produced coal for Japanese steel mills. The coal had been shipped on the Canadian Pacific to a state-of-the-art loading dock at Roberts Bank outside Vancouver. The hoppers had been equipped with rotary couplers so each train could be moved in a continual procession through the loading facility, where each car was turned upside down over the opening to the storage bins and the coal dumped. An entire train could be emptied in mere hours and sent back up into the mountains for another load. A few years before I had stood there beside those tracks watching the cars being dumped, so I knew firsthand that it could be done.

I called Collinson and told him what was being considered but could not identify the client. He was agreeable until I mentioned rotary couplers. “Not on my railroad,” he snapped. “I’ll not have any rotary couplers on my railroad. They cause problems.” I could only say that my client had had good experience with rotary couplers. “No,” Collinson kept saying. I then called several other eastern railroads, including Conrail, where Jim Hagen said he’d be happy to have the traffic. But Collinson continued to resist, until I went around him and asked another senior officer at CSX to persuade him to hear me with an open mind. Only then did he grudgingly agree. Alas, by then it was too late. Whether because of the inordinate amount of time I had taken or for other reasons, I never knew, but Kaiser dropped the project.

So wedded to coal was Collinson, he proposed about that time that the Chessie become a “Coal Core” railroad. All trains would run at a uniform speed, 45 miles per hour, and the company would eliminate any lines where coal was not carried. Chessie’s corporate planners designed a network of coal routes, but when they finished, someone suggested they also add routes carrying high-revenue cargoes, such as chemical traffic and the auto trains. It so happened CSX’s intermodal trains ran on those same routes, but the study excluded them because their profit margins were so slim and investment requirements so high. Nevertheless, when the planners finished designing the expanded network, the map looked much as it had before they had started, thereby sparing the fate of intermodal.

Because the return on investment would be so small, many of Chessie’s sales and marketing officers blocked any investment for intermodal terminals. But when Watkins merged the two railroads in the mid-1980s, a debate erupted. The leaders of the former Seaboard Coast Line, which served thriving container ports in Charleston, Savannah, and Florida, realized the growing container business would fit its lines.

Their routes were ideal for double-stacks. In 1984 American President Lines and the Union Pacific had introduced double-stack trains, which consisted of articulated flat cars with fewer wheels and deep wells that lowered the center of gravity, thereby making them much more efficient on fuel. Moreover, the wells enabled the terminal operators to stack two containers on top of one another, and the cars accommodated containers of varying lengths. The stack train could haul 280 to 400 containers, as opposed to only 100 trailers on a conventional intermodal train, and no matter how many boxes it carried, the train was operated by only two people. The savings were astounding, making intermodal trains much more lucrative. And double-stacks were ideal for the old SCL routes, because there were no low tunnel clearances to impede them, as there were on the routes that had belonged to the C&O and B&O.

To the Seaboard’s leaders, those boxes were the railroad’s hope, and they could not afford to give them up. They were making money on it, not much, but it was the future. Their challenge was to figure out how to make intermodal a real profit center. When the Chessie and SCL people all gathered to debate the question, Watkins told the group the meager returns made it hard to justify investments in the new terminals. “I have a tough sell to my board,” he said. Nevertheless he took the risk and agreed with the SCL side, declaring, “We’ve got to make this work. I believe in the future of it.”

Containers were bringing new business to the railroad industry, and, like the people at CSX, everyone was struggling with the art of making it truly profitable. Unlike the rest of the freight business, intermodal shipments were climbing unabated. Between 1965 and 1979 shipments had nearly doubled, but over the next ten years, deregulation, the invention of the double-stack, and innovators like Conrail’s Hagen and BN’s Greenwood had caused intermodal traffic to double again. Now, the railroads were hauling nearly six million boxes every year.

They were achieving all this without the customers that could profit most from intermodal—the trucking companies. For ten years, Greenwood and his competitors had been showing truckers their piggyback terminals and telling them how much more profitable it would be to haul trailers on flatcars instead of paying drivers to take them from city to city. Greenwood had wooed truckers like Don Schneider and J. B. Hunt unremittingly, even taking Hunt shooting in Spain. To show how damage-free the new double-stacks were, American President Lines had set up an entire dining room—place settings of china included—in a container and set it on an intermodal car that the railroads had hauled from Los Angeles to New York. Sure enough, when the container was opened in New York, everything had been in its proper place.

Yet most truckers had trouble accepting this new mode. Despite APL’s test with the dining room, truckers remained wary. Many also could not grasp the economics of using trains. When Greenwood showed the Wisconsin trucker, Don Schneider, his hub at Chicago, Schneider had trouble understanding how moving trailers on and off flatcars could be more efficient than paying someone to drive a rig up the highway and deliver it in some distant city.

Often companies like Schneider and J. B. Hunt paid independent drivers, many of them from Eastern Europe. Used to long hours and uncomfortable working conditions, they had no problem being away from home for days and even weeks at a time. So there had been little incentive for the trucking companies to change. Yet, slowly change was coming. In the fifteen years since the energy crisis of 1974, fuel prices had been climbing. Truck drivers were not the same as they had been. The East Europeans were retiring and were being replaced by Hispanics who liked to be at home every evening, and that required bonuses or other incentives for overnight travel. The problem was growing so bad some trucking companies were losing drivers only months after hiring them.

Moreover, the interstate system, which was over thirty years old, was beginning to wear out. Bridges needed rebuilding, roads repaving. Bumpy roads were damaging cargoes and slowing traffic. Trips took longer as well when work crews blocked precious lanes for renewal and repairs. Added to that, the interstates, which were meant to speed city-to-city traffic around urban areas, were being jammed by commuters in those very same cities. Railroads offered other efficiencies as well. A train of intermodal cars burned less fuel for every mile it hauled a ton of cargo than did a truck. Furthermore, it made more sense to hire local drivers at each end of the journey for pickups and deliveries and leave the long-hauls to the railroads.
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The Man Who Introduced Truckers to Railroads—After Michael Haverty created the watershed event in modern railroading by persuading J. B. Hunt to forge a partnership between his truck line and the Santa Fe, Haverty went on to transform the Kansas City Southern into a major player among the Southwest’s railroads. Photo courtesy of Kansas City Southern.



Nevertheless, the truckers continued to hold back.

But then came Johnnie Bryan Hunt, a big, tall, round-faced, most affable truck driver from Lowell, Arkansas. I met J. B. Hunt one evening at the University of Denver’s Intermodal Transportation Institute, where I lectured occasionally. The two of us and Michael R. Haverty, chairman of the Kansas City Southern Railway, were waiting to attend a reception for the institute’s directors, and the two started telling me about the morning nearly ten years earlier when Haverty, then the president of the Atchison, Topeka and Santa Fe, had taken J.B. for a train ride.

The two men were much alike. Haverty and Hunt both were practical men, and neither had much patience with nonsense, especially J. B. Hunt. Another evening, over dinner at the Institute, J.B. told a couple of us about the time he had wanted to borrow $30 million from a New Orleans bank so he could buy three small banks in Arkansas. “My wife and I went down to New Orleans,” he said, “and I told her to wait, I’d be back in just a few minutes. All I had to do was sign some papers and we could go to dinner. But all these lawyers started nitpicking and I sat there into the night. Finally at four in the morning I had had enough, and I said, ‘Forget it. I’m going back to Arkansas.’

“When we got home, I picked up the phone and called a bank in Chicago. The operator answered and asked if she could help me, and I said, ‘I want to borrow some money.’

“‘Is it a personal loan or a business loan?’ she asked.

“I said it was a personal loan, and she hooked me up with a man and I said, ‘My name’s J. B. Hunt. I’m a trucker down in Arkansas and I need to borrow $30 million to buy three banks down here.’

“And he said, ‘Please wait, Mr. Hunt. I’ll be right back,’ and he put me on ‘hold.’

“Well, I waited and waited and waited and it started looking pretty certain I wasn’t going to get the loan. Then the man came back on the line and said, ‘I just have one question, Mr. Hunt.’

“I thought, this is it. He’s going to say, ‘no.’

“‘What’s that?’ I asked.

“He said, ‘Where do we send the check?’”

The son of sharecroppers, J.B. had quit the seventh grade to go to help support the family by working in a sawmill, and all his life he had been guided by simplicity and common sense. When he had been in his twenties, Hunt and his wife had founded a company that sold rice hulls. Rather than hire someone else to deliver the hulls, J.B. set up a trucking company, and years later, when truck deregulation arrived in 1980, he slashed costs, streamlining the company for the era of cutthroat competition that was to come. Instead of leasing, Hunt owned all his trucks and trailers, saving millions. He also insisted that his trucks be washed daily, like those of UPS, and that his drivers wear clean uniforms. J. B. Hunt Transport Inc. soon was known as a high-quality operator and was becoming the nation’s leading truck line.

To Haverty, the son and grandson of railroaders, the same kind of simple logic was the rule of the day, and, if there was anything that conflicted with that instinct, it was the way the Santa Fe and other railroads dealt with the intermodal market. During the second half of the 1980s Haverty had been chief of operations at the Santa Fe, and his railroad had been facing a crisis. Its bottom line was anemic. The Santa Fe ran high-speed intermodal trains such as the Super-C and was known as a quality carrier. Intermodal brought in 35 to 40 percent of the railroad’s revenue. That all sounded great, but intermodal movements were producing shockingly paltry returns. Before deducting corporate overhead and other expenses, Santa Fe’s return on those movements was less than 10 percent.

Some of the Santa Fe’s marketing officers were quite content with the business, arguing that the railroad was hauling 90 percent of all the trailers and containers that moved by rail between the Mississippi River and the West Coast. But there was a big catch to that, too. All the railroads together carried only 1 percent of all the container and trailer traffic. The remaining 99 percent went by highway.

To Mike Haverty that 99 percent was Santa Fe’s great untapped market; to capture it and fix Santa Fe’s problems they must devise a different approach to the intermodal business. Since the introduction of intermodal trains, railroads had served as wholesalers. What they called “third parties” were the retailers, who contracted with shippers, handled the paperwork, and had the boxes picked up and delivered, while the railroads provided the long-haul and received a mere portion of the revenue.

Haverty believed it made more sense for the railroad to be the retailer and provide door-to-door service under its own control. The Santa Fe should have a single full-time partner who sold the service and handled the short runs at both ends and let the railroad carry its trailers over the long haul. “I had been telling our marketing group that we should team up with a trucking company,” he said. “Conventional wisdom said that would never work, but I just thought common sense and economics dictated that it made sense for a trucking company to come over to the railroad.” Yet railroads and truckers were considered implacable competitors. To Haverty, running trucks and operating railroads were two different disciplines. Railroaders knew how to run trains, and truckers understood the business of moving trucks. That’s why, he held, they needed a truck line as a partner.

The marketing officers disagreed, viewing Haverty as a typical operations man who did not understand the niceties of marketing or such things as dealing with shippers and loading their cargoes. They argued that the railroad should have its own truck line or contract the work to local haulers who would pick up and deliver the boxes, much as the third-party retailers did.

In June 1989 Haverty got his chance to apply his own ideas. He was made president of the railroad, and he wasted no time looking at ways to improve Santa Fe’s intermodal business. Examining the intermodal markets, he found that the most profitable ran from Chicago to Houston and from Chicago and Dallas to Los Angeles and up to the Bay area. He ordered that the road concentrate on those markets and get out of such losers as Denver–Ft. Worth and Denver–California, where the Union Pacific and Denver and Rio Grande railroads had far better routes. Soon the analysts were calling him, fretting that he was losing intermodal business. Haverty would reply, “Hey, don’t count the number of trailers, don’t count the number of units. Look at the bottom line. Look at the profitability. You’re going to see the profitability improve.”

But Haverty was not stopping there. Seven years earlier, he had received a master’s degree from the University of Chicago, and his thesis had advocated that railroads create partnerships with truckers. Now he had an opportunity to make that thesis live, but it was hard to explain to anyone what a golden opportunity literally lay before the railroad. It was difficult to sit in an office and describe to people the market Haverty had targeted. They had to be shown.

Needing supporters, he turned to one of his former professors at Chicago and a consultant from McKinsey & Company who was performing some studies at the Santa Fe, and invited them onto a business car that was coupled to the rear of a Los Angeles–bound intermodal train that was hauling 150 boxes with a three-man crew. The first morning out they were roaring along across the desert of the Southwest. Between Gallup, New Mexico, and Winslow, Arizona, the track ran alongside Interstate 40. Haverty took the two out back onto the business car’s rear platform. They were flying along, passing a nonstop parade of trucks strung out down the highway, where the speed limit was 55. Haverty watched the men’s expressions, and their jaws seemed to drop.

“Gentlemen, this is ridiculous,” he said. “Here we are, running 70 miles an hour. We’re pulling 150 trucks,” he declared. “Every one of those trucks has team drivers in it, because when you go long-haul from Chicago or Dallas out to California you run a truck with team drivers. So every truck out there has two people in that cab. Just think about what we have up here. We’ve got three people and we’re in the process of going to two. So for every 150 trucks it will take 300 truck drivers to deal with what we’re pulling with three people.” Even with all the crew changes along the 2,200-miles route, the train would use only about forty crew members, and the railroad was negotiating with the union to cut that number almost in half.

The professor and the consultant were converted.

Many of the trucks they had passed belonged to J. B. Hunt. Haverty knew nothing of J.B., only that his truck line was a major force on America’s interstate highways and therefore the perfect candidate for partner. Now Haverty was all the more convinced as he heard the two men’s reactions. “I bet you if I could meet J. B. Hunt I could convince him his company would be better off,” he declared, and the consultant said, “We’ve done some work for J. B. Hunt. So let me make some contacts there and set up a meeting for you to go down and meet with them.”

Not long after, Haverty and four or five of his officers were flying down to Lowell, Arkansas, to meet with Kirk Thompson, the truck line’s president. As they were entering Thompson’s office, Haverty encountered an imposing hulk wearing a cowboy hat and standing in the doorway. He looked up at the stranger, saying, “I’m Mike Haverty.”

“I’m J. B. Hunt,” came this deep voice.

They all sat down and Haverty made his pitch. They were not there to solicit business, he said, but to talk about a partnership between two companies that had mutual interests. “What we could do is try to figure out some kind of arrangement that is more of a partnership, not necessarily a legal document that is a partnership, but a partnership between a trucking company and a railroad where we split revenues,” Haverty told them. Hunt, too, had thought about such an arrangement, and two weeks later, when he and Thompson went to Chicago for a convocation of the American Trucking Associations, they and their wives took a break and walked to the Santa Fe’s headquarters building, a couple of blocks from the hotel where the ATA was meeting. The seventeen-story structure, facing Grant Park on Michigan Avenue, was historic, an architectural gem, and Haverty gave them the grand tour. Then he invited them to take a ride on his business car when their meetings ended. They would go to Kansas City, he said, on the back of an intermodal train.

He instructed the men in charge of the intermodal terminal at Corwith Yard to hook up three business cars instead of only one, and the forward-most car must be turned backward so that the rear platform faced the train. They were to place one of Hunt’s rigs on the rear flatcar. Hunt’s visit, Haverty told them, could be an incredible opportunity for the Santa Fe. This, he said, was a man who was meticulous about a neat appearance. He washed his trucks and saw to it his drivers’ uniforms were spotless. Hunt would be visiting their office, Haverty informed them, and he wanted everything spotless. Even the stripes in the parking lot should be repainted.

The day before the trip, Haverty drove out to inspect. He knew his words had fired up his men, but what he found left him astounded. The front of the building had been repainted, grounds landscaped, the parking lot attended to and even the flag pole out front was flying a new flag. When he went inside, he was more amazed. The whole place had been repainted, and when he complimented the way they had cleaned the carpet he was told they had not cleaned it; the carpet was new. Haverty had ordered that they use locomotives freshly painted in the railroad’s historic red and yellow “war bonnet” scheme. Not only did he have the locomotives he wanted, but when he inspected them he found a man on top polishing them by hand.

The next morning, Hunt and some of his lieutenants and their wives arrived at Corwith. It was sunny, and the two locomotives gleamed. As they settled into the business cars, the train began edging forward. Corwith was on the southwest edge of Chicago, and the tracks paralleled Interstate 55. Soon they were whipping along at 60, then 70 miles per hour, and all the traffic on I-55 beside the tracks was creeping at best. It was rush hour in Chicago, and cars and trucks were just sitting there while the train and its trailers and containers roared along. Hunt had never ridden on a business car before, and obviously he was impressed.

Haverty then invited the trucker forward to the platform of the lead business car, and they stood there watching Hunt’s trailer sitting on the flat car ahead. The suspension system of the rail car was so good the trailer barely shifted. Hunt turned to Haverty, saying that his trailer would be bouncing a lot more on the highway. The two stood there while Hunt watched in silence. Finally, as they raced through Galesburg, Illinois, J.B. turned, stretched out his hand and said, “Haverty, we’ve got a deal.”

The deal was consummated with that handshake. There was no written agreement, no contract, until a year later. The two men had taken a liking to one another, they thought the same way, and they had talked about how the partnership could be made to work. It was all based on that alone. Their friendship and mutual reliance on logic and common sense were the key. Haverty had read Hunt well. “Mike put me on a train with the red carpet out,” Hunt told me. Some time after their ride, Haverty joked to Hunt, saying “I knew I had you when you drove up and took a look at those locomotives, and they were sparkling.”

The impact of that handshake was immense. Other railroads, especially those in the West, started to offer truckers deals. One of the first people to respond was Jim Hagen, who now was CEO of Conrail. He sent his intermodal vice president, Cynthia Archer, out to Arkansas, where she got a contract with Hunt to haul all his rigs between the Northeast and the Mississippi valley. Watching Hunt’s profits and the company’s stock price go up, other truckers, even Don Schneider, began handing their trailers over to railroads. “If Hunt hadn’t done it, we still wouldn’t be doing it,” Schneider told Greenwood two years later.

More than a decade later, Haverty went back and took a ride around the Burlington Northern Santa Fe network and was amazed at how many J. B. Hunt boxes he saw. No one ever got as good a deal anywhere as what became known as the “Hunt Special.” There have been indications in recent years that the Santa Fe’s successor, BNSF, thinks the deal too generous. At least once, Burlington Northern Santa Fe has taken the truck line to arbitration, trying to whittle down the terms. Nevertheless the Hunt Special has been good for both. As a former chief executive of one of BNSF’s predecessor roads said, “I think they protest too much.”

After Hunt’s ride, intermodal shipments continued to grow, but another decade would go by before the industry capitalized on it. Nevertheless, Hunt’s ride on the Santa Fe had been a watershed for the industry.
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Two Empty Limousines

ONE FIRST-CLASS PASSAGE



WHILE J. B. HUNT WAS RIDING THE SANTA FE, I WAS CONSULTING a mix of clients and watching the transportation industry enter an era of dramatic change. The intermodal business was taking off. American retailers were importing a growing array of products from Asia, and many other goods were coming into West Coast ports and crossing the continent by train for European-bound container ships. The United States was exporting as well, shipping such raw materials as cotton and scrap metal. The United States had become a major link in the global marketplace, and its intermodal trains were the lynchpin.

One of my assignments, restructuring the corporate communications department of Sea-Land, took me to the burgeoning container port of Rotterdam and then to Hong Kong. There I rode up and down the ramps of an eleven-story warehouse where customers loaded containers for Sea-Land’s east-bound vessels. Goods were coming from inland factories and stacked in bays, where they were packed into containers. It was a graphic, firsthand view of the new market that was reshaping the economies of the world.

Another of my clients was a small logistics company, a division of CSX, that was using intermodal movements to deliver imports all over North America. In 1991, after Iraq was forced to retreat after its invasion of Kuwait, the group, CSX Logistics, was given the task of managing the flow of goods and supplies the emirate required for its reconstruction. They were scheduling and overseeing shipments of millions of items, ranging from fire engines and hospital equipment to a fully furnished control tower for the airport, complete with coffee maker.

It was exhilarating work, because this little band of twenty or thirty young people was at the cutting edge of transportation. To me, controlling the entire movement of a product by whatever mode, all over the world, from factory to distribution center to customer, was the ultimate achievement in modern transportation. Here, in a nondescript office building in Alexandria, Virginia, was the heart of this system. Other logistics companies were providing similar services in other cities, but in these particular rooms the air seemed full of innovation, adventure, and unadulterated excitement.

The growing impact of the global market, infused further by the railroads’ slow move into deregulation and J. B. Hunt’s ride on the Santa Fe, caused the large roads to redesign their networks. As they perfected their intermodal businesses, single-line hauls became more important. Railroad marketers could attract more business if they controlled the entire journey of a container, and that put a new pressure on the railroads and their corporate planners. By the early 1990s the Union Pacific was thundering along, but its two largest competitors, the Burlington and the Santa Fe, were short of the same breadth of markets.

The BN was rich in grain and Powder River Basin coal, but UP had cut its prices on coal and some other hauls as well. Trying to compete with those rates was holding down Burlington’s profits, and, despite Greenwood’s earlier achievements, BN lacked a strong intermodal business as well. Burlington Northern served only one major West Coast container port, Seattle-Tacoma, and was cut totally out of the most important part of the ocean container market, California.

On the other hand, Santa Fe’s intermodal business, thanks to its deal with J. B. Hunt, was chugging along, dominating the market between Chicago and Texas and California with a fleet of crack trains. But it had none of the coal business. Moreover, although it ran to Chicago, the Santa Fe did not extend into the Sun Belt east of the Mississippi, where new factories seemed to be popping up like May flowers. The Burlington stretched into Mobile, Birmingham, and Pensacola. Merger would eliminate all those shortcomings.

The Burlington Northern’s chairman and CEO, Gerald Grinstein, also needed a merger. Grinstein, who had succeeded Darius Gaskins as chief executive, had been an aide on Capitol Hill and chairman of Western Airlines. Unlike his predecessor, Darius Gaskins, Grinstein was no railroader. In fact, many insiders viewed him as a weak leader. “They were totally different people altogether,” said one former BN officer. “Darius had West Point training and was an economist. Innovations occurred. He was very, very good and very quick. He was a strong marketing man and a strong operations man,” the BN alumnus recalled. “Grinstein was the other end of the spectrum. He was a politician. He never made decisions very well. Grinstein couldn’t make decisions. Darius was decisive. Grinstein would operate by consensus, and nothing could get done. Grinstein turned to politicians for advice. Darius wanted to know what the trainmaster thought or the marketing guy thought.”

Grinstein was turning 60, and his board was pushing him to come up with a potential successor. None of the directors were satisfied with what they considered the lack of strong candidates in the railroad’s top management. Earnings also were a problem. Partly because of the UP’s price gouging, Burlington Northern’s profit margins were much too thin. Grinstein believed the only way BN could survive long term against the UP was by merging with another road. Burlington Northern had more track, but Union Pacific’s revenues were slightly higher, and its profits 44 percent greater, than those of Burlington Northern.

One problem that haunted Grinstein more than all the others was Burlington’s pressing need to get into California. Southern Pacific served the entire state, and at one point Grinstein had considered acquiring it. Some of BN’s senior officers thought the ailing railroad offered a grand opportunity for a turnaround, but when BN’s vice president for corporate planning, Richard Lewis, examined the SP’s five-year financial plan, he warned that it was a pending disaster, and Grinstein shied away. The obvious solution was the Santa Fe. It served the ports of both San Francisco Bay and Los Angeles. Moreover, it had a strong CEO who could solve BN’s succession problem. He was a young operating officer named Robert D. Krebs.

The son of a Sacramento banker, Krebs had graduated in history and political science from Stanford and held an MBA from Harvard. As he was completing his studies at Harvard, he had decided to go to work for a transportation company, and, despite the advice of his classmates, who assured him the future was in airlines rather than railroads, Krebs had become a trainee at the Southern Pacific. Railroads are such an integral part of American lore, it was a natural decision for someone who had majored in history.
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The Man Who Changed the Culture—Most corporate mergers require the melding of different cultures, but Rob Krebs faced a bigger challenge than most CEOs. Photo courtesy of BNSF Railway.



By the time SP and Santa Fe tried to merge, Krebs had been running the Southern Pacific and had been one of the officers who were transferred to the Santa Fe in Chicago. There he became Santa Fe’s chief operating officer, and in 1987, after the ICC rejected the merger, John Schmidt resigned, and Krebs became CEO. Once in total charge, Krebs reorganized the railroad, slashing its debt and getting rid of excess tracks and low-margin lines. Its name was changed once more—to Santa Fe Pacific.

Krebs had recognized that Santa Fe needed to be larger if it was to offer customers the breadth of services they wanted, and he realized that BN would be the ideal merger partner. For a year he had been trying to get Grinstein to discuss a combination, and now, pressed to find a successor, Grinstein began talking. But the negotiations dragged along. To some observers, Grinstein seemed to lack follow-through, or perhaps it was a lack of enthusiasm.

It was an on-again-off-again affair. At one point Krebs decided he should look for another partner. Flying to Philadelphia, he suggested to David LeVan, Conrail’s new chairman, that they talk merger, but LeVan was not interested. In the spring of 1994, the talks went into another stalemate, and Grinstein decided to resolve the succession problem elsewhere. He approached Richard K. Davidson, UP railroad’s president, noting that it looked as if Davidson had little chance of becoming CEO of Union Pacific ‘s holding company and therefore should consider moving to the BN. Davidson was one of the well-trained operating men who had come to the UP from the Missouri Pacific, and he had helped oversee the merger with MoPac and Western Pacific. And he was ambitious. Davidson asked for time to determine his true future at UP, but with the stricture that there be no merger with the Santa Fe if he decided to come over. If BN and SF were merged, Davidson was unwilling to share space with Rob Krebs.

When Davidson told Drew Lewis, Union Pacific Corporation’s chairman and CEO, that he was leaving for the BN if he had no future at the top of UP, Lewis told him to leave. But the Union Pacific board staged a rebellion, forcing Lewis to accept Davidson as president of the holding company and possibly his heir. With that, Grinstein resumed negotiations with the Santa Fe, and a little over a month later, the two companies were close enough for their directors to vote.

In the meantime, Davidson and John Rebensdorf, UP’s vice president for strategic planning, were growing concerned about the Union Pacific’s own position in western railroading. Tall and lean, Rebensdorf was a civil engineer from Lincoln, Nebraska. He had worked for the Burlington and Rock Island before getting an MBA from Harvard and joining the UP. Rebensdorf had been recommended to Frank Barnett by the same Harvard professor who had brought him Kenefick. Instead of throwing John into the briar patch of anti-intellectuals at the railroad in Omaha, Barnett had kept him at Harvard, working as a UP employee in the professor’s consulting firm. Once Kenefick took over and the culture in Omaha had begun to change, Rebensdorf had moved west. Now, as he examined the railroad’s prospects, Rebensdorf concluded that there were to be more mergers in the industry, and Union Pacific could not remain competitive unless it found a good partner.

Phil Anschutz, who by now had merged together his two railroads, the Rio Grande and the Southern Pacific, was thinking about mergers as well, but for a far different reason. He had been trying in vain to turn around the Southern Pacific since buying it from the Santa Fe. Far from being a relatively cheap investment, Anschutz’s purchase of the SP had turned into a drain. Southern Pacific was carrying $750 million in debt, which Anschutz had intended to pay down from the sale of some of the railroad’s land holdings. Instead he had found a railroad that was short of maintenance, good cars, and dependable locomotives, and, given such conditions as those, SP not surprisingly was losing money. In 1991 SP had lost over $350 million in operating income. Anschutz’s plans to pay down the debt had long since died because any cash he could squeeze out of Southern Pacific’s other assets had to be used to cover those operating deficits. Now, especially while the other railroads were repositioning themselves, it was time to find a buyer.

In the summer of 1994 Anschutz approached Union Pacific about being acquired. Besides requiring a huge capital infusion if it were to be lifted to the standards of the Union Pacific, Southern Pacific had other serious drawbacks. Unlike a combination of BN and the Santa Fe, a UPSP merger would eliminate competition in some key markets. Both railroads already served all three of the major West Coast container ports. Competition would be reduced or wiped out as well on routes that served the chemical plants of Louisiana and Texas. Opposition from shippers and other railroads could be intense—unless UP gave away some of the key parts that made the merger attractive.

Another obvious potential merger partner for UP was Burlington Northern, but it served both Powder River and the same northwestern market as Union Pacific. Any marriage between them would be so anticompetitive its chances of winning ICC approval seemed virtually zero.

It was a third railroad that Rebensdorf focused on—the Santa Fe Pacific. The SF was well maintained and had fewer routes that were competitive with those of the UP. Moreover, it dominated the western intermodal market. About the time the talks with Anschutz began, Rebensdorf took his findings to Davidson, saying, “I think if there’s going to be two systems west it should be UP and SF.” Davidson bought the idea, and Rebensdorf told him he had become friends with Russell E. Hagberg, the Santa Fe’s vice president for operations. “We’re going to have a meeting with him in a week or so,” Rebensdorf added. “Would you mind if I got him aside and felt him out to see if they would be interested in sitting down with us and talking about a merger?”

“Go ahead,” replied Davidson.

On June 29, 1994, Rebensdorf and several other UP executives took a corporate jet from Omaha to Palwaukee Airport, a small field for private aircraft in Chicago’s affluent northwestern suburbs. There a limousine carried them to Santa Fe’s new headquarters in nearby Schaumburg for a routine meeting with their counterparts to discuss such subjects as joint terminals and trackage rights.

But Hagberg was not there. They all finished their business, and the UP delegation left. The meeting had been successful, and they were in high spirits. Downstairs they found three long Cadillac limousines waiting out front. They looked in the first and found it was not for them. Then they tried the second, and it was not theirs either. The third limousine was the one. They got in and drove off to the airport not thinking anything more of the presence of the other cars.

The next morning Rebensdorf discovered why Hagberg had missed their meeting and why the two other limousines had been sitting out front. Santa Fe and Burlington Northern announced they had agreed to merge. BN would pay SF’s stockholders the equivalent of $13.31 a share. Santa Fe’s directors had been voting on the merger in the room above where the Union Pacific delegation had been meeting. “It was the Santa Fe boardroom and they literally were voting on the merger right above us,” said Rebensdorf. The limousines had been waiting for some of the Santa Fe’s directors. The Santa Fe’s intermodal traffic and the BN’s endless stream of coal trains from Wyoming had the makings of a stupendous combination. Merging would create a single railroad with the richest two bases of traffic the industry could envision.

UP’s dreams of a union with Santa Fe were not dimmed by the announcement. Hours after hearing the news, Drew Lewis called a board meeting for September 1, and Rebensdorf and his staff got to work putting together the briefing material the directors would need. Meanwhile the negotiations with Anschutz were placed on hold. Lewis spent the following month putting together an offer. When the Santa Fe had tried to acquire the Southern Pacific it had made the offer more alluring by buying the SP before receiving the ICC’s permission, thereby giving its shareholders an immediate return, and placing SP in a nonvoting trust. Some Union Pacific directors wanted to offer Santa Fe’s investors a similar trust, but Lewis managed to push his plan through without that carrot.

Fortunately for the UP, Santa Fe and Burlington Northern could not press on with their merger plans until the Santa Fe could spin off to its shareholders natural resources holdings that it owned, including a gold mine in Nevada. On September 30, having obtained from the Internal Revenue Service a ruling that the transfer was a tax-free transaction, Santa Fe spun off the properties, and BN and Santa Fe prepared to file their merger application with the Interstate Commerce Commission. Meanwhile Drew Lewis and his directors had been discussing a possible bid for the Santa Fe, and there were some signs such a move would be opportune. Several Santa Fe shareholders had gone to court, complaining BN was proposing to pay too little. On October 5 Lewis presented his final plan to UP’s directors in a conference call, and after only a short discussion he called for a vote. At 2:15 the board agreed to let him make an offer. There was no mention of giving the Santa Fe shareholders their money promptly by placing the purchased shares into a nonvoting trust.

Drew Lewis immediately called Krebs to arrange a meeting, saying, “Rob, I want to buy the Santa Fe.”

“That’s interesting, Drew,” replied Krebs, “but we have a contract.”

“Well, Rob, I think you’d better see me, because, if you don’t, you’re going to read about it in the paper tomorrow,” replied Lewis.

Krebs then called his chief legal advisor, a Chicago lawyer named Robert A. Helman. The two were looking down at the front entrance from Krebs’s office window when two limousines rolled up, one carrying Davidson, who had come from Omaha, and the other Lewis, who had flown in from Bethlehem, Pennsylvania, the site of Union Pacific Corporation’s new headquarters. Lewis had moved the company there from New York because it was an easy drive from Lewis’s farm.

When they walked into Krebs’s office, it was obvious Lewis was drunk. Lewis took a seat and announced, “All right, I want to buy the Santa Fe.” He then said UP was willing to pay $18 a share, which was roughly 35 percent higher than BN’s offer.

Krebs and Helman had rehearsed their response. No matter the price, Santa Fe’s shareholders would be put at risk waiting for the Interstate Commerce Commission to approve the acquisition, Krebs said. An offer to buy the railroad immediately and place it in a nonvoting trust until the ICC acted would be much more alluring.

Helman launched into the second half of their response, an explanation that Santa Fe had a fiduciary responsibility to its shareholders and must take its board any offer that was materially higher than what BN was offering. Simultaneously, though, the railroad had an obligation to BN not to encourage a bidding war. It was standard boilerplate response, but Lewis was having none of it. Before Helman could get through his second sentence, Lewis cut him short, standing up, pulling an envelope from his pocket, and tossing it onto the desk. “You’re making a big mistake! We’ll pay up to $20 a share,” he declared and headed out the door, pausing long enough to add that he also would give Krebs the nonvoting trust. Union Pacific’s directors had not authorized him to make either offer.

Davidson had been sitting there, taking it all in. Finally, obviously surprised and appearing embarrassed, he, too, got up, walked out, and then stuck his head back around the door and in a little voice said, “Bye.”

For more than ten years people who worked with him had noticed that Drew Lewis drank before high-pressure meetings, and some at the Union Pacific were aware he had a problem. On the flight to Schaumburg he had taken a belt or two from the corporate jet’s well-stocked bar. When word of his outburst reached some of the directors, Lewis was summoned by the chairman of UP’s executive committee, Elbridge Gerry, who was Averell Harriman’s nephew. Gerry told him he needed to dry out. Roughly two weeks after the meeting with Krebs, Union Pacific announced that its chairman was entering rehab.

The Santa Fe’s board rejected UP’s offer, saying it was sticking with the BN deal, and Davidson, who temporarily had taken over Lewis’s job, raised the offer, forcing BN to counter. Through the fall and into the winter, BN and UP faced off against one another. Union Pacific had nothing to lose. Either way it would win: either UP would acquire the Santa Fe or it would bleed the Burlington of precious cash.

As the offers rose, Rebensdorf began to examine Union Pacific’s options. At some point, he realized, the bidding would rise above a reasonable level, and by late December the bids had climbed so high that point was growing near. They needed another look at their options. He and several other officers went off to a twelfth-floor conference room, where over the Christmas holidays they reexamined the potential of the Southern Pacific. The question was whether they could acquire the SP and yet, after giving up lines and interchanges that the regulators might order shared or given to other roads, keep what they called “the franchise,” meaning the key routes and terminals and interchange points that would give UP the strength to compete with BN and SF combined. They found that a merger of the UP and Southern Pacific would not eliminate as many competitive advantages or require giving up as many routes and exclusive connections as everyone had thought. “We came to the conclusion that an SP transaction was doable without giving away the franchise,” recalled Rebensdorf.

In mid-January, 1995, Santa Fe surprised the analysts by announcing a 30 percent drop in earnings, all due, it said, to costs involved with its defense against Union Pacific’s takeover. The two competitors by now had jacked up their offers to the point some of the banks were demanding evidence that Santa Fe was worth what the two roads were offering. So close to one another were the offers, analysts were saying there was little way to tell which was more attractive. “No one’s coming up with the blow-out bid,” said one takeover trader. “No one can say, ‘We won.’” To enhance the value of remaining Santa Fe stock, BN already had bought in some of the road’s outstanding shares, and now it unveiled a plan to acquire even more. The bidding had escalated to the point the Santa Fe would cost Union Pacific more than Lewis and his advisors believed it was worth. On the last day of January, Drew Lewis announced that Union Pacific was bowing out. The ICC approved the merger the following August, and, despite a computer breakdown, the Burlington Northern and Santa Fe soon were joined. The wedding was virtually flawless.

Krebs soon found his greatest challenge was changing the cultures of the two railroads, most notably that of the Burlington Northern. The Burlington was rife with interoffice politics, probably fed by Grinstein’s indecisiveness and his dependence on outsiders for advice. Whatever the cause, he had fired both the top marketing officer and the chief of operations because their departments were locked into war with one another. Krebs also discovered that some BN old-timers were still fighting the 1970 merger.

He packed all his top officers off to Colorado’s Aspen Institute, and insisted on including their wives since they always were an integral part of the railroad, too. Out of those sessions Krebs and his top executives created a new culture for BNSF. The BN had been overly friendly and thereby was inefficient. Santa Fe had lacked the friendliness that pervaded BN but was highly efficient. Krebs married the two, creating a culture that emphasized the value of people and a strong bottom line as well.



[image: image] CHAPTER 20 [image: image]

“They Nod Off Regularly on the Job”

ONE FIRST-CLASS PASSAGE



WITH HOPE OF ACQUIRING THE SANTA FE DEAD, REBENSDORF went to Davidson, urging him to reopen the discussions with the Southern Pacific. Worrying that the SP’s plant and equipment had deteriorated too far, Davidson resisted, but Rebensdorf argued that this was their only choice. Both men were right, especially Rebensdorf, because if UP wanted to avoid becoming a poor second to Burlington Northern Santa Fe, it needed the Southern Pacific. Several weeks after Lewis dropped his bid, Davidson and Rebensdorf went to Bethlehem and urged him to consider meeting again with the Anschutz. Wary, Lewis finally agreed and resumed the talks not long afterward, but the discussions soon fizzled out.

Meanwhile, Union Pacific bought its partner in the Powder River coal market and best connection to the Windy City, the Chicago & North Western. It was an end-to-end merger and should have gone through with few ripples, but flawless it was not. Problems had been made worse because weeks after the two roads were put together Davidson moved to the corporate headquarters in Bethlehem and Lewis replaced him in Omaha with a man who knew nothing about railroads and was totally out of touch with their culture—Ronald J. Burns, who had been president of an oil company. Burns lasted only 463 days.

The consolidation, which was completed in early summer, seemed to be going fairly smoothly until the fall grain harvest came in. It was a bountiful year, creating a pressing demand for covered hoppers, locomotives, and operating officers who had an intimate knowledge of C&NW’s routes and capacity. Union Pacific had put the two together too quickly, getting rid of Chicago & North Western veterans and sending UP officers over to the run the new property. “The Union Pacific put their own people over on the CNW,” recalled one UP veteran, “and it was a matter of months before the thing was totally fouled up.”

Over the preceding twenty years Chicago & North Western had been stripped down to a third of its earlier size. Many of its lines had been abandoned or sold; shops had been closed and scores of workers laid off. Running on a shoestring was far different from what the mighty UP was used to. Operating such a line required an on-the-ground knowledge that the UP officers lacked. “It wasn’t until they put Jeff Koch back in—Jeff was a longtime CNW man—that we got the CNW righted,” a UP officer told me. Koch’s return made the difference. While he devised a new operations plan, the company leased more locomotives and hired more crews. Slowly the problems went away.

During the summer of 1995 talks with Anschutz had resumed, and with the approach of fall, he and Lewis announced that Union Pacific would buy the Southern Pacific and Denver & Rio Grande Western. Anschutz would become the UP’s largest shareholder, owning more than even the Harriman group. The timing was almost comical, because the announcement came in the middle of the Chicago & North Western disaster.

About the same time, Congress, in an effort to streamline the regulatory process, replaced the ICC with a new agency, the Surface Transportation Board, whose first major piece of business would be the UP-SP merger. Union Pacific had marshaled its lobbyists and lawyers to persuade Congress that the Surf Board be placed in the Department of Transportation rather than the Justice department, which would have been tougher on antitrust questions. Since BNSF already had been created and was larger than UP, the political climate in Washington for the merger with Southern Pacific was much more friendly than it would have been three years earlier. SP’s weak financial condition and Union Pacific’s ability to build it up helped as well. UP also made the process smoother by eliminating the BNSF’s opposition, selling it the SP’s main line between Houston and New Orleans and giving it trackage rights on some other routes.

The Surface Transportation Board approved the transaction in seven months. Regardless of the board’s speed, many of the people I knew in the industry were concerned that this acquisition would be as disruptive as that of the C&NW. They had good cause. No one at the Union Pacific had any idea how wretched Southern Pacific’s condition was. When putting together the merger application, representatives from the UP had visited terminals and other key points on the road so they could draw up an operating plan for coordinating facilities after the merger. That was as far as their look at the SP went. In fact, until the Surf Board approved the merger, UP’s lawyers insisted that everyone stay away from the other railroad. They feared if there were any contact the Surf Board would react as the ICC had over the Santa Fe–Southern Pacific merger. Said one UP officer, “The memory of SF-SP was very fresh in everybody’s mind.”

The merger went into effect in September 1996. Through the fall and into the winter everything went fairly smoothly. Then in midwinter teams began looking at SP’s cars and locomotives and examining the yards they planned to consolidate. “That’s when it became apparent this company to some extent had been held together by chewing gum and bailing wire,” said Rebensdorf. “I don’t say that in any derogatory sense,” he added. “I’m one of those people on the UP who had a lot of respect for the Southern Pacific’s operating people. They were like the CNW operating people. They could pinch a dollar better than anybody.”

On New Year’s Day 1997, Drew Lewis retired, and Dick Davidson, the man who had threatened to quit if he was not going to be put at the top, became chairman and chief executive officer of Union Pacific Corporation. Davidson had made a mark on the MoPac and UP because he was exceedingly bright and always was open to change. This time he was to preside over a dramatic change. The merger would make Union Pacific the nation’s longest railroad. Its 36,000-mile network would stretch up and down the West Coast and would connect in the East at every major interchange point from Chicago all the way south to New Orleans.

Back east we all were watching with a certain air of expectation. Did all this foretell an attempt by BNSF or UP to reach our way and try to create a transcontinental system by acquiring Norfolk Southern, or Conrail or my own client, CSX? It was an unsettling specter, because both the western roads dwarfed the three eastern lines. Yet, overriding all that was a growing desire by both Norfolk and CSX to acquire Conrail, and for good cause. They needed to create strong north–south intermodal markets, but there had been little incentive in that for Conrail.
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The Man in Charge—A veteran of the storied Missouri Pacific, Richard Davidson was considered one of the industry’s best operating officers. Although he had planned to merge Southern Pacific into the UP gradually, Davidson felt pressure to move swiftly. Photo courtesy of Trains magazine.



Conrail was hauling 100 million tons a year—or better—between Harrisburg and the Midwest over the former Pennsylvania main line and a like amount over the water-level route of the old New York Central. They were long hauls of a thousand miles. North–south traffic totaled less than a fifth of that tonnage and was short-haul. Traffic going to NS at Hagerstown, for instance, traveled only about 250 miles at best, hardly far enough to generate much income. “They wanted to move their traffic between Chicago and New York City, basically. That was the priority—understandably,” recalled David A. Brown, who was an NS operations officer at the time.

Another concern also was on the minds of the men who ran NS and CSX. Besides broadening their markets, extending their networks into the Northeast would strengthen their positions should the western roads try to acquire them. So the pressure to acquire Conrail was mounting.

By 1994 CSX had become my largest client. That August, as I was working in my office in Alexandria’s Old Town, I received a tip that the Journal of Commerce was about to report that Norfolk Southern and Conrail were discussing a merger. Tom Hoppin, my primary CSX client, was vacationing on a Mediterranean cruise ship, so I called his top assistant, Donna Rohrer, who, like Tom and me, had come up through the newspaper business. The two of us quickly put together a statement telling the other two roads and the world that if they tried to merge CSX would take them on. It was the sort of stuff I loved to draft, and I recall having to resist inserting some Churchillian prose like a phrase about fighting them on the beaches and the landing grounds.

Predictably, our threats of a fight did not even dent NS’s determination. In September David Goode, Norfolk’s chairman, went to Philadelphia, hoping to close the deal, but when he arrived Conrail’s chairman, Jim Hagen, told him he soon would announce plans to retire. His wife, Mary, had been urging him to take it easy and go skiing. It seemed much more appealing than spending the next two years enduring the rigors of a merger application. A number of Conrail’s top executives opposed the merger, so the negotiations died. Just a few weeks after the meeting with Goode, Conrail announced that its intermodal business was up 20 percent. “We have the strategic and operating strength to stand alone or be a player, and right now we’re considering standing alone,” Hagen announced, pointedly.

All was quiet in the East for the next year, until one day in the fall of 1995, just as Union Pacific and BN were battling over the Santa Fe, Hoppin informed me that CSX and Norfolk had been holding secret talks to launch a hostile takeover of Conrail and divide it between them. He and I held a secret meeting with his opposite at Norfolk Southern, Magda Ratajski, in the dining room of a town house she owned around the corner from my Alexandria office. There, among other things, we planned how we would announce the takeover bid at the moment the attack was launched.

Another task Tom had for me was to produce an intelligence estimate on the viability of one of the routes Norfolk was suggesting that CSX take. It was the old main line of the Erie Railroad, called the Southern Tier, which stretched from North Jersey to Binghamton and off through the southern part of upstate New York to Erie and Chicago. The day after Christmas, not telling anyone but Hoppin where I was going, I drove up to Binghamton and began following the Erie, looking for trains and photographing the right-of-way and trying as best I could through a light layer of snow to confirm that the track was up to Conrail’s usual maintenance standards. At some places, a Nikon dangling from my neck, I stopped in shops and gas stations, pretending to be a rail fan, asking how often the trains passed by. I discovered that Conrail was running only three trains each way each day, but Canadian Pacific, which had trackage rights west of Binghamton, was putting additional traffic on the line. A few months later, as the spring of 1996 emerged, the leaders of Norfolk Southern and CSX decided they could not agree on the terms, and the deal died.

Nothing more happened until that summer, when Hagen’s successor, David LeVan, and CSX’s John Snow began talking about their own merger, and in August the discussions turned serious. To keep anyone else at CSX—especially people at the railroad—from knowing, Snow and his top aide and counsel, Mark Aron, agreed they would let no one in on the secret but Hoppin. Since LeVan was new and relatively inexperienced, they needed more information on him, most notably whether he was strong enough to do the deal.

Their interest was fired all the more by one of the first actions LeVan had taken after succeeding Hagen. Against the advice of some of his more politically astute officers, LeVan had stuck his thumb into the UP-SP merger pie, demanding that Conrail be given two of Southern Pacific’s juiciest routes. Despite all our secrecy, LeVan had known at the time that NS and CSX were discussing taking over his railroad. If he had gained major routes in the West and won access to some of SP’s lucrative chemical traffic it would have made Conrail stronger and might have helped stave us off. Nevertheless, his move seemed naïve, because the regulators were unlikely to buy into it, and they definitely did not. Despite that, my report on LeVan turned out to be positive.

Snow also wanted an assessment of Conrail’s senior officers and directors. I found several impressive officers, and the director who stood out above the others was none other than Baldy Baldwin, the man who once helped control the Atlantic Coast Line and SCL. Baldwin, who had dropped off the SCL board when CSX was formed, had become a director of Conrail in the late 1980s at the invitation of Stanley Crane, who had been CR’s chairman at the time.

Everything moved along quietly until October. The negotiations with Conrail seemed to be creeping along. I was leaving October 12, a Saturday, to spend the weekend in Virginia Beach at the home of a friend from Penn Central days, Jim McClellan, who now was NS’s senior vice president for corporate planning. I had planned the trip for several months and was looking forward to the visit. Although we never exchanged company secrets, Jim had been a good source over the years and was stimulating company. As always I had told Hoppin where I was going. A day or two before I was to leave we all were on the top of the Washington Hotel, hosting a luncheon for reporters. After John Snow finished briefing them on the progress CSX was making, he took me aside. Rob Krebs, who wanted to build a coast-to-coast intermodal system for BNSF, had approached Norfolk Southern about a merger, but the talks seemed to have run out of steam. “While you’re down there, urge Jim to keep talking to BNSF,” said Snow, with a big grin. I knew what he was after. Keep them looking west while we closed our deal to the north.

The weekend was a marvelous escape. Good company, good liquor, good weather. Sunday afternoon, a sunny day with the perfect fall temperature, we were sitting on Jim’s boat, cruising Lynnhaven Bay and talking about the state of the railroads.

“You ought to really look at BNSF,” I said.

“Naw. We looked. Not for us,” said McClellan.

I drove back to Alexandria Monday morning, worked, and went home. Tuesday, at about 7:30 AM, an early hour for me, the phone by my bed began ringing. It was Hoppin. “Just want you to know. We’re announcing the merger with Conrail,” he said. “I wish I hadn’t gone down to Virginia Beach,” I replied. Tom explained that they had known they were close to an agreement when Snow had talked to me. “We were afraid if we told you not to go, Jim would have become suspicious,” said Tom, and since McClellan always was quick at figuring out the vaguest of clues, that was highly probable. Nonetheless, I felt like a traitor, and I think Jim, and especially his wife, Joanne, felt I had done him wrong.

I discovered later than the CSX board had been meeting while Mc-Clellan and I were sitting on his boat. The next day, at a resort near Pittsburgh, LeVan had briefed his directors, telling them all Conrail would become part of CSX—none of it would be split off as many feared, and he won their approval. After the vote, Baldy Baldwin gave one word of warning. He was in favor, he said, adding in the lingo of his country origins, “But, Dave, John Snow can’t get the hogs off the truck.” Baldwin was right. Three weeks later Snow tried to amend the deal.

Being a political groupie who had longed for a Cabinet office in Washington, Snow knew the town and its leanings, and he always was convinced that the Surf Board would never allow CSX to have all of Conrail, but LeVan was determined to merge Conrail all in one piece. On November 2 Baldwin’s hogs remained stuck on the truck, and Snow and NS’s David Goode, who had been vigorously fighting the acquisition, agreed to make peace and split up the road between NS and CSX. LeVan and the rest of Conrail’s top management erupted, battling against the scheme with a tenacity that was fierce and unrelenting. Finally, in early 1996, LeVan surrendered, but as the UP had done to the BN over the Santa Fe, he exacted a high price. CSX and NS were forced to pay an extra $2 billion for Conrail. Since CR’s senior officers held substantial shares in the road, many came away exceedingly rich.

While the Conrail application was pending before the Surface Transportation Board the Union Pacific was beginning to digest the Southern Pacific. The secret of acquiring a road so weak would be to integrate it slowly, as Kenefick had done with a strong railroad, the Missouri Pacific. Some of us continued watching with a mixture of curiosity and concern. Would Union Pacific now repeat the C&NW debacle?

Tom Hoppin asked me to assess what UP had done to smooth over any issues the public might have had when its proposed merger with the SP had been pending. I reported it had done little, partly because Union Pacific’s tracks were strung across a territory that was not as heavily populated as the Northeast. Nonetheless, we began forming an elaborate communications plan, including a database that I designed that had the names and contact data for every transportation reporter, business editor, and editorial page editor at every publication and the news directors at all the broadcasting outlets in Conrail’s territory. We could bring up any set of names, addresses, and phone numbers we might need, either by congressional district, along a specific route of Conrail, or by county or city.

Meanwhile, out at the Union Pacific, Dick Davidson laid out plans to merge UP and SP gradually and carefully, just as Kenefick had done. It would be like the integration of the MoPac and Western Pacific and would consume more than three years. Then, when the merger was finally in place, he would wring millions in savings by consolidating terminals into a small number of well-run operations. Nevertheless, Davidson was under pressure. Having just succeeded Lewis, he was the new boy at Union Pacific so far as the analysts were concerned, and they were watching to see how he performed. To reassure the Street that he was the man for the job, Davidson decided to put the two roads together quickly and produce promptly the savings everyone had projected. After all, Davidson had always been successful in nearly forty years of railroading, so why not now?
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Deep in the Heart of the Meltdown—Traditionally SP had handled outbound cars at Strang Yard southeast of the downtown and Dayton, in Houston’s suburbs, to trains that delivered them for classification at yards out of town, thereby reducing the pressure on Englewood Yard.



He made the decision despite the fact the two railroads’ computers did not talk with one another over every part of the system. Everyone knew that the heart of Penn Central’s merger disaster had been incompatible computers, so it should have been no surprise that the decision was inviting problems. On top of that, the new operating plan called for a hub-and-spoke operation out of Houston and four other terminals, meaning crews must be able to operate on multiple routes, even though they had always worked on only one or two sections of the railroad. To do that, UP needed to negotiate new operating agreements with labor, but some of the accords had not been completed, and some that had could not yet be implemented.

The Union Pacific had become smug. Kenefick had created a powerful railroad that everybody there was proud of, and since the inclusion of the Missouri Pacific that pride had spawned an overconfidence that had led to arrogance. Drew Lewis, who was not known as a humble man, had added to the problem. After his arrival, railroaders considered the Union Pacific all the more smug and overbearing. “They were really a very arrogant bunch,” recalled an officer at another western road.

And their disdain of the SP was yet more pronounced. When the merger was about to be announced, the two senior public relations officers whom Lewis had brought in sent the draft of the press release to Lawrence H. Kaufman, the SP’s managing director of corporate communications. Although Anschutz and Lewis had agreed this would be a merger, thereby protecting the pride of the SP’s officers and workers, the press release declared that the Union Pacific “acquired the Southern Pacific today.” Kaufman protested, but the two PR men at the UP refused to alter it. He had to call Anschutz in New York, who had it changed to say the two roads “merged.” “They truly believed they were superior,” recalled Kaufman.

It was an attitude that could only lead to disaster. “Instead of trying to find out why things were done the way they were at both the North Western and the SP, the Union Pacific just put their people in there and said ‘We’re going to do it the UP way,’” said Rebensdorf. “That’s not the way you want to put together two companies.”

When the Union Pacific managers started consolidating yards in Houston the trouble began. Houston’s main Southern Pacific yard, Englewood, was inadequate for the volumes of traffic that had been pouring in and out of Houston. So overtaxed was it, Englewood had been on the verge of freezing up for years. “When I once asked one of the operating guys how long Englewood had been congested, his answer was ‘since we built it,’” said Kaufman. Indeed, if given more than 3,500 cars for more than a few days Englewood would jam up. The old hands at the Southern Pacific knew because they had seen it happen. The newcomers from the Union Pacific did not know.

Southern Pacific had lacked the capital to expand Englewood, so over the years its operations people had improvised. They had devised ways to move cars around Englewood, pre-blocking cars in other local yards and sending them off to terminals down the line where the blocks were transferred to trains that were bound for the cars’ destinations. Yards in Louisiana and California also made up entire trains bound for one another that bypassed Englewood.

One of the most important pieces in this delicate balancing act was Strang Yard, a small facility in the city’s southeastern suburb of La Porte near the Houston Ship Channel and the refineries and chemical plants that lined it and the west side of Galveston Bay. Inbound chemical traffic was sent from Strang to the plants, and outbound cars from the plants went to Strang, where they were coupled onto passing trains and taken up the line for classification in less-busy yards. Dayton, another small yard, was doing the same with traffic from the east side of the ship channel, handing those cars over to passing trains for a similar exchange down the road.

The system had worked well. Nevertheless, the Union Pacific managers decided, without consulting anyone from the SP, that this was not the way a Great Big Rollin’ Railroad should work. A car should go to a major yard and be put into a train going to its final destination and not sent off for the blocks of cars to be stopped and shifted a second time. That was not the Union Pacific way. As Fred W. Frailey described it in a Trains magazine article six months later, “If the task proves daunting—if your yard begins to choke waiting for those solid trains to accumulate—you simply quit your sniveling, take a deep breath, say a Hail Mary, and do the job by brute force, never giving up.” This formula was like Pickett’s Charge at Gettysburg, which might have succeeded if Cemetery Ridge had not been so well defended, but in this case the circumstances were similar to what George Pickett had faced, and the results were to be equally catastrophic.

All the cars that Strang and Dayton had been sending out now were diverted to Englewood, and almost instantly the yard began to clog up. Matters were made worse by a sudden increase in cars filled with plastic pellets that were designated “Storage-in-Transit” and were supposed to be held and moved later at the shipper’s order. They were kept in a special Houston S-I-T yard, but with the influx of extra traffic, the waiting cars suddenly were overflowing that yard and crowding into others. In addition, a flood washed out the old SP main line in southwest Texas, tying up that key route.

Trains soon were backed up waiting to get into Englewood, and those delays cascaded to other sections of the railroad. Before long, trains were sitting, waiting on the Southern Pacific’s main lines throughout Texas, throwing scheduling into further turmoil, and every day the congestion grew worse. Whenever a train was stranded on a main line, its locomotives and crew members were unavailable for trains being made up in the yard, further exacerbating the problem.

Union Pacific brought back retirees and sent supervisors down to Texas and Arkansas to help man trains. It began hiring more crew members and sending more locomotives into the Southwest, but the congestion continued. The railroad was trying to fix individual incidents rather than the entire complex of problems.

Not surprisingly, computer problems were aggravating the dilemma as well. Cars were being sent back and forth because the Union Pacific’s computer was not tracking them right. Meanwhile chemical cars—some of the most profitable of any railroad’s traffic—were ending at the wrong destinations. Degussa Corporation, the German chemical giant, shipped a 60-foot car loaded with 120,000 pounds of carbon soot for blackening tires from one of its plants in Louisiana. It was bound for the neighboring state of Tennessee. For the next month, the car was hauled back and forth, stopping fourteen times in Louisiana and Arkansas, but it never went into Tennessee. “It’s like a lost puppy looking for its home,” said one of Degussa’s logistics managers.

Solvay Polymers Inc. shipped another car, filled with plastic resin, from Houston to Fort Worth, a four-hour drive on the Interstate. The move took nearly two months. Some cars were not moving at all. In Michigan and Illinois two cars filled with liquid styrene monomer, which was used in the manufacture of plastics, sat on sidings until their contents became unstable and began releasing vapor. In Midland, Michigan, 4,000 residents had to remain in their homes while emergency crews stabilized the cargo.

Davidson and Jerry Davis, one of the industry’s most respected officers, who had been made the UP railroad’s president, moved to repair the problem. In late September came the first step when the road’s executive vice president for operations, Arthur Shoener, fell victim to the meltdown. An old-line railroader from the Missouri Pacific whose friends said never admitted defeat, Shoener had kept struggling in vain to unclog the yards and get trains moving. Shoener was considered a traditionalist. What the crisis required was a plan that went beyond the usual railroad fixes.

Through much of September the road’s senior officers huddled, devising a complex strategy to end the chaos, and on October 1 Davidson unveiled Union Pacific’s forty-seven-page “Recovery Plan.” The most important goal of their scheme was to reduce the number of cars on the UP network. That would open up the yards and cut the number of trains, and fewer trains and cars would reduce the need for locomotives and crews.

One obvious solution offered by the plan was to integrate the Union Pacific’s computer system into the rest of the Southern Pacific property so everyone could have better control of car movements and inventory. The other was to get the new labor agreements completed so the road could use crews wherever needed on its new hubs and spokes. The plan included a hiring spree of new crews on the former SP, forcing the staff to recreate the training program on that part of the system. The program had been unused for years because the penniless Southern Pacific had been unable to do any serious hiring.

Wherever they could be found, locomotives—even Amtrak yard engines—were leased to supplement those that were tied up in stalled trains. The capital improvement program to upgrade the former Southern Pacific property was given a new priority so they could speed up trains. Intermodal service on some SP routes to the Southwest from Chicago was suspended until Union Pacific’s computers could control that section of the railroad. Other trains were rerouted, and, to reduce the number, some were combined. In Texas and Arkansas paralleling routes of Missouri Pacific and SP’s Cotton Belt were turned into oneway tracks—one south-bound, the other north-bound—to speed up trains. It was a technique the Norfolk and Western had used when it had acquired the Virginian thirty years earlier.

Doing what would have been unthinkable a few months earlier, Union Pacific handed over traffic to other railroads and even paid for some to take over the task of classifying UP traffic. Two trainloads of cars that had been diverted for makeup from Strang to Englewood now would be switched by the Houston Belt & Terminal Railway and sent directly to Missouri.

Although Davidson hoped it would bring results by Thanksgiving, the problems he faced were so complex there would be no quick fixes. In fact, three days after the UP announced the recovery plan, many shippers and railroaders were openly skeptical it would achieve much. Indeed, through October and November the problem only grew worse. Some days 500 trains were stalled all over the system. While researching his Trains article on the meltdown, Fred Frailey found that on one day, October 17, no less than thirty-six UP trains were sitting on main lines in Texas alone.

Another problem had emerged. Because of halted and slower trains, crews were being forced to work longer, and there was little time off. Normally a crew could move a train from Little Rock to Poplar Bluff, Missouri, in about five hours, but now it was taking roughly twelve. Crews were complaining they were being worked constantly with no days off and little rest time between trips. “You ask any engineer out there and they’ll tell you that they nod off regularly on the job,” said one engineer.

As a result, accidents had begun within a few weeks into the meltdown. In the third week of June two freights had collided near Devine, Texas, killing two crew members and two hoboes. By mid-September seven people had been killed in wrecks. In late October a train ran a red signal in Houston, colliding head-on with another. Fortunately the crews jumped in time, but spilled fuel sent all four locomotives up in flames. Federal safety inspectors had descended on the railroad, finding numerous violations. Union Pacific announced that all crew members who worked fourteen days straight now would receive forty-eight consecutive hours off.

In much of the nation the meltdown was delaying deliveries of such essential goods as grain, plastics, chemicals, and motor vehicles. Putting more of a strain on the network, that year’s grain harvest was the third largest in history—9.36 billion bushels—and, with covered hoppers in the wrong places or sitting stranded, grain began piling up in the streets of farm towns across the Midwest. Some of the railroads’ highest-yielding customers were threatened as well. In mid-October Jack Smith, chairman of General Motors, warned that the meltdown could affect auto sales, because cars were not being delivered to dealers. Deliveries of coal to generating plants, which depended on a train almost every day, slowed, causing natural gas prices to spike.

The Chemical Manufacturers’ Association, which had been wary of the merger from the start, announced that almost 200 major chemical plants had complained about poor service, and 29 were reporting $60 million in combined losses. UP had been slow to admit the meltdown was a problem of its own making, and Davidson stuck to that script, blaming the chemical industry’s complaints on a collection of other events, such as washouts near Houston and a backup in traffic at the Mexican border. “Once we get the merger in place down there,” he assured everyone, “we will have a wonderful system. Our customers will get better service.”

Intermodal traffic was taking an especially hard hit. Ships filled with containers were backed up in the outer harbor at Long Beach and nearby San Pedro because the docks and rail terminals were crammed with boxes, and as late as Thanksgiving many of the containers were said to hold Christmas merchandise, which by then should have been sitting on store counters. The importers and liner companies that ran the container ships had been predicting that this Christmas season would be even busier than the last, but they felt Union Pacific had failed to seek their advice. “The tendency of the UP people is to dictate,” grumbled UPS’s regional intermodal manager.

On November 2, the Surface Transportation Board declared a transportation emergency in the West and ordered the Union Pacific to open some of its tracks to the Kansas City Southern’s Texas Mexican Railway. By now the mighty Union Pacific was borrowing crews from other railroads to man some of its trains. “This has truly been a humbling experience and no way to run a railroad, particularly the Union Pacific,” confessed Davidson.

On November 17 Union Pacific, which had predicted quarterly earnings ranging from $74 million to $149 million, announced that it might only break even in the fourth period, and possibly it could take a “substantial loss.” “Revenues are dropping faster and the costs of recovery are higher than we expected,” lamented a Wall Street’s rail analyst, and Standard and Poor’s warned it might downgrade UP’s credit rating. Six months later, the railroad still not mended, S&P warned that UP’s outlook was “negative” and cut its debt rating from BBB to BBB-, making it almost impossible to get short-term unsecured financing.

Ironically, the recovery plan had not fully addressed the cause of the whole disaster—the diversion of chemical cars from Strang. While half those cars now were going directly to Pine Bluff, Arkansas, the rest continued to be delivered to Englewood, which remained filled to the tilting point. Nevertheless, the congestion began to recede, and in the third week of November 301 trains were delayed, still an unhealthy number but a decline of 20 percent. That was enough to fire up Davidson’s penchant for overoptimism. “The turnabout has been dramatic,” he declared. “The railroad is much more fluid than it was a few short months ago.”

Nevertheless, the meltdown was far from over. It took more than a year before the Surface Transportation Board was convinced enough to declare that the emergency had ended. Meanwhile the Conrail split-up was suffering the consequences.

As the crisis in the West had worsened, the Surf Board had put the Conrail deal on hold until it could be satisfied the UP-SP merger would work. For CSX, the situation threatened to become a bit more complicated. On a snowy afternoon in February 1998, the conductor of a CSX-operated commuter train that was headed from Brunswick, Maryland, to Washington’s Union Station stepped into the engineer’s cab and apparently began complaining about planned changes in the crew schedules, a subject he had been talking about everywhere he went. The engineer had passed a caution signal before stopping at Kensington, Maryland, to pick up two passengers. The yellow caution light meant he was to hold the train down to 30 miles an hour because there might be another train ahead. Now, forgetting the caution signal because he apparently was distracted by the conductor, the engineer set the train going eastbound at 60 miles an hour.

Ahead of him the CSX dispatcher had routed Amtrak’s westbound Capitol Limited onto the commuter train’s track so that it could pass a freight. When he came around a curve outside Silver Spring, the conductor was horrified to find Amtrak’s Capitol Limited headed at him, and he threw the commuter train into emergency. Just then the passenger train began moving into a switch to return to the westbound track, but the light snow had left the rails slippery with an icy coating, and the commuter train slid into the side of one of the Amtrak locomotives. The impact punctured one of the engine’s diesel tanks, setting the train on fire. Eleven people died, including the conductor and the engineer.

When I heard of it, I called Hoppin in Richmond to tell him, and he told me to pick up Donna Rohrer, who now worked for CSX in Washington, go to the scene, and stave off the media until someone from the railroad’s public relations department arrived from Jacksonville with the railroad’s chief operating officer. While waiting at the wreck, we were given a look around the burned-out car, which was still warm. There in his seat sat the charred body of the engineer. He had stayed to the last, trying to stop his train.

Nothing could be worse than killing passengers, but our plight had been compounded because these people had been killed just outside the nation’s capital, where the national media and all the nation’s transportation policy makers sat, many of them people who could influence the outcome of CSX’s merger application. There were several other accidents in the coming months, culminating in October, when a trailer sitting on an intermodal flatcar swung around into a passing passenger train on the bridge approach across the Potomac from downtown Washington.

Despite all that, the Surf Board finally approved the death of Conrail. Only a small portion in the North Jersey area would remain, operating as a terminal railroad for NS and CSX. Conrail had been a young, vigorous railroad composed of some of the industry’s most tested professionals. Despite my involvement on the part of CSX, I was saddened by its untimely demise.
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Déjà Vu Once More

ONE FIRST–CLASS PASSAGE



THE TURN OF THE TWENTY-FIRST CENTURY WAS LIKE throwing a huge switch that changed almost everything around us. To some of us who had lived in the 1930s it was wrenching. The culture of the land had changed, and one of the leaders of that metamorphosis was my own profession, the media.

Much to my dismay I had watched journalism change in the 1980s and 1990s. Soon after Watergate, I was asked to speak to a group of high school journalism students at the University of Richmond, and I recall warning them not to enter the profession if their sole interest was bringing down presidents. “Exposés are a crucial part of journalism but not its only function,” I said. “The task of journalists is much greater. Do not be lured by the idea you’re only going to win Pulitzers. That’s not the way journalists should think.”

In earlier times voters were left to form their own opinions and make their decisions on the stories journalists produced. Unfortunately after Watergate the profession had been taken over by people who thought their only job was to condemn and topple other people, especially those with whom they disagreed. Many journalists seemed to convey opinions rather than, as had we, report the facts. Especially in television news, reporting had become sloppy, and even top names in TV journalism were delivering erroneous reports. As one Washington news anchor put it, “There are very few fact-checkers these days.” Radio and the Internet had brought more changes. By 2000 the public was receiving much of its information from talk shows, commentators of the ultraright and ultraleft, and websites, many of them churning out rumors and unsubstantiated statements.

In part because of the new trend in journalism, politics had changed as well. Like the talk shows that supplied the misinformation and loud opinions, it seemed as if everybody in Washington was wallowing in confrontation. Most people forgot that government was run fairly well for two centuries because people of opposite beliefs knew how to accommodate one another. This new environment made for a sad prospect for America.

Moreover, money now ran the government. The nation’s large banks were a prime example. During the last years of the Clinton administration a group of bankers, hungry at the prospect of making hundreds of millions by creating mammoth financial institutions, persuaded Congress and the White House to repeal the Glass-Steagall Act. That enabled them to combine commercial banks with insurance companies, brokerage houses, and investment banks. Since the Depression, Glass-Steagall had kept those different businesses separate so there were no conflicts of interest between those who gambled in the securities markets and the banks that held the deposits of the general public. Given its critical role in the economy, mismanagement or mistakes by financial services companies could create a panic or a depression. They therefore needed strict regulation. For those 60 years Glass-Steagall had made the financial industry safe for customers and shareholders. Within a decade of Glass-Steagall’s repeal, some of those financial combines began to fall, triggering the great recession of 2008–2009. Deemed too big to fail, some had to be bailed out by the taxpayers. When a new law was passed to regulate them again, the financial industry dictated important portions of the legislation, and some of the key protections of Glass-Steagall were watered down. Money rather than concern for the public good had ruled the day.

It was as if the calendar had been turned back a century. Lobbyists armed with dollars and special interest groups—on the left as well as the right—backed by packs of advocates who had been roused by the broadcast media, all seemed to dominate everything. Radio talk shows were replacing newspapers as the basic source of information. Program hosts and Internet web pages poured out conjectures, rumors, and whatever unsubstantiated information an advocate could conceive. Brains had been replaced by vocal cords and facts by rumors, and elections swung on which candidate had more campaign dollars.

Out of all this had emerged an electorate that was unsophisticated about the way government worked and tended to support simple solutions to the nation’s complex problems. Independent thought and middle-of-the-road politics had lost out. In fact anybody who did not stand staunchly to the ultraright or extreme left was considered an enemy.

Part of the political problem was the emergence of a generation that had no sense of social or civic responsibility. The men of my generation and the one that followed all had been subject to the military draft, which made everyone aware that we all had a responsibility to our communities and our country. When universal conscription was repealed, that sense was diminished and seemed to slowly die away. The outcome was a younger population of men and women who put themselves first and society second. The problem was made worse because corporate officers, driven by the same self-centeredness and intent on posting higher profits so they could take away higher salaries, often showed no loyalty to their employees, laying off many and exporting their jobs to workers in distant lands where labor was cheap.

Although railroads, unlike other industries, were hiring rather than firing, this national attitude had produced workers who had no loyalty to the railroad industry or their companies. For well over a century railroad workers had worked for the same industry their entire lifetimes, but now they were migrating, grabbing new jobs whenever anybody offered a little more money. These were not people who retained a sense of loyalty or love for their jobs, and dedication to the job or the industry is essential to the health of a railroad.

Soon after the beginning of the new century, the railroads entered a new era themselves. It was being called a “renaissance.” A slow rebirth it had been, surprisingly slow. It had taken nearly a decade after deregulation before J. B. Hunt had taken his ride on that Santa Fe business car. Then, as intermodal business had taken off, the railroads had restructured themselves in the merger movement of the 1990s. They had strengthened their traffic bases and created broader networks that could generate new business and better serve intermodal shippers. By 2000, car loadings were up almost 25 percent from the year President Carter had signed the Staggers Act, yet it was not until 2003 that the roads began to understand what the free market was all about and take advantage of the opportunities it offered.

Although they had been deregulated for more than twenty years, the railroads’ earnings had continued relatively flat. In 2002 the railroads’ average return on shareholders’ equity totaled only 8.3 percent. That was a 30 percent increase over 1980 but nothing compared with what investors reaped from other industries. Of forty-eight industries listed in the 2003 Fortune 500, railroads ranked thirtieth in return on equity. Between 1992 and 2002, the mean return for the four largest U.S. roads had been zero. So investors were finding more fertile fields elsewhere in which to sow their dollars.

One cause of the problem was the roads’ failure to make their prices commensurate with the added services they were delivering. Even coal drags were running with punctuality. Intermodal services were tailored to each shipper’s particular need. Unquestionably demand was up. Truck lines were being pinched by rising fuel prices, and drivers were becoming more difficult to recruit and retain. That day in 2004 when I rode the NS intermodal train over the Horseshoe Curve, Norfolk Southern was running one train of highway trailers and containers after another—twenty in one day—the demand was so intense. The automotive business was picking up as well, and in the West, Powder River coal had taken over the rails.

Yet rates did not always reflect that. The surge of traffic was filling up track and yard capacity, and around 2003 marketing officers began talking about raising rates. “Everybody was scared to death to raise rates. The business would go away,” recalled one officer. Eventually they decided to take the risk and see what would happen, reasoning that commodities with lower margins would go elsewhere, and more profitable traffic would use the capacity the others had vacated. They were in for a surprise.

One of the problems was Union Pacific, which had continued the policy it had adopted after the SP merger, holding down rates whenever another road tried to raise them. By 2003 some of the industry’s leaders were declaring that the railroads had to invest in more tracks and yards so their capacity would keep up with demand and they needed to finance those investments with a richer return on revenues.

One of them, Matthew K. Rose, a square-jawed engineer, who three years earlier, at the age of 40, had succeeded Rob Krebs as BNSF’s CEO, raised his rates, and, when he did, UP raised its also. As Krebs described it, “They said, ‘Uncle.’ There was no collusion or anything like that. It was just that both companies were saying, ‘We’re honoring our cost capital and if we’re going to put billions of dollars into the railroad, we are going to need to raise rates,’ and they understood that. That was a big deal.” When other roads hiked their rates, customers did not flee, and the railroad marketing departments realized they had been charging too little. “Traffic didn’t go away. That was the wake-up call,” said another officer.

One method of upping rates was surcharges that would compensate for the railroads’ rising cost of fuel. Railroads had adopted a disjointed schedule of surcharges, many of which did not come close to compensating them for their higher bills at the pump. In 2004, the major roads began raising those fees. Some shippers began to scream, charging that the chief executive officers of the four major U.S. railroads, in one of their meetings—this one at the Wigwam Resort in the Phoenix suburb of Litchfield Park—had carved out a secret agreement to coordinate their surcharges. “There was no collusion,” Jim McClellan, who was chief planning officer at NS at the time, told a meeting of railroad historians a decade later. And there is no real evidence that the rate increases were coordinated.

Business continued to grow. Shippers had discovered the railroad services they needed, and they found them well worth higher prices. Truckers were short of drivers; their fuel prices continued to rise. For all of them the railroads now were the answer. Other business besides intermodal was coming in as well. Ethanol had become a major industry in the Midwest, and the railroads were delivering to the refineries the corn it was made of and hauling away the ethanol.

Between 1989, the year of J. B. Hunt’s ride, and 2003, intermodal traffic had climbed 60 percent. In four years, between 2003 and 2007, the container and trailer business rose another 20 percent, and other freight tonnage was up nearly 8 percent. But, as Mike Haverty had told the analysts, it was not the amount of freight that was important, it was the profits. Those higher rates were reaping rich rewards. Between 2003 and 2007, ordinary earnings of U.S. railroads jumped by more than 150 percent. Return on shareholders’ equity nearly doubled.
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CSX Makes the Grade—A CSX intermodal train heads up Sandpatch grade on the former Baltimore and Ohio main line, heading for Pittsburgh and the Midwest. Just as this train was headed upward, CSX had been climbing as well, turning around its operations and financial reports after years of subpar performance.



The surprise player in all this was CSX.

For years CSX Transportation had been in a slow decline. Since 1986 when Snow had kept open for consideration the proposal that they spin off the railroad, capital investment in CSXT had been held under tight restraint. Maintenance had been deferred; new signals and sidings and other needed improvements had been approved only sparingly. Moreover, the railroad had devoured senior officers. CSXT had suffered a turnover of ten chief operating officers in ten years, most of them from outside. There was a revolving door for sales and marketing vice presidents as well. Often they all were done in by the old guard, the “Chessie Mafia.”

Because there had been no one person consistently in charge, the railroad had waffled for fifteen years, never seeming to stick with a decision or stay headed in the same direction. “If you change the coach every year, every year becomes a rebuilding year, and the players—no matter what star quality they may be—when they keep getting different directions it’s hard to create a consistent winning culture,” said one of the road’s top officers.

And that’s what had happened at CSXT. With each new operating chief came and went a new policy. Insiders called it “the flavor of the day.” The turnover had come partly because many old-timers believed those interlopers were taking jobs they should have had. Consequently they did little to help carry out the new boss’s policies, and the boss soon left.

That could have been prevented if John Snow, as CSX’s chief executive officer, had supported his appointees. A charming man, Snow was a brilliant strategist, but his management talents, especially his inability to stick with decisions, his misunderstanding of the railroad’s need to reinvest in its property, and his failure to force order on his organization, were notoriously weak and so legendary many inside labeled him “the Darth Vader of CSX.”

After the split-up of his railroad, Ron Conway, Conrail’s chief operating officer, had been made president of CSX Transportation, replacing Alvin “Pete” Carpenter, an old-line coal salesman from the Chessie, who had been pushed into the post of vice chairman of the holding company. When Conway took over, some of the “Chessie Mafia,” who were protective of Carpenter, were most unhappy. Conway complicated matters by running CSXT like the smaller, simpler Conrail, much to the dismay of CSX veterans. CSX was a far more complex road, and his changes did not go through smoothly. For one thing, traffic began to back up on the southern part of the system.

Many old-timers inside blamed the problems on Conway, but much of the congestion was caused by Snow’s fifteen-year policy of deferred maintenance. Things were so bad on CSX’s main line from Atlanta all the way to New Orleans, Conway shut much of it down, diverting trains onto the tracks of Norfolk Southern. By early 2000, the railroad had deteriorated to the point the Federal Railroad Administration issued a report listing tracks and bridges that were unsafe. Days after the report became public and only eight months after being hired, Conway and his second-in-command were fired.

The CSX Mafia had done in so many operations chiefs, CSX’s directors told Snow he could not bring in anyone else; he must run the road himself. Snow was a lobbyist and politician, not a railroader. So as his second-in-command and chief operating officer, he selected a veteran of the Chessie, Michael Ward.

Mike Ward had grown up not far from the docks in the tough south side of Baltimore. His father owned the King Ritchie, a pool hall in the city’s southern suburbs on Ritchie Highway, where Ward had stacked balls as a youth and broken up fights between the hall’s blue-collar customers. Ward started at the Baltimore and Ohio after getting a fellowship to Harvard Business School, and by the early 1990s he had worked his way up to vice president for coal. Unlike Snow, he loved his industry.

Tall and square of build with black hair and a large mustache that was speckled with grey, Ward was a pragmatic executive who was never cowed by traditional thinking. I met him in 1993 when a public utility in Gainesville, Florida, balked at signing a new coal contract with CSX, declaring it would build a 16-mile rail line into the next county and connect with Norfolk Southern’s tracks. As a consultant to CSX, I was asked to fly down to Jacksonville and meet with Ward and a bevy of company lawyers. The lawyers seemed to think there was nothing anyone could do, but I suggested that they try to block construction of the rail line. New railroads invariably threatened the habitats of endangered animals, particularly in places like central Florida. Ward overruled the lawyers, saying they should give it a try.

When Donna Rohrer and one of her assistants drove with me to Gainesville to see the proposed right-of-way, a wild turkey flew over the hood of our car, and we soon learned there were bald eagles nesting nearby and a colony of rare turtles living in the middle of what was to become the utility’s roadbed. Since part of the railroad’s route lay on an abandoned CSX right-of-way, we quickly gave that to the state for a bike trail. CSX won its battle, big time, and I came away highly impressed by this quiet young man who always was willing to go after the impossible.

Taking over as president, Ward found himself juggling a handful of problems. CSX was in trouble, serious trouble. Its operating ratio had soared to more than 90 percent for two years straight. The railroad needed capital improvements, but to get the capital Ward had to find a way to generate more earnings, which had been so slim they failed to produce enough dollars to meet CSX’s most basic needs.

He and Snow began cutting office jobs their department heads deemed unnecessary, and costs began to ease down. Then in late 2002, Snow, an insatiable politico whose ambition had been a seat on a president’s Cabinet, quit the company to become George W. Bush’s secretary of the treasury. The directors made Ward chief executive officer.

Mike Ward was the perfect man for what was to be a daunting job. Despite the economies Ward and Snow had achieved, the railroad was still wrestling with serious problems. “Probably it was no great secret we were not the best run Class I railroad at that point in time,” Ward told me almost ten years later. Despite his long-time bonds with the Chessie system, Ward attacked CSX’s problems in his own way and opened the door to outsiders.

Of all Ward’s strengths, probably the greatest was his understanding that an organization’s leadership and policies must remain fairly consistent. Another guiding strength had evolved from Ward’s years with blue-collar workers in the pool hall. That time had made him comfortable with railroad workers, and he had an invaluable gift for communicating with them. CSX’s veterans suddenly found cause for hope. “When they announced he would be CEO I damn near cried,” said Clarence W. Gooden, a forty-year CSX veteran.

One of Ward’s first steps was to build his own executive team. When the road’s chief financial officer, Paul Goodwin, retired, Ward went outside, recruiting Oscar Munoz, a Californian who had worked in the soft drink and telecom industries, and informing him that his job would be more than simply crunching numbers. “I want a challenging business partner,” said Ward. Insiders quickly began seeing the change. “Munoz brought this new level of accountability to finance,” said one officer. “It wasn’t all about saying ‘no.’ It wasn’t all about ‘You can’t spend money.’ It was all about ‘Let’s make the right decisions.’”

“The operating department always wanted more stuff, and finance would always find a reason to say no,” said an insider. “Spending money was bad. Finance had the idea every dollar invested had to have a return on it,” he added. “It’s real hard to say this siding is worth ‘x’ amount of dollars, but if you don’t build the siding you’re out of business.” Indeed, trains were being delayed because the railroad needed more sidings. All the signals were a collection of different systems that had come down from the six major railroads that had preceded CSX. Yards cried for modernization. And so it was all over CSX’s 21,000-mile network.

Ward’s goal was not merely to bring in enough money to make the capital investments they needed but to earn enough to keep on investing during the recession that invariably would come. So he set about restructuring and cutting the fat. Starting at the top, he reduced the number of people reporting directly to him from seventeen to five. Three top vice presidents he promoted from inside, but he needed a good chief of operations. Going to his most formidable competitor, Ward persuaded David Goode to let him recruit an old friend, Norfolk Southern’s number-two operations officer, an Alabaman named Tony Ingram.

Ward thinned out CSX’s management tier, laying off 1,000 people, targeting especially those men who had tried to obstruct the senior officers who had come from outside. Ward made it plain to Ingram that he had his support. “Tony Ingram was the first guy to be given total license,” recalled one officer. “The others were told to go run the railroad, but they were not given any support, not given any backing. Michael said to Tony, ‘Go fix it and I’ll back you up.’”

Ingram was precisely the man CSX needed. Ingram often could foresee coming problems and, like Alfred Perlman, grew impatient when others did not recognize what he saw. He was good at figuring out the answer to a problem through instinct before he had even reasoned it through in his mind. As one NS officer told me later, “He had a good bullshit detector and knew who could get the job done and who was just blowing smoke up his butt.”

Ingram immediately began uncovering problems. Trains were running behind time, causing other trains to run late. “Too many people at CSX had forgotten that the first thing is to run the train on time,” said Ingram, and he began demanding that they meet their schedules. A yardmaster might hold a train if there were not a full complement of cars, thereby shortchanging the next yard on locomotives and crew members. Ingram changed that. He found that some yardmasters were cutting dwell time by moving cars out without classifying them, creating confusion and unneeded expense in the next yards. That stopped. Cars were breaking down soon after being repaired for other problems. Ingram discovered that mechanics were being encouraged to get them out of the shops without checking for potential breakdowns. He ended that practice, too.

Ingram and Clarence Gooden, now executive vice president for sales and marketing, teamed up to visit shippers and find ways to fix quickly any problems they might have with the railroad’s supply of locomotives or its performance. It was a natural mix, because the two men had been friends for years, but it probably was the first such alliance in CSX’s entire thirty-year history.

Telling everyone that the operating ratio must come down to 80 percent, Ward began raising capital investments so they could extract more efficiencies from the property. North–south traffic had grown to the point key routes were carrying more trains—sometimes twice as many—and Ingram was given the funds to add sidings that smoothed the flow and increased train speeds. “The adage had been to just tell those train guys to run one more train,” recalled one officer. “We were forcing inefficient operations because we hadn’t ever justified buying one more siding.” On the Southeast Corridor between the Midwest and Jacksonville, where traffic volume had multiplied, Ingram added sidings and rebuilt CSX’s tracks around Waycross, Georgia, where trains had been creeping through the town’s streets.

Across the network, as train speeds rose, there were savings everywhere. Locomotives became more productive, fewer cars were missing their connections, less fuel was being wasted, and overtime costs were falling. Most important to the marketing department and its customers, service grew more reliable, making CSX a more formidable competitor.

Much to the chagrin of his friends at Norfolk Southern, Ingram had brought in a young protégé who had worked under him there, David Brown, who later took over operations at the Genesee & Wyoming. Together, backed by all the new investment, they brought down the operating ratio. By 2006 the ratio had slid until it equaled Ward’s goal of 80 percent. Of course, Ward wasted no time resetting the goal to 75 percent, and the ratio kept coming down.


[image: image]

Rose and His New Boss Buffett—When he met with Matt Rose and offered to buy BNSF, Warren Buffett (left) signaled to the investment community that once again railroads were a good buy. Photo courtesy of BNSF Railway Co.



“CSX is the poster child of the railroad renaissance,” declared Anthony W. Hatch, one of Wall Street’s senior transport analysts. Yet most other outsiders were unaware of Ward’s success, and the rest of Wall Street, which had forgotten that the industry had ever been a generator of substantial profits, was unmindful of the new spark that had fired up the railroads. In 2007 the Street was jolted into awareness. The man most investors looked to as their guiding light woke up to an opportunity.

One spring day, BNSF’s Rose was working at his desk when his phone rang, and a voice on the other end said, “This is Warren Buffett. I’d like to come down and see you. When would be convenient?”

“I am available anytime you would like to come down,” Rose said, stunned.

“That’s perfect. I would like to come tomorrow, and I could land around 10:00,” replied Buffett.

“I look forward to that,” said Rose. “I will pick you up at the airport and we can look at the Alliance intermodal complex.”

When they met, Buffett informed Rose that he planned to invest in BNSF, and was interested in acquiring as much as 5 percent.

In 2003 the railroad industry’s return on shareholders’ equity had slid, but in 2005 it was back up to 9.12 percent, and the next year it was climbing past 11 percent. That’s when Buffett had begun noticing. In fact, he told Trains’ columnist Don Phillips that he should have caught on two years earlier.

Actually Buffett had been offered the opportunity to acquire 10 percent of the Santa Fe for only $100 million twenty years earlier when Krebs was trying to raise cash to pay down the railroad’s debt. A mutual friend had introduced him to Buffett, and after a companionable dinner in Omaha Buffett had turned him down, saying, “Rob, I just know I could be in with you here and help you and I know it would be great, but I just don’t want to buy a company that is both labor and capital intensive.”

Buffet now saw that once again—as in the 1920s, 1930s, and 1940s—the railroads were at the core of the American economy. As the economy grew, so would they. Railroads now offered an ideal investment for Berkshire Hathaway, the once-ailing garment company that Buffett had transformed into the world’s most famous investment company. The railroad industry had transformed into an ideal opportunity for Berkshire Hathaway. Buffett had talked for years of making an “elephant” investment, and BNSF was so big it would dwarf Berkshire’s other holdings.

Warren Buffett had loved trains since he was 6 years old in Omaha and his father had taken him down to the station to see them come and go. He even had a Lionel layout in his attic. With the encouragement of a mutual friend, I had sent him a copy of The Men Who Loved Trains, and he had sent a note with the assurance, “Count on me as a man who loves trains.” So it was a natural fit for an investor who loved the industry and was seeking new opportunities to put his money into the heart of the economy.

CSX was still proving itself, so, besides Burlington Northern Santa Fe, Buffett had invested his money on the other two U.S. rail giants: Norfolk Southern and Union Pacific. Within months of buying 5 percent, Buffett had seen that Burlington Northern Santa Fe had more value, and he had increased his holdings. In the next two years Buffett increased his stake further. Simultaneously he made another foray into railroading, buying 60 percent of the Marmon Corporation, a holding of Chicago’s Pritzker family. Among Marmon’s divisions was a rail tank car company, which would be a lucrative holding if the industry’s traffic in crude and other liquids took off.

In the three years that followed Buffett’s initial investment, the four largest American railroads flourished. At Burlington Northern, Matt Rose had doubled revenues in the eight years since assuming the throne from Rob Krebs, and, more importantly, he was rolling up higher and higher profits. When a severe recession struck in 2008, tonnage fell, yet, compared with the old days, the railroad business continued to flourish. Rose’s container trains were rolling, rolling, rolling between Chicago and the West Coast. And Buffett was buying, buying, buying. By 2009 Berkshire held 22 percent of BNSF.
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Renewing Tracks—A Burlington Northern Santa Fe train full of welded rail snakes its way through the hills of Colorado, headed north to maintenance workers who are trying to keep the road’s lines at full capacity so they can accommodate BNSF’s growing volume of traffic.



Buffett was bewitched. As he analyzed it, the half of the country that BN served was the part that would see the most economic growth. Owning all of the Burlington Northern Santa Fe would place him at the very pulse of the American economy, especially when one considered the railroad’s position in such markets as coal and intermodal.

As Buffett was saying to people, the nation’s future depended on the railroads. And, he would add, it was an answer to the country’s ecological problems, too. BNSF and the other railroads not only were hauling all the essential goods that Americans would need, they were burning less fuel and emitting less pollution than trucks or airplanes. And, too, trains were diverting traffic from the highways, thereby helping to hold down congestion.

The inveterate train lover now had the opportunity to own an entire railroad, a real one, and not just any railroad, but one of the nation’s biggest and classiest. It would be Berkshire Hathaway’s largest single holding. Berkshire held a huge stake in the financial services industry, everything from Goldman Sachs to a host of insurance companies, the most visible of them being GEICO. Investing in railroads, or committing a major part of his portfolio to one, would provide Buffett the means to diversify away from such heavy dependence on a single industry.

When Buffett had raised his stake in BNSF to 22 percent, Matt Rose had wondered where he was headed and assumed that Buffett would never put any more into BNSF. But Rose had been wrong. On October 29, 2009, Buffett was in Fort Worth meeting with some of his managers, and he asked Rose to drop by the Ashton Hotel, where they were holding their sessions. They chatted for about ten minutes about a mutual love, old cars. Then Buffett said, “Matt, if you’re ever looking for a home for the railroad, Berkshire would be a good one.” Buffett said he would pay $100 a share, and for another five minutes they discussed the offer, but there was no negotiation. That was Buffett’s one and only price. Four days later BN’s directors accepted and recommended the sale to their shareholders.

In all, Buffett paid $44 billion for Burlington Northern Santa Fe. Perhaps recalling how he had rejected Krebs’s $100 million offer, Buffett told Rose, “I realize I am a little late in this game.” Yet, late or not, the train lover had found his elephant investment.

Rose soon found they had made a good match. He was enjoying a new freedom running a company that was privately owned. He no longer had to spend time delivering quarterly briefings to analysts, and less time was required with reports to the Securities and Exchanges Commission. A year and a half after the purchase, Burlington Northern tracks in the Midwest were hit by massive floods. The damage would be costly, and Rose called Buffett. “We’re going to miss our earnings, we’re going to miss our capital, we’re going to have to spend $400 or maybe $500 million on this flood restoration,” he told Buffett. “And if I was a publicly traded company, I would file an 8K and hold a conference call with investors and tell them all this.”

“Well,” said Buffett, “you’re not a publicly traded company, so why are you calling me?”

“I just felt like I needed to call somebody,” said Rose.

“Well, do you feel better?”

“Yeah, actually, I do,” Rose replied.

Buffett found it a good match, too. He had bought at the right time. Like other businesses, the railroads had gone into a slump during the financial crisis of 2008 and 2009, but they had begun surging on again. In the ten years ending in 2013, intermodal traffic had grown by more than 28 percent. Container movements grew almost 55 percent, from 6.8 billion boxes in 2003 to 11.3 billion in 2013.

Coal shipments to U.S. utilities dipped after 2010 because environmentalists were pressuring utilities to shut down their fossil-fuel-fired plants. Nevertheless, Asians and Europeans were clamoring for what metallurgical coal the United States did not consume, and the industry’s flow of other traffic remained strong. While intermodal shipments continued up at a healthy pace, some other older markets were expanding as well.

One of those markets was crude oil. The railroads had been transporting crude since the days of John D. Rockefeller. In recent years much of the oil production of the United States had been declining, except in Texas, which began climbing steadily in early 2011. That crude moved to the refineries via pipeline rather than by rail. Meanwhile production at a new oil field, called the Bakken Formation, far north of Texas took off as well, and the capacity of the pipelines serving those wells was relatively limited.

The Bakken Formation had been discovered in North Dakota in 1951. Named after the farmer who owned the land where it was found, Bakken crude could not be extracted for fifty years because of the shale in which it lay. The U.S. Geological Survey estimated in 2013 that the deposit contained 7.4 billion barrels of recoverable oil. The Bakken Formation covered 200,000 square miles under much of North Dakota and parts of Montana, Manitoba, and Saskatchewan.

Around the turn of the twenty-first century new extraction techniques were developed, and Bakken crude began to be recovered by drilling horizontally and, using sand, fracturing the rock in which it lay. By 2011, wells were bringing up more than 450,000 barrels a day, which was more than the pipelines serving the field could handle. Even if the pipelines could move it, some of the oil was destined for refineries on the East Coast that they did not serve. So the oil companies turned to the railroads.

As crude began moving by tank car, no one dreamed the shipments could grow so voluminous they would put a strain on the railroads’ capacity. New business could come and go, so this did not seem unique, and the railroads did not consider themselves unprepared for whatever reasonable volume of traffic the crude or any other commodity generated. Since the passage of deregulation they had invested around $475 billion maintaining, expanding, and modernizing their networks. Even though they had pulled up excess tracks over the preceding forty years, they were hauling more cars in each train, making existing lines more efficient with more passing tracks and faster trains.

Some railroads had begun investing in new tracks for other traffic as well. BNSF had been laying more rail for trains serving the Powder Basin and had added tracks for its California-bound intermodal trains too. Capital investments in track and equipment rose between 2008 and 2011. In 2012 they doubled, but most of the increase went to the purchase of new locomotives in order to meet new federal standards. At that point no one realized they might soon need more tracks to serve the crude shipments.

Initially the railroads were more focused on moving sand into the Bakken fields for fracking. The outbound movements of crude were modest. “I do not believe that the railroads in 2011 and 2012 believed that crude was anything more than a niche market,” recalled John Rebensdorf. Nevertheless, shipments kept rising. In 2008, the nation’s major railroads had hauled only 9,500 carloads of crude from all the oil fields in the lower forty-eight. By 2013, the Bakken wells were producing more than twice as much as they had three years earlier, and any of the new production the pipelines could not accommodate had to go by rail. That year the railroads were moving 407,761 carloads, and as the next year dawned the volume continued to climb.

Suddenly the railroads realized this was more than a niche market, and none had made plans for laying enough track to carry the additional trains. “If we had started investing in time to catch this wave we would have had to place the bet at a time when we were originating only four trains per week out of one loader in the Bakken shale region,” said one railroad officer. “We did not have even wildly optimistic predictions that we would be originating twelve trains per day.”

The winter of 2013–2014 was notably harsh, halting traffic in the northern states. When the spring came, there was a surge of traffic, much of it long unit trains of everything from coal and crude to potash from Florida and ethanol from the Midwest, and the trains continued to crawl. Crude shipments kept rising, clogging the railroads all the more. Because trains were creeping along or waiting, the roads ran short of cars. The waiting trains jammed tracks and yards and tied up locomotives. Moreover the railroads were short of crews to handle the additional trains, and, as crews ran out their legal times sitting in the cabs of idle locomotives, the railroads had to find more engineers and trainmen to replace them.

The problem worsened because it was especially difficult to find crews around Chicago, where much of the traffic had backed up. The one place in the country where all the major railroads met was the Windy City. Anything moving from the northern Midwest to the East traveled through Chicago, which had always been a headache for the railroads. Chicago was crisscrossed with tracks. Crossings where tracks passed over one another seemed to be everywhere. Any through trains invariably must wait for other trains to go past; the commuter trains could delay freights six hours or more during each rush hour. And the additional traffic made matters worse. Moreover, the railroads were having trouble hiring qualified recruits. As one industry official complained, after the railroads checked the backgrounds of every 100 candidates and tested them for drugs only 10 qualified.

Since all but two of the city’s classification yards had been turned into intermodal terminals, cars that required switching had to be sent to one of the city’s two terminal railroads, the Belt Railroad Company or Indiana Harbor Belt. As one railroad planner put it, “Chicago is not only complex trackage but also the biggest connection between Class I’s. When one road stumbles it impacts all.” The railroads and the government were in the middle of a $1.25 billion project to eliminate grade crossings between roads, improve signaling, and lay more track. But those projects were only half finished.

For years railroads could bypass the city and its problems by routing their cars onto the Elgin, Joliet & Eastern Railway, a 205-mile line that looped down from the U.S. Steel works on the Indiana harbor and around to the west and up to Waukegan, which was north of Chicago. Along the way it connected with every railroad that passed in and out of the city. In 2012 the Canadian National acquired the road, leaving the other major carriers with no independent line to use if they wanted to avoid the city’s congestion.

Complicating the problem, a runaway trainload of crude exploded in a town in Quebec in July 2013, surprising many railroaders who had never known crude oil to be volatile. The industry soon found that product from the Bakken field contained more gas than other types of crude, making it much more likely to explode in a derailment. That increased government pressure on the roads to require their shippers to use tank cars that were more crash-resistant and to run their oil trains more slowly.

By fall of 2014, crude shipments were up 12.5 percent for the year. Moreover, intermodal was continuing its usual rise, and grain movements had climbed 17.7 percent. Trains were backed up all around Chicago and in other parts of the country as well. The meltdown brought back old memories. It was worse in some respects than the congestion that Penn Central and UP-SP had suffered. What made it so awful was the fact it was universal and tied up all four major U.S. roads. In the case of the earlier meltdowns, some traffic could be diverted to other roads. Not so this time. Whether on BNSF, UP, CSX, or Norfolk Southern, trains were sitting on main lines, waiting to get track and in many cases to get crews.

In nearly a century of regulation, the railroads had failed only once to meet the demands of shippers. That had come in 1917 when American had gone to war against Germany, and the railroads were so overburdened the government had to take charge of them. Under regulation traffic had grown at steady paces, making it easy to keep capacity up to demand. The railroads had never been exposed to the shifts and surges of the free market, and they now were. Moreover, their fixed plants, set in ballast and cross-ties, were not as flexible as the factories of companies that operated in the open market. General Motors could add a shift to an assembly line and not have to build another plant when sales shot up. But railroads could not. They could add trains, but the number was limited. They had invested in new tracks for intermodal trains and the creation of new double-stack routes in the East. Yet, in a free market such as they now were in they had to forecast, take risks, and invest ahead for surges in crude and other businesses. This they had failed to do.

The railroads had lived under regulation for roughly a century, and it now had taken nearly a quarter of another century for them to learn the ways of the free market. They had spent a decade of that time learning how to lure trucks onto their intermodal cars and more than another decade to understand how to price for profitability. Now they were discovering there was another rule of the free market—creative planning and long-range forecasting of capacity needs.

At some roads conditions improved slightly as fall of 2014 approached, but generally performance remained bad. At the start of October it was taking cars five hours longer than the year before to move through CSX’s yard at Selkirk, the road’s gateway to New England, where shippers were complaining. Dwell time at all eleven of CSX’s major yards had grown longer. BNSF was slow with deliveries of cars in Washington State, and dwell time at its yard in Minneapolis had risen 12 percent. Trains were running slower. The average speed of Union Pacific’s intermodal trains had dropped 5 percent—to 29.6 miles per hour. It now was taking cars almost half again as long to get through UP’s westbound yard at North Platte, Nebraska.

One of the worst-hit roads was Norfolk Southern. Average train speeds on NS were down from the year before, from 23.7 miles per hour to 19.6. Cars were sitting longer in yards as well; average dwell times had climbed from 20.6 hours to 27.4, an increase of 33 percent. The yard at Elkhart, Indiana, which once belonged to the New York Central, was NS’s main gateway in and out of Chicago. On the morning of September 30, I passed by, riding No. 29, the Capitol Limited, from Washington to Chicago. A maintenance-of-way crew was laying another track to speed the flow of southbound trains, but it was of no help that morning. I counted eight NS trains sitting on the main line either waiting to leave or trying to get into the yard. I found that cars were waiting in the yard almost twice as long as they had a year earlier. At one point our train had to back into a crossover and take the eastbound track to get around five more freight trains. The Capitol Limited that morning arrived in Chicago four and one-half hours late because of the congestion. It was a better performance than usual, said my porter. Two weeks later I learned that as many as thirty Norfolk Southern trains were then waiting outside Elkhart.

Everyone had believed meltdowns had disappeared in the twenty years since the UP-SP fiasco. But, to paraphrase that eminent New York Yankee, Mr. Lawrence Peter Berra, it was déjà vu once more.
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Their Greatest Task

ONE FIRST–CLASS PASSAGE



THE MELTDOWNS OF 2014 HAPPENED BECAUSE THE RAILroads were back in their days of glory. Without a business boom there would have been no strain on capacity. Unquestionably the good times had returned. The trick was to make certain that they did not go away and that surges of traffic were handled smoothly. The next year, 2015, the coal business declined significantly, and railroad earnings fell at Norfolk Southern and Union Pacific. Because they no longer were impoverished by overregulation, all the railroads remained financially healthy. Nonetheless, they were facing a serious challenge. Just as it had taken decades to change the way they dealt with the intermodal market, the railroads had to uncouple themselves from the traditional ways of running trains.

Making such a shift will depend on the quality of the men and women who oversee America’s rail systems. Good times for a company are created by good chief executives, and they continue because of good CEOs. That will be the key to the railroad industry’s future. The day BNSF’s shareholders voted to sell to Berkshire Hathaway, Warren Buffett told Matt Rose, “I want you to run the company like you’re going to own it for the next 100 years.” That is the sort of chief executive the railroads will require if the industry is to avoid more meltdowns, because twenty-first-century railroads must be flexible and plan ahead. They must think beyond conventional rules and concepts, like true entrepreneurs.

That is not a charge every CEO is capable of fulfilling. Business schools might provide important knowledge about the art of overseeing, but they do not convey the intrinsic spirit a successful railroad CEO requires today. Railroads need officers who truly cherish and guard their industry’s rich heritage. They must be men and women who are comfortable with themselves, a trait not shared by many chief executives today. They must be people who have a mind and the guts for taking calculated risks and breaking with tradition—and, most important, men and women who are decisive. They should be people who are endowed with patience and attention to detail and know how to listen to others and, like Al Perlman, have an open mind for new ideas. Moreover, they must be dedicated to their employees and the long-term welfare of their shareholders.

They need to be equipped to work around the changes in America’s labor force, understanding how to build their employees’ allegiance, their esprit de corps, so they will love their work and want to devote their lives to railroading. Accordingly, the roads will need to guard and pass on their rich histories and heritages. John Kenefick had the formula when he launched his “Great Big Rollin’ Railroad” campaign at the UP. He played on the glory of what the road’s employees were achieving, coupling that with Union Pacific’s rich heritage.

Graham Claytor had the right gimmick when he used steam excursions to build morale among his employees and stir support from the general public. Future chief executives will need that kind of outside support as the industry faces the one thing that can destroy its renaissance—a return to overregulation. “Our biggest threat is re-regulation,” warned an officer at an eastern road in mid-2014. “If we were left alone we would get a good return, and it would be better for us, better for the public, better for shippers.” Anyone who has shared this journey of mine through the past eighty years of American railroading cannot help but conclude that regulation as stringent as it was before the Staggers Act is a lethal threat to freight transportation. Under the yoke of regulation roughly half the large railroads were in bankruptcy or financial straits that prevented them from providing customers and the public with the services they required. Nonetheless, some shippers pressure Washington today for a return to those dark times.

Despite the need for creative leaders who understand railroading, there is an inherent danger that railroad directors might select as the next generation of CEOs a breed that is ignorant of the industry and its traditions. When corporations begin posting healthy profits, as railroads are today, their directors often are tempted to forget the basics and turn to specialists such as finance officers and lawyers who do not share the same broad knowledge of railroading nor the love for it that operating, marketing, and planning officers harbor. Some veterans are concerned that already some railroads might be dominated by men and women who fail to understand that their companies have to be overseen from the right-of-way rather than from the headquarters building. “It’s unfortunate,” said one senior officer. “They truly have disdain for real outdoor railroaders.”

Although there are shining exceptions like Hays Watkins and the Claytor brothers, bean counters and lawyers who lack that broader focus can leave their companies in disarray. Penn Central’s Stuart Saunders was a brilliant lawyer but had no understanding of operations. The Union Pacific Corporation put an oil man, Ronald Burns, in charge of its railroad, and he did not last. Probably the most notable example of the fate such people can wreak on a corporation is the decline and near-demise of General Motors, a slide that began in the 1950s when GM’s finance officers began to dominate at the expense of the engineers and marketers. GM soon was a mammoth, immobile bureaucracy that was out of touch with reality. Although Richard Gerstenberg, GM’s chairman, assured me in 1973 that he was the true expert on what the market wanted, the numbers were showing some of us how the public was disdaining the company’s cars for lighter, better-engineered European vehicles. “There’s no forward response at General Motors as to what the public wants today,” John DeLorean lamented to me after quitting “The Corporation,” as they all called it. So the greatest task railroad directors face is finding true leaders who are well versed in the business and devoted to it.

Over lunch soon after The Men Who Loved Trains was published, Hays Watkins asked me who the most interesting person was I had ever met. I had trouble responding because there had been so many. Days later, after considerable thought, I gave him an answer. It was Anwar Sadat, president of Egypt. Four of us from the Office of Management and Budget, accompanied by several congressmen, had visited him one morning in early 1980 outside Cairo at Egypt’s version of Camp David. I was told it had been the home of the Frenchman who had managed the canal system in the delta during the nineteenth century. We met in a large building that was like a pavilion. A somewhat rustic coffee table sat near the middle, surrounded by a sofa and a group of armchairs. No one mentioned it specifically, but the subject on everyone’s mind was the millions we would provide Egypt in military aid.

Only weeks earlier, Leonid Brezhnev had dispatched the Soviet army into Afghanistan. Everyone worried about the ramifications, and Sadat was not unmindful of the threat. Nor had he forgotten the strategic role the invasion offered him. Bubbling with energy, Sadat was electrifying as he summed up the situation. Finally he called to the lone bodyguard who stood near the door, giving him orders in Egyptian. A few minutes later the man returned, carrying a map of the world that was a good six feet wide and about four feet tall. At Sadat’s direction the bodyguard laid the map across the coffee table, and we all gathered around.

With a sweep of his arm, Sadat pointed to the Soviet Union and then to Afghanistan, saying, “He is there. To get to Europe he has only to come down through here,” and he swept his hand in an arc through the Middle East, across Egypt and the Mediterranean and up to what Churchill once dubbed the soft underbelly of Europe. “And the only thing standing between him and Europe,” Sadat declared with a flourish, his hand pointing to his chest, “is me.”

Two years earlier Sadat had displayed unusual fortitude for a politician, striking an accord with Israel at Camp David. It had angered many in the Arab world, and twenty months after our meeting Sadat paid the price when extremists assassinated him.

Anwar Sadat was a leader who understood people and was willing to take risks. It is men and women like him whom the railroad industry needs for its next generation of leaders, men and women who understand people, know railroading, and cherish its heritage.

Over the eighty years, from the mid-1930s to the 2010s, I have been blessed by the opportunity to witness a most unusual slice of history. I had a rare glimpse into life in nineteenth-century America, the good parts and the bad. We lived through the Depression and the radical social changes it begot as well as the greatest war in history. Wars are revolutions under a different name, and that conflict transformed American mores and morals, erasing all the remaining shadows of the nineteenth century. And, of course, we watched the dawn of the technological revolution, from the atom bomb to space flight and the computer. It was a staggering time. I was most fortunate to hold a ringside seat, observing as a journalist and sometimes as a participant.

Although politics and journalism have changed for the worse, railroads have undergone a revival that has been all to the good. Slowly they transformed from steam engines huffing and puffing as they pulled strings of 40-foot boxcars to today’s hotshot intermodal trains that thunder across the prairies and through the passes of the Rockies and the Appalachians. Over that time they asserted themselves—sometimes by their utter strength and at other times through the voids they created when they failed. Whatever the circumstance, the railroads fixed in the minds of many their importance to America.

I learned much as I looked on. Al Perlman knew he was teaching me. Although they did not always realize it, others provided valuable instruction as well. All those men knew how to make their companies succeed. Together they were textbook examples of the principles of great management.

The industry was blessed—and sometimes saved—by true leaders, men who dared be different. Ralph Budd and Averell Harriman introduced high-speed diesel-powered passenger trains when ridership was falling off. Bill Brosnan and Perlman were creative men who pushed beyond the status quo, saving their railroads from disaster. Graham Claytor, John Barriger, and Jervis Langdon all had the insight to understand that the government must intervene if the northeastern railroads were to be saved. Mike Haverty stuck by his own convictions and revolutionized intermodalism. Lou Menk took a gigantic personal risk, pushing against his own directors to take BN into the lucrative new market of coal and secure the company’s future. Others, like Rob Krebs, established cultures that brought together their employees and promoted the long-term welfare of their shareholders. They all were models of what the railroads will need in the coming years.

During many of the years when I was following railroads, American business in general was blessed by leaders who had strong codes of ethics and were guided by high principles. Hopefully, some business leaders today still adhere to those principles. Yet, frequently the chief executives of many industries are consumed by their own enrichment, focusing on short-term schemes and bonuses for themselves. Most of the men of my generation believed in their industries, they loved their companies, and whatever the enterprise, they, in the style of Warren Buffett, managed for the long term rather than quick profits.

To me they were inspirations. Eddie Carlson of United Air Lines and Bob Six of Continental were prime examples. There were bankers such as Baldy Baldwin and Mills Lane and railroaders like Hays Watkins and the UP’s John Kenefick. I have been privileged to know all those men—and devoutly wish the leadership councils of America were filled with such people today. If America’s railroads are to hold on to the good times that they now enjoy—and expand on them—they must have leaders like those unique men.
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Arizona

Arkansas

Armstrong, Richard

Army Security Agency (ASA). See National Security Agency (NSA)

Aron, Mark

Arvida Corporation

Ashland, Virginia

Aspen Institute

Associated Press (AP)

Association of American Railroads (AAR)

Atchison, Topeka and Santa Fe Railway Company (ATSF or Santa Fe, Santa Fe Industries, Santa Fe Southern Pacific or Santa Fe Pacific)

Atlanta

Atlantic Coast Line Railroad (ACL or the Coastline)

Augusta, Georgia

Augusta National Golf Club

Australia

Autry, Gene

Avis

Ayer, Massachusetts

Ayres, B. Drummond, Jr.

Bach, Johann Sebastian

Baker, Russell

Bakken Formation

Baldwin, H. Furlong (Baldy)

Ball, Edward; battle with Atlantic Coast Line; changing the time zone; description of; divorce; drinking ritual

Baltimore, Maryland

Baltimore & Ohio Railroad Company (B&O); takeover battle for

Baltimore Sun

B&O. See Baltimore & Ohio Railroad Company (B&O); Chesapeake and Ohio Railway Company (C&O or Chessie)

Bank of America

Bank Rothschild

Banks, Louis

Banner, Paul

Barclay Hotel, Philadelphia

Barge industry

Barger, Charlie

Barnett, Frank E.

Barriger, John W.

Barth, Karl

Baruch, Bernard

Beethoven, Ludwig von

Bell Labs

Belt Railroad Company

Bendix Corporation

Bercafer, Berk

Berkeley. See University of California, Berkeley

Berkshire Hathaway

Berkshire Mountains

Beshers, Eric W.

Bethlehem, Pennsylvania

Bethlehem Steel Corporation

Bevan, David

Biaggini, Benjamin F.

Big Four Yard

Billings, Montana

Binghamton, New York

Bird’s Nest, Virginia

Birmingham

Black Chamber

Bloomsburg, Pennsylvania

Bluefield, West Virginia

Blue Ridge Mountains

Blumenthal, W. Michael

Boeing Airplane Company

Borden, John Newton

Borden, Margaret A.

Boston

Boston & Albany Railroad (B&A)

Boston and Maine Corporation (B&M)

Boston College

Boston Globe

Boulders, the

Boyd, Alan

Bragg, Willy

Breckenfeld, Gurney

Bressler, Richard M.

Brezhnev, Leonid

Brinegar, Claude

British Columbia

Broad Street Station (Richmond, VA)

Broadway Limited

Brockenbrough, Austin, III

Brookings Institute

Brooklyn Dodgers

Brosnan, D. William (Bill)

Brotherhood of Railway and Airline Clerks (BRAC)

Brown, David A.

Brown, Harold

Brown Brothers Harriman Company

Brownell, Herbert

Brown v. Board of Education

Bruce, Harry J.

Brunswick, Maryland

Bryan, David Tennant

Bryan, J. Stewart, III

Budd, John M.

Budd, Ralph

Buffalo, New York

Buffett, Warren

Burbank, California

Burck, Gilbert

Burdakin, John H.

Burlington Northern (BN); coal reserves; given its name; merger preparations; merger problems; merger savings; natural resources operations

Burlington Northern Santa Fe (BNSF); creation of

Burns, Ken

Burns, Ronald J.

Bush, George W.

Businessweek

Butler, Thomas B.

Buttonwood Yard

Byrd, Harry F.

Byrd, Robert C.

Cadillac, Michigan

Cairo, Egypt

Cairo, Illinois

Cajun Electric Power Cooperative

California

California Zephyr

Calneva Club

Calvada Club

Cambridge, Massachusetts

Camp David

Canada

Canadian National Railway (CNR)

Canadian Pacific Railway (CP)

C&O-B&O (Chessie System); creation of Dereco

Cape Charles, Virginia

Capitol Limited

Cargill Incorporated

Carlson, Edward E.

Carpenter, Alvin (Pete)

Carson, Lorraine

Carter, Jimmy; administration of

Carter, Richard

Caterpillar Tractor Company

Catholic Church

Catskill, New York

Catton, Bruce

Cena, Larry

Central Georgia Railroad (Georgia Central)

Central Intelligence Agency (CIA)

Central Railroad of New Jersey (CNJ or Jersey Central)

Champion

Champion, George

Charleston, South Carolina

Chase Manhattan Bank

Chattanooga

Cheek, Leslie, Jr.

Chemical Manufacturers’ Association

Cheriton, Virginia

Cherry, Champ

Chesapeake and Ohio Railway Company (C&O or Chessie); creation of Dereco; takeover battle for the B&O. See also C&O-B&O (Chessie System)

Chesapeake Bay

Chicago, Burlington & Quincy Railroad Company (The “Q” or CB&Q or Burlington)

Chicago, Illinois

Chicago, Milwaukee, St. Paul and Pacific Railroad (Milwaukee Railroad)

Chicago, Rock Island and Pacific Railroad Company (CRI&P or the Rock); deferred maintenance; its directors; map of system; negotiations with Union Pacific

Chicago & Eastern Illinois Railroad (C&EI)

Chicago and North Western Railway Company (C&NW or Northwestern or Chicago & North Western)

Chicago Club

Chicago Tribune

Chief Wawatam

Christy, Myron M.

Chrysler Building

Chrysler Corporation

Churchill, Winston S.

Cicero Yard

Cincinnati

Citizens and Southern Bank of Georgia (C&S)

Citizens and Southern Bank of South Carolina

City Public Service Company (CPS)

Civil Aeronautics Board

Civil War (American Civil War)

Claytor, Frances

Claytor, Richard

Claytor, Robert B. (Bob)

Claytor, W. Graham, Jr.; description of

Claytor Queen

Clean Air Act

Clemens, Samuel (pseud. Mark Twain)

Cleveland

Clinton William Jefferson (Bill); administration of

Cobb Station, Virginia

Cockrell, Lila

Colburn, John H.

College of William and Mary

Collinson, John

Cologne-Hamburg express

Colognori, Joseph

Colorado

Colorado and Southern Railway Company (C&S)

Columbia Business School

Columbia University

Columbus, Ohio

Colvin, Geoff

Commonwealth Club

Condon, Jane

Confederate States of America: leaders of; veterans of

Congress of the United States

Connecticut

Conrail

Consolidated Coal Company (CONSOL)

Consolidated Rail Corporation. See Conrail

Continental Airlines

Continental Divide

Continental Grain Company

Conway, Ronald J.

Corwith Yard

Cosmos Club

Cotton Belt. See St. Louis Southwestern Railway (Cotton Belt)

Council Bluff, Iowa

Council of Economic Advisors

Courier-Journal (Louisville)

Covington and Burling

Crandall, Robert

Crane, Ichabod

Crane, L. Stanley

Cravath Swain and Moore

Crescent

Crestline, Ohio

Crown, Col. Henry; investment in Rock Island; selective memory

CSX Corporation; creation of

CSX Logistics

CSX Transportation (CSXT)

Cutter, Bowman

Dabney, Virginius

Daisy, Arkansas

Dallas, Texas

Dankers East

Dansville and Mount Morris Railroad

Danville, Virginia

Davenport, John

Davidson, Richard K.

Davies, John

Davis, Champion McDowell (Champ)

Davis, Jefferson

Davis, Jerry

Dayton, Ohio

Dayton Yard, Houston

DeGaulle, Charles

DeGussa Corporaton

Delaware, Lackawanna and Western Railroad Company (DL&W)

Delaware and Hudson Railroad Corporation (D&H)

Delaware Valley

DeLorean, John Z.

Denver, Colorado

Denver and Rio Grande Western Railroad Company (D&RGW or Rio Grande)

Dereco

Desch, Theodore E.

Detroit, Michigan

Detroit, Toledo and Ironton Railroad Company (DT&I)

Detroit Edison Company

DeVine, Gregory

Devine, Texas

Devonshire, HMS

Diamond, Robert S.

Dickens, Charles

Dickerson, Euralia and Pierce

Disney, Walt

Dixie Flyer

Dixon, William J.

Dole, Robert (Bob)

Donovan, Hedley

Douglas Aircraft Company

Dove, Walter

Dow Chemical Company

Dowdey, Clifford

Downing, Robert W. (Bob)

Downs, Thomas M. (Tom)

Dozier, Ellis

Driggs, Michael A.

Duke, Paul

Duncannon, Pennsylvania

duPont, Alfred I.

duPont, Jessie Ball

DuPont Co. See E. I. duPont de Nemours and Company

DuPont Trust. See Alfred I. duPont Testamentary Trust (DuPont Trust)

Earhart, Amelia

Eastern Airlines

East St. Louis, Illinois

Eaton, Cyrus

Eckhardt, Rep. Robert C. (Bob)

Egypt

Ehrlichman, John

E. I. duPont de Nemours and Company

Eisenhower, Dwight D.

Eisenhower Executive Office Building. See Old Executive Office Building (Old Exec or Eisenhower Executive Office Building)

Eisenstaedt, Alfred (Eisie)

Eizenstat, Stuart

Elgin, Joliet & Eastern Railway (EJ&E)

Elizabeth, New Jersey

Elkhart, Indiana

Elko, Nevada

Elmira, New York

El Paso, Texas

El Reno, Oklahoma

Eltis, Walter

Empire Builder

Empire State Building

Empire State Express

Englewood Yard

Equitable Trust Mortgage Corporation (Equitable Trust)

Equity Research

Ergas, Henry

Erie, New York

Erie Lackawanna Railway (EL)

Erie Railroad

Evans, James H.

Exxon Mobil

Eyre Hall

Fairey, Marion L. “Doc”

Fall River, Massachusetts

Faltermeyer, Edmund K.

Farrington, John Dow

Feather River Canyon

Federal Aviation Administration

Federal Express Corporation

Federal Railroad Administration (FRA)

First Pennsylvania Bank

Fishwick, John P. (Jack)

Flannery, Barbara

Flannery, Robert G. (Mike); background

Flohr, Bruce M.

Flood, Rep. Dan

Florida; Panhandle

Florida East Coast Railway (FEC); battle over; passenger trains; strike

Florida National Banks of Florida Inc.

Forbes

Forbes, Malcolm

Ford, Jerry; administration of

Ford Fast

Ford Motor Company

Forest, the

Fort Devens, Massachusetts

Fort Knox

Fort Sumter

Fortune magazine; creating the biweekly; life at

Fort Wayne, Indiana

Fort Worth, Texas

Four Seasons

Frailey, Fred W.

France

Freeman, Dr. Douglas Southall

Friddell, Guy

Fuller, Mortimer B., III

Fullum, John

Funkhouser, Paul

F. W. Woolworth Company

Gainesville, Florida

Galesburg, Illinois

Gallup, New Mexico

Galveston, Texas

Gardner, Dr. Charles S.

Gardner, Mary Carter Anderson

Garrity, John

Gaskins, Darius W., Jr.

GEICO (Government Employees Insurance Company)

General Dynamics Corporation

General Electric Company (GE)

General Mills

General Motors Corporation (GM)

Genesee & Wyoming Railroad (G&W)

Georgetown University

Georgia

Georgia Central Railroad. See Central Georgia Railroad (Georgia Central)

Gerry, Elbridge

Gerstenberg, Richard

Gettysburg, Pennsylvania

Gibbons, William M.

Gilbert, John

Glacier Park Station

Glass-Steagall Act

Gloucester County, Virginia

Golden Arrow

Golden Gate Bridge

Golden State Limited

Goldman Sachs

Goode, David R.

Gooden, Clarence W.

Goodwin, Paul

Gorman, Paul

Gould, George

Gould, Jay

Gradison, Heather

Grafton, West Virginia

Grand Central Terminal

Grand Rapids, Michigan

Grand Teton Lodge

Grand Tetons

Grand Trunk Western Railroad (GTW)

Grant, Linda

Grant, Ulysses S., III

Grayson, Richard C.

Great Northern Railway (GN)

Great Southwest Corporation

Greenbrier, the

Greenspan, Alan

Greenwood, William E.

Griffin, Mrs. Leslie

Grimsley, J. Edward

Grinstein, Gerald

Guilford Transportation Industries

Gulf, Mobile and Ohio Railroad (GM&O)

Gunn, David

Hagberg, Russell E.

Hagen, James A.

Hagen, Mary

Hagerstown, Maryland

Haldeman, Robert (Bob)

Halpern, Norman G.

Hampton Roads

Hanscom, James W.

Harder, Lewis

Harding, Murray

Harriman, Edward H.

Harriman, E. Roland

Harriman, W. Averell

Harriman family

Harrisburg, Pennsylvania

Hartford, Connecticut

Harvard Business Review

Harvard Business School

Harvard Law School

Harvard University

Haswell, Tony

Hatch, Anthony W.

Haverty, Michael R.

Havre, Montana

Hazard, Kentucky

Heineman, Benjamin W. (Ben)

Heiskell, Andrew

Helman, Robert A.

Hemingway, Ernest

Henderson, Jim

Hialiah Yard

High Bride, New Jersey

Hill, James J.

Hilton Hotels Corporation

Hite, Greg

Hitler, Adolf

Hoboes

Hoboken

Hoefer, James

Hollidaysburg, Pennsylvania

Holsendolph, Ernest

Hong Kong

Hoosac Tunnel

Hoover Company, the

Hoppin, Thomas E.

Horseshoe Curve

Hotel Roanoke

Houston, Texas

Houston Belt & Terminal Railway

Houston Chronicle

Houston Lighting and Power Company

Howes, William F., Jr.

Hudson River

Hughes, Emmet John

Hughes, Howard

Hughes, Mary Lou

Hughes Tool Company

Hull, Cordell

Hull Street Station (Richmond, VA)

Hunt, Johnnie Bryan

IBM

IC Industries

Ihara, Randy

Illinois

Illinois Central Gulf (Illinois Central); coal deposits; excess track

Illinois Central Railroad

Imetal

Indiana

Indiana Harbor Belt Railroad

Indianapolis, Indiana

Ingram, John

Ingram, Tony L.

Intermodal

Intermodal Transportation Institute (ITI)

Internal Revenue Service

International Business Machines Corporation (IBM). See IBM

International Herald-Tribune

International Mining Corporation

International Salt Company

Interstate Commerce Commission (ICC); DT&I conditions; and the Rock Island

Iowa; state of

Iowa Interstate Railroad

Ivy League

Jackson, General Thomas J. (Stonewall)

Jacksonville, Florida

Jacobson (Jew Jake)

Japan

J. B. Hunt Transport Services Inc.

J. C. Penney Company Inc.

Jefferson, Thomas

Jenks, Downing

Jersey Central Railroad. See Central Railroad of New Jersey (CNJ or Jersey Central)

Jersey City, New Jersey

Jersey Shore

John Barleycorn

Johnson, Ellis

Johnson, Lyndon

Johnson, William B.

Johnston, Harry

Johnston, Mary

Johnstown, Pennsylvania

Jordan, Edward

Jordan, Hamilton

Journal of Commerce

J. P. Morgan & Company

Juniata River

Kaiser, Edgar F., Jr.

Kaiser, Henry J.

Kaiser Resources Ltd.

Kansas City, Missouri

Kansas City Southern Railway Company; Texas-Mexican subsidiary

Kaufman, Lawrence H.

Kelly, Roger (Mike)

Kenefick, John Cooper

Kennedy, John F.; administration

Kensington, Maryland

Kentucky

KGB (Committee for State Security)

Khruschev, Nikita

Kilpatrick, James Jackson (Kilpo)

Kingston, New York

Kirby, Allan P., Jr.

Kirkland, Rik

Knoxville

Koch, Jeff

Korea

Korean War

Krebs, Robert D. (Rob)

Kremlin

Kroll, Fred J.

Krugman, Paul

Kusik, John

Kuwait

La Crosse, Wisconsin

La Fonda del Sol

Lake Katrine, New York

Lambertville, New Jersey

Lance, Bert

Lane, Hugh

Lane, Mills B.

Langdon, Jervis

La Porte, Texas

Large, Henry

Lashley, William A.

Latimer, James (Lat)

Leard, John

Ledger-Star (Norfolk, VA)

Lee, John

Lee, Robert E.

Lehigh Valley Railroad Company

Lenahan, Patrick

LeVan, David

Lewis, Andrew W., Jr. (Drew)

Lewis, Richard

Lewis, Roger; at Amtrak; fired by Henry Crown

Lewis and Clark expedition

Life (magazine)

Limbaugh, Rush

Lincoln, Nebraska

Lindbergh, Charles

Little Dix Bay

Little Rock, Arkansas

Lockheed Aircraft Manufacturing Company

Loeb, Marshall

Long, Earl

Long, Huey

Long, Russell Billu

Long Beach, California

Long Branch, New Jersey

Long Island Sound

Look magazine

Loomis, Carol

Los Angeles, California

Los Angeles Times

Louisiana

Louisville

Louisville and Nashville Railroad Company

Louisville Courier Journal

Lovett, Judge Robert

Lovett, Robert A.

Loving, Anne B.

Loving, Benjamin H.

Loving, Bertie

Loving, Jane G.

Loving, Margaret B.

Loving, Rev. W. Rush

Lowell, Arkansas

Lowell, Massachusetts

LTV Aerospace (Chance Vought)

LTV Corporation

Lubar, Robert

Luce, Henry R. (Harry)

Lynchburg, Virginia

MacArthur, Douglas

Manarin, Louis

Manchester, New Hampshire

Manitoba

Manufacturers Hanover Trust Company (Manny Hanny)

Marbury, William

Marden, Omar

Marmon Corporation

Maryland

Maryland Club

Mason, Perry

Massachusetts Institute of Technology (MIT)

Massachusetts Turnpike

Masters, Captain John J.

Material Services Corporation

Mathews County, Virginia

Matney, R. C.

May Company, the

McCalley, Chester (Red)

McCall’s

McCarthy, Joseph

McClellan, James W.

McClellan, Joanne

McComber, Dale

McDermott, Francis, Jr. (Mr. Mac)

McDowell, Charles

McGarr, Frank J.

McGinnis, Patrick

McGuirk, William

McIntyre, James T., Jr.

McKinsey & Company

McLean, Malcolm

Meadville, Pennsylvania

Mellon, Richard King

Mellon, Timothy

Mellon Bank

Memphis, Tennessee

Mencken, Henry L.

Mendota, Illinois

Menk, Jane

Menk, Lewis Wilson; description of

Men Who Loved Trains, The

Mercantile Bank and Safe Deposit Trust Company (the Merc)

Mercantile Bankshares. See Mercantile Bank and Safe Deposit Trust Company (the Merc)

Mexico

Miami; mayor of

Michigan

Michigan Northern Railway Company (MN)

Midas Inc. (Midas Mufflers)

Midland, Michigan

Miller & Rhoades

Milliken, William G.

Milwaukee Road. See Chicago, Milwaukee, St. Paul and Pacific Railroad (Milwaukee Railroad)

Minneapolis

Minnesota

Minot, North Dakota

Mississippi

Mississippi River

Missouri

Missouri-Kansas-Texas Railroad (Katy)

Missouri Pacific Railroad Company (MoPac)

Mitros, John

Mobile, Alabama

Mondale, Fritz

Monon Railroad

Montana

Montgomery, Alabama

Montreal

Montrealer

Moore, William H.

Morgan, John Pierpont

Morgret, Charles

Mosby, John Singleton

Moses, Charles

Mosler Safe Company

Mule Shoe Curve

Munoz, Oscar

Murphy, Charles J. V.

Nader, Ralph

Nash, F. John

Nassawadox, Virginia

National City Bank

National Limited

National Piggyback Services

National Railroad Passenger Association

National Railroad Passenger Corporation. See Amtrak (National Railroad Passenger Corporation)

National Railway Historical Society

National Security Agency (NSA)

National Student Marketing Corporation (NSM)

Nebraska

Neikirk, William

Nemours

Nettles, Joseph E.

Nevada

Newark, New Jersey

New Hampshire

New Haven, Connecticut

New Haven Railroad. See New York, New Haven and Hartford Railroad Company (the New Haven)

New Jersey; state real estate tax

Newman, Howard A. (Mickey)

New Orleans, Louisiana

Newport News, Virginia

New York, Chicago and St. Louis Railway Company (The Nickel Plate Road)

New York, New Haven and Hartford Railroad Company (the New Haven)

New York Central Building; and renamed New York General Building

New York Central Railroad Company (NYC or the Central); changes made by Perlman; Perlman creates a lab; takeover battle for the B&O; trucking subsidiary; Young’s takeover of

New York City

New York State

New York Stock Exchange

New York Times (newpaper)

New York Times News Service

Nimitz, Chester

Nissen Wagon Works

Nixon, Richard M.; and Amtrak; anti-trust policy

Norfolk, Virginia; city of

Norfolk and Western Railway Co. (N&W); proposed merger with C&O and creation of Dereco

Norfolk Ledger-Star

Norfolk Naval Base

Norfolk Southern Corporation (NS or Norfolk)

Norfolk Virginian-Pilot

Norris, Bruce A.

Norris Grain Company

North Carolina

North Dakota

Northeast Corridor

Northeastern Railroad Crisis

Northern Lines. See Great Northern Railway (GN); Northern Pacific Railways (NP)

Northern Neck of Virginia

Northern Pacific Railway (NP)

Northern Securities Company

North Philadelphia (station)

North Platte, Nebraska

North Shore Limited

North Station (Boston)

Northwest Industries

Northwestern University

Oakland, California

Oakley, Annie

Ogden, Utah

O’Hanlon, Thomas (Tom)

O’Hare International Airport

Oklahoma

Old Dominion Barn Dance

Old Executive Office Building (Old Exec or Eisenhower Executive Office Building)

Old Forester

Old Point Comfort, Virginia

Omaha, Nebraska

Oregon

Organization for Economic Development

Ormandy, Eugene

Orndorf, Beverly

Osborn, Prime

Ostroha, Steve

Overnite Transportation

Oxford, Maryland

Pacific Coast. See West Coast

Pacific ZIP

Pan American World Airways (Pan Am)

Parker, Sanford S. (Sandy)

Parkersburg, West Virginia

Passenger trains

PBS (Public Broadcasting Service)

Pearl Harbor

Peat Marwick Mitchell & Company

Penn Central Corp.; accounting; board of directors; public relations; River Division

Penn Central Transportation Company

Pennsylvania

Pennsylvania (Penn) Station

Pennsylvania Corporation

Pennsylvania Railroad (Pennsy)

Pensacola, Florida

PepsiCo (Pepsi-Cola)

Perlman, Adele

Perlman, Alfred E.; arrival at New York Central; at Rio Grande; temper; at Western Pacific

Perlman Yard

Pershing, John J.

Perth Amboy, New Jersey

Petersburg, Virginia

Pevler, Herman

Philadelphia

Philadelphia and Reading Corporation

Philadelphia Symphony Orchestra

Phillips, Don

Phillipsburg, New Jersey

Phoenix, Arizona

Pickett, George

Pierre Hotel

Pine Bluff, Arkansas

Pittsburgh

Pittsburgh & Lake Erie Railroad

Playboy

Pocomoke, Maryland

Pompidou, Georges

Poplar Bluff, Missouri

Popma, Charles T. (Chuck)

Pork Chop Gang, the

Portland, Oregon

Portsmouth, Virginia

Posner, Henry, III

Potomac Yard

Powder River Basin

Powell, Jody

Pravda

President’s Commission on Coal

Price, Paul

Princeton University

Pritzker family

Public Broadcasting Service (PBS)

Puerto Rico

Pullman Company

Pump Room

Putt, Fred

Quebec

Rabia, Angela

RailAmerica

Railroad Development Corporation (RDC)

RailTex

Railway Express Agency

Rand, Sally

Randell, Cortes W.

Ratajski, Magda A.

Reading Company

Reagan, Ronald

Rebensdorf, John

Reconstruction Finance Corporation (RFC)

Red River business car

Reed, John

Reistrup, Paul

Rensselaer, New York

Republican Party

Reston, James (Scotty)

Rice W. Thomas

Richmond, Indiana

Richmond, Virginia

Richmond Fredericksburg and Potomac Railroad Company (RF&P)

Richmond News-Leader

Richmond Newspapers Inc.

Richmond Times-Dispatch

Ripley, William Z.

Roadway Trucking

Roanoke, Virginia

Roanoke College

Robbins, Tom

Robert Meyer Hotel

Roberts, B. K.

Robertson, A. Willis

Robertson, Wyndham

Rochester & Southern Railroad

Rockefeller family

Rockefeller, John D.

Rockefeller, John D., IV (Jay)

Rockefeller, Laurance

Rock Island. See Chicago, Rock Island and Pacific Railroad Company (CRI&P or the Rock)

Rock Resorts

Rockville Bridge

Rocky Mountains

Rohrer, Donna

Roosevelt, Franklin D.

Roosevelt, Theodore

Rose, Matthew K.

Rostow, Walt Whitman

Rothschild, Baron Guy de

Rotterdam

Rukeyser, William

Russell, Donald

Rutherford Yard

Rutgers University

Sadat, Anwar

Safe Deposit and Trust Company

Salt Lake City

San Antonio, Texas

San Diego and Imperial Valley Railroad

San Francisco

San Francisco Bay

San Pedro, California

Saskatchewan

Saturday Evening Post

Saunders, Stuart T., Jr.; secret meeting with

Savannah, Georgia

Schaumburg, Illinois

Scherman, David E.

Schlitz Brewing Company

Schmidt, John

Schneider, Donald J.

Schuylkill River

Schuyten, Peter

Schwartse, Herb

Scott, Emma

Scranton, Pennsylvania

Seaboard Air Line Railway (SAL or Seaboard)

Seaboard Coast Line Railroad (SCL); directors

Sea-Land Corporation

Sears Roebuck & Company

Seattle, Washington; Seattle-Tacoma

Securities and Exchange Commission (SEC)

Segregation

Selkirk, New York

Shakespeare, William

Shick, Colonel John

Shires, Carl

Shoener, Arthur

Shoshone, Idaho

Shreveport, Louisiana

Sierras

Silver Spring, Maryland

Simon, Norton

Simpson, Walter

Six, Robert F.

Small Business Administration (SBA)

Smathers, George

Smith, Jack

Smith, John W.

Smith, Robert H. (Racehorse)

Smucker, David

Snow, John W.

Solvay Polymers Inc.

Somerville, Massachusetts

Soo Line Railroad Company

South Boston, Virginia

South Carolina

Southern locomotive 4501

Southern Pacific Company (SP)

Southern Railway Company (SRR or Southern Railway System); Big John case; computerized car control

Southland

Southwood Farm

Soviet Union (Union of Soviet Socialist Republics)

Spark Plug

Spencer, Samuel

Spirit of St. Louis

Spokane, Portland & Seattle Railway (SP&S)

Sprint

Stafford, George

Staggers, Harley

Staggers Act

Stalin, Joseph

Standard and Poor

Stanford University

Stevens, J. P., & Company

St. Francis Hotel

St. Joe Paper Company

St. Louis, Missouri

St. Louis-San Francisco Railway (Frisco)

St. Louis Southwestern Railway (Cotton Belt)

Stockton, California

Storm King Mountain

St. Paul, Minnesota

St. Paul Hilton

Straits of Mackinac

Strang Yard

Strategic Air Command

Streamliner

Studebaker Corporation

Sunbury, Pennsylvania

Sunshine Sue

Sun Valley, Idaho

Surface Transportation Board (Surf Board)

Susquehanna River

Sutton, Willy

Swain, Ed

Sweeney, John

Symes, James

Syracuse, New York

Tadish’s restaurant

Taft, William Howard

Tampa Tribune

Taylor, Robert E.

Taylor, William J.

Tegeler, Frederick A. III

Tennessee

Tennessee Valley Authority (TVA)

Terminal Tower

Texas

Texas Gas Transmission Corporation

Thayer, Paul

Thirtieth Street Station (Philadelphia)

Thomas, Norman

Thompson, Kirk

Thomson, Delberta (Jo)

Thornton, Winfred L.

Time Incorporated (Time Inc. or Time-Life)

Time-Life Building

Time (magazine)

Timpany, Robert

Titanic

Trains (magazine)

Transcontinental Air Transport

Transportation economics

Trans World Airlines (TWA)

Traverse City, Michigan

Treasurers Club

Trenton, New Jersey

Truman, Harry S.

Trust Company of Georgia

Tuck, William M.

Tucumcari, New Mexico

Tully, Shawn

Tuohy, Walter

Twain, Mark

Twentieth Century Limited

Tyson, Laura

Union Carbide Corporation

Union League Club of Chicago

Union Pacific Corporation (UP); “Recovery Plan”

Unions

Union Station (Chicago)

Union Station (Washington, D.C.)

United Air Lines (UAL)

United Parcel Service (UPS)

United States Air Force

United States Army Corps of Engineers

United States Congress. See Congress of the United States

United States Department of Defense

United States Department of Energy

United States Department of Justice

United States Department of the Treasury

United States Department of Transportation

United States Geological Survey

United States House of Representatives; Banking Committee; Committee on Interstate and Foreign Commerce

United States Office of Management and Budget (OMB)

United States Post Office

United States Railway Association (USRA)

United States Senate; Commerce Committee; Finance Committee

United States Steel Corporation

United States Supreme Court

United Transportation Union

University of California, Berkeley

University of Chicago

University of Denver; Intermodal Transportation Institute

University of Richmond

University of Virginia

Upper Montclair, New Jersey

U.S. Conference of Mayors

Utah

Valparaiso, Indiana

Vancouver, British Columbia

Van Dellen, E. L.

Vanderbilt family

Vermont

Vietnam

Virginia; in the 1930s

Virginia Beach

Virginia Central Railroad

Virginia Museum of Fine Arts

Virginian-Pilot (Norfolk)

Virginian Railway Company

Virginia State Library

Von Rundsted, Gerd

Vought aircraft (LTV Aerospace)

Wabash Railroad Company

Wall Street

Wall Street Journal

Walters, Henry

Walters, William

Ward, Michael J.

Warren, Earl

Wasatch Mountains

Washington, D.C.

Washington, George

Washington and Lee University

Washington Hotel

Washington Post

Washington State

Washington Week in Review

Watkins, Hays T., Jr.

Waukegan, Illinois

Waycross, Georgia

Waynoka, Oklahoma

Ways, Max

Weehawken, New Jersey

Weekley, Larry

Weicker, Lowell

Welling, Brent

Wells, Patricia

Wells, Walter

Wesley, John

West Coast

Western Airlines

Western Energy Company

Western Maryland Railway

Western Pacific Railroad Company (WP)

Westinghouse, George

West Park, New York

West Point, New York

West Virginia

When Cowgirls Get the Blues

White, William

Whitefish, Montana

White House

Wickenburg meeting

Wigwam Resort

Wilkes-Barre, Pennsylvania

Williams, John H.

Williamsburg, Virginia

Willke, Wendell

Wilmington, Delaware

Winfree, Payton

Winnemucca, Nevada

Winslow, Arizona

Wisconsin

Wolverine

Women’s Christian Temperance Union

Woolworth. See F. W. Woolworth Company

World War I

World War II

Wyoming

WRNL

Yale University

Yates, Charles

Young, Arthur

Young, Robert R.

Zephyr

Zumzum


BOOKS IN THE RAILROADS PAST & PRESENT SERIES

Landmarks on the Iron Road: Two Centuries of North American Railroad Engineering

William D. Middleton

South Shore: The Last Interurban

(revised second edition)

William D. Middleton

Katy Northwest: The Story of a Branch Line Railroad

Don L. Hofsommer

“Yet there isn’t a train I wouldn’t take”: Railway Journeys by William D. Middleton

William D. Middleton

The Pennsylvania Railroad in Indiana

William J. Watt

In the Traces: Railroad Paintings of Ted Rose

Ted Rose

A Sampling of Penn Central: Southern Region on Display

Jerry Taylor

The Lake Shore Electric Railway Story

Herbert H. Harwood Jr. & Robert S. Korach

The Pennsylvania Railroad at Bay: William Riley McKeen and the Terre Haute & Indianapolis Railroad

Richard T. Wallis

The Bridge at Québec

William D. Middleton

History of the J. G. Brill Company

Debra Brill

Uncle Sam’s Locomotives: The USRA and the Nation’s Railroads

Eugene L. Huddleston

Metropolitan Railways: Rapid Transit in America

William D. Middleton

Perfecting the American Steam Locomotive

J. Parker Lamb

From Small Town to Downtown: A History of the Jewett Car Company, 1893–1919

Lawrence A. Brough & James H. Graebner

Limiteds, Locals, and Expresses in Indiana, 1838–1971

Craig Sanders

Steel Trails of Hawkeyeland: Iowa’s Railroad Experience

Don L. Hofsommer

Amtrak in the Heartland

Craig Sanders

When the Steam Railroads Electrified

(revised second edition)

William D. Middleton

“The GrandLuxe Express:” Traveling in High Style

Karl Zimmermann

Still Standing: A Century of Urban Train Station Design

Christopher Brown

The Indiana Rail Road Company: America’s New Regional Railroad

Christopher Rund

Evolution of the American Diesel Locomotive

J. Parker Lamb

The Men Who Loved Trains: The Story of Men Who Battled Greed to Save an Ailing Industry

Rush Loving Jr.

The Train of Tomorrow

Ric Morgan

Built to Move Millions: Streetcar Building in Ohio

Craig R. Semsel

The CSX Clinchfield Route in the 21st Century

Jerry Taylor & Ray Poteat

The New York, Westchester & Boston Railway: J. P. Morgan’s Magnificent Mistake

Herbert H. Harwood Jr.

Iron Rails in the Garden State: Tales of New Jersey Railroading

Anthony J. Bianculli

Visionary Railroader: Jervis Langdon Jr. and the Transportation Revolution

H. Roger Grant

The Duluth South Shore & Atlantic Railway: A History of the Lake Superior District’s Pioneer Iron Ore Hauler

John Gaertner

Iowa’s Railroads: An Album

H. Roger Grant and Don L. Hofsommer

Frank Julian Sprague: Electrical Inventor and Engineer

William D. Middleton & William D. Middleton III

Twilight of the Great Trains

(expanded edition)

Fred W. Frailey

Little Trains to Faraway Places

Karl Zimmermann

Railroad Noir: The American West at the End of the Twentieth Century

Linda Grant Niemann

From Telegrapher to Titan: The Life of William C. Van Horne

Valerie Knowles

The Railroad That Never Was: Vanderbilt, Morgan, and the South Pennsylvania Railroad

Herbert H. Harwood Jr.

Boomer: Railroad Memoirs

Linda Grant Niemann

Indiana Railroad Lines

Graydon M. Meints

The Indiana Rail Road Company: America’s New Regional Railroad

(revised and expanded edition)

Christopher Rund, Fred W. Frailey, & Eric Powell

The CSX Clinchfield Route in the 21st Century

(now in paperback)

Jerry Taylor & Ray Poteat

Wet Britches and Muddy Boots: A History of Travel in Victorian America

John H. White Jr.

Landmarks on the Iron Road: Two Centuries of North American Railroad Engineering

(now in paperback)

William D. Middleton

On Railways Far Away

William D. Middleton

Railroads of Meridian

J. Parker Lamb, with contributions by David H. Bridges & David S. Price

Railroads and the American People

H. Roger Grant

The Electric Pullman: A History of the Niles Car and Manufacturing Company

Lawrence A. Brough

John Frank Stevens: Civil Engineer

Clifford Foust

Off the Main Lines: A Photographic Odyssey

Don L. Hofsommer

The Rock Island Line

Bill Marvel

The Railroad That Never Was: Vanderbilt, Morgan, and the South Pennsylvania Railroad

(now in paperback)

Herbert H. Harwood Jr.

The Louisville, Cincinnati & Charleston Rail Road: Dreams of Linking North and South

H. Roger Grant

The Iowa Route: A History of the Burlington, Cedar Rapids & Northern Railway

Don L. Hofsommer

The Railroad Photography of Jack Delano

Tony Reevy

Railroaders without Borders: A History of the Railroad Development Corporation

H. Roger Grant


RUSH LOVING JR. has written for Fortune magazine, served as assistant director of the Office of Management and Budget under President Jimmy Carter, and worked as a consultant specializing in transportation economics, issues before Congress, and corporate communication problems. He is author of The Men Who Loved Trains (IUP, 2006) and lives in Baltimore, Maryland.
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