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PREFACE

I he National Railroad Passenger Corporation (also known as Amtrak) has been in a
shaky financial condition ever since it was created by the federal government more than 30
years ago. Although Amtrak was established as a private, for-profit company, it has needed
—and received—federal subsidies every year since it began providing service in 1971. Those
subsidies totaled over $1 billion for 2003. However, according to Amtrak executives and inde-
pendent analysts, that amount is insufficient for the railroad to sustain its current service safely
and reliably over the long run.

Amtrak’s authorization expired in 2002. In considering legislation to reauthorize federal
funding of the railroad, the Congress will again face the issue—as it has throughout Amtrak’s
history—of what the goal should be for an intercity passenger rail program. Should service be
operated only where it can make a profit (or at least cover operating expenses)? Or should the
federal government also commit to subsidizing money-losing trains to meet a perceived need
for public transportation? Given that some service is unlikely ever to be able to cover its oper-
ating costs, are there other organizational or institutional arrangements that could offer service
at a lower cost to taxpayers?

This Congressional Budget Office (CBO) study—prepared at the request of the Senate Budget
Committee—reviews past policies toward Amtrak and the fundamental economics of passen-
ger rail service. The review suggests that there are only limited conditions under which passen-
ger rail service in the United States could be economically viable without subsidies. This study
also explores the implications of four options for future federal support of passenger rail,
ranging from eliminating federal subsidies to funding a massive expansion of rail service. In
keeping with CBO’s mandate to provide objective, impartial analysis, the study makes no
recommendations.

Elizabeth Pinkston of CBO’s Microeconomic and Financial Studies Division wrote the study
under the supervision of David Moore and Roger Hitchner. Many people reviewed drafts of
the study and provided useful comments, including Francis Mulvey and Glenn Scammel of
the House Committee on Transportation and Infrastructure; Mary Phillips of the Senate
Committee on Commerce, Science, and Transportation; Louis Thompson, formerly of the
World Bank; José A. Gémez-Ibdfiez of Harvard University; Anthony Perl of the University of
Calgary; Marcus Mason of Amtrak; Neil Moyer and Conan Magee of the Federal Railroad
Administration; Jack Bennett, Thomas Marchessault, Jeanne O’Leary, Sherry Riklin, and
Edward Weiner of the Office of the Secretary of Transportation; John Fischer and Randy
Peterman of the Congressional Research Service; James Ratzenberger of the General Account-
ing Office; Paul Dickens; and Peter Fontaine, Rachel Milberg, and Carla Tighe Murray of
CBO.
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Christian Spoor edited the study, and Leah Mazade proofread it. Angela McCollough pre-
pared the tables. Maureen Costantino designed the cover and produced the figures. Lenny
Skutnik printed the initial copies of the report, and Annette Kalicki prepared the electronic

versions for CBO’s Web site (www.cbo.gov).
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Director
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Summary

M ore than three decades after the Congress and

the President created the National Railroad Passenger
Corporation (known as Amtrak), federal policies toward
intercity passenger rail service remain unsettled. Policy-
makers have not been able to agree about whether the
company should be a private, for-profit enterprise (like
airlines and intercity bus companies) or a public service
(like urban mass transit) that would use government
subsidies to achieve social objectives.

Amtrak was originally intended to be a for-profit com-
pany that would be free of federal subsidies within a few
years. But policymakers continued to provide subsidies
to keep trains running even when those trains could not
cover their costs. Until 1997, the Congress imposed con-
ditions—such as requiring the operation of a national
network—that kept Amtrak from acting like a for-profit
enterprise. Even after the Amtrak Reform and Accoun-
tability Act of 1997 freed the company from most
constraints, Amtrak continued to operate routes and
maintain policies that were uneconomic but helpful in
securing federal subsidies. As a result, Amtrak has needed
federal supportevery year of its 33-year history. Recently,
those subsidies have accounted for about one-third of the
company’s total revenues.

Although Amtrak continues to receive annual appro-
priations, its authorization expired in 2002. As lawmakers
consider legislation to reauthorize federal funding of
Amtrak, they are wrestling with the question of what to
do about U.S. passenger rail in general and Amtrak in
particular.

This study reviews Amtrak’s history and the economics
of passenger rail. It also examines four options for the
future of intercity passenger rail:

®  Eliminating federal subsidies and shutting down
service;

B Endingnational service and focusing instead on pas-
senger rail’s strongest areas (relatively short, densely
populated corridors, such as the Northeastand parts
of California);

m  Keeping national long-distance service as it is today
but upgrading the corridors; and

®  Substantially improving Amtrak’s entire network
through a major increase in funding, with a view to
giving rail a much bigger role in transportation be-
tween U.S. cities.

Those four options are by no means the only ones avail-
able, but they represent the broad range of policy choices
that lawmakers face.

The Recent Worsening of Amtrak’s

Financial Condition

The 1997 Reform Act set a goal for Amtrak to run with-
out federal operating subsidies by December 2002. Ironi-
cally, Amtrak’s attempt to achieve that goal appears to
have contributed to a profound worsening of the com-
pany’s financial situation. In the years after the law was
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enacted, Amtrak incurred increasing amounts of debt as
it expanded business in the hope that rising revenues
would outpace the accompanying rise in costs. (Thatdebt
was incurred even though Amtrak received $2.2 billion
in funds from the Taxpayer Relief Act of 1997 for capital
improvements, in addition to its annual federal operating
subsidy.) Amtrak’sleadership repeatedly asserted that the
company was on a “glide path” to meeting the goal of
operating self-sufficiency by December 2002. Increases
in debt and creative accounting helped give the appear-
ance—at least to casual observers—that Amtrak was
indeed on track to meet that objective.1 However, warn-
ing signals were issued by both the General Accounting
Office and the Inspector General of the Department of
Transportation that all was not well. Nevertheless, Am-
trak was able to lumber on until early in fiscal year 2002.

Several events brought Amtrak’s financial crisis to a head.
In November 2001, the Amtrak Reform Council, an
independent panel created by the 1997 Reform Act to
oversee Amtrak’s progress toward operational self-suffi-
ciency, issued a formal finding that the company would
not be able to meet that goal. Amtrak was spending
money faster than it was taking money in, making finan-
cing critically important. In May 2002, new managers
were brought in, who publicly acknowledged the com-
pany’s dire financial condition. They announced in June
that Amtrak had exhausted its federal subsidy of $521
million for fiscal year 2002 and would cease operations
around the Fourth of July if it did not receive additional
federal aid. To avert a shutdown during the holiday pe-
riod, when the Congress was not in session to appropriate
more funding, the Bush Administration gave Amtrak a
loan of $100 million. When the Congress reconvened
after the holiday, it provided a supplemental appropria-
tion of $205 million. For 2003 , the Congress approved
$1.05 billion for Amtrak and deferred repayment of the

loan.?

1. See “T'W Exclusive Interview: Amtrak President & CEO David
Gunn,” Transportation Weekly, Legislative Services Group, vol. 3,
no. 43 (September 3,2002), p. 5, in which Amtrak’s new president
refers to “an attempt [before he arrived] to prop up the income
statement by playing around with capital and operating” expenses.

2. Because of an across-the-board reduction of 0.65 percent in dis-
cretionary programs for 2003, Amtrak actually received $1.043
billion.

According to Amtrak officials, that amount of money is
not large enough for the company both to sustain its
current operations and to address a backlog of capital
needs over the long term. Consequently, Amtrak is seek-
ing $1.8 billion in federal subsidies for 2004, twice the
$900 million that the President requested in his budget
submission.

Some policymakers think that virtually any additional
federal funding for Amtrak will go to waste unless policies
toward passenger rail are fundamentally overhauled.
Others say that although Amtrak may not have used its
resources as wisely as possible, it never had enough money
to make the investments needed for high-quality service.
However, even reliable, comfortable trains might not be
able to attract enough passengers to turn a profit, except
on a few routes. Over Amtrak’s history, it has proved im-
possible to bridge the chasm between policymakers who
favor private enterprise with a minimum of government
intervention (and subsidizing) and those who believe that
the federal government should provide enough financial
assistance to ensure the existence of a first-class national
passenger rail system.

Past Policies Toward Amtrak

Given the lack of consensus about the role that passenger
rail service should play in the nation’s transportation sys-
tem—and the role the federal government should play
in fostering that service—it is not surprising that federal
policies governing Amtrak have varied over the years and
that legislation has often contained internal inconsisten-
cies. Policymakers who favored the for-profit-enterprise
approach wrote legislative provisions that set goals of self-
sufficiency, required Amtrak to make detailed reports
about the profitability of each train, and ordered the
company to develop plans for dropping money-losing
service. Policymakers who viewed Amtrak asa public ser-
vice wrote legislative provisions that created a politically
appointed board of directors, emphasized a nationwide
rail system, preserved expensive compensation provisions
for laid-off workers, and forced Amtrak to provide dis-
counted fares for people with disabilities.

Such competing requirements could often be found in
the same legislation. As a result, Amtrak legislation has
often had unintended consequences. That fact, and the
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company’s present untenable condition, indicate the im-
portance of several steps:

B Reaching a consensus about the appropriate role of
the federal government in intercity passenger rail
service,

®  Setting realistic and achievable goals for that service,
B Evaluating progress toward attaining those goals,
®  Making midcourse corrections if necessary, and

B Requiring greater transparency and accountability of
Amtrak’s finances.

The Economics of Passenger Rail

Until Amtrak was created, passenger rail service in the
United States was provided by privately owned railroad
companies whose main business in most parts of the
country was transporting freight. Both passenger and
freight rail experienced a significant decline in market
share by the middle of the 20th century as travelers and
shippers turned increasingly to airlines, trucks, and auto-
mobiles to meet their transportation needs. Railroads in
the Northeast faced particularly acute financial problems,
and by the late 1960s, most of the rail operations in that
region were either bankrupt or on the brink. In response,
the federal government took various policy actions,
including creating Amtrak and spinning off to it the
passenger operations of the freight railroads.” The idea
was that if the railroads could get rid of their unprofitable
passenger service, they would stand a better chance of
recovering financially—which they eventually did. In
retrospect, it should not be surprising that the unprof-
itable part of the rail business—passenger operations—
would continue to lose money when operating as a sepa-
rate entity. Policymakers who expected it to become prof-

3. Preserving freight rail service in the Northeast also involved creating
the government-owned Conrail out of the remains of bankrupt
railroads in the Northeast and Midwest, abandoning thousands
of miles of unprofitable track, and giving freight railroads much
greater flexibility to change their rates and service than they had
had during the first three-quarters of the 20th century, when they
were under strict regulation by the Interstate Commerce Com-

mission.

itable may have anticipated that Amtrak would shed its
money-losing routes and focus on the most promising
ones.

By 1970, the year Amtrak was authorized, the number
of intercity passenger-miles traveled by rail had plum-
meted to 6.2 billion from a high of 67 billion during
World War I1.* In comparison, travel by air carrier ac-
counted for more than 100 billion passenger-miles that
year, and intercity travel by bus topped 25 billion pas-
senger-miles.” Since then, intercity rail travel has generally
remained around 5 billion to 6 billion passenger-miles
annually, and bus travel has stayed at about 25 billion.
Air travel has continued to grow, however, reaching 515
billion passenger-miles in 2000.

Amtrak has achieved its greatest success in terms of
market share in the Northeast Corridor, which links Bos-
ton, New York City, Washington, D.C., and intermedi-
ate points. The Northeast provides closely spaced clusters
ofhigh population density—conditions under which rail
has the best chance of competing with other modes of
transportation. The distances between many cities are
short enough that train travel is as fast as air travel, and
both the highway and aviation systems are sufficiently
congested that travel by car, bus, and airplane is fre-
quently subject to delays.

In the large sections of the country that lie outside a
handful of densely populated corridors, however, passen-
ger rail faces enormous competition from airlines and
automobiles. Time-sensitive travelers—particularly busi-
ness travelers—generally find it too costly in terms of
time to take long-distance trips by train. For trips longer
than 300 miles, air travel almost always wins out, unless
a family is traveling together, in which case the auto-
mobile is likely to be less expensive, even when the value
of time is included in the cost. For trips of 100 to 300
miles, the cost calculation depends on how many people
are traveling together, how congested highways and air-
ports are, and how long it takes to get to train stations or

4. A passenger-mile is the movement of one passenger the distance
of one mile.

5. The data for intercity bus travel are problematic. The numbers
presented here include charter-bus travel as well as scheduled
regular-route travel.

Xi
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airports from a traveler’s origin and destination. One
reason for rail’s economic advantage in the Northeast is
that train stations are located in central business districts,
from which many trips begin and to which there is con-
venient access by mass transit.

Policy Options for the Future

of Passenger Rail

This study analyzes four broad policy options that rep-
resent different visions of a passenger rail system and
national rail policy. Option I would end all federal sub-
sidies for Amtrak—either immediately or during a phase-
out process that would provide time for states or other
entities to step in. Unless state or local governments of-
fered financial assistance, this option would probably
resultin the termination of most, if not all, intercity pas-
senger rail service. (Commuter rail service, which operates
within a given metropolitan area, would most likely con-
tinue.) People traveling between cities would have to turn
to airplanes, buses, or automobiles. This option could
have adverse consequences not only for Amtrak’s pas-
sengers and workers but also for freight railroads and
their employees because it could financially weaken the
Railroad Retirement System.

Option II would build on passenger rail’s comparative
strengths: service between densely populated communi-
ties that are located close enough to each other to enable
trip times of three hours or less. Federal financial assis-
tance could be redirected from the current general sub-
sidies for a nationwide system to corridors where the
demand for passenger rail is high enough to cover oper-
ating expenses. The loss of subsidies for long-distance
service would most likely mean the shutdown of most or
all of those routes, unless state governments were willing
to subsidize them. That closure would lead travelers to
shift to more cost-effective modes for such travel. This

option could have adverse effects on railroad workers,
although reductions in long-distance service would be
offset in whole or in part by new corridor services.

Option III would increase federal subsidies to upgrade
the corridors where rail has the best chance of providing
economic service. At the same time, it would preserve the
existing nationwide passenger rail network. A decision to
keep subsidizing nationwide service that cannot be eco-
nomic implies a social vision in which the United States
must remain connected in a rail network and its residents
are entitled to a choice of modes. In other words, even
if they have access to airports and highways, they should
also have access to trains. Besides appealing to advocates
of equal access, this option would appeal to people who
favor redundancy in transportation options in case of a
national emergency. However, there is currently little
excess capacity in the rail system to handle a surge of pas-
sengers in an emergency. This option would have a cost
in terms of economic efficiency because continuing to
subsidize long-distance service would use resources that
could be employed to improve more cost-effective modes
of transportation.

Option IV envisions a passenger rail system that would
play a far greater role in the nation’s transportation sys-
tem than it does at present. This option would aim to
make rail the mode of choice for trips of up to several
hundred miles. Doing that would require massively in-
creasing investment in tracks and equipment to enable
trains to operate safely at much higher speeds. Unless new
breakthroughs in rail technology significantly changed
the basic economics, however, this option would reduce
productivity by diverting federal assistance from more
cost-effective modes to rail. It would require many bil-
lions of dollars that in the end would probably have to
come from increases in taxes or cuts in spending for other
federal programs.



CHAPTER

Introduction:
Amtrak’s Current Situation

assenger rail service in the United States is ata critical
juncture. More than 30 years ago, the federal government
created the National Railroad Passenger Corporation,
known as Amtrak, by spinning off freight railroads’ ailing
passenger services. Although Amtrak was supposed to
become self-sufficient by the end of last year, it remains
heavily in debtand continues to receive large federal sub-
sidies. Now, as it awaits reauthorization by lawmakers,
Amtrak is the subject of numerous proposals that range
from eliminating federal funding for the company to in-
creasing funding dramatically.

In recent years, Amtrak has lurched from one fiscal crisis
to the next. Early in the summer of 2002, it exhausted
the federal subsidy of $521 million that had been appro-
priated for fiscal year 2002 and had been intended to last
through September. Threatening to shut down operations
around the time of the July Fourth holiday, when the
Congress was not in session, Amtrak soughtand received
afederal loan of $100 million." When the Congress recon-
vened, it passed $205 million in supplemental appropri-
ations to get Amtrak through the rest of 2002. For 2003,
the Congtress approved $1.05 billion in appropriations

1. Besides suspending Amtrak’s intercity passenger operations, a
shutdown could also have jeopardized local commuter rail services
that use Amtrak lines or that Amtrak runs under contract to

commuter agencies .

for Amtrak and deferred repayment of the company’s
loan.?

In addition to the financial crisis, 2002 saw a change in
leadership at Amtrak. A few months after David Gunn
became presidentand chief executive officer in May 2002,
he described the condition of his company as “nearly
insolvent, [with] equipment in terrible condition, [and]
$3 billion worth of non-defeased debt.” Not long after-
ward, he announced that Amtrak would need up to $2
billion a year for track, bridge, and train repairs—nearly
double the current federal subsidy.*

2. Those provisions were enacted on February 20,2003, in the Con-
solidated Appropriations Resolution, 2003 (Public Law 108-7).
Because that legislation also contained an across-the-board cut of
0.65 percent in discretionary programs, Amtrak actually received
$1.043 billion for 2003. From October 1, 2002, until that law
was enacted, Amtrak had been receiving a federal subsidy at an
annual rate of about $1 billion under a continuing resolution.

3. “T'W Exclusive Interview: Amtrak President & CEO David Gunn,”
Transportation Weekly, Legislative Services Group, vol. 3, no. 43
(September 3, 2002), p. 4. Nondefeased debt is debt for which
the borrower has not set aside in a trust account a sufficient amount
of risk-free securities (such as Treasury bonds) that would provide
cash to repay the debt when it comes due.

4. “Gunn: Amtrak Needs Up to $2 Billion Yearly to Repair Tracks
and Bridges,” AASHTO Journal, American Association of State
Highway and Transportation Officials (January 24, 2003), p. 5.
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Figure 1.
Federal Funding of Amtrak, 1971 to 2002
(Billions of dollars)
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Source:  Congressional Budget Office based on data from the Department of Transportation.

Although Amtrak received appropriations for 2003, its
authorization for federal funding expired at the end of
September 2002. Aslawmakers consider reauthorization,
they are wrestling with the question of what to do about
passenger rail service in general and Amtrak in particular.

In the three decades since Amtrak’s creation, lawmakers
have tried numerous policy approaches to the company
buthave notyet been able to achieve consensus on along-
term goal. The chief point of contention has been whether
passenger rail should be a national system that receives
federal subsidies for routes where it cannot cover its costs
or whether it should be an enterprise that offers service
only where profitable. In point of fact, Amtrak has re-
ceived federal subsidies every year since it began providing
service in 1971 (see Figure 1). Those subsidies represent
a substantial share of the company’s revenues: about 21
percent in 2001 and 32 percent in 2002 (see Figure 2).”

5. In its accounting, Amtrak does not include federal subsidies as

revenues.

The question of whether Amtrak should operate asa busi-
ness or as a public service is a matter for the political pro-
cess to decide and thus is outside the scope of this study.
Instead, this analysis looks at how passenger rail reached
its current predicament and discusses the implications of
alternative policy directions. To that end, the study exa-
mines the history and economics of passenger rail service
in the United States and analyzes several fundamentally
different options for the future of passenger rail that the
Congress may consider in the coming months—options
that range from ending federal support to boosting it
enough to upgrade the nation’s entire passenger rail
network.

A Mandate to Achieve Self-Sufficiency

In 1997, the Congtress passed the Amtrak Reform and
Accountability Act, which authorized funding for Amtrak
through 2002 and directed the company to take the neces-
sary business measures to run without federal operating
subsidies by December 2002. That law (the Reform Act)
authorized about $1 billion a year in appropriations from
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the Treasury’s general fund for Amtrak for the 1998-2002
period.

Until early in 2002, Amtrak’s management assured the
Congress that the company was on a “glide path” to oper-
ating self-sufficiency in conformity with the Reform Act.®
In recentyears, however, Amtrak has sunk deeper in debt
as it borrowed heavily to finance its current operations.
In the summer of 2001, Amtrak borrowed $300 million
against one of its most valuable assets, Penn Station in
New York City, to cover operating costs. In all, its debt
has increased by about $3 billion over the past five years,
and its interest costs have soared.

In November 2001, the Amtrak Reform Council, a panel
established by the Reform Act to monitor Amtrak’s fi-
nances, made a formal finding that Amtrak would not be
able to achieve operating self-sufficiency by the December
2002 deadline. That finding, along with Amtrak’s wor-
sening financial situation, precipitated a number of pro-
posals for reform—ranging from letting Amtrak go bank-
rupt to boosting annual federal funding for passenger rail
nearly tenfold. Some proposals would keep Amtrak’s cor-
porate structure essentially intact, whereas others would
break the company into separate components. The reform
council’s own proposal was to split Amtrak into two com-
panies (one to own and maintain tracks and facilities in
the Northeast and the other to run trains) and to create
anew organization that would oversee planning and finan-
cing for passenger rail.

Recent Administration and
Congressional Plans

In July 2003, the Bush Administration proposed legis-
lation that followed the general lines of the reform coun-
cil’s recommendation. That legislation (the Passenger Rail
Investment Reform Act, S. 1501) would establish three
entities over several years: a private company that would

6. See, for example, the statement of Tommy Thompson, Chairman,
Amtrak Reform Board, before the Subcommittee on Surface
Transportation and Merchant Marine of the Senate Committee
on Commerce, February 23, 2000. Those assurances came under
the leadership of Amtrak President and Chief Executive Officer
George Warrington, who headed the company from December

1997 to April 2002.

INTRODUCTION: AMTRAK’S CURRENT SITUATION

Figure 2.

Sources of Amtrak’s Operating
Revenues, Including Federal
Payments, 2002

(Percent)

Federal

Payments
(32%)

Passenger-Related
(45%)

Other (14%)

Commuter (9%)

Source: Congressional Budget Office based on data from Amtrak’s 2002
audited consolidated financial statements.

Note: Passenger-related revenues result from ticket sales to Amtrak pas-
sengers, food sales on board trains, and so forth. Commuter revenues
result from contractual payments by commuter railroads, state agen-
cies, and local commuter authorities to Amtrak for use of its tracks
or facilities and for Amtrak’s handling of switching and other
operations.

operate trains under contract to states and multistate com-
pacts, a private company that would maintain and operate
the infrastructure on the Northeast Corridor under con-
tract to a multistate Northeast Corridor Compact, and
an entity that would retain Amtrak’s name and rights to
use the tracks of freight railroads.”

The Administration’s plan would phase out direct sub-
sidies to Amtrak and replace them with federal matching
grants to states for capital investments in passenger rail.
Eventually, the states would be able to contract for train
operations with a private company or public transit
agency.

Two days after the Administration unveiled its bill, several
senators countered with a proposal to substantially increase
funding for the national passenger rail system. That plan

7. TheNortheast Corridor includes the rail lines linking Boston, New
York City, Washington, D.C., and intermediate points.
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(the American Rail Equity Act, S. 1505) would authorize
$2 billion a year for Amtrak’s operating expenses and cre-
ate a Rail Infrastructure Finance Corporation that would
issue up to $48 billion in tax-credit bonds over six years
to benefit passenger rail.

In June, the House Committee on Transportation and
Infrastructure approved the Amtrak Reauthorization Act
of 2003 (H.R. 2572), which would authorize annual
funding of $2 billion over the next three years for Amtrak.
The committee also approved legislation that would pro-
vide $60 billion over 10 years for high-speed rail.® That
funding would not be limited to Amtrak.

8. The Railroad Infrastructure Development and Expansion Act for
the 21st Century (“RIDE-217), H.R. 2571.

InJuly, the Subcommittee on Transportation, Treasury,
and Independent Agencies of the House Committee on
Appropriations approved $580 million for Amtrak for
2004. The full committee later boosted Amtrak’s appro-
priation to $900 million, the amount requested by the
Bush Administration.” That figure is about half of Am-
trak’s own request.

9. The Transportation, Treasury, and Independent Agencies Appro-
priations Act, 2004, H.R. 2989.
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A Brief History of Amtrak

ntercity passenger rail service has long faced signifi-
cant challenges in its efforts to compete with other modes
of transportation. Between the 1920s and the beginning
of World War I, train ridership (measured in annual pas-
senger-miles) declined markedly as automobiles prolifer-
ated.' During the war, rail travel surged as government
rationing of fuel and other materials critical for the war
effort curtailed automobile use.” At that time, the number
of miles traveled by passengers on intercity railroads soared
to an average of nearly 67 billion per year, compared with
an annual average of 19 billion in the previous five-year
period (1936-1940). After the war, however, the number
of passenger-miles traveled by rail subsided again and
began a long decline (see Figure 3).

In 1971, the year Amtrak began service, the number of
intercity rail passenger-miles traveled was down to a mere
4.4 billion. Since then, it has fluctuated within the range
of about 4.2 billion to 6.4 billion passenger-miles per year.

1. One rail expert has suggested that passenger rail probably reached
its peak in terms of intercity travel in the mid-1890s, when its share
of the market was estimated to be about 95 percent. See George
W. Hilton, Amtrak: The National Railroad Passenger Corporation
(Washington, D.C.: American Enterprise Institute, 1980), p. 2.
A passenger-mile is the movement of one passenger the distance
of one mile.

2. In this study, “travel” refers to intercity (between metropolitan
areas) travel unless otherwise noted. “Transit” refers to local travel
(within a metropolitan area).

The total number of intercity rail passengers—a less re-
vealing measure since it ignores the distance traveled—
has ranged from 17 million in the early 1970s to 23.5 mil-
lion in 2001.

Financial Difficulties Leading
to the Creation of Amtrak

In the two decades that preceded the establishment of
Amtrak, the railroad industry—which at that time pro-
vided both freight and passenger service—faced mounting
financial problems. The expansion of alternative travel
options diminished the demand for passenger rail service.
In addition, the railroads’ bread-and-butter freight service
suffered as the railroads were caught with high fixed costs
from which they could noteasily escape in the face of new
competition from truckers. Rigid regulation of both
passenger and freight service by the Interstate Commerce
Commission (ICC) compounded the railroads’ problems
by virtually eliminating their ability to adapt to changing
market conditions.

Alternative Travel Options

The confluence of several events contributed to the decline
in railroad ridership in the 1950s and 1960s. Returning
war veterans took advantage of subsidized mortgage pro-
grams to buy homes for their young and growing families.
Suburbs sprouted, often located far from central-city train
stations and lacking convenient public transportation—a
development that both necessitated automobile ownership
and was enabled by it.
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Figure 3.

Intercity Railroad Passenger-Miles, 1926 to 2002
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Source: Congressional Budget Office based on data from the Association of American Railroads, the Eno Transportation Foundation, Amtrak, and the National Association

of Railroad Passengers.

a. Thefirstfive barsin the table show five-year annual averages (1926-1930, 1931-1935, 1936-1940, 1941-1945, and 1946-1950); the subsequent bars show annual

totals, beginning in 1951 and running through 2002.

At the same time, improved highways facilitated travel
by car and bus. The massive federal program to build the
Interstate Highway System began in 1956 and during the
next two decades completed more than 42,000 miles of
high-quality, multiple-lane, limited-access superhighways.’
That road network helped make car trips faster, cheaper,
and more convenient than train travel.

In addition, business travelers turned increasingly to
airlines for long-distance trips in the postwar period. By
1960, air carriers provided 31 billion passenger-miles of
travel, compared with 17 billion passenger-miles for rail
(see Table 1). A decade later, air carriers accounted for 108
billion passenger-miles, and rail carriers accounted for just

3. Departmentof Transportation, Federal Highway Administration,
Highway Statistics 1976, Table INT-11, p. 141. By 2000, the sys-
tem stretched more than 46,000 miles.

6 billion. In the years that followed, air travel continued
to soar while rail travel stagnated. Like the Interstate High-
way System, the aviation system benefited from federal
spending (in this case, on airports, the air traffic control
system, and other investments).*

Policymakers made several attempts to address the de-
clining financial condition of the railroad industry in
general and of passenger service in particular. Yet even 40
years ago, some analysts had deduced that fundamental
economic factors were making that decline inevitable and
irreversible. For example, in 1961, a commission estab-

4. Federal spending on highways and aviation has been financed in
large part from taxes imposed on users of those systems, whereas
subsidies for intercity passenger rail have come primarily from the
general fund of the Treasury. Local commuter rail service receives
subsidies from the transit account of the Highway Trust Fund,
which is financed from taxes on highway users.



CHAPTER TWO

Table 1.

A BRIEF HISTORY OF AMTRAK

Domestic Intercity Travel by Rail, Air, and Bus, Selected Years, 1960 to 2000

(Billions of passenger-miles)

Percentage of
1960 1970 1980 1990 2000 2000 Total
Air Carriers 31.1 108.4 204.4 345.9 516.1 92.2
Railroads 17.1 6.2 4.5 0.1 5.5 1.0
Buses 193 253 274 23.0 37.9 6.8
Total 67.5 139.9 236.3 375.0 559.5 100.0
Source: Congressional Budget Office based on rail and air carrier data from Department of Transportation, Bureau of Transportation Statistics, National Transportation

Statistics 2002, Table 1-34, and bus data from Rosalyn A. Wilson, Transportation in America, 2001, 19th ed. (Washington, D.C.: Eno Transportation Foundation,
2002), p. 45. CBO used the Eno Foundation report for bus data because the Bureau of Transportation Statistics data include transit (intrametropolitan) passengers
as well as intercity bus passengers. The Eno numbers include charter-bus passengers as well as those on scheduled intercity buses. The largest intercity bus
company, Greyhound Lines, accounted for about 8 billion passenger-miles of scheduled service in 2000. Even if that number was used as a lower bound,

Amtrak would still account for only 1 percent of passenger-miles.

lished by the Senate Commerce Committee to study na-
tional transportation policy concluded:

Railroad intercity passenger service meets no
important needs that cannot be provided for by
other carriers and possesses no uniquely necessary
service advantages. It serves no locations which
cannot be adequately served by air and highway.’

The Financial Decline of Rail Service

During the 1950s and 1960s, railroads experienced in-
creasing difficulty with their freight business as well as
with their passenger service. Justas the Interstate Highway
System made travel by private automobile increasingly
attractive, it also improved the viability of long-distance
trucking. At the same time, strict regulation by the Inter-
state Commerce Commission of rail rates, routes, and
service hampered the railroads’ ability to respond nimbly
to competition from other modes of transportation.

Railroad officials argued that their passenger service was
a primary contributor to their financial woes and that if
they could eliminate such service, they would become
profitable again. Some economists disputed that conten-
tion, but the fact that a railroad’s passenger and freight

5. U.S. Congress, Special Study Group on Transportation Policies,