{ DELH! UNIVERSITY
g

LIBRARY



PELHI UNIVERSITY «LIBRARYY
(TEXT-BOOKS) ~
Gl ND, X Date of release foLloan

AC. 1\0 % L’

llus book shoulu be icturoed on or Defore NG wdlC 1dst slélupeu
b.ow.,  AnoRrdue charye o1 25 Paise per day will be charged jo1

che trst two days afd 30 Paise f.on the thid duy the book 18 hept

o\erftme. Ry







¢ AMBRIDGEN ECOOMIC HANDBOOK,S.—IX .
GENIRAL EDILOR: C. W, GUILLEBAUD, M.A.

THE ECONOMICS OF TRANSPORT






THE ECONOMICS
GF TRANSPORT

BY
MICHAEL R. BONAVIA
M.A,
CORPUS CHRISII COLLEGE, CAMBRIDGE
ASSOCIATE OF THE INSTITUTE OF TRANSPORT

With an Inlyoduction by
C. W. GUILLEBAUD
M.A,
FELLOW OF ST. JOHN'S COLLEGE, CAMBRIDGE

London
NISBET & CO. LTD.

Cambedge
AT THE *UNIVERS[TY PRESS



Fust ptblished in 1936

Reprinted . . . Maych, 1942
Reprinted . . . . June, 1944
Revised and Reprinted . . August, 1946

Naw Edstion, te-set . . +  December, 1947

Printed in Great Brtawn



INTRODUCTION TO THE SERIBS
By the General Editor

SHORTLY after the war of 19T4~I8 there seemed to be
a place for a Series of introductory Economic Hand-
books “ intended to convey to the ordinary reader and
to the uninitiated student seme conception of the
general principles of thought which economists now
apply to economic problems.” °

This Series was planned by Mr. J. M. Keynes under,
the title Cambridge Economic Handbook and he wrote
for it a general Editorial Introduction of wh1gh the
words quoted above formed part. In 1936 Mr,
Keynes handed over the editorship of the Series to
Mr. D. H. Robertson, who held it until he be-
came Professor of Economics in the University of
London. °

The judgment of its originators has been justified
by the wide welcome given to the Series. Apart frcm
its circulation in the British Empire, it has been pub-
lished from the start in the United States of America
while translations -of the principal volumes have
sb far appeared in German, Spanish, Italian,.Swedish,
Japanese, Polish and Lithuanian.
° It is symptomdtic of the changes which have been
taking place in recent times in the development of
economic science, changes associated in a high-degree
with the work and, influence of Mr. Keynes himself,
that within the brief, space of fifteen years the text '
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“of part of the Editorial Introduction should hdve stoud

In' need of revision. In its original version, the:last
paragraph of the Introduction to the Sen'cs van as
follows :

“ Even on matters of principle there is not yet a
complete unanimity of opinion amongst professors.
Generally speaking, the writers of these volumes
believe themselves to be orthodox members of the
Cambridge School of Economics. At any rate,
most of their ideas about the subject, and even their
prejudices, are traceable to the contact they have
en]oy°d with the writings and lectures of the two
economists who have chiefly influenced Cambridge
thought for the past fifty years, Dr. Marshall and
Proéessor Pigou.”

When the Editorship of the Series was transferred
to Mr. D. H. Robertson, Mr. Keynes consented to the
 Tetention of his general Introduction, but subsequently
“re-wrete the concluding paragraph in the following
form :

(.

“ Even on matters of principle there is not yet a
complete unanimity of opinion amongst professional
students of the subject. Immediately after the war
daily economic events were of such a startling
character as to divert attention from theoretical
complexities. But to-day, economic science has
recovered its wind. Traditional tteatments and
traditional solutions are being questioned, improved,
and revised. In the end this activity of research
should clear up contrcversy. But for the moment
controversy and doubt are increased. The writers
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of thisseries must apologise to the general reader
and toythe beginner if many parts of their subject
have not yet reached to a degree of certainty and
lucidity which would make them easy and straight-
forward read;ng

Still more recefit events have produced a world so
far removed from that which existed when the fore-
going words were written, that it has fallen to the lot
of the present Editor to provide a new Introduction.

This is perhaps a good vantage point from which to
survey very briefly some of the pnnc1pal trenda in the
evolution of economic thought in this country dyring,
the past thirty years. Prior to 1914 economic theory
here was largely dominated by Alfred Marshall; and
economists, following him, thought in terms of the
long period tendencies of the different sections of the
economic system towards positions of equilibrium,
even though ever-present dynamic factors were per-
petually modifying the existing structure ané pre-
senting new and equally distant, if equally unattain-
able, goals as stimuli to change and adaptation. Mcze-
over, in the Marshallian system, those tendencies
resulted from the working of persistent underlying
forces which were conceived of as largely competitive
m character. The increasing trend towards monopoly
was certainly affecting thought, but not so much in
the realm of the theory of value, as in the emphasis
which came to be laid on possible discrepancies between ‘
the private interest and the social interest. Under the
influence of Professor Pigou a Welfare Economics was
developing side by side with, and out of, the Value"
Economics of the older generatn)n
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. After 1918 the long-drawn-out agony of the i‘epresséd
areag, the weakening of the position of this countty in
internatmnal trade and the tremendous 1nten51ty of
the econemic crisis of 1930-32 (to mention but a few
out of the many contributing causes) combined, on the
one hand, to focus attention on problefhs of the short
period and, on the other hand, to throw doubt on the
extent to which the self-adjusting, seemingly auto-
matic mechanism, which on the whole had operated
so effectively during jhe nineteenth century, was
capable of coping with ithe deep-seated maladjust-
ments end disharmonies which characterised the post-
war_wotld. At the same time value theory itself was
profoundly influenced by the emergence of a number
of wnters who approached value problems from
the vrew-pomt of monopoly, and emphasised the
unrealistic nature of an analysis which was based on
the assumptions of perfect competition and a perfect
market. Most of all, however, economic thought was
domirated by the desire to find a solution for the
problem of how to maintain the level of effective
deraand so as to avoid the recurrence of phases of
deep depression and widespread unemployment. There
was a growing feeling of impatience with the economics
of the long period “ in which we are all dead ”’, and a
great, perhaps even excessive, concentration on the
short period in which we live and move and have our
being.

The result was a remarkable fennent of 1deas
the challenging of ancient orthodoxies, and ‘* for the
moment controversy and doubt [were] increased.”
fhis ferment had by b means Subsided wheg- the
second war with Germyany broke out in September 1939,

<
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bringing ia its train a degree of State interference with
the hormzl peace-time working of the economic system
far exceedmg that reached even m the last years of
the war of 1914—18 s

In so far asitis p0551ble to foresee future trends they
would seem t¥lie in a much greater measure of con-
scious public control over many aspects of economic
activity than has existed in the past. It will no doubt
still remain true, to quote Mr. Keynes’s Introduction
again, that :

“The Theory of Economlcs does not furnish a’
body of settled conclusions immediately applicable
to policy. It is a method rather than a doctrine,
» an apparatus of the mind, a technique of thifiking,
whlch helps its possessor to draw correct conclusions.’”
Nevertheless, economists may well find therhselves

to a greater degree than hitherto called upon to
express their views on matters of economic policy,
and—for a time at least—the writers of future volumes
of the Cambridge Economic Handbooks may be-
concerned rather with specific problems than with
the more general aspects of economic theory. *
C.W.G.

Cambridge,
April, 1941.



AUTHOR’S NOTE TO NEW EDITION

As the proofs of this revised 'edition were passing
through the press, the Royal Assent wgs given to the
Transport Act, 1947, a measure quite unparalleled in
its importance. This Act transfers the railways, canals,
and long-distance road hauliers of Great Britain to
State ownership, and thereby creates a single vast
inland transport monoply. It also contains clauses
enabling the acquisition to take place, later, of the
nation’s road passenger transport undertakings and the
‘docks and harbours.

The administrative machinery for controlling thi%
vast agsembly of enterprises consists of a British Trans-
port Commission as a supreme policy-making, financial
and co-ordinating authority. The Commission is to be
composed of a Chairman and between four and eight

.other members, all of whom will be appointed by the

Minister of Transport. The following Executives, also
appointed by the Minister, will exercise managerial
fifiictions over the various branches of transport on
behalf of the Commission :—

Railway Executive,

Docks and Inland Waterways Executive,

Road Transport Executive,

London Transport Executive,

Hotels Executive (tobeset up on an appointed day).

It is provided in they Act that all the business
carried on by the Comnmission shall form one, urfder-

X
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taking, a)m,d the Commission is directed to secure that’
its revenyes shall be not less than sufficient for making’
provision® for the meeting of all charges properlys
chargeable toevenue, taking one year with another.

It i$ dbviously unposs1b1e to deal here with the details
of this enormous legislative measure, or even to indicate
its chief probable.effects on the economic structure of
the country.

In his preface, the General Editor of this series
observes that economic theory has in the last twenty
years been profoundly influencéd by the new treatment
of monopoly and by the gradual abandonment of the
conception of free competition and perfect markets as
representing economic normality. And transpori-is a’
tleld in which monopoly has always, and necessarily,
played a prominent part; since in m#hy fogms of
transport (particularly those based upon the usé of an
artificial highway or track) the whole structure of the
industry tends naturally to monopolistic organisation.
This has led to a good deal of confusion in the, past.
Some writers have been led into arguments which led to
highly unrealistic conclusions simply because of their
unfamiliarity with the details of this complex industry,
Others have confined themselves to a descriptive treat-
ment which frankly abandons any attempt at an
analytical treatment of a baffling subject. The problem
of co-ordination has sometimes been falsely represented
Asachoice betvgeen monopoly and competition, whereas
it was a choice between monopoly and imperfect com-
petition, or ** duopoly.” However, the Gordian knot has
now been cut by a Labour Government which has
heavily committed itself tce State-owned monopol§
whex'eve.r it is adminibtratively p7ssible to introduce it.
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Tt must be admitted that, at a single stroke, the unificg-
tion of transport will sweep away many of ’ghe more
complex problems and the new British Transport
Commission will possess a degree of freelom, particu-
larly as regards charges, for whichi its predecessors 6n the
main line railways have sighed in vain for many years,

The chief points of criticism raised against the Act
have not been theoretical objections to monopoly, but
practical questions relating to administrative efficiency,
and equitable treatment of dispossessed stockholders,
The fixing of an arbitraty radius of operation for road
vehicles as a test for whether hauliers’ undertakings
are to be acquired as being predominantly * long-
distsiice,” or left independent as predominantly
‘* short-distance,” is obviously full of difficulties. Thé
devoludion of authority from the Commission to the
Executives on a functional basis has been described as
a disintegration, rather than an integration, of transport
facilities. The equity of the compensation terms,
based upon current Stock Exchange values, which are
offered to railway and canal stockholders, has been
challenged. But there is no question that the broad
piinciple of unification, so far as pure theory is con-
cerned, will simplify many of the vexed problems of
charges, costs and net revenue, that have perplexed the
last generation of administrators, sirice the Commission
will undoubtedly be able to charge ‘‘ all that the traffic’
will bear ”’ subject only to potential checks from “ C
licence vehicle operation on the freight ‘side and from *
private cars on the passenger side. Public transport will
in fact be almost entirely monopolised and only private
t:ansport will offer the stiznulus and the checks of com-
petition.
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*When thingos are changing on such a scale and at such’
a paze, ityis impossible to present a picture that will be”
truly up-fo-date for more than a few weeks. And in,
revising this bdok no attempt has beer. made to describe
the economic effects upon the transport industry of the
recent war. The Road Haulage organisation set up by
the Ministry of Transport and afterwards disbanded ;
the control of the main line railways and London
Transport, and their management for war purposes by
the Railway Executive Committee ; the forms of war-
time shipping control—all thede are matters of great
interest, and the student of transport should acquaint
himself with their main outline. But it is tos early
yet to draw any general moral from their applicat:on. ¢
A% the war recedes into the background we shall see
its events in a better perspective. Iy anyscase,
however, it would probably be unwise to attentpt to
reach definite conclusions when so great an upheaval as
will be caused by the provisions of the Transport Act
is in progress. When the convulsions have died down
and the lava has ceased to flow, we shall be able to
take stock of the new landscape as it appears after the
earthquake.

M.R.B.
September, 1947.
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THE ECONOMICS
OF ‘TRANSPORT

CHAPTEK I
THE FUNCTION OF TRANSPORT

§x. Utilities of Place. Transport, as a subject,
stands somewhat apart from the general bady of
economic phenomena. It has not the special theotetical
interest attaching to monetary studies, although some
writers on railway economics appear to regard dis-
criminating monopoly in transport as something
which is not given its proper significance in orthodox
economic theory. Yet transport, with its immense
financial and technical significance, is undoubted I\
one ne of the major_problems of the age, and the study
of where, and how, its organisation fits into the
appa.ratus of proddctlon is of great practical impor-
tance. "And there is a very real theoretical interest
attached to certain problems, such as the basis of road
8nd rail competition, which have arisen comparatively
recently, and still lack a satis{actory solution.

It is impossible to make a clear distinction between
transport and “ production.”, A familiar platitude
states, that in reality-goods are neither produced nor

= T
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consumed. The sum of human activity does not
increase or diminish the aggregate of this planet’s
matier. Such verbal nicety helps us to semember
that ¢ map is a spirit,” and gOOdS are bu¢ Sat‘SffCtm_ns
‘If this is borne in mind, the creatioi \_..ful..u.lLLEb mrd&sn '
individual efforts and sacrifices ceases ‘o be identifed
with physical creation, as implied in the word ** produc-
tion . Matrer is more desirable or useful in one form
than another; and accordingly mankind is busy
stimulating or assisting Nature to change the seed to
the fruit, the ore to the inetal. Matter is more desirable
at one place than another, at one time than another ;
and thus transport and distribution, and the whole
meichanting mechanism are evolved. t‘I‘he function
of transport is to_carry commodities_ from pom‘&s
wherc _their® marginal _ utlhty, the significance of _a
little more or a Little less, is is relafively low to where jt
is rElatwely hl_gh ThlS process is interleaved, as it
were, with the process of physical change, so that the
final utility of any commodity can be visualised as
composed of ““layers " of different ytilities—of form,
of place; and of time. /

There is at any rate a verbal question whether
transport is more accurately described positively, as
producing new utilities of location ; or negatively, as
breaking down and removing the disutilities imposed
by distance. This much may be said for the latter
view, that thereby it is perhaps easier to visualise how
universal is the importance of transport. There are
many barriers, both on the side._of_ demand-and.-of

achieving a ma.x1mum nf satlsfactmn a.nd one of the

greatest is physical separation, lransport bv a tack-
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mg this okstacle, enables a given flow of resources to,
produce. geater results. _ -

Such an’argument ma.y appear academic and remote*
from expenenck But it has had an uvbviousbrelevance
in so prictical a matter as determining a railway rate.
In the Greenock sugar case, for instance, it was argued
that it was inequitable for the railway to charge
identical rates for the transport of sugar to the English
midlands from London and from Greenock, since
the latter journey was twice the length of the former.
This procedure, it was contended, destroyed the
natural advantage over their Scottish compstitors
which the London firms owed to their geogrdphlca.l
situation. However, the contra.ry view prevailed ;
was held that transport is fulfilling its true functlon
when it benefits the consumer by extersion &g the
market and breaks down the advantage, perhaps
amounting to semi-monopoly, which individual pro-
ducers may derive from situation.

iCertain forms of transport, of course, are not merely
a contribution to the final utility of something else, but
are themselves a ** consumer’s service.)’ /Much pas:_
senger transport falls under this definition; not all,
since journeys undertaken in the course of business are
incidental to production. But it is of little importance
to distinguish between the utility of the railway to the
business man tra.velhng to Manchester or Pittsburg and
to his wife gom% * South for Sunshine.” The essential,
point is that trdnsport services are a vital part of the
flow of utilities comprised in the economic system

.Like monetary.theory, transport is often treated som¢-

what apart from the ordingry body of economlc
doEf"E(Ee But its prdblems are romphcated through
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confusing detail rather than any failure to <ohform'to
general principles; and their solution is cie of the
“‘major issues of the present time. ‘
° f
§ 2. The Demand for Transport. Although t'rzfnsport
is essential to that standard of individ¥al consumption
which we regard as the hall-mark of civilisation, and the
command of rapid and comfortable travel is itself
regarded as an indispensable part of culture, yet the
demand for transport,is not fundamental in human
nature. It cannol compare with the elemental desires
“for feod, warmth, clothing and shelter. Nevertheless,
the collective demand for transport of an organised
society with a high “standard of living” may be
yexceedingly strong; since the entire mechanism for
satistying primary demands—above all for food—may,
as in the case of Great Brilain, rest upon efficient trans-
port. €The ultimate demand for transport may thus
be_derived from that for the necessities of life, and be
correspondingly inelastic. To_some extent, therefore,
iransport is analogous to other services for which
derived demand is very strong although direct demand
is weak or non-existent ; for example, justice, police or
national defence: These cases all exhibit the same
characteristic : fhat the satisfaction of the individual’s
elemental needs depends ultimately upon the provision
of services for which the individual has a low conscious
demand. The collective derived demand is, howeveg,
strong enough to ensure supply at the expense of the
community.
The analogy between transport and justice or defence
is only partial ; but it cnay be remiembered, when the
question of monopyly is considered later, tbaiﬂ these
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latter services are cases in which there is no response to
individual demand through competitive supply ; there
cannot, save perhaps in a feudal state, be competmg
systems of law or defence. The systerh of prxce bteaks
down when it is a question of providing an elementary
school, a battl@shlp or a police station; supply is
unrelated to individual demand. In certain aspects of
transport (the construction of roads from the proceeds
of taxation, legal provision for workmen’s trains on
railways, for example) the community similarly bridges
the gap between demand and supply by special action
which ignores the criterion of ** effective demand pnce,
the common arbiter of economic activity.

J’A somewhat loose distinction i is often drawn between '

‘industry ”’ and a * gservice.” If we assume that

the former relates to the productlon of utilities gnder
the stimulus and control of an ordinary price‘system
and the latter to their production independently of such
a system, then transport is a blend of industry and
service. In a highly organised industrial community a
large part of the demand for transport can be and is
effectively expressed as a money price. On the other
hand, where the individual demand ceases to express
itself in an effective money price there may sometimes
be a latent collective demand. The normal operation
of the price-system would leave this demand unsatis-
fie'l. But the special place of transport in the produc-
tion of welfare may lead the State to satisfy this latent.,
demand at the public expense. It is a truism that there
is a part of men’s incomes which they can with best
advantage to the community spend themselves ;
another part whick it is equally desirable that the
State gshquld spend for them. Tra\nsport expenditure
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comes under hoth those heads, being irtermediate
between ordinary consumption goods afid Social
serv1ces such as street lighting, elementary educatmn
justice and police.

§ 3. Specialisation. It is an obv1ous truth that the
many types of specialised productmn which comprise
industrial civilisation depend upon a developed and
efficient system of transport. But the generalisation
can be narrowed downs In the first place the character
of “ specialisation ”’ must be examined. When Adam
Smitli, wrote of the Division of Labour he was thinking
largely of specialisation within more or less self-con-
tained groups of individuals. Where the group is a
smalj;one, such asa family or a village, a certain standard
of specialisation can be attained withoul inducing a
transport problem, if raw materials can be obtained
locally. Certain communities can thus combine a fairly
high degree of self-sufficiency with a fairly high
stantlard of living by purely ‘' internal *’ specialisation
—the division of labour pure and simple. But if the
pregsure of population exceeds the productive capacity
of the neighbouring countryside, or if some article of
special guality or repute can be produced which can be
advantageously exchanged for the products of other
communities, then a transport problem arises. The
increased standard of living associated with *“ external "
apec1ahsatlon “of whole commumt1eq, is historically
linked with the great advance in transport methods
during the nineteenth century. The inventive genius
of the eighteenth century was not lacking, nor was the
business acumen of th¢ “man_ of enterprise ”” unde-
veloped ; but untﬂ/tra.nsport could be cheapenet.'l and
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extended ¢heir force was latent, and the simultaneous’
expa.nsmﬁ of population and wealth was baulked of its
full momentun; \

The term ““ Division of Labour ™ is 1nadequate to
describe the specialisation which has led to whole
communities devoting themselves to producing one
commodity—usually raw materials, such as rubber,
nitrate or timber ; or foodstuffs such as wheat, tea or
coffee. There must be a division of land and capital
as well as of labour. And in pramoting this specialised
use of land and capital the two essential agents are
transport and communications. The division of }Abour
inside a community, the evolution of those familiar.
vijlage craftsmen, can take place independently of
transport ; but it is very obvious that the spec1a.115ed
‘use of land, which cannot be physically concentrafed in
a narrow radius, requires efficient transport. The
division of capital—in particular the separation of
thé two functions of risk-bearing and management—
depends indirectly upon transport, through the “need
for communications. Transport and communications
were closely linked until the extension of the elestric-
telegraph, and retain some relationship. The division
of capital relies upon communications to provide
intelligence of opportunitics for investment, and for
overlooking investments already made ; it also depends
upon the arrangements which can be made for the
tsansport of valye—for making and receiving payments
in distant places.

There are certain rather curious results of the gro
of specialisation.| In the first place, as methods of pro-
duction become mhore roundabVut in order to achieve
the mylximum efficiency, transport hecomes increasingly
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occupied in transforming the finished prodtct of one
mdustry into the raw material of another.,Buf this
increasing 1mportance of transport costs may at the
same time encourage a different tendency , toward the
integration of processes which cpecmlzsatlon formerly
separated. The necessity for minimising transport costs
at a time when the price of the finished product is
falling may lead to rcorganisation in order to reduce
intermediate handliig. The physical grouping of blast
furnaces, steel me ltmd. shop and rolling mills in the
steel industry is a conspicuous example. Specialisation
frequently implies the szparation of manufacturing
prncesses from both the source of raw materials and
the market supplied ; but transport often determings
the gxact relation which the site bears to these two
points of attraction. The fact that the finished product
isgenerally lessin weight than the raw materials of which
it is composed may attract industry back to its sources
of supply ; but lower transport charges, for instance
railway rates, imposed upon the raw material than on the
finished article may attract it fornard to its markets.
One other result of improvements in transport may
be noted. WWhile labour and capiial have extended
their range of useful apphcatlon land has tended to_
become more testricted to a _single > _purpose. No
amount 6f Impros cments in transport can render it
mobile ; the specialised uses must be brought to the
<and. Thus certain areas of the wor!d have become
increasingly dependent upon a single product—cofiee
in Brazil, wheat in Canada, wool and mutton in
Australia—while other areas have been able to intro-
duce manufactunng ifdustries, ih which the use of
land is of secondary importance, with little seghrd to
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geographieal specialisation. In the past such industries
freqdentdly were located where local capital and Iocal
labour could b}e drawn upon. But with the increased
mobiljty of factors of production due to imptoved
tra.nsport there is on the one hand a wider diffusion of
industry throug’h the great manufacturing countries of
the world, and on‘the other hand a narrower concentra-
tion upon a single product in areas devoted to agricul-
ture or extractive industries—mining, quarrying, etc.
—dependent upon the qualities,of the soil itself.

It would be idle to ignore the fact that in some
respects the tide, as regards international specialisation,
seems to have turned. The blast, first of ecdnomic,
depression and then of war, has struck at the root of
the whole principle of international spec1a.hsa.t10n Itis
suggested that greater stability may be obfained ffom a
lower standard of living which unites the fortunes of
producers and consumers more closely, and offers a
degree of self-sufficiency despite a lower standard of
consumption. The resulting sacrifice of welfare is
regarded as the payment of an insurance premium, the
price of relative security. Time alone can show wlether_
this view is justified ; but transport today is v1ta11y
concerned in the solution of a problem which it has
itself to some extent created, through enabling inter-
national trade to outstrip the financial and political
progress with which it should be associated.

§4. Some Social Effects of Transport. Many writers
haye hymned the moral and social progress which indus-
trial civilisation is considered to have brought in its
wake. The effects of improved transport in parncular
have.qbeen the suB]eEf—T panegync TNor is this insis-

- ..n 1
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tence merely retrospective—that the lives of our pre-
decgssors seem to have been so often “ pogdr, nhsty,
brutish, short ” that we are conscious of a grateful
superiority. On‘the contrary, at the threshqld of
the Railway Age transport was hailed as the universal
panacea. Dr. Arnold of Rugby rejoi(bed to see the
railway “ and o think that feudality is gone for ever.”
The compiler of Osborne’s Grand Junction Railway
Guide wrote in 1838 : “ By means of Railways, insti-
tutions_and customs, Jaws and language, will make
rapid progréssgin assirnilafﬁ)'lf,"c")\?qr ‘_ev‘erjr part of the
united kingdont, and the world at large. Newspapers
and periodicals, pamphlets and small volumes, con-
taining the seeds of improvement, civil, scientific, moral
and religious, will be dispersed with tenfold rapidity.
Oratoys, Lecturers and Missionaries will be multiplied.
. . . Villages and small towns will gradually exchange
their dialect for the national tongue, by the increased
frequency of communion with other places and persons ;
and -customs and superstitions that have for ages
resisted the progress of other agents, will give way to
the force and rapidity of this.”

How far have these high hopes been realised ? The
effects of transport have been twofold. On the onej
hand, through promoting specialisation a higher.
standard of hm&ﬁble ; onthe other,
through the spread of informafion and ideas, the désire ‘
for improvement has been fortified. The process outz
lined by the author of Osbome’s Guide, for all its
naiveté, has obviously taken place ; a pessimist would
add that its most conspicuous result has been an
increased préoccupationr of the sinaller places with
imitating the standards of living of the capitaj—an
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a.ac_elera, el _transformation of the luxuries of one /

generat1 into the conventional necessities of, the
next. 3
Ecenpmusts commonly pay lip-service to the maxim
that no clear lipe can be drawn to separate economic
and non-economic satisfactions; but they generally
hurry off the frontier territoly of social history or
fychology as soon as possible. Yet many of the
fiects of transport are so remote from contact with
‘‘ the measuring-rod of moneyp’’ that some attempt
must be made to set economic and non-economic
effects side by side. The growth of transpoi¥ has
undoubtedly helped to satisfy old “elemental wants,
more adequately, , and has™created new ones. In the
economic sens€ of the word; this has no doybt increased
‘“ welfare.” On the other hand, the dissemination of
information and the “* small volumes " of the Victorian
prophet have tended to impose a certain drab uniformity
of outlook ; views are second-hand, people who are
well 1nformea' may be poorly opmloned evern® pre-
judice may be preferable to apathy. The racy dialect is
succeeded by a stilted *‘ standard English " like, the
language of a policeman in the witness-box. It may
mean better crops if * every valley 1s exalted ”’ and
** the high places made low,” but it certainly spoils the
v1ew The economist, by defimtion the student of
mankmd engaged in the ordmary business of life,”
Gannot listen 19 the Eastern philosopher who regards
welfare as springing from N irvana, the elimination both
of desires and their_ satisfaction. But he can, while
retaining the Western philosophy of ~achievement,
protest against the ‘senseless sdobbery of much adver-
tliei_n}n’q the mass-produced demand which traq}_o:i’t

— e
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+has created along with the possibility of mass supply
It is on the psychological side that transpoft is most
vulnerable; The lack of Varlety in hu{nan character
which isa product of cosmopolitanism is a very real loss.
Contact with one’s fellows does not always enrich and
extend human experience ; it often mttarely Tubs away
the distinguishing marks of the intividual. Not all
the items on the debit side are of this psychological
nature. Some are direct disutilities that have a
definite money value. For instance where a railway
was consiructed to serve a new steelworks, and at the
same-time as it supplied raw materials and distributed
the finished product, failed to provide cheap and ade-
quate passenger transport in order that the workers
mlght live in healthy surroundings away from their
work,, it involved the re-housing of the workers by a
later generation, usually to some extent out of public
funds. Slums are largely a product of the ill- balanced
growth of transport,
+ Inanother sense transport creates its own difficulties.
Improvements in transport facilities act as a spur to
production, and attract labour and capital into the
area over which they are effective. If the improvements
in transport have been made without allowing for this
effect, they will shortly be outpaced. Tlle_most obv10us
illustration is_that familiar evil of our time, ° nbbon
devel lopment.” In order to relieve a congested ed road,
a new road was built. The rise in the value of land
produced by proximity to a main traffic artery attracted
speculative builders who proceeded to erect houses,
shops and factories along the line of the new road.
Before long the main ror.d became congested with local
traffic, particularly distributive services, an¢- the
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problem‘lof * by-passing the by-pass * presented itself.
None &f these disadvantages are, it will e noticed,
inherefit 10 trg.llgport They are functionyl and n;)g

' or_gamc ~diseases. Spch a d1agnos1s immediate
prompted the remedy of economic planning. Th
theoretical case¥for transport planning will be set out
later ; but it may not be out of place to anticipate it
here by mentioning two prima facie arguments in its
favour. First, there are the spegial conditions of
demand already mentioned. Se%ondly, there is the fact
that changes in the te_chmqlle or efficiency of transport
affect all industries, not in equal degree, but to some
extent. 1his tends to set transport apart ‘fromother
industries, changes in whose technique are likely to

ect some other industries, but practically never all.



CHAPTER II
THE MEANS OF TRANSPORT

§1. The Vehicle and the Highway. TransL of
material goods implies two factors : a vehicle or unit of
con\g,eya.nce and a medium in which, or upon which, to
moye: The choice of medium 1 determines the type ana-
“Qesign of the vehicle. Across wild country, hills and
valleys, rocks and swamps, the * vehicle "’ can only 'pe
a dounesticaced animal or the featherless biped, man.
Direct porterage is of little interest to the economist,
although it is surprising how important a traffic has
been carried on for centuries where no artificial roads
exist, as in parts of Africa to-day, by human porters,
strings of pack-horses, or camel caravans. But itisa
form of transport which cannot be organised so as
greatly to reduce costs, and for goods other than those
of high value in relation to weight and bulk is too
expensive.

The first step towards a more efficient form of trans-
port was to obtain a larger and more economical unit of
conveyance. "A distinction 1mmed1ate1y arises between
vehicles which can use highways pro/ided by, Nature
and those which require an artificial track. We can
classify the means of transport as using public tracks—
the sea, rivers, the air; or private tracks, such as
rajlways or canals. Roads occupy a somewhat inter-

14
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mediate WYposition, since, although artificially con-
structed, they are not reserved for any single type of
transport, nor, generally, are they private }ioperty. i

* The chief and mos{, obvious distinction between,
transport agencies using public, and those using private,}
tracks lies in the%reater command over capital require<¥
before the latter cah come into existence. ‘It is a test o

an economically advanced community, that it can
employ considerable resources in furthering enterprises
which may yield little direct rgturn, but which will
ultimately yield very high economies in producing a
given output and will thus set free resources te be
employed elsewhere. Much transport expeniture
comes under this head ; but before seeking the econo-
mies which can be realised by heavy outlay on canals,
for instance, the possibilities of sea and river trangbort
were fully explored, involving as they did a much
.smaller and more flexible unit of outlay.

§ 2. Public Tracks: The Sea. Two factors probably
contributed to the early use of rivers and the sea for
transport ; the natural curiosity which led men_ to
explore the unknown, and the possibility, once the
principle of buoyancy through displacement was
vaguely understood,, of moving heavy_goods easily
across the surface of the water. A considerable
amount of capital expenditure took place in marine
transport apart from the ships themselves. Harbour
works were cordtructed, and the great Pharos of
Alexandria lit its lamp in the ancient world, as the main
routes of commerce took shape. But there is one
' point which must be noted. Thg flow of commodities,
and ttf grganisation of transport in response to this
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flow, was by no means the logical process of exchange
and spec?a.lisation that exists to-day. Tanose who
possessed (command over capital utilised it to enrich
the‘lives of a few with commodities unobtainable in
the narrow circle of home production—from which
came the importance of spices and jewellery in early
trade. International commerce was not so much the
result of relative price-structures, as the food of
princely imaginations, crying out, like Faustus :

1 “ 1'll have them ﬂyeto India for gold,
Ransack the ocean for orient pearl,

a) And search all corners of the new-found world

_L For pleasant fruits and princely delicates.”

Commerce, although always tending to become iess
exclasively- concerned with rare articles of high value,
might be one-sided. The * quinquereme of Nineveh ”
with its cargo of “ peacocks, apes and ivory "’ gave
place to the prosaic Roman grain-ship in the trade
between Northern Africa and Ostia or Brundisium
but the cargo might still be tribute from one country to
another, a perpetual “ reparations” in which there
wete no economic foundations of mutual benefit,
Under a powerful empire, transport might reach a high
degree of organisation; but until the advent of
specialised productive methods and foreign trade based
upon comparative cost structures, it was not part of
the framework of society.

Looking backwards, the process of change in the
technique of ship construction and operation seems to”
have been a more gradual and continuous process than
the corresponding changes in land transport. In one
of Mr. Kipling’s verses Noah is represented as taking an
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int'e‘l]igen&interest in the construction of a modern
sea-going essel and there is a good deal vf truth in
his contention t%mat “ thmgs has altered in tke shlppmg'
trade very little smcg “ things was made.” Steam
did nof feplace saﬂs in the way that railways replaced
the stage coach’almost overnight. Fulton’s Clermont
began puffing along the Hudson River in 1807 ; yet
the sailing vessel can only be said to have reached its
final stage of development about 1890, when schoonet-
rigged ocean carriers of up to 5,000 gross tons' were
being constructed, with steel hulls, framing and masts
—only distinguishable from a modern cargo steame.r by
the method of propulsion.

Even before the advent of steam propulsion, ships
codld be roughly classified into groups correspondmg to
the present-day division into liners and tramps—thope'
engaged in a regular service, and those that seek frelghts
wherever they can find them. In the late eighteenth
century the great armed vessels of the British East
India Company, the *“ ast Indiamen,” were the closest
ancestors of the modern Iiner, while the * Free Trader,”
a smaller and faster vessel, was the forerunner of the
modern cargo tramp. But for many years after stéam
propulsion had been technically p0551b1e it was con-
fined to the liner trade. A steamer carrying mails and
passengers only could cross the Atlantic or make a
Far Eastern voyage under its own power ; but as late
as the last quarter of the nineteenth century it was
often considered ihat the bunker space required for the
coal made steam uneconomic for freight tramping. It
was not until the compound engine, with its great

»
1Gross tonnage measures the vessels cubic capacity on a basis
of 1 tor =, 100 cubic feet,®

(o)
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economies of fuel consumption, had been irtroduced
and perfegted that the gradual replacemeat of the
sailing clipper by the modern tramp steamer was
posgible. Throughout the greater p\art of the last
century, while mails and passengers were carried by
steam along the main ocean routes, the majority of the
world’s seaborne commodities was still carried by sail.
It was not until 1893 that the world tonnage of steamers
first exceeded the world sailing ship tonnage, although
the change in the rela'give positions has been rapid since
that date.

The competition between British and American
_shipewners in the last century was concentrated in the
“freight trade. The Americans had natural advantages

in their immense soft-wood supplies for building
ecoriomical sailing clippers. The British, however, re-
gained the supremacy they bad lost in this field when
iron and steel construction replaced wooden hulls, and
when, later, it became possible to design a tramp
stegmer with compound engines which could compete
with the sailing vessel as a cheap transporter of goods.
The preference of the private American shipowner for
wood and sails, was only equalled by that of the British
Admiralty.

Until the 1914/18 War British supremacy in world
shipping was unchallenged. The heavy loss of tonnage
during that war from enemy action, and the remarkable
expansion in the American shipbuilding industry to-
wards the end of the war, produced afprofound change
in the situation.

Apart from the shift in the relative positions of the
United Kingdom and, the U.S.A., the ratio of ocean
shipping tonnage to tfle volume of international trade
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had chanyed considerably. At the end of 1936 the
Liverpool Steam Ship Owners Association produced an
interesting report giving statistics which showed how
sthe increase in tile quantum of world ‘rade from 1913
to 1929 was less than the increase in the tonnage of
shipping availabld to move it, involving a general degree
of unemployment.* The figures are set out in the
following table :—

Index of World Trade Index of Ocean Shipping
(League of Nations figures) Tgnnage (Lloyd’s Register
Figures)
1913=100 1913=100
Total (2,000 tons and -
Year Quantum upwards)
)
I9I13 I00 10(3)
1929 130 157
1932 97 163
1935 ! 107 150

Nevertheless, as late as 1929 the disparity was not,so
wide that British shipping could not secure employ-
ment on an economic basis. But when the depression
came, although the index of world trade had fallen
from 130 in 1929 to g7 in 1932, the total volume of
available shipping had actually slightly increased. The
result was a disastrous fall in freight rates, shortage of
work and a disproportionate competitive power
attaching to subsidies received by certain foreign
fledts. ‘

The trade recovery towards the end of the 1930’s to
some extent alleviated the position, but British shipping
had not regained its former supremacy when the
Second World War broke out in 1939, in which the

J
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losses suffered by Britain and the enormous/L,xpar'lslion
of U.S.A\ building capacity were even more dramatic
than in the first.

§3. Rivers. The importance of rivers to an unde-
veloped community can hardly be ekxaggerated. They
provide a smooth highway which is free from the worst
dangers and uncertainties of the open sea, on which
the sea-going vessel and the dug-out tree-trunk alike
may pass. It is a yery old adage that * mountains
divide ; but rivers unite.”” Along the great rivers of
Euwrope and Asia civilisation has spread ; the tide of
foréign conquest has generally flowed inland along the
“line of the great rivers. There are disadvantages to
compensate ; it is true that in tidal reaches the river
mayy provide both a highway and motive power, and
many lighters are still navigated up and down.the
Thames without propulsive mechanism, merely follow-
ing the ebb or the flow and anchoring at the turn of
the tide. But above the tidal influence the current
flows in a constant direction and considerable effort
may be needed to make passage upstream. Rivers are
often circuitous ; the presence of shoals or rapids may
stop through navigation. Many rivers moreover are
liable to silt up, or to change their course, and inland
ports may find themselves stranded. The fate of Rye
is an example: it is only by constant dredging that
Liverpool escapes the same doom.

Natural capital, if the term bé used somewhat
loosely, exists in the navigability of the sea and rivers.
But where human eflorts have been directed to pro-
viding harbours and terminal facilities, these public
tracks may be subject to private rights and it is
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possioie bY what is known in international law as the
principle of, “‘ cabotage "’ to introduce a mcnopolistic
element into thejuse of the sea by reserving the right to

\:arry goods between twoe ports on the céast of the same
country to ships pnder that country’s flag/ A further
intrusion of the private princinle into the use of the
ocean highway ma} occur when a maritime canal is
constructed. The monopoly posses:ed by the Suez
Canal Company is an obvious example ; in this case,
however, the exploitation cf the.canal is purely com-
mercial. The Panama Canal, controlled by the United
States Government, is in a rather different position.
Under the original Hay-Pauncefote treaty the canal
was, to be open to the commerce of the world on equal
terms; but when, as a result of violent political
change in Central America, the Canal Zone was in effect
ceded to the United States, it was intended to use the
canal tolls as a lever to reduce trans-continental railway
rates in the United States. The proposal to allow
American vessels engaged in the domestic coasting
trade to pass toll free aroused so much international
opposition, however, and involved so many practical
difficulties in the way of defining eligibility for exemp-
tion, that it was abandoned shortly before the canal
opened in 1914. .

International law is widely concerned with the
question of one State acting as a monopolist of transport
facjlities vis-@-vis another. In the course of years a
code has been evalved under which the majority of the
world’s sea-borne traffic is carried on with a minimum
of interference apart from safety regulations. But in

“the case of rivers, particularly givers which carry a
large transit traffic (i.e. transport crossing one State,
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yet having both its point of departure and 1"5 destina-
tion outside that State), special safeguards may be
necessary. ) - Waterways of interngtional concern’,
are those which are accessible to ordinary commercial
navigation and which provide more than one State with
access to the sea. These have for a long time come
under general or particular international agreements.
More than a century ago, the French Revolution pro-
claimed complete liberty of navigation and equality for
all flags on these waterways and they were considered
as being international. The Congress of Vienna dis-
cussed measures for applying these principles which
became the basis, in the nineteenth century, for regu-
lating navigation over the great European international
waterways, such as the Rhine and the Danube, and
alsa over the great African waterways. It is evident
that co-operation is essential for the reasonable
use of these great traffic routes. No State traversed
by one of those waterways could monopolise it for
its: own profit without doing injury to itself, since
the other riparian States would take similar action.
States situated far up the course of the great inter-
national rivers would particularly sufier, especially
those deprived of access to the sea, for in their situa-
tion, freedom of navigation on waterways of inter-
national concern is equivalent to the right of free access
to the sea.”* The River Scheldt is one of the best
examples of an international waterway, since the
principal Belgian port, Antwerp, is fituated on a river
whose only outlet to the sea lies through Dutch

territory.
L
! International Transit dnd Commumcanons—-Leag'ue of Nations
pamphiet, p. 13. |
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§4. Ra@F{ The organisation of road transport
invol®es the use of tracks which, while not usually
private property or constructed by private means, do |
‘involve heavy upkeep sosts and a conscious choice of
routes which is pot involved in sea transport. Toa
limited extent, no doubt, where the road system has
been constructed by the State and thrown open to all
without making a charge based on use, the transport
agencies which use it are in a position similar to that
of sea or air transport. The featurge called the * heritage
of the past” is especially important in studying the
Social costs of road transport. Past generations have
spent money in improving the roads, but the valie or
the, cost of these capital works frequently cannot be
ascertained. In the Middle Ages roads were often
maintained as pious works—although p1ety alone, was
sometimes inadequate; in the time of Edward III
* William Phelippe the hermit "’ was authorised to set
up a toll-bar on Highgate Hill, near London, and levy
tolls for the upkeep of the road.! The Romans con-
structed the foundations of many magnificent high-
ways, still in use in Europe, with slave or conscript
labour. It is clearly impossible to assess such costs in
money terms. Where the “ legacy from the past ™’ has
not involved the creation of government debt so as to
interfere with the present distribution of wealth, for
practical purposes it can be treated as though it were
cap1ta1 provided by Nature. Roads, except in so far
as they have been specially improved or reconstructed
to deal with motor traffic, can probably be so treated,
and the question of original cost or capital value
“ignored, without doing violence #p economic principles
1 Pratt: History of Inland Transport, p. 13.
J
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or common sense. In’France an exactly Emaloéous
sitpation exists in respect of the canals, whith, though
constructed by private enterprise in,the first place,
‘“ hdve at varioss dates been taken over by the State.

. The waterways are free from tolls as the roads are
in England "1 Thus the present generation benefits
from the efforts and sacrifices of past generations as
though these formed part of the natural resources of
the country.?

But the legacy of the past was not always appreciated
by the inheritors. All over Europe, ofice the Roman
highways had ceased to be kept in good repair,
roads appear to have suffered from neglect and
ignorance. The surfaces were deeply rutted with wheel-
tracks ; the softer parts were washed away by rain,
leaVing great potholes in the ground. The common
method of repair was to fill up these holes and ruts
with loose stones. These stones tended to be dislodged
and dispersed under the weight of traffic, and they by
no -means hindered the accumulation of water. Two
men finally demonstrated in England the principles
upon which a road must be built for heavy traffic.
Telford showed that the route must be carefully graded
and aligned and a solid foundation built up with proper
drainage ; MacAdam showed how a top layer of
broken stones of equal sizes would consolidate under
the effect of traffic into a hard and waterproof crust.
But by a curious irony, the task was no sooner
accomplished than it was rendered; unnecessary. A
few attempts were made to adapt steam propulsion to
use the fine highways which Telford and MacAdam

had rendered possible; quaint monstrosities Ilike:
1 Cadbury & Dobbs : Canals & Inland Waterways, p. 114
2 Assuming the purchase of the cdnals to have been ﬁnaqced from
the proceeds of taxation and hot by borrowing. v
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Gurney's, steam carriage, a kifd of fiery pantechnicon,
made a few journeys. But penal legislation and heavy
turnpike tolls gombined to ensure that the future of
steam should be on rails; and for nearly a century
.the main trunk joads felt only the beat of hooves, and
the wheels of farm-wagons, gigs and carriages, and an
occasional carriers cart.

The internal combustion engine, with its pecuhar
power output characteristics, has proved highly suc-
cessful in road transport both for passengers and goods.
The most important development in the twentieth
century has been the growth of competition between
systems using private and public tracks respectively,,
and the fact that the technical development of the
road vehicle has, temporarily at any rate, outstnpped
the technical development of the track—of whicd the
road death-rate is the most distressing symptom.

The renaissance of the roads is sufficiently fresh in
the memory of the present generation for it to be
unnecessary to stress the special advantages of road
motor transport. Its distributive ability (there is
hardly a house in Great Britain which is unconnected
with the national road system), its economy of power,
and flexibility of operation and organisation are
obvious. It is probably true to say that road motor
transport has effected a more profound change in the
social characteristics of nations than the railway. For
the railway only placed travel facilities within the reach
of all who careij to seek them out; the road thrust.
them into everybody’s grasp. This is especially true
of rural areas, where the rapid transition of the auto-
mobilé from a luxury to part of the standard equipment
of the farmer needs no emphasis. And country 'bus
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services have done more in twenty years t devélop
the habit of travel in rural communities than any“other
means of transport did during a centuyy. Even where
it compeles directly with the railway, road transport
has created much new traffic. Its cheapness, whether
this be partly derived from ability to-transfer part of
its social cost to other sections of the community or
not, has undoubtedly tapped levels of the demand for
transport which before went unsatisfied.

Road transport, alsp need not be_ carried on as a
separate business. The private individual can operate
a personal transport syslem for his own pleasure,
. arrafiging journejs by car to suit his own convenience
and purse. It is entertaining to recollect that when
rallways were new it was considered that they were ‘an
agenit of cfemocrausatmn since the Duke stepped
unnoticed 1hto & first-class carriage and was carried
together with hundreds of other people, travelling at
equal speed with his social inferiors instead of bowling
along the highway in solitary glory. But the car bas
' proved an even more powerful agent, since not only
the Duke, but his grocer and his gardener have their
own private conveyance ; and this type of democ-

\ ratisation implies a levelling up ra’c’her‘tﬁan a levelling
down a Standards, "~ T 7
The same adaptation to private use is found in the
transport of goods. In Great Britain it is estimated
.that over three-quarters of road freight transport is
carried in the vehicles of traders, andfnot ** for hire or
reward ”’ by commercial hauliers. The greater part of
these private or * ancillary *’ vehicles are engaged in
distributive work; put certain firms, especially
‘“ vertical ”’ combinations which contain a large number
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of 'facto es performing successive operations in the
manhfactpre of a single article, use their own vehjcles
for the regulan? transport of raw material and finished
articles in bulk. The.power of controlling their own
transport is a gyeat cofivenience to many firms, and the
advertising power ‘ofa fleet of smart vans displaying the
firm’s name on the public roads is another advantage.

The organisation of commercial road haulage of
goods in_Great Britain really began shortly after the
1914-18 War, when boom congitions induced many
ex-service men and others to purchase surplus army
vehicles from the Disposals Board and start busmess
as owner-drivers. The more successful enterpnses.
acquired fleets of vehicles and prov1ded regular services
of high quality ; but the average size of firms remained
small and the owner-driver with at most two or, three
vehicles the characteristic unit. Under these conditions
‘“ cut ”’ rates were common, especially in cases where the
vehicle had been bought on the hire-purchase system
and cash had to be available for the next due date.
Return loads were a critical factor which often made
the difference between profit and loss, and the hawking
of such loads by owner-drivers frequently made' the
quotation of economic rates by established concerns
ineffective.

In order to co-ordinate return loads and rates,
attempts were made in various towns to set up freight
exchanges or Clearing Houses for road transport, but:
these met witly Tittle success in most cases. The
exchange instituted by the Nottingham Chamber of
Commerce was a notable exception. But the practices
of the Clearing Houses frequenily tended to aggravate
rather than improve matters.

Y]
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A witness before the Royal Commission on Tyansport,?
stated that “ it frequently happens that nnscifupu-
lous persons set themselves up in the \{learing House
business (in the“City of Liverpool alone there are
twenty-seven Clearing Houses owning no vehicles at
all, and similar conditions obtain in most large towns),
and obtain their trade by under-quoting the organised
hauliers and railways, and then beating down the
owner-driver to the cut rate less the Clearing House
commission.”” The possibility of such abuses is
especially strong when the Clearing House has supplied
the vehicle to the owner-driver on hire-purchase terms.
. Commercial passenger road transport falls into two
main divisions—urban _street transport and long-
distance carriage. The characteristics of ditferent forms
of urban. transport. are discussed later. Long-distance
motor coaches are hlghly competltlve with railwaysg
offering a somewhat similar service, generally rather in-
ferior in comfort and speed, but, on the existing bases of
moter taxation in most countries, considerably cheaper.

§5. The Air. Air and sea transport alike benefit
from The fact that_nature provides a highway free of
charge ; and equally, they both need special facilities
it the shape of harbours or airports at the points of
contact with the land, and special navigational aids.
Air transport, however, has the great advantage that
- the element in which it moves is universal and it can
pass (apart from weather variations)fwith equal ease
over practically all the surface of the globe. |
The paradox of air transport lies in the combination
of remarkable technica! progress and spectacular feats
1 Final Report, p. 87.
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of 'performance with consisténtly disappointing com-/
mercial rgsults. Aeroplanes have revolutionised, the
science of wary and the Atlantic is now crossed in 4
few hours, yet there is scarcely an ifnportant air liné
in the world that has been able to operate without g
State subsidy, either direct or through mail
contracts. N

The chief reason for this disparity between technica
progress and commercial results lies in {@) the essentiall
uneconomic principle of expenfing power merely to\
overcome the force of gravity—a problem entirely‘
foreign to surface transport—and (b) the high rate of
depreciation and obsolescence of aircraft, the cost of,
wh1ch must be written off out of earnings in perhaps
three to five years as compared with the thirty years’
average life of a railway locomotive. The rafe of
obsolescence is of course the price that must be paid
for the amazing rapid technical progress in the
aircraft manufacturing industry. So far as can be
seen, this fundamental handicap will continue to
exert a dominating influence on the economics of air
transport. On the other hand it may well be that
increased demand and growth in pay-load capacity of
aircraft will so increase earning capacity that the need
to cover these high rates of obsolescence will no longer
dominate the finances of airline operation, and un-
subsidised or even profitable operation may become a
commonplace before many years have passed. But
it is a soberiny reflection, in making comparison
between sea and air costs, to realise that an aeroplane
may produce only 1,800 lb.-miles per horse-power,
against 92,400 for a ship’s engines; whilst on a
trip of 2,000 miles an aeroplane will burn 2,040 1b. of
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oil fuel for every ton of'freight it carries, whf'reas the
cargo ship will burn only about 23 lb.

Air travel is in some respects complen, entary to other
forms of transpert; but in others it is competitive.
Perhaps the best analogy as regards air and surface
transport is the co-existence of the telegraph and the
postal services. The one was develdped later than the
other, and represents a much speedier but also far
more expensive service. It supplements but does not
replace the older servjce.

The provision of public transport services did not,
it must be remembercd, dominate the development of
civif flying from 1919 to 1939. Numerically the most
important class of aircraft was the light aeroplane for
both private and club use, and the development' of
club"flying was fostered and subsidised by the Govern-
ment to provide a supply of pilots in the event of
war.

But the immecnse development of aircraft design
during the second World War (aircraft manufacture
in 1944 employed nearly 2,000,000 workers and was
the largest single industry in the country) makes a
tremendous expansion in commercial flying inevitable
in the near future. The important question will be
the forms of organisation which are evolved.

The organisation of air transport, with its super-
!ficial similarity to sea transport, might lead to a natural
'expectation that it would be highly flexible and com-
petitive. In effect, however, the mqst successful ahd
permanent air lines have been limited and protected
monopolies, established in the majority of cases under
Government auspices, This is due to the fact that, .
save in a few rare instances, air transport does not
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norrhally cover its private costs either for freight or
for passenger transport. L !

In 1938 overjycas air lines were controlled by two
companies : Imperial Airways Ltd., serving the long-
distance Imperig] Toutes, and British Airways Ltd.,
handling part of the Continental traffic. Both of these
Companies receiveld a direct subsidy, conditional on
the executing of mail contracts. In 1940 these two
Companies were, by Act of Parliament, merged into
the British Overseas Airways Cogporation. The rail-
ways, through their associated company, Railway Air
Services Ltd. and other interests controlled about %0
per cent of the inland air mileage, until in 1946, ‘the
Labour Government, as a first instalment of its
policy for the nationalisation of transport, took over
the railway-owned air lines and placed them under, the
British European Airways Corporation.

§ 6. Private Tracks : Canals. One of the most obvious
improvements, for a nation accustomed to send goads
by water, is to get rid of the disadvantages attendant on
river navigation. The first step, when adequate capital
is available, is to dredge to a constant depth, make
short cuts, and build locks and weirs to preserve a good
depth of water and avoid rapids. The second method
is to build an artificial river, following a planned route,
free from swift current, of uniform breadth and depth— °
in short, a canal. Such a waterway can be almost an
idedl highway for ijeavy goods transport. It has every
qualification excdpt_speed, Despite the popular
opinion that canals represent an out-of-date method of
JAransport, the network of waterways in the east of
France, with barges towed by eldctric locomotives, is
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one of the most comprehensive and economical systems
of inland transport in existence. Britain has suffered
the usual fate of the pioneer as regards canals, but she
possesses at least one outstandingly successful water-
way worked on a unique method. The Aire and
Calder Navigation employs a special systen??or the
transport “of coal. Instead of the usual “ monkey
boats,” or characteristic canal vessels, square, box-like
units or * compartment boats "’ are employed, a score
of which can be closely coupled together like the trucks
of a railway train, and hauled by a powerful tug.
The canal, of course, has certain drawbacks. The
need for uniform breadth and depth _means that_the
standard of comstruction cannot be varied to suit
the traffic, if through carriage 1s desired. There can be
no g,rad1ents to suit the contour of the country changes
of level must be effected through locks, which are
costly, slow in operation and wasteful of water. Even
if, as Jame,s_\_dlqy_l)eheved rivers were created ““ to
feed navigable canals,” constant Changes of level pro-
diice an intolerably ‘‘ thirsty ”’ canal. The road avoids
most of these drawbacks. It can wind over the
mountain-passes ; it can be constructed to any width
to suit the traffic ; there is no arbitrary technical limit
to speed. Unfortunately a horse can drag on a road
much less weight than it can tow through the water,
and the bogey of friction severely limited the use of
roads until, on the one hand, mechanical propulsion, and
on the other, pneumatic rubber tyrcs were developed.

§7 Railways. The era of transport which was
inaugurated by the first steam-operated railways was,

1 Known locally as *“ Tom Duddings”
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in many ways different froin any previous epoch.
Railways Jad unique technical qualifications ; for they
combined withJ) the abxhty to transport very hea;y
loads at a small cost in,energy, a capaeity for very ] high'
speeds_at a nof proh1b1t1ve increase of enmergy. A
horse could _draw on _a rail many times the weight | _li)
could draw on thé road. On the Surrey Iron Railway
soon after the nifieteenth century opened, a horse drew
a train of over fifty tons a considerable distance,*
whereas the former draught of s, horse on a good road
had been considered to be about three-quarters of a
ton. By changing from horse to locomotive power,
both the speed and the load on the rail could be raised,
almost 1ndeﬁn1tely By canal, speed was severely
hmlted any increase producing erdsion of the banks
and a risk of flooding, while the delays at locks \;vould
always prevent the overall journey speed from being
high.

The happy combination of something of the canal's
economy of effort in moving heavy loads, with a smaller
and more convenient unit of conveyance, and unlimited
potentialities for speed, gave railways the unique
position which they occupied for nearly a centiiry.
Moreover, a profound psychological change accom-
panied these technical advances. Rapid transport
seemed almost a thing desirable in itself, as a symbol of
progress. It became agreeable to reach York from
London in six hours, instead of three days, quite
irrespective of whether the additional sixty-six hours
could be put td any better use than in travelling.
Some English towns petitioned for a railway regardless
of whether their inhabitants had many goods to receive

1F. S. Wilhams - Owur Tron Roads, p 6.
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or consign, or any reasvn for travelling. Others of
course took the opposite view, and endeavoured to
keep the railway stations remote from the centre of
the town ; an attitude which may have been influenced
by the vested interest of the local carriers in some cases.

Estimates of the traffic likely to pass over new lines
were necessarily vague, being based either upon pure
theoretical speculation or else upon surveys of the actual
receipts from coaches and carriers. The degree to
which the provision of facilities would itself creata
traffic was seldom appreciated.

The railways embodied another new principle. ‘
Hitherto the provision of a track had not implied the '
provision of transport. The turnpike trusts did not
run coaches; the canal companics, for the most part,
did ot run canal boats.! But the railway embodied a
totally different conception. It prov1ded the hlghway ;
and it was the sole transporter.

This was not realised for some time after railways
became common. As an English judge remarked:
** The notion of the railway being a highway for the
common use of the public, in the same sense that an
ordinary highway is so, was the starting point of English
railway legislation.” Monopoly, it was believed, would
be non-existent since competitive carriers would run
engines and trains over the railways. In 1838 a Select
Committee of the British Parliament recommended in

1 The British canal position was somewh at complicated. Canalg
were not allowed by law to operate barges (the D. ke of Bridgewater's
was apparently an exception) until the Act of! 845. Small carrier
companies, occasionally large ones, such as Messrs. Pickford & Co.,
were the usual operators. In some cases the umt might be a single«
barge, owned and operated by one family. In others manufacturers
w1th wharves alongside the ¢ nal operated their own boats to carry
their goods.
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its feport that the Post Office should be given the power
to ruh engjnes and trains of its own and not be liable to
toll payments.J This did not become law; but there
were a few cases of the operation of private rolling
stock. The Stogkton and Darlington railway, although
it carried merchandise by its own trains from the start,
for some years left its passenger traffic to stage-coach
proprietors who, on payment of a toll, were allowed to
run horse-drawn coaches fitted with flanged wheels
along the railway line. There,is also one recorded
instance of a trader who ran a private locomotive on
the Grand Junction Railway to draw his own coal.!
Another enterprising individual hired a train, compiete,
with locomotive, from the London and South Western
Rgilway, and operated it profitably at very low fares
for some time until the railway company realised what
was happening.?

Early British railway legislation was completely
imbued with the idea that the railway was essentially o
a privately owned highway for public use. One,Act
gave neighbouring landowners the right to have sidings
built connecting with the main line—not, as might be
imagined, for the collection and delivery of their
traffic by the railway’s trains, but to enable their own
locomotives and rolling stock to pass on to the railway
line. The practice was extinguished, partly owing to
the increase in speed which made it imperative to bring
all trains under a single control ; partly owing to the
fict that the raflways discovered that the clauses in
their Special Acts requiring them to give access to the
line, on payment’of the appropriate tolls, to any owner

1E. A. Pratt: History of InlandTranspori, p. 260.
2Sam Fay: A Royal Road, p. 44.
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of a locomotive, did not also require access to be given
to.the companies’ stations, watering-cranes, ett. or,
the provision of facilities for operating the signals and
points. A trace of this early practice lingered for
generations in the survival of private cwners’ wagons on
British railways, chieflyin connection with the coal trade.

The separation of the highway from the haulage
function was carried a stage further in law, if not
elsewhere. The legal dictum already quoted went on
to lay down three pogsible arrangements for a railway.
“ The company might be merely the owners of a high-
way, and toll takers for the use of it by other people"
with their own carriages and locomotives.” Or under
“a second state of things . . . the railway company
provided the line, and provided the engines and trucks,
but they were not carriers. The large warehouses an
sheds wherein goods were received, sorted, loaded
covered, checked, weighed and labelled, and trucks
and carriages marshalled . ! . the staff . . . necessary
for.these operations were all provided and maintained
at the expense of the carrier, and no portion of it fell
upon the company.

*“ The third state of things . . . existed where the1
company themselves were the carriers of the goods.”

In the early days in England, according to eminent
authority,® there were three systems, corresponding to
the learned judge’s outlined arrangements, in force on
English railways. ‘“ (1) The London and Birmingham
Railway did not collect or deliver googls, this work being
performed by carriers such as Pickord and Co., and
Chaplin and Horne, fifteen such firms acting as carriers

"
* Modern Railway Adni( istration (Gresham Publishing Co.), Vol
I, p. 160.
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on ‘this system in 1840. (2) The Grand Junction
Railway between Birmingham and Liverpool and
Manchester, bosh acted as carriers and allowed carriers
to use their line. (3) Jhe Liverpool *and Manchester
Railway acted gs carriers, performing the service of
collection in Manchester.”

It was some time before the distinction between the
carrier and the transport agency disappeared. On the
London and South-Western * Railway, for instance,
the company did not undertake fhe carrier’s functions
until 1853. In various parts of the Continent speditenr
organisations still perform the duty of carriers, employ-

ing the railway to convey the goods they receive trom ,

and deliver to the public. While there is nothing to be
said in favour of separating the provision of a railway
from the provision of motive power, the succegs of
certain spedifeur organisations does suggest that the
specialised work of forwarding and receiving agent may
sometimes with advantage be disconnected from the
actual business of conveyance. N

§ 8. Carriage and Distribution. The two functions of
conveyance and distribution are generally in joint

demand. Adrmttedly raw materials and semi-finished
articles icles may travel in bulk from start to __dis_matmn

buf ultir ultlmately the products into which they are worked

@p, the final ‘‘ consumers’ goods, will require distri-
bution_among.the population, "Even the transport of
<?é"§ﬁ:a1 goods, sych as steel girders to be used in
constructing a fattory, will, when the factory starts

producing, involvea demand for distributive transport.

The qualifications of any single agency are frequently
unequal in respect of transpdrt and distribution.

[
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Certain natural alliance$ are thus formed which pro-
foundly affect the organisation of transpert. For
many years road and rail have béen regarded ‘as
fiercely competitive ; but less attention has been given
to the extent to which they are naturglly complemen-
tary. A railway can only effect final distribution
to firms actually connected with the rail by means
of a private siding. For other customers, including all
passengers, it must work in conjunction with a road
system at each end ¢f the rail journey. One of the
very first cffects of the growth of railways was an
increase in the use of roads for short-distance carriage.
“ The railways were fed, in the jingle of the nursery,
by ‘coach, carriage, wheelbarrow, cart’ . . . Carts
and cabs increased,” even though, at the same time,
“ coaches and posting-houses decayed.”* (It is not
always realised that the railway did not kill road
traffic, it directed it into new channels} Few of the
stage-coach proprietors who lamented the passing of
their trade, understood this. There was one exception—
William Chaplin, who had the rare foresight to sell his
coaches at the beginning of the railway era, and with
the proceeds founded the firm of Chaplin and Horne—
forwarding agents for the London and Birmingham
Railway.

The cost, delays and bréakages incidental to trans
shipment lead certain firms to construct factories at
ports, in close connection with the docks. While the
concentration of terminal services andfinal delivery isa
convenience from several points of view, including the
compilation of trade statistics and Customs adminis-

tJ. H. Clapham: Ecoxsmic History of Modeyn Byitain—The
Early Railway Age, p. 403.
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tration, it leads to congestiorn which may have adverse
effelts upon efficiency. If and when aeroplanes become
extensive freight carriers, no doubt a similar problem
will face firms which ptilise air transport. At present,
of course, whilgthe air has high qualifications for rapid
carriage of perishable goods, etc., its distributive
efficiency is verylow.

A discrepancy between relative capacity for carriage |
and distribution is generally due to inelasticity in the |
unit of conveyance. In this conpection the railway has
unique claims, since its distributive unit is the wagon
but its unit of transport the train. The variation in the
size of wagon is limited, although even on the stanaird,
( eret 8} inches) gauge it can vary from the British
four-wheeler with a capacity of between ro and 20 tons,
to the American 1c0-ton coal car of the Virginian, Rail-
road. But the secret of the railway’s economy lies in the
use of trains rather than unit vehicles, although the
effort to meet road competition has already induced the
adoption of unit self-propelled railcars and may proguce
self-propelled unit freight wagons for small consign-
ments requiring rapid delivery. By combining vehicles
in trains an economy in carrying heavy loads is achieved
without sacrificing distributive efficiency, which is un-
fortunately the case when economy is achieved in ocean
transport by the use of a large cargo vessel, since trans-
shipment is necessary at each end of the voyage.

Turning from the vehicle to the highway, it is
obviously important, if distributive efficiency is to be
high, that spur} or feeders can be constructed as
adjuncts to the main line at a relatively lower cost per
mile. From this point of view, while railways are
perhaps more fortunate than cadals, they are distinctly
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less well placed than roads. The cost per mile of reads
can be adjusted in strict accordance with the iraffic
expected, since road vehicles do not r.ormally require
heavy earthworks in order to provide easy gradients.
No doubt the high standards of consfruction required
by the State in England, for even the smallest branch
line, added to the natural difficulties of railways in
serving light traffic requiring a high degree of distri-
butive services; but even in the most favourable
circumstances railways could never emulate the capa-
city of the road system, which connects with practically
every house in the United Kingdom.

§9. Urban_Transport. Urban passenger transport
presents a_special problem. The organisation of road
traific—isolated vehicles, travelling on a narrow track
but not marshalled, as on railways, into streams which
cannot conflict—indicates a very definite saturation
point. There is thus a paradox ; that although there
is g general tendency for railways to be superseded by
road transport over short distances, for purely urban
{'traffic it may be necessary to return to the railway,
i either surface or underground, and electrically worked,
‘l as the only agency capable of handling the volume of
traffic. Such has been the experience of London, Paris,
Berlin, Moscow, New York and other cities. The capital
cost of such urban railways is usually very high, so that
despite a high operating efficiency they may be—since
the level of fares is dictated by the costs of surface
road transport—and often are unrémmunerative. The
London Tubes and the New York Subways are definitely
unable to cover their capital charges in full. Techni-
cally these urban rail¥*ays combine the efficiency of the
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trainjas a bulk transporter, wjth a high distributive ;
efficieacy aarising from stations situated at short dis-,
tances apart anq) lines closely following the main road !
traffic routes. The limiting factor is thys not the speed,
which trains can attain between stations, but the dis-
tance between the street pavement and the station
platform. Deep-level underground railways, or “ tubes ?’
are at a disadvantage in this respect which can only be
minimised by the use of rapid escalators. There is als
the psychological factor—the dislike of travelling under;
ground felt by many people, the thental efiort require
to take a ticket and descend an escalator or enter a lift
as compared with the simple act of stepping off tk
pavement into a 'bus.

The electric tram combines some of the features of I
the urban railway and the omnibus. It has bhe |
characteristic economy of power which comes from the
use of the rail; the vehicles are large and can be
coupled together in short trains, which is frequently
done in the United States and on the Continent ;
seldom in England, where the large double-decker is the
commonest type. But it is not flexible enough to adapt
itself to congested streets, which is the principal reason
why it is being superseded by the motor bus or by the
electric trolley-bus which draws its motive power {from
a central power housé through an overhead wire, but
is not tied to the rail. The electric tram, however,
may survive in less densely populated areas, where it
can run on special tracks alongside the road, built very
cheaply, yet with jome of the advantages of the railway
type of organisaeion. Such “ inter-urban railways ”
in the United States cover long distances, and even
provide restaurant car facilities.j

L



CHAPTER Il
THE ORGANISATION OF TRANSPORT

§1. Iwe\mgtent by the State. VBroadly speaking,
investment by imdividuals takes place under such
conditions that the last (i.e. marginal) unit of invest-
fisent in each type of productive occupation will produce!
an approximately equal return. This does not of course
mean that the money yield on all types of investment
will be equal ; but only that when the element of risk
and irregularity has been removed by deducting an
insurance premium from the money yield, and also
concealed repayment of capital (as in mining enterprises
where the assets are wasting and cannot be renewed),
there is a tendency to equality of returns. Indeed, the
economist’s vision of production as governed by incre-
ments of resources, applied at the margin of different
activities, receives by far its best illustration through
the working of the Stock Exchange. Workers drift into
and out of different occupations frequently without any
clear idea of what really causes their actions ; business
men often have to take a ““leap in the dark ”; but
every day many thousands of investors are scaniing
the news and shifting the employn,/«ant of resources at
the margin—investing £50 here, "withdrawing $100
there—in such a way that there is a day-to-day ten-
dency towards equallty of returns. This of course does

42’
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not ityply any variation in the‘resources at the com-
mand of diiferenf, enterprises, since the Stock Market
“ marries "’ buyirg and sclling orders by adjustment of
price ; but it becomes significant whell an enterprise
needs to raise fresh capital, as the terms upon which it
can issue stock ‘depend upon the returns to past
investment. Returnsabove the average in any industry
lead to extended investment by existing firms and the
entry of new firms into the business, until the supply
increases relatively to the demand»sufficiently to cause
prices to fall to a point at which net returns are no
greater than in other industres. —

But there are several ways in which this system of
privite investment may fail to produce the output
which would be socially most desirable. On the demat}’d
side as has already been noted to apply sirongly to
transport there may be a discrepancy between con-
sumers’ effective demand and the aggregate social
demand. On the supply side, the unit of investment
may be inelastic, and thus a certain maladjustment may
be inevitable. For instance, any railway built between
A and B may have a capacity of at least 1,000,000
tons per annum, but the maximum anticipated traffic
may be only 800,000 tons.

A distinction must here be made between private net
returns and social net returns, which in practice often
fail to coincide. In other words, the private net returns
of gne industry may be the result of its ability to throw
part of its social costs either upon another industry or
upon the whole c¢mmunity. In this case the private
net returns are higher than the social net returns. Or

vinvestment in one industry may benefit other indus-
tries or the community in ways thikt receive no tangible
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monetary expression iu the retumms to that mdﬂstry
In this case the net private returns are lower than the
net social returns. Simple instances o\ the former case
are the brewing and distilling trades, part of whose
social costs are the police and judici#l expenses due to
drunkenness ; or factories that emit smoke, part of
whose social costs are comprised in the laundry bills of
their neighbours. * Very little of an industry’s smoke **
—as an English economist has written— gets into
its supply curve ”; .but it all gets into the nation’s
supply curve. A simple instance of the reverse
tendency occurs when a tramway system is obliged to
maintain the road surface between its tracks for the
benefit of other road users.

JInvestment by private investors generally takes
place in strict accordance with the anticipated private
net returns to an industry. There are trifling exceptions
to this rule, as when especially conscientious groups of
investors refrain from holding brewery or armament
shares, or invest in the construction of working-class
dwellings and voluntarily impose a maximum dividend ;
but they are of no practical importance. There is thus
a prima facie case for intervention by the State to make
investment correspond with social net returns. An
example of such intervention in a negative sense exists
when the State imposes specially high taxation upon the
sale of alcoholic drinks or imppses fines for creating a
smoke nuisance : in a positive sense when it grants an
industry a subsidy or engages in production itself

The extreme laisser-faire doctrine i non-interference
by the State depends upon the assfmption that social
and private net retums are identical—that self-interest ,
is equated with the ‘ommon weal, This is only true



§1], 'INVESTMENT BY THE STATE 45

undes conditions of completely competitive supply and
demand 3 perfect market, In other words, coupled
with an absenc\,’ of material inequality of incomes,
Such conditions seldom, exist. But the case for State
interference in the direction of equating social and
private net returns has suffered, in the popular mind,
from association with attempts permanently to raise
the returns to certain home industries at the expense
of foreign industries, by means of protective tariffs.
The case for a system of taxes and bounties or'direct
investment by the State in ordér to bridge the gap
between social and private net returns, stands on a
different footing. =
Vge are only concerned here with one aspect of posi-
tive intervention by the State—mnamely, through
investment in transport. It is clear from the foregoihg
that the object of State investment is to secure output
of a kind whose social net returns are higher than its
private net returns, and which accordingly tends to be
less than it would be under ideal conditions. (A railway,
for exa.mple, may yield high prospective social returns,
and yet, in a community chronically short of capital,
offer lower private returns than other industries. The
State may then find it advisable to invest the com-
munity’s resources in railway construction. 3, Where
industrial development has proceeded slowly, and
capital js scarcer than in the more commercialised
nations, the State has frequently undertaken this task
in the hope of stimulating the growth of new industries
—this of course Lping another version of the * infant
industry ”’ argumeyt in favour of Protection. In some
, countries State railways have grown alongside privately
owned lines—as in France, Incfia, the Argentine or
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Brazil. In these cases output under private enterprise
has been considered to ‘fall short of the ideal, and the
State has invested part of the comniunity’s resources
in an attempt-to reduce the maladjustment.

There is yet another factor. The price system cannot
ensure the ideal output in circumstances favourable
to monopoly. In these cases the State may, and often
does, attempt to control output and prices so as to
reproduce more nearly the levels that would prevail
under competition. Such intervention in the case of
inland transport, for instance, may be assisted by the
fact that the monopolist must usually invoke the
“State’s co-operation to secure the right of * emine
domain.” But the extreme difficulty of determining a
“Teasonable * profit for a monopolist may leaa the
State to cut the Gordian knot and turn producer itself.
There will thus be an end of the struggle between seli-
interest and the public welfare ; and il is in this hope
that the State has invested largely in railways and
canals in various countries,

There are, however, certain definite disadvantages
and dangers attaching to State investment. We are
tiot here concerned with the rather vague accusations
of ** civil service methods,” ‘‘ bureaucratic red-tape,”
and so on, which are as likely to “be charactéristic of
private monopoly as of Government operation. The
proof of such criticisms can only be inductive, and
based upon elaborate comparisons.

The chief theoretical danger is that the appa.ent
returns to State enterprise may ng; coincide with the
true social returns through iglorrect accounting
methods. For instance, if a municipality builds a tram-,
way system, and bor:ows fqr this purpose, it is likely to
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’raise nxoney at a lower rate than’a private company in
the same cirsumstjmces could, since it can charge the
tramway debt upon the whole of its assets and the rate
fund, while the company eould only offer its own assets,
i.e. the tramway. Before the municipal trams can truly
show a profit, they should be charged with a payment
to the ratepayers to cover the use of the special security.
A more obvious distortion arises when a tramway
company is obliged to maintain the road space between
the rails at its own expense, while a municipal system
may charge this expenditure to the road fund.

It is clearly too much to expect that a balance shall }
be struck with complcte impartiality and with a view
solely jto the social costs of the two systems, when the
State operates its own transport alongside or in,\
competition with a private system. It is a lawsuit in
which the judge is also a litigant. In those countries
where State railways exist, it is noticeable that the
cantrol of read transport is mare drastic, as a general
rule, than in countries such as the United States,
where the railways are in private ownership. And
where private transport undertakings operate under a,
concession from the State or the municipality, oppor-
tunity has often been taken to impose specially
onerous conditions for. the benefit of the rate-
payer or taxpayer, or sectional interests. Tramway
companies in London were required to carry out street
improvement schemes which had little relation to the
actudl traffic requirements of the tramway, or to make
a capitalised paymer¥ in advance for *“ wayleaves ” to
the local authority. §Under these circumstances the
tpue-social costs of the undertakings were obscured and
mvestment (probably) fell short ofﬂthe ideal amount.
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Road construction by the State is a special case,
To some extent the difficulty of chrrgingfor use has
prevented private enterprise from eéntering the field
of supply ; but by far the most potent force has been
the traditional vesting of the road-thaking function in
the central or local organs of government. A certain
minimum of internal communications is a condition of
the existence of any State, even a feudal one. The
services of justice and defence, the levying of taxes
and the transport- of news are almost impossible
without a road system.

The cxtent to which the State will find it possible or
tadvisable to devote resources to road construction
|cannot be laid down in advance. The price svstem

provides no shibboleth. It might be said that the State
will endeavour to construct roads which are adequate
to carry the traffic offering without congestion. In the
days of railway supremacy this was no doubt largely
true. The use of the roads for profit was small relative
to the private use. Long journeys were uncommon, so
that there was an element of rough equity in charging
for roads, as in England, by means of rates levied upon
local residents in direct ratio to the value of property
ownership. When “ gainful use ” became more and
more important, with the extension of mechanical pro-
pulsion, this simple test became inadequate. Moreover,
a policy of building roads to suit the traffic offering
involved reasoning in a circle; for the traffic was a
function of the road facilities, the taxes imposed on
motor vehicles by the State and ie conditions (again
largely dictated by the State) undér which competitive
agencies such as railways were allowed to work.

The ideal quantf'.y of roads may bé défined’ as the
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quantity necessary to carry without congestion such a
volume of motor traffic as would be produced by perfect
competition? am«')ng road carriers and also between
road and rail—each competitor coverirg his full social
costs. It goes without saying that we cannot use this
as a practical guide. Competition between road and rail
can never be perfect ; nor can the true costs (since the
full capital cost of roads, originally constructed many
hundreds of years ago, is buried in the ‘dust of ages) of
road transport be ascertained. Moreover, roads retain -
their impartant non-commercial uses.

It may be noted that attempts have been made,
with varying success, to relate charges directly to the -
use of the roads. In Britain, when wheeled traffic such
as stage coaches and carriers’ carts grew to importance,
the finance of main roads was handed over to turnpige
trusts, admittedly monopolistic, but in theory returning
their surplus to the community by way of reduced tolls.
In Italy a similar solution was sought by the construc-
tion of autostrade—privately owned roads reserved for
toll-paying motor traffic, with a concession reverting
after a term to the State. But owing to the practical
disadvantages this system is not likely to become
universal. The simplest method is also the commonest
—making a charge related only to the probable use of
or damage to the roads. This is the usual method of
charging householders for water supply, the estimated
consumption being deduced from the rateable value of
the house.

. "\
1 ¢ Perfect competiti\ i ' is here used in the technical sense: mo
individual supplier beinj)sufficiently important to influence price by
)adjusting that part of the supply for which he is responsible,
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§2 Private Investment. There are two condjtions
which must be falfilled before private investmert can
take place. (A community must be able to release/
physical energics from producing for current consump-
tion ; and there must also exist a {nancial or other
mechanism for mobilising the resources thus set free)
When the volume of available resources was but small,
investment in transport took place only in those
agencies with a flexible unit of capital outlay. Ships
probably represent the most flexible form of transport
investment, and from time immemorial capital has been
invested in trading voyages ; it is a commonplace that
the Greeks of the classical period practised marine
insurance.

In the first instance there was no separation ot the
business of carrying goods from that of selling them. A
single merchant, or a group forming a syndicate or
partnership, would invest in a trading ** venture "—
i.e. a ship and cargo—which was wound up when the
voyage was completed and the cargo sold. This system
survived until comparatively recent times. The
American merchant traders of the late eighteenth and
carly nincteenth centurics have been thus described.!
“Those old Salem merchants were shipowners, and
something more. They did not, as a rule, carry freight
for others. When Mr. Derby or Mr. Gray or Mr.
Peabody built a ship he calculated to use it in his own
mercantilc ventures. He would furnish it with an out-
ward freight, and the sale of this procured a homeward
cargo, which the merchant would dxspose of from his
own warehouses.” /

The change from the private to tae public carrier haso

P m—————
1W. L. Marvin : Tltmt Marine, p. 198.
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The é\losesta histqrical parallel’ to the large shipping
concerns of the present day can be found in the great
trading companies whigh pioneered cclonial develop-
ment. These congerns operated an extensive transport
system as a necessary appendage of their merchanting
function. The British East India Company ran its own
armed vessels on regular services to India and antici-
pated the Liner Companies of a later date. Investment
in transport had been characteristic of the Hanseatic
League and the great Chartered Companies; the
international merchant firm of Fugger developed its
own system of posts across Europe. Even a purely
financial organisation such as the house of Rothschild
in tfe early nineteenth century found it profitable to
provide its own relays of messengers and its owh
sailing packets for the rapid transport of news and of
value. Of course these private systems were often used,
by permission, by people on good terms with the mer-
chant houses, or by State personages in a hurry ; and
in some cases they assumed a semi-public character.
This type of investment in transport—by producers
or merchants for whom it is ancillary to their maih
business—has never ceased to be of importance.
Manufacturers and traders operate their own steamships
and railways, their own canal boats and (to an ever-
increasing extent) their own road transport vehicles.
Something like 80 per cent of commercial freight
velicles on British roads are the property of “ ancillary
users.” The United Fruit Company in America, through™
its subsidiaries, opuyates nearly one hundred steamers
on freight and passénger ocean services, and ranks as
one of the largest shipping congerns. The United

been 2 slow process, at any rate g regards sea transport.
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States Steel Corporatwn also through subs1dnr1es
owns or leases 4000 milés of railway. -

Direct investment in public transport (i.e. carrying
for the accouni of others) was restricted, until the
general extension of limited liability,ito business men,
Even the ownership of a single ship-implied the pos-
session of considerable means. A system of partner-
ships formed to obviate this difficulty involved the
conventional division of ships into fractions up to
sixty-four shares. The “ sixty-fourther *’ ship was a
common type in the latter part of the nineteenth
century. However, when limitation of shareholders’
liability for the debts of the company was conceded
without the necessity of obtaining a private Act or
charter, the joint-stock company became prominent in
transport as in other businesses. Companies were
formed to operate both liners and tramps. Similarly,
in road transport, where public carriers (such as the
celebrated Hobson on the London-Cambridge road) had
previously operated with their own capital, it now
became possible to attract the savings of the general
public. But as it happened, neither at sea nor on the
roads has the capital of the ordinary investor been
widely employed, although of course the great statutory
undertakings such as canals and railways were from
their early days favourite investments for the rentier
class. v

It is sometimes difficult to realise how narrow a field
was offered the British investor in the eighteenth cén-
tury, assuming him not to be a busingss man. He could
invest in Government securities, #1e ‘‘ Funds "’ ; he
could buy the stock of a select few statutory companies
which normally paid yegular dividends ; he could place
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his money out in private morigages through an inter-
med1ary put p?rt1c1pat1on in the ordinary risks and
profits of business was denied him unless he entered a
partnership and incusred unlimited -liability. The
ancestor of Galsworthy’s Forsytes, seeking a safe 5 per
cent, had a harder task than his descendants. It would
seem that the pressure of accumulated capital seeking
an outlet was responsible for waves of speculation such
as the “South Sea Bubble’ and the excitement
attending Government lottery logns in the eighteenth
century. When the rise of canals and, later, of railways
appeared to promise good profits coupled with the
protection of limited liability for the timid investor,
the tide of capital reachedits flood. Three times it
burst its banks, in the British ‘‘ canal mania”’ of
1791—4, and in the two ‘‘ railway manias”’ of 1836x;
and 1845-6, when the ordinary investor followed
where the “men of enterprise” had led.

The first British commercial canal was built by the‘
Duke of Bridgewater mainly from his private meanst:
the early railways were constructed by North-Country
business men for their own trading needs. But when
it was seen that limited liability was coupled with
the prospect of good dividends, what Professor Clapham
has called “blind capital ” poured into every new
enterprise. Overinvestment followed, both in canals
and railways ; the spate of moncy encouraged the pro-
motion of unnecessary, unsound and even dishonest
schemes. Even the good projects, the great trunk lines
of communication which have fulfilled the purpose for
which they were #esigned, were highly capitalised at
the start. The level of legal and Parliamentary costs,

1 He was obliged to borrow on mortg: ?e to complete the work.
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the price of land and the hidden blackmail levied by
influential landowners, are a familicr part of British
railway history. ~

It is curious‘to reflect that despite the initial wave of
speculation railways in England gradfually became the
most conservative of investments, ranking second only
to Government stocks in popular estimation. The
reason for this must be sought in the widespread
amalgamations and absorptions of the first half of the
railway age. In most industries there are certain
favoured firms earning and paying high dividends on
their capital, some making a small profit, and others on
the margin of existence. Railways were no exception;
but the struggling lines which had never paid a dividend
were incorporated in the more prosperous concerns.
Economic Darwinism—the survival of the fittest and
the elimination of the margmal producer—had Tess part
in railways than elsewhere. Thus theé modest 6 or 7 per
cent dividend on the ordinary capital, sometimes quoted
by railway historians as evidence that there was no
abuse of a monopolistic position, was really an amalgam
of the earnings of trunk lines with a strongly entrenched
monopoly and those of competitive routes or un-
successful branches.

The problem in the United States was different. The
primary need of a new country, developing fast, chroni-
cally short of capital for long-term investment, was to
get the railways built by hook or by crook, not to pre:
vent unnecessary omes from being constructed. *In
order to attract the investor by an appearance of greater
security, railway capital was offeref) to a greater extent
than in England as bonded debt. Many lines were con-
structed almost entij2[ Wfforrloan capital. Frequently
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State. assistance was forthcoming, usually in the shape
of free grants of Jand, in order to encourage construc-
tion. The toll levied by British obstructionists or
opportunists was almost entirely absenv. The capitali-
sation per mile wa much lower, partly for these reasons,
and partly because the standards of construction
appropriate to a country such as England were
unnecessary in a land where the railway was built to
create traffic, -

The high ratio of debt to share,capital had another
effect in the United “States. A relatively small fluc-
tuation in net revenue would produce a relatively high
fluctuation in the rate of dividend earned on the
comgon stocks. The latter thus tended to be more
speculatlve than their British counterparts. Moreover,
since voting power normally resided only in the
common shareholders, the low proportion which this
stock bore to total loan and share capital made it easy
for outside financial interests to secure control without
necessarily subscribing for or purchasing a majority ff
the total capital of the concern. The financial dictator-
ships of the United States were thus enabled to
acquire vast systems without effecting complete
amalgamations or making such immense cash outlays
as might be expected at first sight./

§ 3. Ouwnership and Control. Adam Smith, in a well-
known passage, declares that the joint-stock form ‘of
orgahisation is unsuited to business in general, with the
exception of those businesses in which routine plays a
large part, such a;@}insurance or canal construction.
There were, and stili are, good prima facie grounds for
this assertion., One man, or a pa,thersh_ip of business
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associates, can make bold and rapid decisions in a wa;
impossible to a large general meetingi of stockholders,
most of whom know little of the business in hand. The
division of otymership among many hundreds or
thousands of investors would lead #o a confusion of
policy, if control were not separated from ownership,
The problem did not arise before the growth of the large-
scale joint-stock companry. The trading venture, or the
' sixty-fourther *’ ship, was normally the property of
business men; and.cven here there was generally a
division of functions, one man or firm leading the con-
sortium. ““ It was a fairly common practice for people
having business relations to arrange for the building of
a ship to be managed by the one who had most exneri-
ence of freight and shipping business generally. The
others, in addition to their share of the profits made by
the ship, would, if in a business connected with the
repair or the equipment of shipping, do that part of the
ship’s business for which they were competent.”?
~Such an organisation could not be applied to large-
scale canal or railway construction. It is, however,
interesting to note that for the British turnpike system
a form intermediate between the partnership and the
large joint-stock company was adopted. The charge of
a given stretch of road would be vested in trustees—
generally local landowners—who were authorised to
raise loans for road construction or repair, and charge
current maintenance and debt service upon the tolls,
The trust was thus theoretically a non-profit-making
body, paying interest upon its loan obligations in the
hands of the public, but employipig surplus receipts,
above interest and maintenance cltrges, in redeeming

1A. W. Kirkgfly : British Shipping, p. 160.
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its loans and gradually reducirg its tolls. It was thus
the forerunxzer of 4he semi-socialistic Public Corporation
to which in many cases has been entrusted the supply of
water, electricity in bulk, and transport.

The turnpike #ystem in England broke down upon
the question of control. The trustees were often incom-‘
petent, and the tolls frequently had to be farmed out to
contractors. The element of profit thus entered what
should have been a public utility returning all surplus
to the public. One contractor, Lewis Levy, is supposed
to have farmed nearly half a million pounds’ worth
of tolls annually within sixty to eighty miles of
London.!

It was in canals and railways, however, that the
question of ownership and control in large-scale joint-
stock undertakings was first resolved. Adam Smith’s
criticism was rendered invalid by the gradual vesting of
authority in the Board of Directors, and its abrogation
by the shareholders save in times of crisis, when, indeed,
the activity of the General Meeting frequently tended
to hamper the directorate. Such a development was
bound to follow the entrance into railway investment
of the general public, the widows and orphans who are
popularly supposed to be the exclusive prey of the
fraudulent company promoter. The Quaker business
men who founded the Stockton and Darlington Railway
were succeeded, as the ‘“ mania” developed, by the
rentier proper—the class with savings, but neither the
entfgy, the knowledge nor the inclination actively to
oversee their employment. There are surprised con-
temporary referenu2s in British railway history to the

1E. A. Pratt: Histbry of Transport and Communications in
England, p. 318.
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number of clergymen who were railway shareholders—
apt in moments of great stress, such ps the passing of
a dividend, to address the General Meeting as ‘‘ dear
brethren.” -

Control did not pass from the hdads of this new
class of shareholder entirely without a struggle. Un-
accustomed to the risks of enterprise, brought up on
fixed interest Government securities, the investor invari-
ably became vocal if a dividend were reduced. Stormy
scenes took place; Boards were overthrown ; and on
one occasion at least a seceding body of shareholders,
unable to get their way constitutionally, elected a rival
Chairman and directors, forged a version of the cor-
porate seal, and negotiated agreements and conducted
business in the Company’s name. On another occasion
a ‘chairman was held down in his seat by force while a
number of resolutions to which he was opposed, and to
avoid which he had declared the meeting adjourned,
were passed. The meteoric career of George Hudson,
the English Railway King, illumined these struggles.
Shareholders and Boards alike followed his lead, until
his method of enhancing the value of stocks in weak
companies, by inducing a stronger company to guaran-
tee a dividend, finally collapsed. After his disappear-
ance from the railway scene the gradual process of
amalgamation and expansion eventually solved the
problem of control by transferring it almost entirely to
the directors. Two factors contributed to this result.
In the first place, the policy of amalgamation, by takihg
the weaker in with the stronger, smoothed out the more
violent fluctuations in profits. ilway shares lost
much of their speculative charactér; and investors
receiving a steady 5 per cent are less likely to be active
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at meetings than those with a faint hope of 10 per cent
and a lively fea? of nothing. In the second place, the
increase in size meant an increase in the number of
shareholders in each undertaking. * Only a small
proportion of {Rese had the time and the inclination
to attend meetings; of those who attended, few had
definite opinions upon policy or could command votes.
After the middle of the ninetcenth century the capital
of the main lines was so large that no ordinary group of
financiers could command a voting majority. Control
was tacitly left to the directorate, a small body, in
theory elective but actually co-opting members to fill
vacancies in a purely oligarchic manner.«

If the government of British railways was aristo-
cratic, that of the United States lines was generalll‘ly
Casarian. The great financial interests of Vanderbilt,
Gould, Harriman and Hill controlled enormous net-
works of lines through chains of holding and subsidiary
companics. This monarchical regime was facilitated by
the preponderance of bonded debt as the typical railway
investment. A holding company need only possess
51 per cent of the common stock of a subsidiary, which
might have many times that amount of debt in the
hands of the public, to have effective control and owner-
ship. Control, moreover, could often be achieved
without ownership, through the latter being in the
hands of financial associates.

In theory the bondholders might be able to obtain
.p8ssession of the line if the interest was in default ; but
in practice this meant little. Application might be
made by a small § roup of bondholders in league with
the controlling ﬁnE‘.ncial interests for a receiver to be
placed in charge; the applica*ion would be made
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before a sympathetic judge who would appoint either
the existing manager or some otherfinterested person
as receiver and thus the genuine bondholders would
still be without redress. In England it was realised
early that earning capacity is the only specific security
of the railway debenture-holder, and since 1867 this
class of shareholder, or rather mortgagee, has had no
power to foreclose upon or dispose of the railway’s
assets, although the whole of the net earnings must
be available to satisfy the claim for interest.

Where transport is in public—State or municipal—
ownership, the problem of the relation between owner-
ship and control equally requires to be settled. Trans-
port may be operated by the State as a government
department in the same way as the Post Office is a
department of State. Municipal tramways are usually
under the administration of a Tramways Committee of
the municipality, similar to the committees for street
cleaning and lighting, poor relief, etc. In some coun-
tries the railways are administered by a company—
e.g. the Canadian National Railway Company, or the
Deutsche Reichsbahn Gesellschaft—in which the State
is the only, or the controlling, shareholder. Within the
broad limits of these forms of organisation, ownership
and operation may be separated by leasing concessions
to work the lines by private enterprise. In_ltaly
practically every variation has been tried; as Sir
William Acworth remarked,! that country * has tried
State ownership and operation, private ownership and
operation, State ownership with private operation,
and at last in 1905 it reverted toboth ownership and
operation by the State.”

1 State Railway Ownership, p. 18.
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As a result of lengthy experience, it is now generally
accepted that public ownership yields the most favour-
able results when combined with management on
mainly commercial principles. The tendency is thus to
turn publicly-ownd transport systems into independent
organisations on the lines of commercial concerns
on the co-operative principle. The community, or
the users of transport, share in the divisible surplus,
but do not usually have a voice in the manage-
ment. ,

There is a_frontier territory where private and public
enterprises meet. In various countries railway con-
cessions have beéen leased to companies authorised to
construct and exploit railways for a definite period, at
the end of which the lines shall revert to the State,
either with or without compensation. A similat
situation cxisted with regard to tramways in Britain.
These were introduced at the apogee of laisser faire,
and at a time when the permanent concessions
obtained by monopolistic private gas and water
companies had become unpopular owing to alleged high
rates charged by these entrenched monopolies. Ac-
cordingly, the Tramways Act of 1870 established a
right of veto on the part of local authorities and
frontagers ; an original length of concession of twenty-
one years ; and a right of purchase by local authorities
at the expiry of this period or subsequently at the
‘“ then value’’ of the undertaking, i.e. the break-up
valug of the surplus assets excluding goodwill or a
capitalisation of estimated profits. ,

The effect of this provision was that fares were cal-
culated so as to am prtise the capital, apart from the
break-up value of surplus assets, within twenty-one
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vears ; while towards the end of the concession period
all forms of expenditure of a capital nature were elimin-
ated and the efficiency of the line suffered accordmgly
When electric traction was introduced, moreover, the
companies were in no hurry to emba.k upon the very
considerable capital outlay involved by conversion from
horse traction, under the uncertain conditions of their
tenure. The only method of securing the conversion
was frequently for the municipalities to purchase the
tramway assets and install the electric plant. Here
another comphcatmn arose. The Act of 1870 had
empowered local authorities to own but not to operate
the trams ; and so special powers had to be secured by
Special Acts of Parliament before they could do so,
until the disability was removed in 18g6. Where pri-
vute concerns were willing, given reasonable security of
tenure, to change to electric traction, the municipalities
held the whip hand owing to the legal position, and
dictated the terms upon which the new concession
would be granted—according to their critics, in an
arbitrary manner which often involved the private
companies in relieving the ratepayer of expenditure on
read-surfacing or widening, and so forth.
Controversy always raged over whether the muni-
cipal tramway system should aim at a profit, so as to
relieve the rates ; or at cheap transport, assisted from
the rates if necessary. Frequently the matter was
settled for the local authority in question by the nature
of the demand. But a very unsatisfactory situaiion
was liable to arise when in recent years private omni-
buses began to compete with municipal trams ; the
bases of economic competition wére non-existent in
many cases, since either the trams might be subsidised
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from the rates during a war of fares, or restrictions upon
the omnibys system might be applied in order to
preserve the value of municipal tramway invest-
ment., »

This problem ks been settled in London by bringing
privately and municipally owned undertakings under
single control. The London Passenger Transport
Board, it may also be noted, solved the question of
ownership and control by abandoning even the outward
symbols of shareholders’ authority. It issued fixed or
maximum interest-bearing securities, and devoted sur-
plus revenues to redemption of capital and improve-
ment of services. It had power to fix its own level
of charges, and apart from the elimination of the profit
motive or equity interest,” was organised as a large-
scale commercial enterprise. The stockholders had 1
voting rights, although in the event of interest not being
forthcoming for a stated period, they could appoint a
receiver. In the original scheme put forward by the
Labour Government, the executive heads, the members
of the Board, were to be appointed by the Minister of
Transport ; but the National Government which took
office before the Bill became law instituted a panel of
non-political Appointing Trustees. In this case the
wheel came full circle; ownership and control were
completely divorced and the mcmbers of the Board
could make their decisions as independently of share-
holders’ control as the smallest entrepreneur working
with?his own capital. By limiting the Board’s respon-
sibility towards the stockholders to the provision of a
fixed net revenue, it was hoped that it would be easier
for it to meet its wicpr responsibilities to the travelling

/public and its own e!;ployees.
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There is another form of semi-monopolistic under-
taking connected with transport wheryg, in Great Britain,
municipal operation tends to be superseded by ad hoc
boards or public trusts. Formerly the control of har-
bours and rivers formed part of the royal domain, and
the right to levy dues was often granted to local authori-
ties by Royal Charter. But when, in the early nine-
teenth century, docks began to be required for shipping,
companies were formed to undertake the necessary
capital expenditure, deriving their revenue from tolls
and dues. Certain important cities, notably Liverpool
and Bristol, constructed their own docks ; while there
are numerous examples of railway-owned docks, the
chief among which is Southampton. When, about the
middle of the nineteenth century, complaint of high
¢harges in privately owned docks arose, the method of
redress was not through transfer to the municipality,
but by creation of a public trust. The most important
of these ad hoc bodies are the Port of London Authority,
the Mersey Docks and Harbour Board (successor to the
Corporations of Liverpool and Birkenhead as dock
owners), and the Clyde Navigation Trust. The Balfour
Committee on Industry and Trade estimated in 1928
that at least 70 per cent of the value of Great Britain’s
foreign trade is handled in docks under the administra-
tion of these public trusts. But it should be noted that
there are variations in the connection between owner-
ship and control as between the different trusts. The
Port of London Authority owns and operates all of its
undertaking, having its own railway lines and rolling
stock, its own road vehicles in which it collects and
delivers goods from and to consigpors and consignees ;
it also employs a good deal of thl labour required for:
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discharging wvessels. On the other hand, the Mersey
Docks and Harbcur Board “ as a dock owner limits its
activities to providing fatilities and leaves to ordinary
commercial enterprise the utilisation «of these facili-
ties,” in the words of the Balfour Report. The public
trust, in short, was adapted to forms of enterprise which
involve a strong element of monopoly and where public
ownership and'control, if not public operation, is
desirable.

§%. Combination and Large-scale Enterprise. Trans-)
port undertakings show a greater variation in size than
almost any other type of business. At one end of the
scale is the one-man lorry business, or the partnership
operatlng a single tramp steamer; at the other
the giant shipping firms, or the vast nationalised
railway systems. The principles which govern
growth are accordingly of exceptional interest
especially since there seems to be no ‘ normal”
size at which transport concerns iend to stabilize
themselves. .

It was mentioned in the last section that although
the joint-stock limited company has become important
in transport organisation as elsewhere, investment by
the general public has come relatively late except in
canals and railways. Shipping and road transport firms
alike have generally expanded, in the first place, by
reinvesting past profits in the business rather than by
appealing to the investing public for capital. The
characteristic “ tramp "’ shipowner, for instance, was
and remains a man pf enterprise and experience, work-
ing a trade where phdgment and far-sightedness have
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more than usual importance. Established semi-
monopolies have almost always eyisted at sea on
certain routes, but the rank and file shipowner was of
the “ tramp " «lass, quick to discover freights, com-
peting in a close market. The ope.ation of a large
public company is often unsuited io this type of work,
though a successful private owner would make large
profits for himself and have enough over to increase
the scale of his operations. In the liner trade, how-
ever, to which some of the smaller concerns eventually
graduated, earnings are more stable, and management
more conservative; thus borrowed capital can be
employed to better advantage.

Very similar conditions prevail in road motor trans-
port. When the internal combustion engine was suffi-
ciently developed it became possible to enter the
business of carrying goods with a very small initial
investment, building up the business by reinvesting
profits. The qualities necessary for success were largely
similar to those required in the tramp shipping industry.
The lorry, like the tramp steamer, often competes for
freight under, it has been said, “ conditions of almost
classical simplicity.” Operated under rule-of-thumb
methods it would go anywhere and carry anything that
would pay freight in excess of prime cost. On the other
hand, for passenger road service, even on the smallest
scale, it was necessary to build up a quasi-monopoly or
““ goodwill ”’ through regular and punctual service. But
the scope for enterprise was equally wide. The picaser
work of small omnibus proprietors in opening up traffic
routes which the railways had been unable to tap can
scarcely be over-estimated, and thgre is much truth in]
the contention that the one-map ’bus undertaking:
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may be the most economic passenger transport
agency in sparsel) populated areas.

On the roads, as at sea, small concerns grow into
large ones by reinvesting past profits. Generally speak-
ing, it has been Jdnly in the very largest concerns in
Great Britain that the public could invest ; the majority
financed their own development until they had reached
a size where their position seemed assured, and then
the public might be admitted to subscribe for the
capital at a figure which remunerated the original
owners very handsomely. -

There are two ways in which firms can expand : by
the simple process of growth, or by amalgamation with
othelj) concerns. In either case it is implied that it is
profitable to carry on business on a larger scale than was
planned under the original investment. . ’

But this question of profitability requires to be
analysed. It is generally possible in theory, though not
always in practice, to draw a distinction between
increased profits from lower costs, the result of operating
on a larger scale than previously, and between increased
profits from the ability to control the price obtained.
The latter is usually due to combination or agreement
between firms effecting a monopoly of supply; but
sometimes it is the result of the growth of a single firm
to a size at which it dominates the market.

In considering the effects of *‘ rationalisation " it will
be clear that there are different optima in size for a firm
according to whether it is expected to work under com-
petitive or monopolistic conditions. Thus expansion
may be pushed beyond the point at which highest
efficiency (i.e. lowes;; costs) is obtained, in order that
'control over the mau}cet may be achieved. But, taking
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the competitive position first, in which the price must
be assumed as fixed, it is clear that tie fixed capital of
an undertaking, its buildings and plant, cannot easily be
incrcased or diminished to match small variations in
output. It must accordingly be laié out in the first
place with the idea of a hypothetical output, at which
the plant works most efficiently, ie. economically.
Divergence from this optimum output will usually spell
higher costs and decreased efficiency. Operation below
optimum level will mean that the fixed plant is not
being fully utilised and its upkeep and renewal has to
be spread over a relatively small number of units of
output ; operation above this level will mean high
depreciation, and decreased iechnical efficiency from
overworked plant. )

¢ Factors of production can be conventionally graded
accordingly to their assumed elasticity of supply. Land
is of course in limited supply in ““ old "’ countries ; and
over short periods the supply of buildings and heavy
machinery is relatively rigid. Special ability for the
work of management is another factor of limited supply
whose price is based upon scarcity value and not pro-
daction cost. The supply of ordinary labour is gener-
ally more elastic, but the supply of skilled labour can
be both naturally limited and artificially monopolised,
as by the " demarcation *’ rules of trades unions, or the
enforcement of an apprenticeship system.

From this it follows that we might expect the ten-
dency for the proportion of direct costs to be highest-in
those businesses where raw material and unskilled\
labour comprise the largest proportion of final supply
price. In transport, although fuel ar.d lubricants may be
regarded as the raw material ff'jl:n which transport
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services are produced, they are not usually related to
the output of ind:¥idual units of transport very closely.
Labour costs, although generally a very high pro-
portion of total t§ansport costs, show tile same charac-
teristics.

It should be noted that in industrial production it is
generally less important to distinguish between those
plants or firms which are subject to increasing costs
(diminishing returns) and those subject to the converse
tendency, than between those with fairly constant, and
those with widely variable, costs, If costs decline very
steeply to an optimum output, they may very well rise
steeply once this optimum is exceeded, so that it isless
a qugstion of uniformly rising or falling gradients than
of the steepness of ascent and descent on either side of a
minimum, ’

The absence of any direct link between raw material
and labour costs, and each individual unit of output,
gives ground for supposing as a general principle that
transport agencies will have fairly marked optima in
output. But there are several possible sources of mis-
understanding to be cleared away before considering
the question of optimum size or output. Capacity and
optimum output do not necessarily coincide. A steel-
works, for instance, may have a capacity for producing
100,000 tons a year, but its optimum production may be
80,000 toms, at which total selling price covers total
expenses by the greatest aggregate margin. The
optimum firm, moreover, is not an absolute conception,
hut as Mr. E. A. G. Robinson has pointed out in another
volume of this series, may be a blend or compromise
between the optinjum technical unit, the optimum
financial unit, andithe optimum marketing unit.
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Another point must be underlined. The “ economies
of large-scale production >’ may refer'either-to the firm,
or to the plant. The ability to purchase raw materials
in bulk on advantageous terms, to pursuc technical
research, to follow a co-ordinated sales policy, to
specialise the use of managerial ability-—these belong
to the large firm, whether its plant be physically
scattered or united. The ability to specialise labour, to
use elaborate machinery and standardised methods,
to integrate processes—these belong to the large-
scale plant, irrespective of the size of the owning
firm,

It is not always easy to dctermine the relation
between “ plant "’ and “ firm ” in transport. In some
sense an entire railway may be considered a single
“ plant.” But its geographical extent raises several
problems. For instance, railways are difficult to
organise as a unit from the point of view of, say,
reducing labour costs. Thisis one reason why ** techno-
logical unemployment ** has been less severe in railways
than in many other industries. Moreover, one part of
the “ plant "’ may be under-worked and another over-
worked, without it being at all possible to transfer any
of the work. Railways have fairly rigid limits to traffic
capacity, although radically altered operating methods
can effect a certain flexibility ; for instance, new signal-
ling methods may revolutionise line capacity. It
is obvious that until the optimum traffic is reached,
costs per unit will tend to fall. But, having ést-
ablished this tendency to increasing returns in rail-
ways, what happens if the optimum traffic is exceeded ?
If this really represented the phyrical capacity of the
line, costs would immediately becofne infinite, until the !
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track could be doubled to accommodate the excess
traffic. But therd appear grounds for believing that
generally the optimum traffic for a given line is below
the physical capa)city of the line, whick'is a somewhat
indeterminate conception. After the optimum traffic
is exceeded, costs rise until, when the physical capacity
is being approached, a point is reached at which it
becomes cheaper to increase the accommodation by
laying down additional rails than to continue to make
shift with the overloaded tracks. ;This point of course
may come affer physical capacity has been reached, in
which case the surplus traffic will not be provided with
facilities.

It appears probable that some such position existed
with regard to the suburban lines in the London area
of the forMer Great Eastern Railway, now merged
in the L N.E.R. A very dense traffic is carried, mainly
at low fares, between the City terminus, Liverpool
Street, and the suburbs through a “ bottleneck ”’ the
cost of widening which would run into several million
pounds. After the 1914-18 War the capacity of the
line had been reached under steam haulage, yet
the traffic was still growing. On the other hand, the
company considered that at the level of fares, neither
electrification nor widering the ** bottleneck "’ could be
made to cover the costs incurred. Consequently an
intensive reorganisation of operating methods was
made, with the object of reducing the turn-round time
of &feam trains in the terminus, the headway between
trains and the time spent in stations, with the result
that the capacity of the existing lines was considerably
increased and the qeed for electrification staved off
for some years. PHysical capacity of lines is thus a
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conception which needs constant revision in the light
of technical progress. L) .

Transport agencies such as railways, which build and
maintain theire own tracks, generally have marked
traffic optima as regards each Section of their
“plant ”; but, as a partial compensation for their
inability to transier an excess at one point to another
which is under-employed, they generally enjoy at least
a partial monopoly. This apparently is the reason why
the optimum size of firm appears to have no very
definite “ ceiling ” ; and beyond saying that the opti-
mum appears in most cases to be ‘‘ very large,” it is
not possible to generalise. This covers, of course,
operation by one firm of many diverse kinds of ** plant,”
such as railways, steamships, road transport, docks,
Hotels and air lines.! The limits to size appear to be
those of co-ordination and management, and in the case
of joint-stock concerns administered by salaried
officials, it is only the very large concern that can offer
sufficiently high salaries to attract first-class ability.
In the United States, of course, the holding company
solves many of the difficulties of large firms and
immense ““ plant ’; in Great Britain complete amal-
gamation has in the past been the rule, but the railways
over a decade spent much money in acquiring the stock
of road transport companies and air lines.

In shipping and road transport, where the ‘‘ plant ”
is mobile, the keener competition appears to impose a
limit to size except in cases where combination is ‘suc-
cessful in producing a partial monopoly. In the tramp

1 From the start, of course, British railways built their own loco-
motives and rolling stock to a large extent; while the L.N.W.R.
rolled its own rails, thus integrating proﬁ,esses incidental to the
production of transport. l‘l
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shipping industry the advantages of large size in ships
normally bave td be sacrificed to mobility and flexi-
bility, although the large tramp steamer of over 5000
tons gross has ,{ncreased in numbers very greatly.
Similarly, the limit to the size of competitive *“ plant ”’
is paralleled by the limitation in size of the fleet due
to the management factor. The special ability which is
required in this trade makes it important that the
physical plant should never exceed the capacity of the
management to keep remuneratively employed ; thus
the tendency in tramp shipping is for medium-sized
ships and medium-sized firms.

Where an element of monopoly enters, under the
Liner Conference system, the economies of large-scale
operation by large ships and large fleets can be realised.
Mobility is of less importance where traffic followd
regular routes. Profits need not be snatched by keen
and skilful management, and consequently the limits to
such ability need not restrict growth so arbitrarily.
Passenger service, which depends largely upon regularity
to produce a ““ goodwill ”’ or semi-monopoly, is specially
adapted to the Conference system, where the technical
and managerial economies from large-scale operatich
can be realised without fear that the concern will be
unable to keep its place in the competitive strife.

§ 5. Railway Organisation. A special interest attaches
to the growth of the internal organisation of railways,
espetially British railways as being the pioneers ; for it
represents the first attempt to solve many of the prob-
lems of large-scale business. When railways first began
to be constructed there was no fund of experience on
which to draw ; the?e had been no previous joint-stock
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commercial undertakings of comparable size or com-
plexity. The great chartered compa'mes, such as the
East India Company, had only required a loosely-knit
scheme of management which was inappropriate to the
operation of an immense physical plant. Some of the
characteristics of shareholders’ meetings in the early days
have already been mentioned. But even the Boards of
Directors were frequently unprepared for the problems
they were called upon to handle; for some time they
do not seem to have realised that they would have to
concentrate upon maiters of general policy. In 1831
the Directors of the Liverpool and Manchester Railway
were solemnly deliberating such matters as the bad
loading of an individual wagon, the dismissal of a rlerk
for drunkenness, a claim for a puncheon of gin that had
fhysteriously disappeared, a quarrel between two minor
officials—in short, endeavouring to conduct the day-
by-day management of the line.

Soon the absurdity of this became evident. The
Board began to be divided into Committecs for handling
special subjects, such as the supply of locomotive power,
or the upkecp of the track. Further, really responsible
salaried officials were appointed. The Secretaryship
was the first high post to be filled on most lines, and
generally included more duties than those of a present
railway Secretary. On the Great Western, for instance,
the Sccretary was for some time in charge of operation
as well as of financial matters, and thus really combmed
the dutics of a General Manager with the Secretarfal
office. Later on two Secretaries were appointed—one
financial, the other in charge of operation; the post
of General Manager was not created on this line until
1803. ?1
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find suitatde officers; and, since civil life offercd fev
opportunities of obtaining the necessary cxperiencey,
the Army was dsawn upon heavily for '‘men capable oi
controlling a large staff and exccuting detailed large-
scale plans. Hence the predominance of military titles
among early British railway managers—the most
famous perhaps being Captain Huish of the London and
North Western. It may be perhaps fanciful to attribute
to this tradition the excellent discipline of British
railwaymen as a class, which dates from the time when
the traffic was controlled by * policemen *’ who wore a
smart uniform, were under a semi-military discipline
and jn some cases saluted the trains as they passed.
Undoubtedly the enforcement of certain railway by-
laws in these early days suggested the court-martial
rather than the mere #8pis of a monopolist.

Although a hierarchy of officials, headed by the
General Manager, soon rose into being, there was for a
long time no logical distinction between the operating
and the commercial sides of railway work. Even the
holders of the General Managership on some lines
occupied themselves with routine work which now
would be performed by subordinates; as late as the
middle of the nineteenth century onc General Manager
used to spend a regular part of his day on the platform
of a terminus seeing that all went well, and regarded his
post as largely an outdoor appointment.

e prevailing method of organisation was the
““ departmental ” as opposed to the  divisional ”’ form
of management. Mr. T. Bernard Hare has thus?
described the fundamental distinction between the two

1 Bv'ilis}‘fl]i‘ailway Opesation, p. 136.

7
One of the ﬁrs;: difficulties of the early lines was tq
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systems. ‘‘ Going back to the beginning of railways, it
15 not difficult to imagine a railway coinpany sufficiently
small to admit of the whole of what may be called the
management being within the capacitv of one man. As
the railway developed in size and in the amount of traffic
carried upon it, the time would come when this was no
longer possible. At least another member would have
to be added. On that stage being reached, the question
would immediately arise as to how the total work
should be divided. Should the area be divided and each
member be in complete, and more or less independent,
control of a portion ; or should the division be between
the different functions that extend over the whale
arca ? In the early days there could be only one
answer to such a question. A railway was essentially
a business to be worked as a whole.”

The departmental system meant that there was a
continuous chain of responsibility from the local official
to the heads of departments. Each officer was only
responsible to his departmental superiors, and thus in
the event of a dispute co-ordination between depart-
ments could only be enforced by headquarters, and
ultimately by the one non-departmental official, the
General Manager. The grouping of the work within the
departments varied on differcnt lines, but a common
arrangement was for the Superintendent of the Line to
have charge of the passenger commercial work—the
control of fares and facilities, etc.—and also of the
working of both passenger and goods traffic. The Goods
Manager would then be responsible for obtaining freight
traffic and fixing rates, etc., for movement of traffic
within goods stations, and for coll(ection and delivery
services by road ; but not for actual operation of freight
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trains on the main line. Other departments, such as
those of the Chied Civil Engineer, the Chief Mechanical
Engineer, the Chief Accountant or the Solicitor, are_
described by thejr titles.

It will be seeh that this system d1d not always }
provide a logical separation of function. The manage-
ment of a railway falls into four chief branches:
(x) maintenance of way and works, (z) maintenance of
rolling stock, (3) securing traffic, (4) moving traffic.
The modern tendency is to make a broad distinction
between (3) and (4), the Commercial and Operating
sides of the business, but to appoint local officials with
a joint responsibility to both departments. Otherwise
the commerc1a1 department may make unreasonable
demands upon the operating side in its attempt to
secure and retain traffic; while the operating depart=
ments will seek to minimise costs without considering
the effect on the railway’s customers. In at least one
case a Traffic Manager has been appointed whose duty
is to act as a supreme co-ordinating power between the
commercial and the operating sides of the work. But
his work must be supplemented by that of divisional
officers who can co-ordinate the work lower down the
scale, whether they are district superintendents or
merely station masters. The British form of “ divi-
sional *’ organisation implies this separation of the two
functions together with local co-ordinating officers.
Nevertheless, it still retains supreme control over each
depdrtment by the departmental heads in the central
offices.

The Argerican type of divisional organisation is rather
different. “Owing fo the lower average traffic density
and the greater geographical areas covered, decentrali-
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salion offers special advantages. A single officer is
placed in control over all operationb within his geo-
graphical district—whether relating to permanent way,
movement of tzains, quotation of rates and fares—sub-
ject to general control by headquarters. The result is
that intcr-departmental friction can be eliminated,
local conditions are reflected in the method of business,
and dccisions can be more quickly reached than if they
have to pass back to hcadquarters.

Since the amalgamation scheme the organisation of
British railways has been changing ; one line alone, the
Great Western, has retained the departmental system
without substantial changes. The London and North
Fastern has a headquarters’ staff {or certain *“ all-line
work—Accounts, Law, Estate, and so forth—but the
eommercial and operating work is concentrated under
General Managers for different areas, such as the
southern, north-eastcrn, and Scottish. The Southern
Railway has separated its Commercial and Operating
departments, but provided divisional co-ordination.
The London Midland and Scottish has been the pioneer
in abolishing the General Managership, and establishing
an Exccutive Committee, consisting of a President
(corresponding to the General Manager), and Vice-
Presidents in charge of the Commercial, Operating,
Finance and Statistics, and Research work. The first
President of the Executive, Lord Stamp, combined
with this post the Chairmanship of the Company, thus
establishing a new precedent for British railways.,



CHAPTER IV
COMPETITION IN TRANSPORT

§ 1. The Mechanics of the Market, Before considering
the forces which ultimately determine the price of
transport services, it is proper to glance at the mechanics
of price-fixing. ‘Price is commonly defined as being
based upon “ cost of production,” ‘ what the traffic
can Jear,” or some other criterion. But how such
principles crystallise into a price-ticket, a table of fares,
or a bid at an auction, is not always clear.

There are two chief methods of fixing prices : _tariff
and contract. In the former case one party (usually the
seller) estimates the bargaining strength, or * sales
resistance,” of the other and embodies the result in a
published price schedule. In the second case the bar-
gaining has to be done in respect of each individual
transaction and the result is embodied in a contract. A
list of oranibus fares, a railway rate-book, a restaurant
menu—these are tariffs.. An open-air market with no
marked prices, a Stock Exchange, a tender for work by
a firm, an auction sale—these are contract prices. It is
obgiwus that, where sellers are few, each contributing
a large proportion of the supply, buyers many, each
representing an insignificant proportion of the demand,
the tariff method is the only suitable one. It is wide-
spread in retail tradg, and is extending. Its economies
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of time, language and patience need no emphasis when
a large multiple store is compared' with «an open-air
market. On the other hand, it is unsuited to pro-
duction underperfect competition, sgnce slight adjust-
ments cannot be made easily and quickly to prevent
under-selling. Consequently it is most used where a
certain element of monopol‘Ls present—as in selling
proprietary and retail articles, or services such as trans-
port. Contract is used for the sale of primary materials
such as wheat, or steel bars, that can be sold by sample
or’descrlptlon, and which are produced all over the
world under competitive conditions. Securities also
can obviously be sold by description and a Stock
Exchange probably illustrates the most developed form
of contract buying and sellmg

The tariff form of price in transport is conspicuous ir in
railways, especially in passenger fares, the level of
which can only be adjusted with a good deal of trouble
and at fa1r1y infrequent i 1ntervals apart from upheavals
such | as a currency ir inflation. “The reasons are obvious :
the seml-monogoly or “goodwill” of regular service
and charges and the fact that few sellers are dealing
‘with an immense number of small buyers, make it the
only practicable method. "In Eastern countries, where
railway booking clerks have to contend with a public
accustomed to bargain before any purchase, a striking
illustration of the disadvantages of the contract method
may be found. At sea, tariffs are generally maintained
by Shipping Conferences, or monopolistic associations,
on the principal passenger liner routes. In these cir-
cumstances, as when railway companies make agree-
ments to prevent price-cutting, competition between
different carriers can only take) place in quality of
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service. The extent to which buyers can control price
—apart from refusing to travel, which would show that
the sellers had miscalculated the demand—is limited to
patronising reduced fares, where thesesare offered, in”
preference to standard fares, despite the lower quality
of service. .

{The tariff is as important for passenger transport in

1ts S _way as a pubhshed “time- table—lt assures es the

B

a given price. ‘Where the same conditions are . found in_
goods transport as in passenger transport—few sellers,
many buyers individually of little importance to the
market, as when parcels and small consignments have
to be transported—the tariff method is adopted.

Every railway has its schedule of articles, weights and
mileage according to which a small consignment can be?
accepted and despatched without bargaining. There is
a further possible step. The tariff abandons the attempt
of the contract system to take into account @il the
circumstances affecting each individual bargain, and
assembles transactions in groups according to some
convenient distinction. Where the tolal money sum
(and thus the maximum possible deviation from th®
ideal contract price) is not very large, the transport
tariff can be simplified into a “ zone tariff,” applicable
between all points within a certain radius, or even a
‘“ flat_rate ”’ irrespective of distance.

{When, on the ofher hand, sellers and buyers are on a
merd equal footing, contract is almost universal and the
‘“ higgling of the market ’ becomes a reality. Motor
lorry owners bid against each other to secur@e _tzgs_-
port business of industrial concerns. The market for
chartering tramp steamers is highly competitive, and
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works through brokers or intermediaries in the same way
as security or commodity markets. In such cases
buyers are often individually larger and more important
than sellers. «

, \Railway freight charges are based upon both tariff
and ‘contract. Railways are generally larger than their
largest customers, although™the traffic of a few con-
cerns, such as the United States Steel Corporation, may
represent so important a part of the railway’s total
revenue that they can practically dictate the terms
upon which their traffic is to be carried. In most
countries there is a standard tariff of charges for freight
conveyance which applies automatically to small
individual consignments ; but thercisalsoa machmery
for negotiating special rates for large con51gnments
Svith the traders and thus reaching what is really a
contract price, or *‘ exceptional rate.” In practice such
rates in England apply to about three-quarters of all
freight traffic

The ** exceptional ” rate must be recorded after it
has been fixed, and under the ““ law of undue prefer-
ence "’ any trader who can show that he is in a substan-
tially similar position to the trader for whom the rate
has already been quoted, is entitled to have his traffic
carried at the ““ exceptional "’ and not the standard rate.
Thus it may be said that British railway rates consist
of a tariffl of standard and exceptional rates, and that
the * exceptional ”’ part of the tariff is constantly being
augmented by new exceptional rates based tipon
negotiation and contract in the first place. It may still
be considered, however, that the exceptmnal rate is
more of a contract than a tariff price, since a tariff
price eliminates bargaining, while a trader claiming
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an established exceptional rate is obliged to use some
bargaining power 1n order to show that he isentitled toit.
+The question of tariff or contract is of special interest
at_times when the general level of priges is rising or
falling—in other words, when the value of money is
changing. It then becomes important to consider
whether the price of transport has in general more
affinity with wholesale or retail prices. Passenger trans-
port, especially over short distances, resembles retail
trading inasmuch as small alteratiops in costs cannot be
easily matched by adjusting prices. Custom and con-
venience demand that a fare tariff shall be fairly stable,
and for small transactions the monetary unit is often
not large enough to permit of adjustment—an adjust-
mentdf a halfpenny over a very short journey may mean
a considerable percentage change in the fare per mile.~
Tariff prices such as passenger fares and the standard
““ class ” rates for goods transport may thus be expected
to move more slowly than the general level of wholesale
prices. On the other hand, tramp steamer ireights,
motor lorry rates, and to some degree railway excep-
tional freight rates, being contract prices made in an
active market between two classes of business man, may’
be expected to move more freely. Whether such freedom
is always desirable to the user of transport is uncertain.
Stability in transport rates is generally considered desir-
able by traders in the same way that stable foreign
exchange rates are so considered, in order that costs can
be, cdmputed with certainty for the future, and con-
tracts entered into with confidence. On the other hand,
falling commodity prices and stable (money) transport
charges mean that the proportion by which transpoit
enters into industrial costs tends to rise. The converse
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applies to rising prices. The adjustment of transport
prices by a monopoly to meet alterations,in the price
of the article carried is frequently rendered difficult by
the fact that if prices are once lowered (as by quoting a
new exceptional railway rate) regulations may be
invoked which prevent it being raised again if the price
of the article carried rises. In the more competitive
transport agencies these changes in price are usually
effected through the general price-movement altering
costs—in the same way that retail prices tend to change
after the margin between wholesale and retail has
narrowed.

§ 2. Contract Prices urder Competition, “It has been
emphasised that the relations between buyer and seller
affect the type of price which will emerge from the inter-
play of supply and demand. The most efficient price_
is a contract price evolved between two parties of equal
bargaining skill; and thus a produce or commodity
exchange such as exists in the chief commercial centresis
a highly efficient market. In transport such a market
exists in its most developed form for the chartering of
‘tramp tonnage at sea. The dealers or middlemen are
forwarding agents or ship-brokers, whose function is o
supply exporters with space in which their goods can
be carried, and ship owners with employment for their
available tonnage. Tramp steamer owners generally
sell their services, i.e. ocean freight transport, by means
of an agreement known as a charter-party, either direct
to the shipper or to a ship-bfoker in touch with shippers.
The charter-party is of two main types—the trip or the
time charter, one applicable to a specified voyage tobe
per:f_(Trfn/ed by the ship, another 10 its hire for a dcfinite
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period. The chprter-party states the conditions
(generally andardised for the different trades) under
which the ship is to be employed, the commission or,
brokerage due and the hire consideration.. The trip
charter generally is a contract for a specified quantily
of transport—so many tons of such-and-such a com-
modity to be carried at so much a ton between specified
points. The time charter on the other hand places the
vessel in the possession of the charterer, although
operation may or may not rest with the original and
permanent owner. v

The daily quotations of charter rates are on a hlghly
competitive basis, and the rates are levelled up between
differgnt centres Dby telegraph in the same way that world
prices of wheat, or nitrate, or cotton are kept uniform.
* Several thousands of ships are scattered all over the
oceans of the commercial world, engaged in a traffic
that is supplied by hundreds of ports in all climes
and all continents, from Greenland to New Zealand.
Every day scores, or even hundreds, of these indepen-
dent vessels are seeking freight to carry. It is a com-
plicated world puzzle to bring together the ships and
the freight so that the one may be most proﬁtably
employed and the other most economically carried. The
work is done by the ship-brokers and steamship agents,
who receive their pay in the form of a commission or
brokerage, a percentage on the transaction. In all ship-
ownipg countries these firms have their headquarters,
angl each one has agents and ‘ correspondents ’ in many
other countries, so that among them all they make a
complicated web that reaches to all cities of commercial
importance. The web is so bound together by tele-
graph and cable that, like a spider’s web; if touched by
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anything of importance at any point the whole structure
vibrates with the news.”?

Rates are quoted stnctly in accordance W1th the play
of demand upoa competitive supply, and may fluctuate
rapidly, even in the coursc of a single day. A species of
arbitrage tends to level them up: * thus, for a tramp
or sailing vessel chartered to carry bulk cargo to Aus-
tralia the rate would be much lower if the engagement
would enable the vessel to reach its destination about
the time when a large quantity of grain would be there
forthcoming for shipment.””? Similarly, if a shortage of
tonnage in the River Plate was tending to raise the
price of grain charters from the Argentine, rates to the
Argentine would show a falling tendency until suffcient
tonnage was moving in that direction to take advantage
of the grain freights on the return journey. Grain

freights are a particularly highly organised market, for
they are quoted on many exchanges alongside the com-
modity itself ; *“ vessels may be chartered, vessel space
engaged and marine insurance obtained on the floors of
these buildings.”’3

The liner companies, although they generally own
the vessels they operate, may have an overflow of
traffic, and thus come into the tramp market as char-
terers of tonnage. The vessels they obtain, usually on
a time charter, will be put to sail on their regular ser-
vices. There is thus by no means a watertight distinc-
tion between liner and tramp services. The liners cary
the passenger traffic, much high-class freight in smrll
parcels, and also part cargoes or berth cargoes of

1 J Russcll Smith - Organisation of Ocean Commerce.

t Report of Royal Commission on the Shapping Rings, p- 13.

3 Johnson and Huebner. Principles of Ocean Transportation,
P- 155-
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any suitable corgmodities when these are on offer;
while the #ramps cater for whole cargoes for the most
part, carrying primary materials such as timber, grain,
coal and ores. But the tramp may igvadg the linef
field by being chartered by a liner company ; ora sh1p-
broker may charter a steamer and advertise her as “ on
the berth *’ for a specified voyage, offering to take mis-
cellaneous cargo in small consignments, In this case
the former tramp really becomes a one-vessel ** line.”
On the other hand, when liners have vacant space,
they may compete for part cargoes of primary matenals,
which normally would be carried by chartering tramp
space, at very low ratcs, since the voyage must be per-
formed in any case and a low-rated cargo is preferable
to sailing in ballast. The competition between liners
and tramps is thus of a more complex nature thar.
simple competition between tramp owners, whilst the
liners’ costs are more rigid than those of their com-
petitors owing to the necessity of maintaining advertised
sailings.
A parallel case exists in road transpori. The one-
man IOHWner-drwer seeks full loads, or a form of
“ chartering "’ of his vehicle; and the rates he wiil
quote to any place are largely based on his estimate of
the return load he will pbtain. The extra costs of garage
accommodation or sleeping quarters and food for the
driver away from home correspond to the price of coal
8reign coaling stations which a tramp steamer owner
has'to take into account. Regular carriers oA certain
routes, however, are in a different position ; their costs
are more stable and the relations with their customers
more permanent. At times of pressure, however, they
may hire extra vehicles from outside concerns (witness
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the Christmas delivery services of the Post Office) ; in
slack periods they may detach vehicles from their
regular services to compele for special contract work.

§ 3. Tariffs and Monopolistic Competition. Tariff prices,
it has been suggested, are inherently difficult to recon-
cile with perfect competition. But it is clear that the
price of such transport supplied under, at least,
apparentily competitive conditions, is expressed as a
tariff. #The general answer must be that in such cases
the markel is somewhat 1mperfect and the supply is
actually being made under conditions of imperfect or
monopolistic competition.
There are two principal ways in which compet1t10n
can be incomplete. It may be thal variations, 1mpor-
¢tant or unimportant, in the nature of the commeodity
or service supplied suffice to split up the demand into
sections which compete to some extent with each other,
while within each section there is only a single source
of supply. Aliernatively, the number of suppliers of
what is a truly homogencous product may be small, so
that variations in supply by individual producers are
‘tapable of materially influencing price. v

An illustration will show that the first type of vari-
ation is especially prominent in so far as passenger
transport approximates to a ‘‘ consumer’s service.”
Although the necessities and minor luxuries sold by
retail may be in competitive supply, there is a consfant
struggle {0 introduce an element of monopoly. When
the product is the result of special ingenuity the law
indeed recognises this as legitimate and grants a
monopoly in the shape of a patent. Where the article
is non-patentable, the supplier endeavours by trade-
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marks, distinctive -packing and above all by advertising,
to separate the market for his product from the general
market and acquire a ““ goodwill ” or semi-monopoly.

If it is not practicable to monopolise»the ,supply of”
bread, the next best thing is to pretend that *“ bread "
and ““ A’s bread "’ are two different articles and conse-
quently have different markets and demand prices. A
is thus a monopolist of ““ A’s bread ”’ and in the happy
position of selling his output at halfpenny a Ioaf more
than common, competitive bakers’ pread. -

But of course this does not mcan that X, Y and Z
cannot wrap their bread in silver paper or cellophane
and sell it as a special article, better than just *“ bread,”
equally well. In these circumstances the demand for
A’s bread must ignore the attractions of X’s, Y’s and
Z’s bread. The competition 1s between two articles
which are capable of satis{ying a single need in different
ways, or pretending that they can do so., Accordlng“fy
we_canpot say that a railway and a steamer service
between A and B are in perfect competition as supphers
of, say, passenger-mﬂes——only that they offer compet1-
tive satisfactions to people with a demand for transport
between A and B. The market for the two services
will not be a singlé market, since many people probably
fear sea-sickness and would travel by rail even if the
fare were ten times the steamer charge ; while others
would be prepared to pay more than the railway fare
for the sake of enjoying the sea air.

’JIn transport perfect competition is something of a
ranty, at any rate on land. It is found in freight road
haulage to some extent. It may exist where several
motor coach undertakings operate along a common
route ; but it ceases to exist when one undertaking
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alters the quality of its service ¥y providing more
modern coaches, or when it is debarred from making
intermediate stops permitted to a competitor. More-
over, the organisation of land transport means that the
normal type of competition is not perfect, but monopo-
listic, being effective only at certain “* frontier ” points
while other traffic is monopolised. * Unless two railways
run parallel with each other _throughout ‘and have
‘stations adjoining, they are not in perfect competltlon{
Part of their traffic is s monopolised—firms have private
sidings, people r351de close to their stations and a long
way from those of the competing line—and may be
made to bear the costs of competitive rate-cutting in
respect of other traffic. The railway wars of V1ctona.n
England, of the American lines in the days of Jay Gould
and Harriman, were only possible owing to this fact.
Otherwise the competitors would merely have ruined
themselves. A price war between two great semi-
monopolistic competitors usually ends in a price agree-
ment, or the absorption of the weaker concern, and the
completed monopoly proceeds to recoup the costs of
the struggle from the consumer.

Transport organisations which provide permanently
competitive services generally stabilise tariffs upon an
agreed basis, and restrict competition to quality of
service. An inijtial period of rate-cutting is thus brought
to an end without either destruction of the weaker com-
petitor or creation of a complete monopoly. Unfor-
tunately once prices are stabilised the quality of service:
sometimes also ceases to be competitive, by arrange-
ment. The British railway companies, when fare-
cutting had been abolished, evolved a number of
agreements which lasted many years, such as the one
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limiting the minirlum journey time between London
and Birmingham to two hours, and between London
and Edinburgh or Glasgow to eight and a quarter hours._
A further step away from rate-cutting’ is 2 pooling
scheme, by which the gross receipts from competitive
traffic are pooled, working expenses are deducted and
the net receipts are divided in an agreed percentage
between the participants.

In the course of time monopolistic compet1t1on
between transport agencies gencrally establishes a per-
manent equilibrium which may or may not be preceded
by rate wars, such as were common in the United States
or Great Britain during the last century. But these
permepent equilibria are frequently unsatisfactory from
an economic standpoint, since they fail to secure alloca-
tion of traffic to the route technically best qualified to
carry it. The use of circuitous routes is an obvious
example of economic waste which can hardly be ]ustl—
fied on the plea of widening the range of consumers”
c_139_109 A familiar type of rate-theory diagram is~
shown below :




02 COMPETITION IN TRANSPORT {CH.IV

Two railways run from A to B and C*which are equidis-
tant from A. But AC has a branch line ruhning to B,
and passing through C!, C? and C®. It is thus, though

y a much longer route, also a carrier between A and B,
Rates from A to B and A 1o C are based upon mileage
and are consequently identical. But rates for the
journey ACB cannot be more than those for AB if
competition is to take place.! The problem then arises
of fixing the rates from A to C%, C* and C3. These, if
fixed strictly according to distance, would reach a maxi-
mum at C2 In this case iravelling one station further
would produce a sharp reduction in rates to the AC
level once more. Or rates may rise to a maximum at
C? and decline again as B is approached by C3. Or
again a flat rate may be charged to C, B and all
*intermediate stations.

This result arises only under monopolistic com-
petition. Under simple competition it is likely that all
traffic would pass direct AB, as the costs of the longer
route would be too high for competition. Under pure
monopoly no quotation would be made for traffic sent
along ACB, as the monopolist’s costs would in general
be needlessly raised by such an operation. But under
monopolistic competition the monopolised part of the
traffic can be made to contribute towards the deficiency
which such competitive prices entail in the average
level of receipts.

This type of competition is keenly felt in (ereat
Britain, with its insular position and indented coart-
line, between railways and coastwise shipping. Although

1Under the Railways Act, 1921, such rates for ‘ circuitous
routes ** were normally limited to routes not more than 309, longer
than the direct route. =
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the War dealt a h‘low at coastal traffic, the increase in
shallow-draught Diesel-engined vessels in recent years
has once more made such competition active. In the
United States the competition for coast-to-cqast traffic
between railways and shipping via the Panama Canal
is keen. Between two agencies the equilibrium finally
reached is less likely to be wasteful where one agency
charges on a cost basis (e.g. coastal sh1pp1ng) _than
where both are railways with traffic which“can sub-
sidise the competitive rates. Even in the latter case,
however, balances will probably be struck which may
provide an economic division of traffic, although there
is no certainty that they will. An official of the London
and North-Eastern Railway once quoted an example
which’' illustrates this type of cquilibrium. * Wool
passes to the West Riding from Hull, Grimsby, Goole,
London, Southampton, Liverpool and Manchester. An
equilibrium has, in the course of years, been established
between the seven competing ports, evolved from the
competition of the different railway companies serving
the ports, the port authorities, and the shipping
companies which bring the wool from Australia.”

“The objections to monopolistic competition in trans-
port_may ay be summarised as follows: The level of
charges is mdetermmate since each competitor will
exploit to the full any monopohstlc power il may possess
over parts of its territory in order to compensate for
relat;vely unremunerative receipts from the com_petltlve
part. The use of circuitous routes or relatively ineffi-
ciént agencies may be perpetuated through this system
of bounties and penalties upon different classes of
railway user. The arguments in favour are that in
practice stability is generally reached whether there is
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preliminary rate-cutting or not, an that competition_
in quality of service may be preferable to no.competition
at all.-

§ 4. Cost as_an_Influence upon Price. “The traditional
role of competition is to ensure that in the long run price
shall not diverge permanently from the full costs,
including normal profits, of a representative producer.
This does not mean that each unit of output will
necessarily be sold at a price representing its full cost ;
the characteristics of the firm and of the industry must
be studied before it is possible to generalise further than
was done in the previous sentence. There are, for
instance, peculiar difficulties in the way of analysing
transport’s ““ cost of production.” Ahe first difnculty
is to find a unit of Gutput or work done. Ton-rniles and
passenger-miles might at first sight appear to meet the
case ; since transport is generally charged for by the
unit conveyed (in the case of passengers) or by weight
(in the case of goods) multiplied by the distance
travelled. But individual ton-miles are almost mean-
ingless as units. If a factory produces silk stockings, or
tramcars, or brass bedsteads, there is only a limited
possible variation between the different units of output.
But a ton-mile can represent carrying a ton of eggs at
sixty miles an hour through a tunnel that cost £500,000
a mile to build—or carrying a ton of coals at twelve
miles an hour along a branch line laid across level fields.
““Tons " differ enormously in bulk, fragility, method of
packing and accommodation required ; ‘" miles "’ have
a wide range of possible expensiveness,

"Even individual passengers vary considerably in
bulk ; but measurement may be regarded as impracti-
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cable in a gemocratx;c country, and passengers are thus
normally chdrged for by the unit, multiplied by the
distance. Normally no attempt is made to reflect in
faTes the variation in the amount of small sery1ces and*
attention which different passengers may require on a
journey ; nor, in Great Britain, is the use of specially
expensive passenger stations charged for separately, as
in some countries where a small surtax is added where
very costly termini are used. It is more usual%o aver-
age such capital expenditure over the entire traffic,
although the maximum fares per mile permitted by
Parliament in Great Britain have shown some slight
variation due to different capital costs per mile of track.
This variation in '’ mjles "’ as units of cost is also
reflected in goods transport. Rates are affected by
variation in the capital cost of track, and, in the case of
specially expensive structures such as the Forth Bridge
or the Severn Tunnel, may be based on a fictitious
number of miles as a contribution to the abnormal costs
fnvo:'ved. The Severn Tunmnel, for instance, has a legal
length for charging purposes of 12 miles, but a physical
length of only 4 miles 636 yards. Nevertheless, the most
important variation in the unit of work done is in the
“ tons " rather than the *“ miles.” The cost of carrying
a ton of small consignments which require careful
packing will clearly be greater than the cost of carrymg
a ton of coal ; goods whose bulk is considerable in rela-
tion tp their welght may involve using a truck with a
capacity for carrying ten tons for transporting three or
fout tons, with which it will be fully loaded. The late
Sir William Acworth wrote,? regarding British railways,
that * hay, as cut from the stack and hand-trusseq,

1 Elements of Railway Economics p. 122.
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loads so badly that an ordinary wagon is generally full
with little over 30 c¢wt. . . . When hay is° compressed
with a hand machine, 40 cwt. can be loaded in a wagon
. .. whilst, when the hay has been hydraulic press-
packed, a wagon will hold at least 3 lons.” Accordingly,
these varying ratios of bulk to weight justify placing
hay in three different classes charged at different rates
per ton mile, solely on a cost basis. .-

The eleven lowest classes of the British freight
classification are based upon varying minimum weights
per consignment, which is purely a cost question. The
L.N.E.R. experimentally carried this principle a step
further by the introduction of * differential loading_
rates '’ between London, Colchester and Ipswich, where
the charge is irrespective of the nature of the goods, and
based solely upon ability to load two, four or six tons
per truck. A railway company, when quoting an
exceptional rate in recognition of special ‘ inability to
bear ”’ the standard rate, usually stipulates that the
traffic shall be delivered in such quantities and such
times as will enable a reduction in costs to be made.
-»Costs are_conventionally divided_into two classes,
according to whether they vary directly with output or
not.™The class which does vary is known as_direct,
prime, variable, special or out-of-pocket expenses ; the
class which does not as on-cost, overhead, fixed,
supplementary, or general expenses, The classification
must be understood as being relative and not absolute.
On a railway, for instance, speaking very roughly, the
prime costs are mainly vehicle costs, and the overhéad
expenses track and office costs. But a good deal of
vehicle and haulage costs is independent of the volume
of traffic; and much of the upkeep and repair of the
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track does depenc} directly on the volume of traffic,
The exact broportions of fixed and variable costs are
not ascertainable from an analysis of railway aécoﬁr_ﬁ‘:s"
We cannot settle with actuarial precision how fa¥
sleepers rot more than they wear, or rails wear more
than they rust. The difficulty of relating upkeep costs
to traffic is accentuated by the fact that most railway
equipment is exposed to the weather, a.nd bv spch
details as that rails wear faster in tunnels than in the
open air, on curved than on straight lines.

"The factor which determines the allocation of costs
to one class or the other is the clement of time. Ulti.
mately an appreciable variation in output will affect all
costs ;  but in the short run it will only affect some,
Accordingly costs can be arranged in a series, based
upon the order in which changes in output will affect
them. At the one end there will be raw material pur-
chases and piece-work wages ; at the other, managerial
salaries, directors’ fees, debenture interest and even
normal profits, which may be regarded as an element of
long-period cost.

An ordinary industrial concern, producing identical
anits of product with roughly constant amounts of raw
material and labour embodied in each unit, will nor-
nally anticipate fairly stable prime costs. A reduction
In average costs, as the firm approaches the optimum
>utput, will be mainly effected through the better
spreaql of overhead expenses.

A transport undertaking is in a different E_s1t10n
THe prime cosis of any particular unit of service w111
probably be somewh?ft'ﬁ'dc_etermng_tg unless the unit of
service coincides with a technical unit such as a wagon
oad, train load or full | cargo. In the case of a railway the

'H'
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|majority of material and labour cost may be and ofter
are not prime costs at all, but incurred in apkeep anc
repair of the permanent equipment and quite indeper:
dently of eurrent output, s There is another factor. The
ordinary industrial producer manufactures in response
to orders received ; if he produces faster than consump-
tion, most commodities can be held in stock for a short
time nntil supply is adjusted to demand. But transport
is, so to speak, an instantaneous commodity ; it must
be provided at the same moment as it is consumed. In
many cases, a great part of its value to the consumer
depends upon the latter’s actual knowledge that it will
be available at the very moment it will be required.
This means that the costs of running a liner steamship
service, or a railway passenger service, are largely
independent of the actual volume of traffic. Railway
freight services are generally more elastic ; the demand
is largely one for conveyance within a given time, and
not, like the demand for passenger transport, mainly
for trains af certain convenient times. Thus freight
trains can often be cancelled or curtailed if the traffic
offering is considered inadequate, just as iramp
steamers will tend to avoid a market where freights are
scarce, and will seek employment elsewhere. But
passenger services demand different tactics, and a great
part of railway and steamship costs arises from this
difficulty of matching supply to demand in respect ol
time. s

'We have seen that average cost is determined by the
relation of total oufput to the optimum. In a simifar
manner marginal cost is determined by the relation
of the individual unit of output to the intermediate
technical optima which occur in most forms of transport,
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A former Presidert of the Louisville and Nashville
Railroad in'the United States estimated that the (mar-
ginal) costs of carrying a ton of freighl one mile under
the most and least favourable conditions were in the
ratio of about 1 to 500. The level of marginal cost is
determined by whether the traffic unit comes immedi-
ately under or over an intermediate optimum such as a
wagon load or a train load. If a train is fully loaded
with 800 passcngers and 801 present themseivés, two
trains will have to be run, and the rgargmal cost of the
Bo1st passenger’s journey is the total expense of running
a complete train. But obviously marginal cost can
have little practical significance in such cases; other-
wise the 8oist passenger might be handsomely bribed
by th’ rajlway to refrain from travelling. Average
prime cost must be the general criterion. .

This question of prime and overhead costs has been
discussed almost entirely in terms of railways, because it
is far more important there than elsewhere. Between
50 and 8o per cent of railway expenses are, in the short
run, independent of the volume of traffic. This means
that ¢ofal cost per unit of traffic must become a somewhat
tndeterminate item, since it results from a purely arbi-
trary division of the fixed expenses among the traffic.
Where prime cost accounts for a larger proportion of the
total, total cost can be estimated with less artificiality.
In concerns such as road transporl or shipping, with
theierigher ratio of prime to total cost, it is possible to
base charges upon average prime cost with a percent
alldwance for overheads which has been shown
sxperience to yield satisfactory results.

It must be emphasised that the further the consign-
ment diverges from the unit of conveyance the more

-
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difficult it becomes to establish a rilation Between the
price charged and the special costs involved. A letter,
for instance, is so remote from any unit of cost that it
‘may properly be charged for on a flat rate irrespective
of distance, though not of weight. The same applies
to small railway consignments which require a high
degree of distributive services. In many cases the
handling and transhipment costs far exceed the actual
transit ‘Cost; this has provided the justification for
the simple scale of railway parcels rates in Great
Britain, and the even simpler Post Office scale. Small
consignments by goods train may in the future be
similarly charged. It is only as the size of consignment
grows and approaches a cost unit such as a wagon-load,
or better still a train-load, that marginal and 4verage
prime cost tend to coincide, and can be both reflected
in the price. Even so, prime costs are relatively so
unimportant as compared with overhead costs that such
a price cannot be said to be based upon total fransport
costs. .

‘“ Blanket rates,” such as exist in the United States, ,
e.g. uniform charges from eastern stations to points
west of the Rocky Mountains, are largely based upon
the economy which a long haul, with economical usage
of rolling stock, provides. This is also reflected in
tapering rates, where the average charge per mile
decreases as the aggregate distance rises. The inelasti-
city of railway costs might appear a justificatign for
zone rates, such as were developed on the Hungarian
State Railways. But there are several drawbacke to
the system. If the zones are wide it will be hard to
persuade those sifuated on the wrong side of a zone
boundary that they are not subsidising their neigh-
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bours’ cheaf? transgort. Unless the system is a mono-
poly it will be very subject to competition in the parts
of each zone where its charges are highest per mile, and
this may destroy the basis of charging. If the zonés
are made narrow to avoid these difficulties the great
advantage of simplicity in charging vanishes.

In recent years a mew form of flat rate has bee
evolved by the English railways—the “agreed chareg,’
It is obtained by analysing a given trader’s traffic over
a period of years—by average weight of consignment,
average distance, average charge per ton, etc., and then
evolving from thesc data a standard rate which will be
charged upon all that {rader’s traffic for the future.
Where the traffic consists of identical articles—pigs, or

2. .
grand pianos, or motor cars—the rate is henceforth a
fixed amount per pig, per piano or per car, irrespective
of distance. Where the traffic is heterogeneous, it may
be so much per ton or per package consigned, irrespec-
tive of destination. In the case of Messrs. F. W.
Woolworth the rate was fixed annually at a definite
proportion of the selling price of the articles consigned
irrespective of nature, weight or distance. The agreed
charge in any form is a convenience from the book-
keeping point of view and assists the trader in future
cost estimates. In some respects it resembles the de-
ferred rebate system, in that it is only conceded where a
definite agreement is made to ship all of a specified type
of traffic by the one agency. It does not, however,
usually put a definite price upon the trader’s * loyalty’”’
by’offering a reduction in transport charges payable over
ayear ; it merely represents a great convenience to both
sides from the book-keeping point of view. Where, as
in the case of Messrs., F. W. Woolw.prth’s traffic, it is
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calculated ad valorem, it may have "the adc ed merit of
protecting the trader against an increase in the propor-
tionate burden of his transport costs in the event of a
fall in the selling price of his commodity.

Despite _the gromth _of road competition and the
improvements in_the techmque of cdstlng in recent
years the level of rallway charges does not _appear to

=~ formed a more intimate connection with railway~
costs. Charges ‘have undoubtedly moved much closer
to the costs of ths railways’ competitors, especially
road transport, whose rates are based on its own costs,
Thus (within the limitation of the Parliamentary
structure) British railway rates in the higher classes
have certainly come to be largely based upon the cost
of transporting the goods by road, while in the lower
range of the classification the costs of transport by
water—canal, river, or coastwise—have always tended
to be a limiting factor. “It has indeed been suggested
that railway rates should be generally based upon road
costs, as being simpler and less full of anomalies than
either the classification or railway costs; it being
believed that on such a basis the aggregate railway
receipts would exceed the aggregate expenses by much
the same margin as at present. But there has been
little attempt to use railway costs; the Inter-State
Commerce Comimission in the United States, which set
out with this object, cannot be said to have achieved
it ; while the report of the Federal Co-ordinat®r of
Transportation, Mr. J. B. Eastman, recommende%
return to the ‘ value of service "’ principle as a basis for
the sxmplrﬁcaﬁon of railway charges. Recent develop-
ments in charging methods, such as the ‘ agreed
charge,” have not ’ended towards a cost basis, since the
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‘“agreed (harge 'V preserves all the features of the
classification in the gross charge for carrying a specified
type of traffic.

§ 5. Foint S_pyly and the Price of T mn_{g)l‘_i_ The last
section was mainly occupied with the difficulties
involved in ascertaining what special costs are attached
to any individual unit of transport. “It now remains to
consider the extreme case of this dlﬂiculty 1rfana.lysmg
costs—joint supply of transport units in the sense that
certain commodltles are incapable of productlon apart
from ‘some other commodity. Every textbook instances
the familiar fauna that produce woo! and mutton, beef
and hides in proportions that cannot be arbitrarily
altered. The supply price of such commodities will be
adjusted, not so that the aggregate of each commbdity
reaching the market will be sold for a sum covering its
cost of production, but only so that the aggregate
receipts from the sale of both commodities cover the
1lotal costs incurred in producing them. .-

The difficulty of ascertaining the special or prime
costs of units of transport is sufficient to produce
occasional confusion between true joint supply and
supply of different units of output with a high degree of
common supplementary costs. It may be asked what
is the importance of drawing a distinction. It is that
under ordinary competitive conditions the price of each
unitytends to be based upon the special costs involved,
with a margin for overhead costs obtained by averaging
swch costs over the anticipated output. But under
conditions of true ‘joint supply, no matter how com-
petitive the market may be, there will not necessarily
be a tendency for price to be based u;zon the costs (either



104 COMPETITION IN TRANSPORRT fcu. v

prime or total) of each unit. The “rkturn lof,ad,” case in
road transport is the simplest possible instance. If it
costs a firm £x to send a lorry from A to B or vjce versa
ftily loaded, the costs of the round trip will be fzx.
If a rate of £(x-+y) can be obtained for the outward
journey, the return load will be quoted if necessary
right down to £(x—y) ; and if the rate from B to A will
not rise above £(x—y), the rate from A to B will not fall
pennanently below f(x49) despite keen competition
and the fact that this represents an amount over full
costs. The chronic excess in the volume of British
imports over exports means that there is usually empty
tonnage available in British ports which may have to
make, say, a triangular voyage, sailing in ballast to the
Continent, to obtain fresh cargo. The costs ér such
empty journeys must obviously be charged upon the
loaded journeys in the long run, no matter how keen
the competition.

This illustration shows that there may be a certain
importance in ascertaining whether real joininess is
present, and not merely a certain difficulty in allocating
costs. The latter may ultimately be overcome by
improved costing technique under the spur of com-
petition, and thus lead to a closer relationship between
price and cost in the case of each unit of output. But
where real jointness is present this can never lake
place.

“Two_tests may be suggested for true joint supply.
On the side of demand there _must be no interaction
between the demand for the two services, An increAse
in the supply of wool cannot console a hungry man for
a shortage of mutton ; and similarly, a passenger who
wants to travel from London to Manchester and finds
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that he ha&.&missed"the train is not likely to derive any
satisfaction from the knowledge that at that moment a
train is leaving Manchester for London.~On the side of
supply in Professor Pigou’s words, *“ it is . . . necessary,
not merely that additional investment in plant and so
on may be used alternately to facilitate the supply to
either market, but that such additional investment
cannot be used to facilitate the supply to one market
without facilitating the supply to the othef”t ~
These two tests may be applied t5 various forms of
transport which might at first sight be considered to be
in joint supply. As suggested above, since transport
in one direction involves transport in the reverse
direction, and since the markets for these two services
may be considered to be effectively insulated from each
other, true jointness, with its characteristic effect upon
prices, may exist. This jointness only has important
effects where the nature and volume of traffic flowing
in one direction is materially different from that in the
opposite direction. In international trade, although a
country’s foreign payments and receipts must ultimately
balance, there is no inherent tendency for the flow of
commodities to be equalised in particular directions.
For instance, a classic example of triangular trade used
to take place between Great Britain, Brazil, and the
United States of America. Great Britain exported
finished articles to Brazil, and imported comparatively
littlg from her. Brazil exported most of her coffee to the
U.S.A. and had a “ favourable trade balance,” likewise,
wifh that country. The United States, in turn, exported
to Great Britain more than they imported from her.
Mining districts, of course, may be predominantly

L Economics of Welfars 4th ed'z P 208.
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* exporters ' inside a country’s irontler< ; and the
excess of outward traffic may be aggravated by the
fact that the wagon in which coal, for instance, has been
“exported ” may not be suitablec for general mer-
chandise on the return journey. Special rates are often
quoted for pit-props which can use mineral wagons
returning to the pithead. In the United States there
was formerly a permancnt excess of east-bound over
west-bofiud fr eight traffic, and a similar excess of west-
bound over eastsbound passenger traffic until the
disappearance of “the “ fronticr 7 and the decline in
immigration.

There is another case in which joint supply is con-
cerned—the question of the time at which units of
transport are offered. Passenger transport fnay be
regarded as almost an *‘ instantaneous ”’ commodity in
some cases. While the demand for freight transport is
normally for conveyance within a given time, the pas-
senger demand is (at any rate over short distances) for
conveyance af certain convenient times. The provision
of transport in the same direction at different times
undoubtedly falls under the definition of jointness
above on the supply side ; whether it also does so on
the demand side must depend upon whether fare policy
can attract traffic from one period to another. The
elasticity of transfer of demand in the case of rush-hour
traffic, if not absent altogether, is very low. Railway
trams and omnibus undertakings offer cheap fargs for
off-peak hour travel, but generally they do not by this
means attract more than a very small amount of traific.
away from the critical hours. Their policy in this
respect is similar to that pursued by companies that
generate electric power, who often make differential
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rates for c.{\rrent thken at the peak hours and current
taken off the peak. * Rush-hour” services illustrate
how the incidence of demand in time can create joint-
ness in supply even where there is no permanent exc&s
of traffic in one direction. Normally, short-distance
suburban traffic into and out of a business centre
balances itself morning and evening; but since it is
impossible to utilise rolling stock economlcally if it
only makes one short j journey mormng and eVening, the
provision of rush-hour services in ove’direction implies
the simultaneous running of nearly empty carriages in
the other, irrespective of the demand for transport in
that direction. ‘Here t}1e phenomenon of ]omtness is
undoubtedly present. “On the supply side there is the
fact thht transport in one dlrectlon involves transport
in the reverse direction: on the demand side there is
a clear division of demand, which in the aggregate is
equal for each direction over a whole day, into different
directions at different hours of the day.

Broadly, in passenger transport the longer the jour-
ney the less importani becomes the time-factor in
demand. In England, where the distances are so short
that most travelling is done in the space of a morning or
afternoon, or at most a whole day, lower rates have
been offered by railways for journeys of moderate
length if performed at night, which is usually not very
convenient, in order to obtain a better spread of traffic.
The #esponse to these fares indicated that the markets
for travel by day and night are not completely insulated
frdm each other. In America, for transcontinental
journeys lasting several days there can be no such dis-
crimination ; while if one is sailing round the world,
even the day of the week on whichythe start is made
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becomes relatively unimportant. We may thus con-
clude that for passenger transport the distance between
two points is a rough criterion of whether the market
fot conveyance between these points is likely to com-
prise a single demand or a number of more or less
independent demands at different parts of the day or
week. In freight transport, since both schedules and
upits of conveyance are more elastic, the problem does
not arise ifl such an acute form.

There are varidae other cases in which joint supply
may exist. The design of a ship, as Professor Pigou has
observed, practically compels the provision of more and
less desirable passenger accommodation. Formerly the
forecastle was the least desirable and the poop the most
desirable part.. But since the advent of the" screw
steamer the cabins amidships have become more desir-
able than the stern, since they are away from the noise
and vibration of the propeller shaft. There is undoubt-
cdly a joint production here of more and less comfort-
able travel, which differs from the first, second or third
classes on European railways in that the proportions
cannot be easily varied. On the other hand the cri-
terion of absolutely separate markets does not hold,
except possibly as between first class and steerage.
First class is indirectly competitive with second, and
second with tourist-third. Moreover, these distinctions
tend to disappear with the progress of ship design.
Just as the inside and outside places of the old siage
coach have not been perpetuated in its successor, the
motor coach, so the modern steamship tends towasls
the one-class type—cabin or tourist-third—in place of
the marked variation in accommodation of the older
ships. r
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. Certain &ranspo“rt agencies, such as railways and
steamships, produce both passenger and freight ser-
vices ; and since the demands for these types of service
are seldom if ever, interchangeable, there is a possibiltty
that they may be produced under true joint cost. In
the case of steamships this is probably true in many
cases, for altering the proportions of supply is a difficult
business and cannot usually be performed at shogt
notice. And when one service is very mygh 1fiore impor-
tant than the other—e.g. a tramp ~teamer licensed to
carry a few passengers, or a passenger liner with a little
cargo space—the less important service may, if the ship
is not bound by Conference rules, be sold at prices bear-
ing little reference to cost—'* dumped,” in other words,
as a by-product. This applies especially to passenger
liners which may occasionally take berth cargoes of
grain or case oil at very low rates on a booked sailing
which is independent of cargo—in other words, not
qualified by the phrase * if inducement sufficient,” often
added to the announcement of sailing dates.

The question of joint production of goods and pas-
senger transport is important in the case of railways. It
is commonly stated that railways are joint producers
in such a sense that even under competitive conditions
their charges can never be based on cost, since the
separate expenses of goods and passenger carriages are
not ascertainable. It is a matter of opinion how far
these costs are capable of allocation. Clearly they cannot
be allocated with precision: no one can accurately
di¥ride a signalman’s wages, or the wear of rails, or the
expense of printing safety regulations, between pas-
sengers and goods traffic, and British writers on railway
economics generally consider the attempt not worth
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making. On the other hand, if a cerlain’' amount of
arbitrary division is not objected to, it is possible to
evolve cost formule for dividing overhead expenses in
réiation to traffic densities; and in the United States
costs have been allocated on elaborate assumed bases,
in accordance with the Inter-State Commerce Com-
mission’s policy of relating railway rates to cost where
possible. Such a policy has a theoretical advantage in
that it can irgdicate gencrally (though not with real
precision) whethtxs one type of service is subsidising
another. In the United States it is calculated that on
many lines the passenger traffic is carried “ on the
back " of the freight service. In Britain each class is
generally believed to pay for itself.

But, of course, the proportions of supply aré by no
means fixed. The rolling stock and parts of the stations
and marshalling yards are the only equipment which is
completely specialised. The adjustments necessary to
concentrate upon one type of service only could be
rapidly made, and the costs of such a transfer could be
greatly reduced when, as is the case on many railways,
a large proportion of the capital equipment is old and
due for replacement in ihe near future. The closing
down of passenger services on branch lines, due to omni-
bus competition, has been much stimulated by the
obsolescence of station buildings and rolling stock. It
may be noted, moreover, that the greatest efficiency in
railway working is not derived from a very mixed
traffic, but from a homogeneous traffic at a uniform
speed requiring few types of vehicles and locomotivas.
In England the former Taff Vale Railway, with its
enormous mineral traffic, and the London Tube lines,
probably represenfed two summits of operating effi-'
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ciency, thou]\;h in the laiter case the size of the capital
investment per mile of line prevented the realisation of
high dividend rates.

The question of whether railways are strictly joiftt
producers of goods and passenger iransport is thus
largely a verbal one. Investment can undoubtedly be
applied to either form of service on the basis of existing
fixed plant. That is to say, new capital outlay may be,

pk- 3

concentrated upon passenger enginynﬁges and
stations, while utilising the existing *Z3ck, signals, ete,

But new railways cannot be built without at any rate
a possibility of being used for either passenger or freight
traffic.



CHAPTER V
MONOPOLY IN TRANSPORT

§ 1. Simple and*Riscriminating Monopolv. #While under
competition the individual producer has io take the
price at which he can sell his output for granted and
adapt his costs to it, under monopoly the producer can
by his decisions influence the price. This he normally
does in such a way as to produce the greatest aggregate
surplus between his receipts and his outgoings which is
practicable under the existing conditions of demand.
There are two chief weapons in his armoury. He can fix
a tariff price at a level calculated to sell the definite
guantity which offers him the greatest advantages,
taking his costs into account. Or he may place a
limited supply on offer and trust that, in so far as his
reading of the conditions of demand is correct, this will
cvoke the most advantageous contract prices.
-“AVhile under competition profits, the surplus of
receipts over full costs, tend to be limited by the expar-
sion of supply wherever they exceed the normal level,
under monopoly the control of supply enabley the
monopolist to retain the surplus when the demand
prices for different outputs exceed the full costss of
producing these quantities, In short (although there
1s some artificiality in contrasting a material gain and
a purely psychological satisfaction) under competition

112
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the consurn=r gene.ally enj oys the benefit of the differ-
ence between the demand price and full cost when this
is favourable to him : under monopoly, however, this
consumer’s surplus can be reduced in proportion as the
sale price approximates to the full demand ’price./

It will be seen that there is a weakness here.
** Consumers’ demand ” is composed of the separate
demand schedules of individuals, each slightly differeat
from another. Thus any single selling prigs will leave”
different margins of ‘ consumer’s sy.plus” to each
individual, although this margin will never become
negative, since a supply price above the demand price
will not effect a sale. A complete monopolist, who
aimed to transfer all consumers’ surplus to himself,
would accordingly have to fix a price corresponding
with the individual demand price /# each individual
transaction. > In other words, simple monopoly, which
fixes a single supply price by manipulating supply, is
not so lucrative as discriminating monopoly, which
fixes different supply prices for the same product,
according to the demand price of the individual pur-
chaser.’

It is obvious that the gpportunities for practising
d,tscnmmatmg monopolv are limited. Where the pro-
duct is transferable and storable the’ product will be
resold by those who have bought at the lower prices
and the higher-price market will vanish. . Transfera-
bilitw is highest in respect of raw materials; a “ for-
ward market ”’ in commodities consists in buying and
selling by individuals who necd never see or take
delivery of the goods in which they deal. Transfera-
bility is low in respect of consumption goods sold direct
to the consumer, who generally has neither the capital,
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the knowledge nor the inclination nimself to become a
Gealer. Hence it is possible in England to charge
school-children a specially low price for milk which they
censume in school hours, without fear that the children
will embark upon resale to other people. Transfera-
bility may be hindered by high storage or transport
costs, or even the knowledge that the original seller is
powerful enough to eliminate the small dealer in any
pr1ce wai. . Oil can thus be sold at varying prices
throughout tht. IInited States by the large producers
without fear of small merchants being able to {ransport
it in bulk from the lower-price to the higher-price
markets.

¥It is clear that a *“ consumers’ service ”’ such as trans-

ort is often incapable of transference. The twansport
of torty tons of pig-iron cannot be substituted for the
{ransport of forty tons of bricks under thernoses of the
railway officials. It is thus possible to Charge differ-
ential rates for the transport of bricks and pig-iron.
Such a test cannot easily be applied to passenger traffic.
Tickets can be and often are transferred from passenger
to passenger, despite the existence of regulations to the
contrary on many railways. Sharp discrimination
would lead to wholesale evasion. In a few cases, how-
ever, it is possible to find a rough-and-ready test.
Luggage serves to distinguish the bona fide traveller
from the.excursionist, where the latter is assumed to
have a lower, and the former a higher, demand prize for
what is substantially the same service. In_some
countries white and coloured passengers are chapged
difierent fares for similar ‘fransport facilities. Histori-
cally, ihe former three classes on British railways, still
found on the Confinent, were a rough-and-ready classi-
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fication upon thé principle of “ ability to bear,” and
although social degrees could not be legally enforced,
matters were made very unpleasant for the travcller
who failed to take a ticket for the class in which his
dress and behaviour seemed to place him. Id England,
railway directors unleashed their anger against ‘“‘several
most respectably dressed persons riding in the Stanhope
compartments, which are intended especially for those
who cannot afford to pay for better acqgr;:n‘iodation.""
Third class was made deliberately zucomfortable to
penalise this type of unscrupulous traveller. One
railway bored holes in the carriage side at the height
of a passenger's ankles to admit a good draught;
another boarded up the windows to exclude the view ;
and a chird was reputed to hire sweeps to make the
compartments so sooty as to be unbearable to decently
dressed individuals. The underlying idea was to find a
test for genuinely low demand schedules, and to prevent
the realisation of a consumers’ surplus by passengers
who in the last resort could be made to pay the first-
class fare. It was exemplified in 1842 by the then
Chairman of the London and South Western Railway
who, in announcing that third-class carriages were
henceforth to be attached not merely, as in the past, to
the goods trains, but also to the very early morning
passenger trains, added that this “ will not only give
the/industrious poor a greater chance of security, but
also sncouragement for early rising.”

§2, Monopoly at Sea. It has generally proved to be
more difficult to maintain a transport monopoly at sea
than on land. The mobility of the ship, the small invest-
ment required before active competition can commence.
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the freedom of the ocean highway artd the fluctuation in
the streams of traffic have all operated in favour of free
competition. There have, however, at times been
atwempts at combination between owners of chartered
vessels or * tramps "’ ; while the competition between
liners is regulated or climinated by Shipping Confer-
ences. FEach trade will be considered in turn.
. The tramp sieamer is the competitive transport
agency pas argellence, and various attempts at restrict-
ing competition i 1ve broken down in the past. Before
the 1914~1918 War the Sailing Ship Owners’ Inter-
national Union attempted to prevent ruinous com-
petition in what was becoming a dying industry. A
fall in prices frequently results in a disastrous struggle
to secure an increased proportion of a dimdhishing
total between firms who hope thus to cover their over-
head expenses ; this induces the promotion of schemes
which will obviate the more painful conscquences of
unrestricted competition. At times steamship owners’
associations have attempted by mutual agreement to
fix minimum charter rates; but neither they nor the
large shipping companies that have amalgamated
many tramping concerns, have been able permancntly
to restrict competition. The chartering of vessels is
so worid-w'de a market that temporary shortages of
tonnage tend to even out fairly rapidly, either by
transfer from other trades or by building new vessels.
Since the depression of the 1930’s, however, and the
shrinkage of international trade, there appeared a new
stimulus to some form of restriction. The apparently
permanent excess of tonnage afloat led to competition
which foiced freights down almost to the prime
costs of the most ~fficient carrier. British shipowners
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indeed claimed that such competition was in many
cases unfair, owing to foreign vesscls enjoying
State subsidies of various kinds, being bound by less
onerous wage agreements and maintaining a Rss
adequate standard of safety in equipment. Experience
of this competition finally led even the most individu-
alist tramp owners to believe that only Government
assistance could protect the industry against extinction.
and in the autumn of 1934 a State subsidy -#%s granted,
Its importance was that it gave the Tritish industry a
strong competitive weapon, which however was not
used in cut-throat competition with other countries,
but became the instrument for negotiating minimum
freight rates in the chief trades.

According to the interim report of the Tramp
Shipping Administrative Committee the subsidy was
essential, since “ in consequence of the lateness of the
1935 wheat crop and the accumulation of tonnage in
Argentina, the rate of freight for the carriage of grain
homewards from the Plate, which 1argely governs rates
in all tramp markets, fell from an average of 16s. 6d. in
1934 to I2s. per ton at the beginning of February, 1935.
As 16s. 6d. barely covers the expenses of the average
British steamer in the trade without allowing anything
for depreciation or interest on capital, there was thus
something like a 25 per cent gap between selling price
and the cost of production (i.e. between freight and cost
of cdrriage).” The possession of the subsidy weapon
enabled a minimum freight scheme on the basis of
165. 6d. per ton to be negotiated with the Greek and
other shipowners in the trade by the British, and this
minimum freight clause became effective in subsequent
charters.
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In the St. Lawrence grain trade, where liners and
tramps are in permanent competition, the scheme has
stabilised the differential between the liner and tramp
ra¥es; according to thereport quoted above, * the scheme
fixed the minimum charter rate at 1s. 6d. per quarter, as
compared with previous contracts for this season at
1s. 3d. per quarter. The corresponding liner rate has
heen fixed on a scale ranging from 1s. 74d. to 1s. 104d.
per quarter.th,

Control of supply is the basis of the monopolist’s
control over price ; and the scheme aimed also at the
regulation of tonnage, since a pressure of vessels seeking
chartering might lead to a breakdown of the agreements,
In the words of the Administrative Committee, the
ruling preventing vessels sailing in ballast to the Plate
unfixed for their homeward journey ° stopped the
uneconomic employment of tonnage in ballast seeking
cargo, accumulating in Argentina and thereby depress-
ing rates, and ensured that vessels shall only come on
the market when therc is cargo for them to carry.
This, in itself, is an important contribution to the
rationalisation of tonnage. It must be recognised,
however, that the scope of any system of freight
co-operation is necessarily limited so long as the world
supply of tonnage remains greatly in excess of the total
demand. It has not been thought possible or desirable
to apply similar restrictions to tonnage proceeding to
the Plate with cargo, as this presents some difficdlty.
.. - Such tonnage comes on to the River Plate home-
ward market automatically and to that extent there
must always normally be some prompt tonnage
available unfixed homewards."”

The scheme woudd be justified only if it tided the
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industry over a per)iod of crisis due to exceptional con-
ditions. But if it enabled firms to pdstpone the laying-
up of tonnage dictated by a permanent decline in the
volume of world foreign trade, or if it was employed®to
direct traffic into less efficient rather than mdre efficient
carrier agencies, then it did not differ from many other
schemes for raising prices and reducing competition.
Much depends on the question of whether British ship:..
ping has higher true costs than its cgrgpetitors, or
whether ihe latter have been emgplioying ‘‘ unfair
methods such as sweated wages and inadequate margins
of safety.

The liner trade, with its more stable organisation, is
the true home of monopoly at sea, through the medium
of the Liner Conference. These conferences are associ-
ations of companies resembling an ordinary cartel or
trust, formed to control supply and prices, and to limit
entry into the trade. The organisation of a Conference
varies ; it may simply comprise “‘ informal gatherings
or intermittent, irregular meetings, at which rates,
sailings or other matters of mutual interest are arranged.
There may be nothing but an informal understanding
that the traffic officials of one line will consult those of
another whenever any rate changes are contemplated,
or that a weaker line will follow the rates established
by a stronger one. Conferences may, however, be
formal organisations with permanent officers, commit-
tees,egular or special meetings, rules and penalties.”’

The Liner Conference has two main objects: - to”
regulate competition between its members, and to pro-
tect its members as a body against outside competition

1]80hnson and Huebner: Principles of “Ocean Transportaiion,
P. 289.
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from tramps or non-conferencs lines. The first object
may be attained either by fixing the acti:al rates, or
ﬁxing minimum tates. The latier method is very
corimon in passenger fares. Pooling is a step further ;
the profitable emigrant traffic from Europe to North
America before 1914 was pooled by the lines which
were members of the North Atlantic passenger confer-
ences. The steerage rates were so manipulated that
each line recthzed a certain share of the traffic and no
more. Dilferentials may appear in this typs of price-
fixing to compensate for variations in the quality of
service ; thus the slower ships have fares below the
permitted minimum for mail steamers. In addition to
pooling the traffic, the gross or net receipts from the
traffic may be paid into the pool and distributéd (after
deducting working expenses in the former case) in
agreed percentages among the member lines. As
conferences are frequently international in character,
the foreign lines may be grouped under their flag, and a
given percentage allotted to each nation. Lastly, both
the tonnage provided by each line in a given trade, and
also the number and date of sailings, are controlled by
the Conference in most cases.

The second object, the elimination of outside com-
petition, is achieved by the rebate system. It only
applies to freight traffic, since passenger traffic is almost
exclusively carried on by lines which are Conference
members, and in any case the system implies a ton-
tinuous relationship between the line and its cus-
tomers. A trader who ships exclusively by Conference
boats, at the conclusion of a stated period, usually six
months, is credited with a rebate, often 10 per cent of
the freights paid y_him in that period. But the
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robate is * deferred ” in that it is not paid over until a,
further period of loyalty to the Confercnce has elapsed.
Thus the trader’s inducement to remain loyal is in-
creased, since after the first period he is liabje to lost a
double rebate—which may amount to a cénmderable
sum—ifor a single defection. The rebates he actually
receives are never in respect of the period just ended,
but of the one before that,

It is said for the liner companies that: x”they are to
provide regular services whether satisfactory freights
offer or not, sailing in ballast if necessary, they must
have some assurance that when freights are plentiful the
{ramps will not be allowed to steal the cream of the
traffic away by undercutting the Conference rates.
The trallers, on the other hand, while appreciating the
facilities provided and the value of knowing beforehand
that sailings will take place on certain dates, find it
irritating when freights are plentiful and there is no
Conference boat on the berth, to be obliged to refuse
“ framp " offers at low rates on pain of forfeiting two
accumulated rebates. The issue is whether the level of
rates actually maintained by the Shipping Conferences
is sufficient, not merely to cover the cost of sailings
when insufficient freights offer, but also to yield a net
monopoly revenue to the Conference lines above what
a competitive systein would produce.

The Shipping Conference is naturally more suited
to atrade where consignments are made fairly regularly
than where important shipments are made at irregular
intervals. A very large shipper, particularly of goods
whose value is low in proportion to weight or bulk, hasa
great inducement to secure the lowest possible freight
rates. If regularity of sailing is not of the first impor-
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tance, such a shipper will almost always prefer te
charter “ tramp "’ tonnage at competitive rates, and will
resent the monopolistic practices of the shipping rings.
The Government of the state of Victoria in Australia,
for instance, brought before the notice of the Imperial
Shipping Committee cases in which it was itself as a
shipper placed at a disadvantage through the existence
of the Conference. On the other hand, small shippers,
especially in vhe export trade, appeared on the whole to
find the regularity of shipment a compensation for
higher rates.

Conferences were originally formed by the regular
lines to protect themselves against *‘ tramp ™ com-
petition. But until the device of the deferred rebate
was brought to bear, there was no positive hold on the
shipper’s loyalty. Historically, the rebate sprang from
the practice of foregoing ‘‘ primage,” which was a
legacy from the old days when a ship and her cargo
were despatched into the unknown as a ** venture,” and
were in the sole charge of the ship’s captain. Primage
was a commission, generally 10 per cent of the total
freight charge, paid to the captain of the ship by the
shippers to enlist his good offices. When later the
responsibility of the captain, owing to the growth of
international cable communication, became less heavy,
the usual explanation of primage, which continued to
be paid to the shipowners, was that it represented
the hire of the ship’s gear, cranes, derricks, etc in
loading and unloading cargo. The liner conferences
inaugurated the cancellation of part or the whole of the
primage in return for exclusive shipment by their line,

To some extent the deferred rebate is akin to the
dividend on purchases at a co-operative store; but
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Fl
with the difference that the store in this case is able to
forfeit the dividend unless purchases are confined to
itself, which is not generally practlcable in retail
trading. The British export trade? is the ch1ef reposi-
tory of shipping conferences. In the nnport trade
organisation has been slower in developing. In 1go0g,
for instance, the Royal Commission of the Shipping
Rings described the Calcutta Homeward Trade as
follows: “The bulk of the cargo shipped. . . is rough
cargo such as linseed, wheat and jute, all of which is
suitable for shipmeat for tramp steamers, but upon
cargo of this kind it has not been found possible to
impose the rebate system.” After 1918, however,
the rebate system was introduced in this trade. But in
addition to inherent difficulties from the nature of the
trade, various governments prohibit the practice. The
Union of South Africa, for instance, passed an Act in
I911 withdrawing mail contracts from rebate-giving
lines ; which compelled the Union Castle Line to aban-
don the system and substitute another, which is
described below. The United States Government
prohibits rebates under the 1916 Merchant Shipping Act
and the 1920 Jones Act.? The Australian Government
acted similarly, as regards the outwards trade from
Australia, under the Australian Industries Preservation
Act of rgo6-10. This Act prevented the Australian
Government Commonwealth Line, when it was first
forni’ed, from entering a conference ; and it was sub-
sequently stated that the Conference lines used the
weapon of the rebate system in the trade to Australia

1 Except in the case of coal.
;A bill has since been introduced intoothe Senate to legalise
rebates.
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.against the Commonwealth Line, and cffectively blocked
shipments by the Government-owned boats.

It was natural that the system should give rise to
ob]‘ections\ and the Royal Commission which reported
in 19og gave exhauslive consideration to these
complaints. The Majority Report ~f the Commission
considered that important advantages accrued to the
shippers through the Conference system, and that
the retate or some similar device was essential to the
continuance of these advantages. Were the rebates to
be abolished they would be replaced by long contracts
and preferential freights. It may be noticed in this
connection that small shippers frequently derive more
relative advantage from the rebate system than large
ones, who are iu a good bargaining position Yis-@-vis
tramp owners, as large charterers of tonnage. The Report
of the Imperial Shipping Committec stated that “* the
shippers who appeared before us were mostly of opinion
that it was extremely satisfactory in their business to
know that the freight rate is the same for all shippers.
In the case of general merchandise no case was brought
to our notice where the general rule of equal freights
for large and small shippers was not adhered to. It
might happen that the large shipper could secure a
reduction in the ruling rate, but where this was done
the rate was also reduced for the small shipper irrespec-
tive of quantity.” The Committee noted another
advantage. ‘' In certain cases it was the practice, prior
to the introduction of the rebate system, for shipowners
when they found it difficult to provide sufficient cargo
for their ships, to purchase cargo themselves and ship it
more or less as a speculation in competition with the
regular merchants. It is implied in the rebate system,
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though not explicitly guaranteed, that shipowners shall
abstain from any such procedure, and the shippers’
regard it as important that this position shall be main-
tained.” Such a reversion to the traditional practice of
treating a ship and cargo as a single trading ¥ venture "
is clearly unsnited to regular trade under modern
specialised conditions.

One minor dispute has been left unsettled in con-
nection with the payments of interest or:the unpaid
rebates in the hands of the shipowners. The shippers
regarded these as deposits made by them, or *‘ caution
money,” on which interest should be paid by the
holder ; the Conference companies, on the other hand,
treated the rebates as voluntary allowances and the
unpaid webates fund as being entirely their property.

The Royal Commission suggested that shippers
should combine so as to deal with the Conferences on
more equal terms on the analogy of consumers’ associ-
ations. But since the Commission’s report a new
method of tying the shippers to the Conference lines
has been evolved. It originated in the South African
trade after the South African Government had effec-
tively put an end to the rebate system. A form of
agreement is drawn up between a representative body
of shippers (in this case the South African Trade
Association) and the Conference, by which the shippers
“ agree to give their entire support to the regular lines
in the Conference. In return, the lines undertake to
maintain regular berth sailings at advertised dates, the
ships to sail full or not, and to provide sufficient tonnage
for the ordinary requirements of the trade;- and
further, to maintain stability of freights, which are
definitely prescribed in the agreemsnt, and equality of
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rates for large and small shippers alike.”? It will,
"however, be seen that the smooth working of the agree-
ment system is largely dependent upon the existence of
a representative shippers’ association which can negoti-
ate a’ stan&rand form of agreement for all its members.
The agreement is not so automatic in its operation as
the rebate system, in the absence of a definite tie ; and
even if a penalty clause is included it may be difficult
*to enforce. In certain trades, such as the meat traffic
from South America which requires special vessels fitted
with expensive refrigerating equipment, the agreement
system is in force, and an habitual contract period
exists, which may be as long as ten years. An alterna-
tive method which ensures the provision of adequate
tonnage of a specialised nature is by chartering:for five
or ten years. But the headway made by the agreement
system at the expense of the rebate system has been
slow, and the recommendation of the Imperial Shipping
Committee, that it should be generally available to
shippers as a running option, has not been widely
adopted. '

Although Shipping Conferences approximate to
regional transport monopolies, and in this respect invite
comparison with railways, they have not evolved a
system of differential rates of universal application, or a
standard classification of freight. Each trade has its
own dominant types of cargo, and these determine the
charging methods. Under the “ weight or meagire-
ment ”’ system, the standard ton is taken as equivalent
to forty cubic feet-of cargo space. Should the bulk
exceed the standard, it becomes the criterion of charg-

1 Final Report of Imperial Shipping Commitiee on the Deferred
Rebate System, p. 21.
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ing in place of wkight. But the standard ton varies
with the commodity ; thus in the case of rubber it is
iaken at fifty cubic feet. Classification of goods by the
ratio of bulk 1o weight (or fragility, method of packing,
or convenience in handling) is really a coyt question,
and applies both to tramps and liners. But the liner
companies have in addition tariffs for the transport of
general cargo in which value plays an important part.
Monopoly, or agreement between competing lines, is
essential to the maintenance of these discriminating
freights, which are based, like railway rates, on the
principle of “ what the traffic can bear " rather than
cost of service. It might be expected from the parallel
case of railways and road transport that tramp
steameis would compete very strongly for the traffic in
respect of which the higher rates are charged. But
tramp shipping is primarily organised for the transport
of whole cargoes, and only io a minor degree does it
compete for parcel or berth freights. Mobility is an
essential part of the tramp technique, and although 'a
tramp may quote attractive rates for a small parcel of
valuable goods for which Conference rates are high, the
shipper has no guarantec that such tramp service will
be available in the future, and he is thus unwilling to
sacrifice his rebates or break his agreement for the sake
of a single advantageous shipment the chance of which
may never recur. The liner companies can thus main-
tair® a moderately high degree of discrimination ;
although no doubt the possibility.of tramp competition,
in the case of large shipments of the higher-rated goods,
is a limiting factor. The Confercnce lines will also pro-
tect themselves by quoting exceptional rates for large
shipments or whole cargoes in competition with tramp
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chartering on oc¢asion ; they are, Giowever, bound to
some extent by the *“ law of undue preference,” even
though this be no more than an unwritten undertaking
to preserve equality of treatment between all classes of
“loyal ”’ “hipper.

It thus appears that discriminating monopoly at sea
has not evolved, or been compelled to adopt, a standard
classification of freight, but that each trade has worked
out its own scale of charges, based partly upon cost
and partly ad valorem. The possibility of tramp com-
petition, though it has remained in the background, has
probably limited the degree of discrimination to some
cxtent. Freight rates at sea thus’ have a flexibility
which is not found in railway rates, despite the fact that
the formation of liner conferences has undrubtedly
tended to siabilise the level of charges. But no con-
ference can maintain indefinitely a level of rates which
is above the world level as a railway can do in some
circumstances, since ships are mobile instiuments in a
way that railways are not. There is a strong tendency
for world shipping frcights to find their own level.

§ 3. Railway Fr. zfrm Rates. The Clc..Sth phrase describ-
ing ditferential prices 1 trdnsport is ' charging what the
traffic will bear.” It is perbaps the slightly sinister
sound of this maxim which leads it to be generally
ascribed to a French railway manager, although the
exact authorship is in doubt.! In practice, it means
that goods are grouped into classes, according to their
ability to “‘ bear *’ a charge, i.e. their assumed demand
price-for transport.

! M. Aucoq, and M. Solacroup of the Orleans Railway, have each
had 1t ascribed to them
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, The British “ Géneral Railway Classification of Mer-
chandise "’ now contains twenty-two classes in which are
grouped practically all articles likely to be offered for
conveyance. Although the class (and consequently the
maximum rate at which transport is charr;éd for per
ton per mile) in which an article is placed depends
partly upon comparative costs of carriage, liability to
breakage, and susceptibility to competitive transport,
yet the governing principle is that of market value.
Thus, the lowest classes for charging purposes contain
the following articles: cinders; limestone in bulk;
manure ; unground basic slag; and tar. The highest
two classes include the following : gold leaf ; statuary;
aeroplanes, packed; animals, stuffed; cigars; lch
pigeons o billiard tables; and telescopes. {A railway
rate-book is thus a striking example of discriminating
monopoly, under which transactions are grouped in
classes and differential prices charged in respect of what
are essentially similar services. It has already been
mentioned that the comparative cost of transport of
different articles is one factor in deciding in which class
an article shall be placed for charging purposes; but
in so far as the difference in charge exceeds the differ-
ence in cost of carriage, there is discrimination between
two articles, and this discrimination is based upon
estimated “ability to bear ” the extra charge. In
discsimination between first and third class, to the
extent by which the difference in the fares exceeds
the difference in the cost of provilling the two types
of accommodation. The basis is the diminishing
marginal utility of money as incomes rise ; so that a
wealthy traveller can *“ bear ”’ a chasge which more than
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measures the difference between the cost of carrying
him in comfort and carrying a third-class passenger in
less comfort. But such discrimination in passenger
fages tends to diminish and is relatively unimportant
compared, to the freight classification.

Historically, the development of differential rates is
easy to follow. It sprang from two sources—the inde-
pendence of track costs from the volume of traffic, and
the natural monopoly possessed by the owners of private
tracks. The early British canals, for example, were
forbidden to act themselves as carriers until the Act of
1845 empowered them to do so. Consequently their
costs, apart from water used in lockage and erosion of
the banks, were almost entirely independent of the
volume of traffic. The tolls charged were darigned to
yield the maximum contribution to maintenance charges
and interest on capital, while not being high enough to
prevent any important traffic from passing. The value
of the goods provided a simple test. In its early form
the classification was crude enough : here is the 1790
schedule of tolls on the Glamorganshire Canall:

Ironstone, iron ore, coal, limestone, lime and all

kinds of manure .. 2d. per ton per mile.
Stone, iron, timber, goods, wares, merchandise or
other things .. .. 5d. per ton per mile.

but it gradually became more detailed, until something

very like a present-day railway rate-book was evelved.
The toll, of course, did not represent the full transport

charge. The carrier—individual or firm—who worked

the canal boats superimposed his own working costs

and profit margin upon the Canal Company’s tolls.
1 Quoted by Acwortk, Elemenis of Railway Ecomomics, p. X1u.
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These carriage chaiges were, however; kept near to ‘cost
by competition between carriers ; discrimination rested
with the Canal Company’s toll.

This splitting of transport charges into a toll and a
haulage charge is fundamental in 1n1and transport.
Roughly speaking, the haulage charge represents the!
direct costs of movement : the toll the overhead!
expenses of the track and organisation. And the theory |
of railway rates has always been that the rate should
cover the movement costs, while the contribution to
track costs is determined by ‘ what the traffic can
bear.”

The dual nature of the price of transport appears of
course in the time of the Turnpike Trusts, when the
tolls levigd were part of the fares charged by the stagé/
coach proprietors : the trusts charged on differential
methods which were necessarily rather more arbitrary
than those of the canals. A horseman, a farm wagon, a
stage coach, all paid differently ; but ‘* ability to pay ”
here had no simple measure such as market value to
guide it. The irritation and inconvenience caused by
such charges were fatal to their survival. On the other
hand, the arbitrary levying of a toll upon road vehicles
according to weight alone was, as Adam Smith observed,
highly unsatisfactory. ‘ A tax upon carriages accord-
ing to their weight,” he writes, *“ though a very equal
tax when applied to the sole purpose of repairing the
roads, is a very unequal one when applied to any other
purpose, or to supply the common exigencies of the
State. When it is applied to the sole purpose above
mentioned, each carriage is supposed to pay exactly
for the wear and tear which that carriage occasions of
the roads. But when it is applied to,any other purpose,
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each carriage is supposed to pay for more than that
wear and tear. . . . But as the turnpike toll raises the
price of goods in proportion to their weight and not to
their value, it is chiefly paid by the consumers of coarse
and bulky. not by those of precious and light,
commodities.”

‘“ Ability to bear "’ a rate, as it must be interpreted
by railway managers, is by no means a simple deduction
from the market price of the commodity. It has been
suggested thatf the principle would be better described
as ‘ not charging what the traffic will not bear,” since
the competitive position of the trader and the possi-
bility of water transport being used are also limiting
factors. ‘‘ Apility to bear "’ a rate works in two prin-
cipal ways. In the first place it is used to determine the
class of standard rate which is applicable to the article
in question. In this case the selling price is the chief
consideration, and often a distinction must be made
between a higher and an inferior quality of the same
article. Thus cured bacon is in a lower class than fresh
hams. Moreover, the question of cost of carriage and
the question of value occasionally conflict. The
cheaper article may be more costly to carry. Railways
carry china in three principal packings : in casks or
crates, in hampers, or in boxes. ‘ Evidently china in a
box will pack better into the truck than china in
hampers. Evidently also it is less liable to injury. But
experience showed that the custom was to packethe
more valuable kinds in boxes, the cheaper kinds in
hampers. So china in boxes is classed highest.”?

Value is thus the main agent in determining the
position of a commodity in the General Railway Classi-

1 Acworth : Elenents of Railway Economics, p. 121.
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) .
Acation, and consequently the ‘' standard rate’ at
which it will be carried per ton per mile. But it has
already been mentioned that something like three-
quarters of British {reight traffic has been cavried uadér
" exceptional ’ rates, at varying percentagss below the
“ standard.” In this case ability, or rather inability, to
‘“ bear ”’ the rate has a different meaning. Broadly, no
exceptional rate will be quoted which does not cover
the prime cost of moving the traffic ; but provided it
fulfills this requisite and subject to the sanction of the
Rates Tribunal if it is more than 40 per cent below the
appropriate * standard "’ rate, the railway has always
quoted an exceptional rate if it was satisfied that the
traffic w111 not pass under the “ standard ' rate.
The Teasons for such special “ disability ” may be
several. A firm may wish to enter a market situated a
considerable distance away, and unless it receives
favourable transport rates will be unable to compete
with other firms closer to the market. In such cases
the railway manager will exert special car® to ascertain
whether the traffic will really represent new business,
and will not merely represent a deduction from the
business of other firms. Railways will not quote
specially favourable rates to a market which they con-
sider is “ saturated ”; for by doing so they might
prejudice old customers for the sake of a new one whose
charges per ton per mile may be on a lower basis than
those of his compet1tors On the other hand, thereis a
.constant desire to maximise the traffic, and thus lighten
the incidence of overhead costs upon each individual
unit of traffic. Low rates may be freely quoted
between points where water competition is acute, since
any rate which can show an excess’over prime cost will
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be preferable to letting the traffic go elsewhere,
‘ Ability to bear” the rate here depends upon the
incidence of competition. This form of monopolistic
competltmn frequently leads to “ charging more for the
short than'for the long haul ” unless the practice is
specifically forbidden by law, as it is in the United
States. In the past British farmers have complained
that imports of foreign or Dominion foodstuffs were
carried by train from the ports to the consuming centres
actually past their fields at lower rates than they could
obtain for the shorter distance. The railways’ answer
was partly based upon the comparative costs of trans-
port (since the imported goods were better packed and
lb.ded more economically in bulk than the small con-
signments of native produce), but chiefly upon the
necessity of cutting their rates to meet water com-
petition, since the import rail rates were really part of
the through ocean rate and were in competition,
e.g from the Argentine via Southampton to London,
with the dircct sea route to London all the way from
the South American ports. Since the import traffic,
even at the specially low rates, could be economically
handled and the receipts showed a surplus over prime
costs, it was argued that the British farmer was really
benefited, since the burden of railway overhead costs was
inthelong run eased in so far as they bore upon his traffic,
JAccordingly, “ abijlity +e-bear ”’ determines the Igvel
of the standard rate on a long-term view of the price of
the article transportzd in relation to its weight or bulk.
In a rather different sense it determines the quotation
of exccptional rates, on a basis of the circumstances of
the individual firm seeking transport, or in relation to
the competitive power of other transport agencies.
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§ 4. The Social Aspect of Manapoly One of the major
changes in public opinion in Tecenit years has been the
gradual desertion of the traditional position with
regard to monopoly. “It is now frequently urged that
unrestricted competition involves drastic and painful
adjustments in the structure of industry, hardships for
business men, investors and workers alike, for which
there is no compensation in consumers’ benefits. A
system of controlled monopolies, often grandly but
loosely described as ““ economic planning,” is con-
sidered to be better capable of protecting those engaged
in the industry, while an increase in the size of under-
takings will, by way of another vague conception,
“ rationalisation,” produce lower costs and ultimate
benefit 15 consumers. * To labour, the elimination ‘of
competition removes an important influence tending
towards the reduction of money wages ; while to the
investor, lower costs and the privileges of monopoly
hold out prospects of a more certain, if not of a more
substantial return upon his capital.””! Mr. Herbert
Morrison, when he was Minister of Transport, voiced a
,popular opinion when he stated that : “ Competition
must go; it stultifies progress, endangers the standard
of life of the workpeople in the industry, and is too
expensive.”

Such inversion of the traditional view requires careful
analysis. IThe phrase *“ wasteful competition "’ appears
paratioxical at first sight, since competition is the
agency through which the amount of rewards devoted
to stlmulatmg the production of ut111t1es is kept down,
to the minimum, so thaf THere is an economy of mesns

1G. J. Ponsonby : London's Passenger Transport Problem, p. 2.
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in attaining any given end. Waste occurs when ths
quantity of rewards devoted to remunerating a pro-
ducer is more than the minimum which would have
induced him to put that output on the market over a
long period in consequence of which rewards are not
available for remunerating other producers and the
flow of commodities falls below that which would have
been produced under competition.

1 The most striking attribute of monopoly in transport
is the power of differential charging, and it may not be
illogical to consider the social aspect of monopoly
mainly in relation to the effects of discrimination. Of
course, simple monopoly also requires study ; but its
major problems arc comprised within those of dis-
crilninating monopoly. ~

The main questions to be considered may be set out
as follows :

(¢ Monopolistic prices, especially differential prices,
are intrinsically capable of yielding monopoly
profits : but is this in fact always the case?
Three main reasons why they may not yield such
profits have been suggested :

(7} Insufficiency of demand coupled with rigid
costs,

®) The possession of a social conscience which
reduces charges below the practicable maxi-
mum, and,

(¢) The existence of efficient State control of
profits.

(Y If monopoly profits are being earned, can we
recognise them as such ?
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>(3¥ Whether or not monopoly profits are made, does
monopoly in general produce higher or lower
costs, superior or inferior service than under
competition ? 3 ’

(ATS Does differential charging (whether, or not it
produces monopoly profits) have a beneficial
effect upon industry ?

The simplest illustration of case 1 () above, in which
differential charging may fail to produce monopolistic
profits through insufficiency of demand and rigid costs,
is that of an unprofitable railway, which applies the
classification to all the goods-it carries, but even on this
basis can do little more than cover its expenses. The
rigidity of costs is obviously the key to the situation ;
and there is no need to repeat how inelastic is the unit
of investment in railway transport, or how difficult it is
to reduce costs to meet inadequate demand. The
proposition can also be viewed from the reverse side ;
given fairly rigid cost and demand characteristics, it
may be argued that unless differential charging is
admitted there will be no chance of aggregate receipts
exceeding aggregate expenses. Under such conditions,
as when there is an unsatisfied demand for a railway in
an area which can only offer relatively light traffic, it is
clear that unless charging on a basis of ““ what the
traffic will bear ” is practicable the demand will remain
unsatisfied and the investment will not be made.
Differential charging may thus be g condition of new
investment ; and since the traffic will pass at these
rafes, clearly the traders consider that the charges
represent something (if only a very little) less than the
marginal utility of the service to them. Accordingly,
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there is a prima facie case for maﬁing the railway eh
these conditions, provided that alternative forms of
investment which yield greater margins of consumers’
surplus are not thereby inhibited. Much early railway
investment: in England would probably have been
checked had not Parliament sanctioned differential
rates from the start. )

It must be realised that such an argument may not
remain valid, if the investment is successful in develop-
ing new traffic. When the railway becomes ‘ mature
it may be arguable that the ** value of service " prin-
ciple should be rcplaced by the ‘“ cost of service”
principle, on the analogy of Protective duties imposed
+s encourage the growth of new industries, which are
intended to be withdrawn when the industry feaches a
size at which it can compete on equal terms with its
foreign counterparts. But just as such proposals to
withdraw such duties always meet with vehement
opposition from the captains of the industry concerned,
so an attack upon the “ value of scrvice ”’ principle is
met by several arguments, the validity of which will be
examined later.

As regards case 1 (b) (the voluntary limitation of
charges in the intercsts of the community), it is very
true that a monopoly which expects to expand with the
wealth and populalion of the territory served may have
a direct interest in consumers’ welfare. A pregent
sacrifice of monopoly revenue may be a form of
‘ casting bread upop the waters *’ which will encourage
the growth of traffic. There may also be, quite simply,
a spirit of public service which can conceive of other
obligations than those owed to shareholders. This
spirit is fostered by the growth in the size of railway
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uadertakings, for the dwindling of shdreholders control
may mean a greater sense of public responsibility. The
high officials of railways form a kind of civil service
which realises fully its power for good or evi? over the
national being. It should, however, be r:membered
that at a time when capital has received less than its
usual remuncration il may be very difficult for the
management to make concessions to the public which
may inflict an immediate injury upon shareholders.
The triple duty—to capital, to labour and to the
public—is hard to perform at all {imes ; it is hardest to
strike a balance when one or two parties have special
claims.

The last case, 1 (¢), is concerned with how fai
monopoly profits are limited by the system of State
regulation. The chief principles of State control are
described and their varying efficacy discussed in the
next chapter The main point at issue is whether, under
the various systems of State control, monopoly profits
have in fact been earned; and this leads us to ask
whether we are in practice able to recognise them as
such where we believe them to exist.

1

§ 5. Over-capitalisation. When it is sought to ascertain
the existence of monopoly profits, attention must first
be direcled to the size of the capital. If this is ex-
cessiye, monopoly profits may only represent a small
percentage dividend. But the enquiry bristles with
difficulties. “In the first place, it isspeculiarly difficult
to gstimate the size of capital proper to a given traffic
turnover. The nominal amount must be ignored,
since it may contain nominal additions through
“ splitting ”’ shares, bonus issues, &nd so forth. Nor
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can the market value, if there is a Stock Exchange
quotation, be used as a guide, since this will merely
adjust the capitalised value of the estimated earnings,
in¢luding net monopoly revenue, to the current rate of
interest. Nor is it possible to say that the cost of the
physical assets should bear a -definite relationship to
turnover. Before 1914 an English railway took on an
average about eight years to turn over its capital;
since 1923, at a higher level of costs and charges
but a diminished physical volume of traffic, about four
or five years. Had the former operating ratios (propor-
tion of costs to gross receipts) been maintained, the
dividends would have been at about twice the pre-
*1914 rate, and original shareholders would have been
compensated for the fall in the value of mofiey which
affected the real value of dividends received.
Changes in prices after the acquisition of capital
assels may distort the entire capitalisation. Re-
placement value is another test of capital which is
unable to contribute much to the question of whether a
given concern is over-capitalised ; for few concerns
would ever reconstruct their capital assets in the same
way as they were originally planned.

\Under perfect competition there is usually a more or
less automatic check upon the cxcessive growth of
capital. A firm’s position as a profit making concern
depends upon its cost structure, i.e. the ratio of profit to
turnover, and also upon the ratio of capital to turnover,
which determines the levél of dividends produced by
the turnover profit. No matter what the profit mazgin
upon turnover, if the capital assets are over-valued Yhe
rate of profit is likely to be below that earned by
ordinary firms in the industry on their capital, and
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capsequently the expansion of the ‘concern will be
checked by the difficulty of obtaining new capital.”
\Under monopoly this check does not operate to the
same extent.* Capital assets may be acouiredoat
inflated money prices in the first instance ; while the
nominal capital may be subsequently increased by
bonus issues, or by “ splitting ”’ shares.,\Such practices
do not affect the aggregate amount payable to the
shareholders as dividend ; but as it is spread over a
larger nominal capital the rate per cent is lower. It
might be thought, since the market price of a share is
chiefly the discounted value of future earnings, that
bonus issues, or ‘ splitting ”’ shares, would not affect
the price. If £1 shares are split into two 10s. shares the,
market pvice of the new shares should be half that of
the old, since the dividend is likely to be half the old
amount. But there are various ways in which  split-
ting "’ may give a bounty to existing holders. In the
first place, the adoption of a smaller nominal value may
increase the market for the shares among-small inves-
tors. If we imagine a company whose ordinary shares
are of £f1oo par value, and quoted in the market at
£400 apiece, it is easy to see that such an investment
could only appeal to those of substantial means. If the
shares were split into 100 sub-units of £1 each the price
might be expected to rise above £4 per sub-unit, owing
to the new demand experienced from those with small
sums® to invest.
Similarly, “ splitting *’ may be calculated to increase
the marketability of a holding by segregating the
spglulative element. A £r0o ordinary share on which

1 New capital, while still requiring to be attracted from other
ndustries, need not be attracted from other fixms within the industry.
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4 per cent or thereabouts is normally paid might be
split into a £50 6 per cent Preferred ordinary share, and
a £50 Deferred ordinary share. Thus, although the
amounts received in dividend were unaffected in the
aggregate, the speculative appeal could be concentrated
in the Deférred share and the security in the Preferred.
The two shares together might have a rather higher
market value than the unsplit old share. Sometimes,
of course, the splitting was accompanicd by actual
increases in the nominal amounts. The Taff Vale Rail-
way was empowered by Parliament to expand its stock
on the basis of £250 for each £100. The Great Northern
Railway converted £100 into £75 4 per cent Preferred
and £50 Deferred ; the London and South Western
gave its shareholders the option of converfing £100
ordinary into fioo 4 per cent Preferred and fxoo
Deferred.

Such watering of capital might make profits look
very modest to the superficial observer ; but it was not
always undertaken voluntarily by the railways con-
cerned. In some cases it was the result of pressure from
large shareholders ; in others, it took place after invest-
ment trusts had been formed to buy railway stocks and
issue their own “ split "’ stocks against it, distributing
the dividends accordingly. It was feared that these
trusts'would acquire a financial control over the railway
if a majority of the ordinary stock were acquired in this
way ; and in any case the companies felt that they ¢ould
distribute the dividend on the split stocks themselves
with less expense® and trouble if the shareholders
desired it. , %

The question of whether railway capital is really

lexcessive is complicated by the fact that railways
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cannot be regarded as ordinary commercial concerns,
whose capital should bear some relation to the disposal
value of the shareholders’ property, i.e. the surplus
assets. The only test that can be applied,is that of
estimated earning capacity. And {ollowing the Railways
Act of 1921, the “ Big Four” British companies were
recapitalised on this basis. About a tenth of the aggre-
gate nominal value was accordingly written off. For
example, {roo Cambrian Railways ordinary stock,
whose dividend prospects were ‘‘ shadows, not sub-
stantial things,” exchanged into £z 8s. 6d. of Great
Western Railway ordinary stock, not ranking for
dividend until 1929.

{Labour critics sometimes assert that over-capital;
isation ¢gpresses wages. Where over-capitalisation
exists mainly in the form of ordinary shares the
aggregate dividend payable is unchanged despite the
smaller nominal percentage. A low rate of dividend
per ceni is unlikely to alfect wage rates where these
are fixed by negotiation, since if it is quoted by one
side as a debating point the other side is usually astute
enough to express the aggregatc return of capital as
a percentage upon turnover. On the other hand, if
a large portion of the nominal capital is expressed as
debentures, bank loans or overdrafts, it is possible that
the effort to cover the interest (and possibly also the
sinking fund) requirements will result in high charges
and>pressure upon wage levels. The Labour attack
upon over-capitalisation is less directed at reducing
the aggregate surplus of price over’cost and procuring
beefits for the consumer than at transferring part of
tHe remuneration of capital to itself. Thus Labour has
largely abandonegd competition, and,trusts to controlled
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monopoly as the way by which Lebour can secure for
itself part of the surplus which capital formerly appro-
priated.! This involves the abandonment of any idea
that wages tend to find their own level, and, as has well
been said, envisages the determination of wages as a
battle against capital in which an advance achieved at
one point on the front strengthens the whole position
instead of involving sacrifices elsewhere.

If, as Labour critics sometimes maintain, the effect
of over-capitalisation is to divert excessive rewards to
capital, it is clear that only the original shareholders
receive the full benefit. The market price will move in
accordance with the dividend rate, so that subsequent
_purchasers of railway stock tend to receive only the
current rate of interest as a cash yield, unlegs the pro-
cess of ““ watering " capital is continuous. If the capital
is then written down an injustice may be done as
between the old and new shareholders.

Now, at a time when prices have risen largely, as was
the case during the inflation period from 1914 to 1920,
the capital of a business undertaking may be written
up to express the higher money value of its assets if
this is expected to be permanent. Let us assume that
prices have doubled. Then the money value of the
assets has doubled, the gross receipts have doubled, the
costs and profits are double the former figure, and if
the capital retains its former money expression the rate
of dividend per cent has doubled. But the real position
of shareholders is exactly the same as it was before,
since the purchasihg power of each £ contained in their
dividends has halved. The Railways Act, by limkng
net revenue to the 1913 level, prevented the norrhal

1 See Socialisatics and Transport, by Herbert Morrison.
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rqsult and, in Lovd Stamp’s words.! * the geﬁeral
body of old railway shareholders has permanently suf-
fered, compared with the general body of citizens,
New shareholders, in choosing from rival investments
in a competitive field, of course, buy themselves free
of the disability (which is thrown finally’on to the
former owner) and the ‘ capital levy,” or ‘ spoliation,’
is achieved once for all.” In other words, railway
capital has been virtually written down in the ratio
that post-War price levels stand above pre-War prices,
assuming revenue to be stationary. )

§ 6. Profits and Efficiency. The next point to be con-|
sidered is the level of efficiency under monopoly aﬁl
~compared, with that under competition in transport:

\Whether or not monopoly profits are carned it is some-
times argued that monopoly produces high costs and
charges ; for instance, liner companies in certain trades
are alleged to have inflated their costs by unnecessarily
high depreciation and obsolescence prouisions which
have enhanced the value of shareholders’ property at
the expense of the consumer although high dividends
have not been distributed.? The questions of efficiency
and charges in transport are closely related ; although
deterioration in the quality of the service may be hard
to detect it amounts to a concealed form of’ price-
raising, a charge intended to apply to a certain service
beiny actually applied to an inferior one. There is little
doubt that in the days before road competition certain
ra11 ays with a strongly entrenched®monopoly were apt
tg Zut costs in a way which maximised net revenne by

! Railways, p. 17.
2 See Report of the Imperial Shipping Committee,
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,‘prox‘fiding inadequate service to the public. Admit-

‘tedly, there must always be a tug-of-war, even in the
most public-spirited concern, between low costs and
high quality of service; but a poor service did not
always mean low charges. Public ownership of a
monopolistic concern such as a tramway might offer
the public a choice between a bad service but a profit
applied to relieve the rates; or a good service with
up-to-date vehicles but a deficit charged upon the rates.
Private monopoly in some cases offered neither alterna-
tive. It occasionally appeared to regard ‘the pubhc as
its natural enemy, as the late Sir William Acworth wrote
of a Scottish railway whose management ‘‘ steadily
refused to effect a junction with the line to Perth . . .
all passengers for the North had to transfer themselves
and their luggage. Not only so, but the train was
timed to leave almost immediately after the South mail
arrived, and passengers who failed {o get across as
quickly as the mailbags were sternly shut out and
relentlessly left behind. On one occasion a director of
the company, finding himself left out with the rest, and
refusing to accept his fate with resignation, smashed
)vmdow and got in that way.’”?

On the other hand, it is frequently argued that a
monopoly incurs higher costs through providing a
different and superior service to that provided by com-
petition. It may recognise responsibilities which the
purely competitive concern, seeking only to carry*the
“cream” of the traffic, will not shoulder. This is
supposed to apply with special force to the Liner Con~
ference system. At its best, this type of monoptly
implies a two-fold obligation. The trader is loyal fo

1 The Rilways of Scotland, p. 118.
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the Conference lines; and these in turn guarantec to
put a ship on the berth at the booked dates irrespective
of the amount of cargo offering. Such a service may be
extremely valuable to the trader in his busingss; but
it involves the steamship lines in higher all-found costs
than if ““ tramp ”’ tactics were adopted. ’

The special quality of the service offered makes the
liner trade fairly immune from ‘‘ iramp " competition
when the rebate sysiem is used as an additional pro-
tection. Nevertheless, if shippers are dissatisfied with
the service offered by a conference, they may be pre--
pared to support a competing line which will build its
traffic up in the face of the rebate weapon. Finally, of
course, it is possible that the new line may force its way;,
into the charmed circles of Conference lines, just as many
Continental lines were admitted into British Con-
ferences after the 1914-18 War. In this case the com-
petition becomes a dead letter. But the *“ dose "’ of com-
petition may have produced the dcsired effect upon the
quality of seivice -

A parallel case existed in London urban transport.
Soon after 1918 the London General Omnibus Com-
pany, a concern which had become largely monopolistic
through amalgamations and working agreements, was
faced with competition from small 'bus undertakings
usually called “ pirates.”” The pirates competed mainly
on the busier routes and at the peak periods. They did
not dttempt to *“ nurse "’ the unremunerative routes or
to provide such substantial off-peak services as the
L.GO.C. Consequently, their cosfs were minimised
irg very favourable operating ratios established. It

s stated in evidence before the Joint Select Commit-
tee on the London Passenger Transport Bill that the
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profits of certain of these undertakings in some years
represented dividends from 25-85 per cent to 642
per cent on the capital employed in the under-
taking.

The weapon of the deferred rebate was, of course, not
applicable to this type of competition, and a reduction
of fares would benefit both “ loyal ” and ‘ disloyal "
passengers. Moreover, the L.G.O.C. was unwilling to
reduce its fares, since it was the strongest support of
the “ Common Fund ” or traffic receipts pool, and a
reduction in its contribution might place the ““ Tubes "
in a difficult position. In view of the fact that the
pirates were engaged in ‘‘ skimming the cream off ”
¢he traffic the competition was designated ‘‘ unfair.”
The grievances of the L.G.0.C. were finally remedied by
(1) legal limitation under the London Traffic Act, 1924,
of the excess of peak over off-peak services to prevent
“ creaming "’ the traffic; (2) gradual absorption by
purchase of the competing concerns ; (3) formation of
the monopolstic London Passenger Transport Board
incorporating in itself all the 'bus services within the
metropolitan area.
v~ It may be concluded that a monopoly is often in a
position to provide the best possible facilities and to
direct traffic into the most economical channels to an
extent impossible under competition. Nevertheless,
temporary competition, even if * unfair,” may bring
about certain consumers’ benefits. A railway ma‘y be
stung into unwonted enterprise by a growth in road
competition. A shlppmg conference may reduce rates
while maintaining the quality of service through a thriat
that new lines will be formed. On the whole, howevér,
such competition is frequently undesirable as a per-
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menency, and the process of elimination often means
the payment of compensation to the owners of assets
which have become redundant and this may;involve
higher charges to the consumer over a lengthy perlod.
It seems better, therefore, to rely upon aa improved
technique of control over monopoly rather ‘than upon
the incidence of imperfect competition to produce the
maximum benefit for the user of transport, The tech-
nique of conirol has been changing rapidly in the last
few years. Itisa good many years since an Enghsh
statesman remarked : *“ We are all Socialists now ’
the public corporation which returns all surplus bLyond
a fixed rate of interest on its capital to the public or to
its customers has become a familiar part of the nationa}
life of Great Britain, and, surprisingly, in so individual-
istic a country as the United States it found perhaps
its most highly developed expression in the Tennessee
Valley Authority:

/
§ 7. Discriniipation and e Suructure of Iha’ustt;& “The
final issue is’whether differential charging hias a bene-
ficial effect upon industrial structure. It has already
been explained how variation in the ratio of selling
price to weight or bulk of articles is taken account of in
the General Railway Classification, and in the tariffs of
some liner steamship companies. This may be con-
sideged socially beneficial if the demand for transport of
articles depends directly on their selling price; for
charging on a basis of cost would mean even wider
flugtuations than exist in the proportion which trans-
peft charges bear to selling price. As matters are the
range of variation is sufficiently wide, since the goods
charged at the lowest actual rates per ton per mile are
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4
usually those in which transport costs absorb the largeat
fraction of selling price.

‘Wher- railways have reached the * mature ”’ stage of
‘developrient industrial costs generally tend to be based
upon diffefential rail charges. In Great Britain, for
instance, especially in the era cf Free Trade, low rates
on imported raw materials and bulk foodstuffs were a
very important factor in the national economy and
were compensated by higher rates on manufactured
goods brought from the producer to the home market.
The free import of foodstufls and low rates on such
traffic were essential in order thati industrial costs could
be kept at levels which enabled the manufacturing
industries to compete in world markets.

The imporiance of the transport charges onfoodstuffs
and raw materials in determining manufacturing indus-
try’s costs was recognised under the British derating
scheme, when railways were relieved of the obligation
to pay the greater part of the local taxation assessed
upon them, dn condition that the relief was passed on
by reductions in charges on agricultural products and
industrial raw materials. This in part gave effect to
the suggestion that certain traffic should be State-
subsidised.

“Undoubtedly transport charges on what railwaymen
call the “ heavies ”’ are an important factor in industrial
costs, and hence in determining the competitive power
of industries# The Balfour Committee on Industry and
Trade quoted the following statistics relating to the
proportion in which transport charges enter intot‘he
selling price of British export goods :
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(1) (2) @ ()
Export Value Cost of (3) as a
carriage  percentage

Commuodity per ton by rail 4 of (2)
1924 per ton s .
Coal (shipment) .. £I. 3 6 fo 2 %*' 9.229%,
. "

Pig Iron .. .. "617 6 0 5T0* 4.24Y
Iron & Steel

Ingots, etc. .. 15 5 0 o0 5 7* 1.83Y

Machinery .. .. 96 0 o o017 3% .90%.

Cotton Piece-Goods 410 0 o 1 8 2if .34%

Boots & Shoes .. 450 © o I 15 3} 39%

* Based on actual average hanl, January, 1925.
t Short haul of about 70 miles, excluding terminal charges.
1 Arbitrary haul of roo miles.

In the case of coal for landsale purposes the average
length of haul is considerably greater, aid the percen-
tage of transport cost in relation to value much higher,

“But, as the Balfour Report pointed out : ** while these
figures bring out in a striking manner the fact that the
importance of railway’ rates to manufacturers and
traders is very much greater in the case of heavy and
cheap products than in that of the finer and more
exp%-nsive products, they do not by themselves afford
an accurate measure of the total cost of railway trans.-
port which is incurred in respect of each article.” Coal
is gprmally transported once only, from the pit to the
cgegumer ; manufactured articles are transported, per-
haps many times, as raw materials, semi-finished goods,

and finally as the finished product. »Another calculation
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by the Balfour Committee “ showed that while the
total charge for carrying a ton of boots by rail from
factory «to destination was £1 18s. 7d., the railway
cha¥ges on the materials required for making that ton
of boots (hm'As 1eather and tanning materials) amounted
to no less than £6 5s., or more than three times as much.
The aggregate cost of railway carriage amounted to
over 16 per cent. of the retail selling value of the goods,
of which aggregate the cost of carrying the boots them-
selves to their market only accounted for one-quarter
(or -4 per cent of the retail selling value).” Similasly
in 1925 : “ the average railway charges per ton of Cleve-
land pig iron were 23s. 5d., or roughly 30 per cent of the
inarket price of the pig iron. But of this total only
about one-quarter (6s. 3d. or, say, 8 per cent of the
price) represented the average cost of carrying the pig
iron to the steel works, the remaining 17s. 2d. represent-
ing the cost of carriage of the necessary materials (coal,
limestone and ironstone) to the furnaces.”

The result bf the relatively high significance of trans-
port costs in the selling price of raw materials, despite
the compensating tendency of the classification, is to
make distance from the market relatively more impor-
tant. Such traffic is highly susceptible to low rates
offered by competitive water transport in a country
such as Great Britain. If the water route has technical
qualifications for such types of traffic which are higher
than those of the railway the higher rated rail traffic
may be subsidising,a form of uneconomic competition
between rail and shipping; although the railwks ys
pomt out that if this traffic (which pays : somethmg
prime cost at any rate) did not come on the raul
the burden of overkead costs would be heavier on the
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remaining traffic. ‘This, of course, assumes that the
rates in higher classes do not represent the full marginal
utility of the service to individual traders, shd that
they are capable of being raised to meet risiz’(g codts ;
also that the railway is earning no monopoléstic profits.
If a complete transport monopoly is estabfished there
will, of course, be no reason why a less efficient (i.e. more
costly) route should be used in preference to a more
efficient one, since whenever demand has any limits
the monopolist is interested in keeping the level of his
costs down. -
The sensitivity of raw materials to small variations
in the price of their transport is not matched in the
higher classes. Much of the latter traffic consists of
manufactared articles in the determination of whose
price level the forces of custom and goodwill introduce
an element of friction. A small reduction in transport
costs can thus be retained by the producer and not
passed on to the consumer ; in any case, it is likely to
represent an insignificant fraction of final selling price,
e g. in silks, artificial flowers, or cigars, But, of course,
although the consumer may not feel the effect of the
classification system through the prices he has to pay
for the higher classed articles, this does not mean that
producers of these goods will not seek to reduce their
transport charges by the use of competitive agencies
chagging on a basis of their own costs—especially road
transport.
The foregoing represents the principal arguments
usphally advanced in favour of the classification, and for
ing varying margins of price over prime cost dictated
y ‘ what the traffic can bear.” But it is not altogether
certain that it is accurate to speax of the lower-raved
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traffics as always producing ‘‘ inidequate” margirs
over their special costs, or to assume that to carry these
traffics yn bulk represents a burden which must be
relicved "by higher rates elsewhere. ‘‘ Man shall not
live by brea- alone ”* ; yet certain railways, such as the
former Taft Vale Railway, throye on an almost exclu-
sive diet of coal and heavy minerals. It would seem
that low-rated minerals traffic can be highly remunera-
tive provided that it passes in large and regular con-
signments which allow it to be carried at minimum cost.
If it is sent in small consignments which require to be
fitted in with other traffic passing at higher speeds, and
involve disorganisation of routine, it may well be car-
ried at rates which barely cover the special expenses
involved. A good spread of overhead charges over a
wide volume of traffic is the first essential of profitable
operation ; the great Victorian railway strategists who
fought and intrigued to secure coal traffic for their lines
realised this to the full, even while they maintained in
public utteraaces that this traffic was in reality
‘“ subsidised "’ by the higher rated articles.

* There is a second way in which differential charging
is held to be beneficial ; and that is through the
operation of exceptional rates. The Cclassification
system is devoted to ensuring that each unit of traffic
makes the maximum contribution possible to overhead
expenses ; the exceptional rate system to seeing Ehat
no unit 6f traffic which can carry even an infinitesimal
part of the burden of overheads fails to pass. The broad
justification of such rates is that they maximise vhe
volume of traffic, and by doing so widen markets ;%
minimise the imperfection of industrial competition. “

'Without entering dnto the refinements of the theory



§7.1 iINSUSTRIAL STRUCTURE 155

dJf imperfect compe‘tition it may be said that it implies
that each firm producing for the market has an area of
supply over which it exercises a more or less Jomplete
monopoly. This area is determined by its {ansi)ort
costs, the effectiveness of its advertising, b}loca.l preju-
dice, trade mark and so on. Here we aré concerned
with the single factor of transport costs in the imper-
fection of the market for commodities.* There are two
principal ways in which these costs may be regarded :
as an addition to the cost of production of the goods
carried or as a deduction from their selling price. In
other words, goods may be considered as priced either
“f,0.b.” at the point of production or “ ¢c.if.” to the
place of sale. While this distinction is not of fundamens
tal imporrance in the case of goods whose value is low
in relation to weight or bulk the transport charge is
likely to be so substantial for long journeys that the
competitive power of their f.o.b. price is limited by
distance. If we assume a number of firms producing
for a market under simple competltlon and with similar
costs, all quoting identical f.0.b. prices, then if transport
charges are based upon cost there would be a series of
areas of supply at prices gradually increasing up to
“ frontier points *’ equidistant from two factories. This
type of “ watershed *’ canin fact exist—e.g. the market
for sea-fish in the centre of the United States. Under
ourgassumptlons transport would be at a minimum and
consumers’ choice would also be minimised.”

As soon as charging by value and not by cost of
seybice appears, firms are brought into more perfect
Qﬁmpetltlon with each other through equal rates bemg

arged for greater and smaller distances so as to maxi-
mise traffic. Consumers’ choice i¢ enriched ; but, on
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the other hand, a greater volume of transport has been
necessary to bring a given quantity of produce to
market.

- It hasbeen suggested that the same result might be
achieved mrwe equitably were traffic normally carried
on a basis of full (not prime) cest, and traffic which it
was desirable to have carried below full cost subsidised
by the State. Thus the general body of citizens, and
not merely a certain class of transport users, would
bear the burden. The arguments against such a pro-
posal are practical rather than theoretical and hinge
upon the difficulties in the way of charging on a cost
basis, and also of determining which industries should
receive the subsidy. At present the method of maximis-
ing the traffic is roughly automatic in operation.
“TFinally, in attemping to assess the effect of differen-
tial charging, especially in railways, upon welfare, it is
important to remember that many of its most charac-
teristic results are not due to pure monopoly but
to monopolistic competition. In these circumstances
there is always the possibility that competitive traffic
is being subsidised through the exploitation of monopoly
elsewhere ; and thus, from the national point of view,
an undesirable combination of bounties and surtaxes
may arise alongside those effects of the classification
which appear most beneficial. Provided that dis-
crimination is not in fact the instrument for creafing
monopoly revenue (and some of the difficulties in the
way of ascertaining, whether this is the case have been
described) many of its effects appear desirable ; on'he
other. hand, its complexity, its unintelligibility to %ﬁ
of the business community, and its uncertain effects i1
the' face of competition are definite drawbacks The
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problem created by competition between road trans-
port based primarily on cost, and railways still obliged
to adhere to the classification and differentialpariff, is
one of the most difficult with which modern economics
is faced ; but if the issues have even begn_correctly
described it is a step jn the right direc 4np



CHAPTER VI

THE CONTROL AND CO-ORDINATION
OF TRANSPORT

§ ¥/ Planning ' _and_the Conmtrol of Transport. %he
catchword of our times, “‘ economic planning;”is one
that can be used in at least two senses. \In the first
sense it covers interference by the State, e.g. to raise
wages where they are * unfair,” to control the quality
of output under monopoly, or to prevent the transfer-
ence of costs. This need involve no interference with
the basic prineiple of self-interest and the profit motive.
“The sccond sense covers direct and exclusive control_
over both the means of production and the distribution
of purchasing power by the State, as in Soviet Russia.
The first instance involves the acceptance of * con-
sumers’ effective demand "’ as the general basis of its
plan; the second implies that demand as well as
supply is capable of manipulation.®

The case for planning in this sccond sense is fourided
upon the weaknesses of the price-system. Owing to
variation in the marginal utility of money to indivi-
duals there is no certainty that a price will equate one
man’s desire with another man’s effort. A pricy
sysiem is only certajn of achieving an ideal economy of

158
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effort and a maximum of satisfaction’ as between men
whose demands' arc truly matched over the entire
range of competitive supply. As matters are tile State
in almost every country is engaged in ** lubmcating ”
the price-machine by the redistribution of wealth. And
even where the second or Socialist form of planning is
not adopted taxation and differential prices are instre-
ments by which real income is constantly being
redistributed.

There is no need to insist upon the difficulties and
dangers which arise when the test of effective demand
is forsaken. All interference with consumers’ choice
runs great risks. The estimation of the highest social
returns is a matter of immense difficulty ; and there is
always the temptation, once a coursc of action has been
chosen, to endeavour to make it a success through mani-
pulation of demand. No doubt a State which was a
monopolistic manufacturer of soap would hesitate to
enact that each of its subjects should take two baths a
day ; but we know from experience that State which
owns the railway system of its terntory is likely
drastically to limit the scope of road services which
compete with its own undertakings. The artificial
stimulation of demand through the withdrawal of
substitutes is an ominous possibility. . _

4State-planned production, moreover, need not cover
its costs; some Socialists declare that in a Socialist~
cominunity the covering of costs by individu#l indus-
tries would be regarded as unnecesgary. A surplus on
lone gype of production would be applied in cover of a
deﬁc1t elsewhere, as decided by the planning authority.

And even this leaves the question of * wants,” or real need® as
distinct from utilities consciously demandedy unsettled,
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Now while covering individual corts has perhaps not
the moral significance which is sometimes attributed to
it on the analogy of individual solvency, it is a simplifica-
.tion of ‘ome value. Once the standard is abandoned
the industry acquires the status of a service whose out-
put is indYerminate owing to the absence of a link
between price and cost. - °

It may be noted in parenthesis that it may be possible
to link the provision of essential services with the price-
system by regarding their cost as a form of compulsory
‘iusurance, the premiums for which are collected by the
State and assessed on a principle of “ ability to bear.”
Armies, navies, police and street lighting are methods
of risk-elimination. But a price-system will not usually
produce them. Man, as Adam Smith remarked long
ago, is an incorrigible optimist. He despises future
risks and, under-insured, trusts blindly in his star.
Compulsory insurance by the State, whether the
premiums are calculated on a basis of cost or not, may
hus increase welfare.

§ 2. Control and the Basis of Competition.’ The simplest
form of State control is that which seeks to secure a
“ fair *’ basis for competition between different forms
of transport. The need for such control depends on the
! désirability, so long as privale resources are being
devoted to satisfying private demands under the
stimulus and control of a price-system, of equiting
social and private( costs. Of course, a Socialist State
in command of all the means of production will pggsue
' the forms which it believes will yield the highest social
returns without being troubled by the private retulys
that would be yielded in a capitalist economy : but we
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are not here conceraed with such an attempt to e§cape
from the domination of price.

~'The necessity of equating social and private costs
means in the first place that each industry shouald caver
its less obvious private costs such as depreciation and
obsolescence, which are part of the social césts involving
the mainienance of the national capital. Where it is.a-
question of making a very large investment, such as the
construction of a railway or a canal, the State has an
obvious interest in seeing that miscalculations are not
made, and thatl the enterprise is not likely to fail to
cover its private costs. These large units of investment
involve locking up the savings of a great number of
people who may be in a position to exact political-
pressure, Morcover, there is always the possibility that
should the ente:prise become bankrupt the consumers’-
interests will demand that the service it provided be
maintained ai the public expense. In Canada, for
instance, it has been found necessary for the State to
assume the operation of various bankyupt railways.
Such conditions are liable to arise where an enterprise
atfects the ecounomic life of the entire community, and
when the assets have little * break-up” value and
cannot be used for other purposes.

In the second place the principle means that the.
industry should pay for the incidental damage 1 it does_
to others. The Manchester housewife, for instance,
“Should in th eory recover part of her washing bills from
the neighbouring factories befoye the latter pay
divjdends. .. .

In the course of the controversy which has developed
i recent years between road and rail it has been fre-
quently alleged that the road motog transporters do aot
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cover their full social costs. Before examining this
statement it may be pointed out that railways are not
entirelyx free from this fault. They are emitters of
smcke and producers of noise and vibration, disutilities
which appear in the national accounts but not (nor-
mally) in tHeir own. Of course, these disutilities are
infinitely less than were anticipated when railways were
projected in England ; as learned counsel for the Liver-
pool and Manchester Railway stated before the House
of Commons Committee, *“ horses have not started, nor
tiie cows ceased to give their milk, nor have ladies mis-
carried at the sight of these things.” Nor (referring to
tunnels) did the * deafening peal of thunder, the sudden
immersion in gloom, and the clash of reverberated
sounds in a confined space combine to produce a momen-
tary shudder or idea of destruction, a thrill of annihila-
tion ’—as a medical man had prophesied would be the
case. It has, moreover, usually been possible to secure
compensation from the railway for tangible nuisances ;
or even imaginary ones, as in the case of the English
clergyman who secured substantial compensation for
his daughters’ bedroom windows being temporarily
overlooked by navvies constructing a railway.

, It is sometimes difficult to impose checks of this kind

.'upon transference of costs by road transport The
Oxford college which discovered cracks in its fagade
after an unusually heavy lorry had passed down the
High Stieet had no redress. British insurance com-
panies have complained that they were ynable to earn a
reasonable margin of profit on their motor business- ia
which case part of road transport costs were being borne
by the investors in insurance companies and oth&y
policy-holders, especially those on a “ with profits ”
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basis. The high acaident rate was pattly the result of
low wages and long hours, employment of drivers with
insufficient experience or unsuitable temperamets, and
use of vehicles in poor condition or overloaded. The

noise, fumes and vibration which incommode dwellers
on a main road cannot he debited to those %ho produce
them, and there has been depreciation of property for
this reason.” On the other hand it must be noted tha.t
the growth of road motor transport has caused rises in
the value of land, just as in the case of railways.

The main issue, however, is whether road transpot
agencies are enabled to use the roads without covering
their track costs in full ; in other words, whether they
are being partially subsidised by public funds. Without,
entering into detailed statistics, in Great Britain the
annual expenditure upon roads is approximately _
covered by taxation of motor vehicles, through licence
duties and a petrol tax. But this revenue is not wholly
applied to roads; a substantial part of it (sometimeés
as much as two-thirds) is applied to general Govern-
ment purposes. The deficiency is met by the local rate-
payer. Moreover, the contribution of road users does
not cover interest upon the original capital cost of the
road construction...-

‘There are two factors which cannot be mea.sured\'
when the social costs of road transport are considered. |,
One js the free use of capital equipment, or the “ legacy
of the past ”’ ;" the other is the non-commercial use of
the roads. Thel;e is no particular rqea.s'o'ri for assuming
thab were the “ legacy of the past ” and “ community
use ” commensurable, they would exactly balance out ;
bét to cancel them against each other is as convement
a way of disposing of them as any. It was on these
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grounds that the Salter Conferenct on Road and Rail
Transport in 1932 decided that a fair basis for road-
rail coﬁlpetition could be found if road motor users,
dnckading private motorists, were taxed to the extent
of the total cost of road maintenance. -

There wire two main objegtions to this: (i) the
veceipts from motor taxation were not all applied to
road purposes; (b} private cars were subject to sump-
tuary taxation which did not claim to be related to road
use or upkeep. Part of the difficulty was recognised in
the Salter Report, when it stated that “itis ... un-
reasonable to argue that if contributions and taxation
from all sources connected with motoring covers the
eosts of the road, a fair basis of contribution is neces-
sarily secured. For if a certain class of users, such as
those who own private cars, pay more than their pro-
portionate share, it may be just either that the charges
upon them should be diminished, or, if Parliament
considers them a proper subject of what may be called
‘ sumptuary taxation,” on the assumption that the
possession of a motor car is a presumptive indication of
* ability to pay,’ that the surplus should go in aid of the
general State revenues. But there is no reason what-
ever why such a surplus should operate as a relief to
the appropriate burden of charges upon the commercial
motor users who are in competition with other forms of
transport, which must be fairly assessed and imposed
if the basis of competition is to be equitable and the
resultant division of function economically sound.”

But this does not cover the whole case. Unlesst en
the Salter assumptions that current road costs and no
more must be raised by motor taxation, the level &f
taxes is adjusted to-produce this sum and no more, the
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basis of division fals to the ground, since one section of
motor transport is, by contributions to the Exchequer,
actually paymg for the * legacy from the past *’ whether
this is officially recognised or not. The Report ton-
tinues : ““ We have not felt it our duty to deal with the
question of whether, and if so, how muck road users
such as private motorists should pay beyond their owsr
share of the annual road costs.” But the purpose of
the Conference was to find a basis for allocation of costs
upon which an economic division of traffic might be
founded ; and it could not ignore the keen competition
between railways, motor coaches and private cars which
existed everywhere. To acquiesce in the imposi-
tion of special taxation upon one competitor is to~
abandon the hope of traffic finding its true level.

In its practical proposals, however, the Salter Report
worked on the basis of each type of motor transport
merely covering 1ts presumed road costs. The scale of
taxation it recommended involved raising the licence
duties upon commercial vehicles and reduting them upon
private cars. Great controversy was evoked in the
transport world by the Repori, but the Government
eventually adopted a modified version of the proposals
for commeicial licences, while two years later the
duties on private cars were reduced. -

Without undertaking a detailed statistical survey of
roag costs, damage by differenl types of vehicles, and
actual mileage per vehicle, the present scale of taxation
is probably as near an approximation to full track
costs as can reasonably be expected. In other direc-
tions fhe road transport industry has come closer in
Jcent years to covering its full social costs.” Insuance
rafes have been raised to a level which is anticipated to
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yield a normal profit ; national dgreements coverirg
wages and labour conditions have come into force.
There is a system of inspection of vehicles for mechan-
‘ical’condition and fitness to travel. In short, the road
motor industry, even though its social costs are still
partially intleterminate, has passed from the adolescerit
to the adult stage.-

Different principles arise when control is applied to
monopolies. In most countries the State has availed
itself of the opportunity of control in the public interest
which railways, as monopolistic transport agenc1es
offer. In return for the right of * eminent domain ”
the power of compulsorily acquiring property and inter-
fering with established conditions, control over price,
quality of service, and profits was gradually extended.
The first, and simplest, method of control lies in limita-
tion of the monopolist’s profit ; thus the Liverpool and
Manchester Railway was originally limited to a maxi-
mum dividend of 10 per cent. But this method of
control is unsatisfactory ; costs may be unnecessarily
high, or capital may be “ watered,” so that a limitation
of dividend need not ensure any benefit for consumers.
The next step is the control of prices ; and the private
Acts of Incorporation of railway companies contained
schedules of maximum charging powers for different
classes of goods and of passenger fares. But, as we saw
in the last chapter, this does not settle the questiqn of
evasion through deterioration of service, which is really
a form of concealzd price-raising. Finally, control
enters upon its most p051t1ve and difficult phase, sdper-
vising the quality of service : and the British Railways
Act.of 1921 embodied an attempt at all three forms R
control. ¢
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§3. The Rajlways Act, 1921. Control over rallway
monopolies, although 7ts féchmque varied considerably,
has had a long history in Great Britiain. The Act of
1844, sponsored by Gladstone, embodied two important
principles. It exercised a positive control over the
quality of service—stipulating for at leds¢ one third-
class train a day with seats protected from the weathsr
and travelling at an overall specd, including stops, of
not less than twelve miles an hour. It also, by creating
the special fare of a penny a mile, related the possibi-
lity of differential charging (loa hnuted extent) betweén
classes of passenger to economic “ planning "’ and the-
redistribution of real income. The statutory provision
of workmen'’s trains under the Cheap Trains Act ¢i”
1883 was an even more important step in the direction
of the latter aim, and raised the entire question of com-
pensating the different marginal utility of money to
different classes through the charging methods of
controlled monopolics.

Nevertheless, there was a period, eveh longer in the
United Statcs than in Great Britain, when competition
between railways was regarded as a simpler solution than
the extension of positive control. This, however, in-
volved abandonment of the earlier conception that the
State should grant the railway a concession upon whiche
certain restrictions were placed in the public interest and
whigh would be an exclusive monopoly for reasons of
.convenience and economy, just as a public authonty
‘will not normally allow its streets ta be torn up twice in
jorder that the mains of two competing gas compames

‘may be laid therein.! It also involved new responsi-

31 As a matter of historical interest, however, in the 1840’s some
London streets contained the mains of three competing gas
companies.
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bilities for the State. Railways _aie such costly con-
cerns, ‘heir break-up value is so negligible and the
minimum investment in them so considerable, that the
greatest care must be exercised {o avoid over-building.
Redundant or inadequately employed railways may
involve heavy wastage. And husiness optimism may
“easily lead investors who observe a single railway in
profitable operation to conclude that there is room for
two. If traffic and costs are boch inelastic the total re-
ceipts of the two concerns may well be inadequate to
cover overhead charges. The State has a clear interest
in preventing such malinvestment. Moreover, from the
public point of view the curc may be worse than the
disease, if an initial period of competitive rate-cutting is
followed by agreement and the incidence of an excessive
volume of overhead and capital charges on rates and
fares. On the other hand, it is important that control
should not be exercised, as a result of pressure from
sectional interests, to protect the value of existing in-
vestments against competition from agencies with high
technical qualifications.

The most important single step in the extension of
control over railways in Great Britain was the Railways
Act_of 1921, which definitely marks the end of one
spoch and the beginning of another. To visualise the
circumstances under which the Act was framed it is
necessary to go back to the control period, from 1914
onwards, when the railways were operated for the
Government. The State took the receipts, met the
working expenses, and paid the shareholders the sdme
net revenue as they had received in 1913 irrespective
of whether it was earned or not. After the War iy
became obvious that enormous arrears of maintenance
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required to be madg up. A large capital sum was due
to the companies under this head by the Government.
Nationalisation was in the air, and there was strong
pressure on the Government not to restore the railways
to private control. But the unproﬁtable working condi-
tions, due to the sharp rise in costs and tHealnelastlmty
of charges, made acqulsmon unattractive. Instead, 14; ;
was decided to restore the railways to their owners |
under a charter which would (4) enable the railways to
earn adequate net revenue ; () ensure that the public
should have a major share in profits above a reasonable
sufficiency ; - (.) absolve the State from all further.
liability beyond a capital lump sum for * arrears of
maintenance.” z
The amalgamations under the Railways Act mark the
abandonment of the system of limited competition and
opposition to combination which had generally charac-
terised British Governmental policy in the past. Many
of the amalgamations under the Railways Act had been
refused in detail to the companies concerhed not so very
long before when promoted by private Bill, or had had
such onerous provisions added in Committee that the
railways had dropped the proposals. Nevertheless, the
new groups did not approximate to the French résaux,
which had their reserved terr1tory and whose frontiers.
generally lay along traffic *“ watersheds.” The lines of |
demjarcation followed the main competitive arteries of
traffic. The Great Western and the Londont Midland
and Scottish march together betwegn London and Bir-
migham and Liverpool ; the Great Western and the
Southern between London, Exeter and Plymouth ; the
}.M.S. and the L.N.E.R. penetrate into the heart of each
other’s territory, the L.M.S. appesring at Cambridge,
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Yarmouth and Edinburgh ; the LN.E.R. at Stafford,
" Chester, and Fort William. But this was largely a
result o} tradition, and to parcel the lines up differently
would have been an almost superhuman task.

The procedure was for the principal lines (the ‘ con-
stituent convpanies ”*) to agree upon a scheme for amal-
-gamation by exchanging their stocks into the stock of

«the grouped company ; and subsequently the smaller
lines (the “‘ subsidiary companies *’) were to be absorbed
by exchange of stocks or in default by cash purchase.
Altogether 121 undertakings were thus merged into the

«four new companies, twenty-seven constituent and
ninety-four subsidiary concerns in all. The effect upon
‘the capital of the main lines has already been men-
tioned. The method by which charges and net revenue
were linked together, and a new machinery set up to
supersede the old system of maximum rates, below
which the real rate level was determined, is of consider-
able interest as an experiment in the control of an
important industry by the State.

The former schedule of maximum charges were
replaced by new ‘‘standard rates,” which it was
intended should be the actual normal charges. It was
hoped thereby to reduce the complexity which arises
from the presence of masses of exceptional rates repre-
senting every degree of divergence from the maximum.
But it was not possible to abolish the exceptional raje ;
it was merely limited to not more than 40 per cent below
the standard rate emcept where special authorisation
was obtained from the Railway Rates Tribunal, the
new court which was to replace the Railway and Canal
Commission as the arena in which the trader could
challenge the railways.
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» It was attempted to make up for the loss in flexi-
bility of charging by a more exact classification of
goods according to their “ ability to pay.” The old
series of classes A, B, C (minerals), and 1—5 {mer-
chandise), were replaced by twenty-two new classes.
Rates were also disintegrated into coﬁveyance and
terminal charges, so that the old “C. & D.” (Cok’
lected and Delivered) and “ S.S.” (Station to Station):
classification was abolished. Even the composition of
an exceptional rate was to be shown to the trader upon
his request. The old freedom in quoting Owner’s Risk
Rates, a favourite device for attracting traffic whicke
could not bear the full rate, was suppressed, and such
rates in future were to bear a real relation to the valu€
of the risk, which was fixed at so much per cent of the
rate in each class.

The control of the level of rates and fares was vested
in the Railway Rates Tribunal, whose function was to ,
see that adequate net revenue was earned, but that
surplus was passed on to the consumer’; that the rail-
ways’ costs were not swollen by inefficient management
and the public thereby penalised, and that equality of
treatment was maintained in the granting of exceptional
or preferential rates.

To implement these principles the railways were each
allotted a * standard revenue ”—roughly the 1913 net
revgnue plus additions for capital subsequently raised.
If in any year the standard revenue is not received the
Tribunal might (if it were satisfied of the efficient
m#hagement of the railways, and that the lack of net
revenue was due to a deficiency of gross revenue rather
gthan excessive costs) authorise charges to be adjusted in
a manner calculated to produce thz standard revenue in
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the future. The Act did not specifically say adjusted
upwards, although most commentators assume this. On
the other hand, where the standard revenue had been
exceéded and the tribunal was satisfied that such excess
is likely to continue, charges must be adjusted down-
wards to an“extent calculated to absorb 80 per cent oi
‘the surplus in the next year. Thus the public had a
four-fifths and the railways a one-fifth participation in
profits above standard revenue.

The implication was clearly that the net revenue was
a function of the level of costs and charges. The method
“‘of regulation was akin to that applied to link charges and
_profits in many gas or electricity supply undertakings.
For instance, the articles of the Derby Gas Light and
Coke Company contain the following provisions : The
standard price of gas is fixed at 13s. 6d. per therm, and
the standard dividend on the Consolidated Stock at
5 per cent per annum. Dividends may rise or must fall
by % per cent per annum for each fall or rise of 0-2d. per
therm in the standard price.

When applied to transport this principle ignores the
fact that railway traffics are normally fairly closely
linked to business activity, which in turn depends
largely upon the movement of commodity prices. There
1is a legitimate assumption that falling prices depress,
and rising prices stimulate, business activity. Accord-
ingly, a transport rate which does not vary in meaey
terms from year to year will nevertheless vary if
expressed as a proportion of the selling price of the
article transported. Thus every change in commodity
prices tends, if rates are unchanged, to benefit one or
other party. The railway secures a larger proportion oC
the selling price whea prices fall : a smaller when prices
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rise. If we assume, as at any rate over short periods
will not be far from the truth, that Tising prices are
linked to rising traffics and vice versa, it is clear that a
railway which does not modify its charges in the same
direction as commodity prices are moving, is acting in
the reverse manner to ordinary commertial concerns.
When demand weakens it raises instead of lowering
prices ; and vice versa. '

The special bounties which one group or another gain
temporarily from rising or falling prices—business men
and traders generally from the former, wage and salary
earners and the creditor class generally from the latter—_
are "the product of inelasticity. Wages and interest
rates are * sticky ”’ in their response to changes in the
value of money (i.e. general price movements) and the
time-lag benefits one or the other group. Under the
Railways Act transport charges thus become even more
rigid an element in the cost structure than wages, or
debenture interest: for they should tend to move
against the general tendency, by rising 1ot only in real,
but also in money terms when declining traffic (the
concomitant of falling prices) produced a shrinkage of
net revenue. In practice, however, no such tendency
has appeared.

The standard rates on British railways were brought
into force on January 1st, 1928. In the first quarter of
1928 the Stafist index number of the price of raw
materials stood at 86, and of foodstuffs prites at 8q.
By the first quarter of 1933 these,figures were respec-
tivily 54-5 and 57. Thus the standard rates for trans-
port of these classes of goods had very considerably
jpcreased as a percentage of selling price. Moreovgr, it
is_a matter of history that total,traffic and (despite
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operating economies) net revenue has very considerably
decreased. Nevertheless, no attempt was made by the
railways to recoup these losses by raising their charges ;
no application to raise the standard rates was made to
the Railway Rates Tribunal until 1937, when a 5 per
cent. increas: was granted long after commodity prices
had recovered from the low levels of the slump
period.

A somewhat similar process took place in passenger
tares during this period, when the retail and cost-of-
living price indices were falling, though to a less extent
rhan wholesale prices. The increase in the real burden
of fares was compensated to some extent by, on the one
band, a greater use of cheap-ticket facilities in place of
full-fare services ; and on the other by an extension of
such facilities and by an improvement in their quality.
This, of course, was really a reduction in prices. Pro-
fessor Pigou has pointed out?! that the peak-hour subur-
ban passenger is really charged a higher price than the
off-peak passenger, since he pays the same fare for per-
mission to strap-hang in a crowded train as the other
does for a comfortable seat. Similarly, if cheap-fare
facilities are made practically the cquivalent in comfort
and convenience of the full-fare service, the effect is
teally a reduction in the full fare.

As an experiment in linking charges and revenue the
Railways Act never properly came into operation.
since standard revenue has never been earned. More-
over, the passage of time has demonstrated that a
system of controlling charges appropriate to a monopbly
may be unfair when applied to a competitor in a keen
struggle for traffic. It has also shown that any system:

* Economics of Welfare, p. 295 (4th ed.).
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of price regulation which does not aliow of some flexi-
b111ty to compensate for changes in the value of money
is likely to irevolve unfair penalties or bounties between
different groups.

Nevertheless, as an experiment in control the Rail-
ways Act was in some ways more sulaessful than
its American counterpart the Transportation Act of
1920, on which it was partly modelled. The American
Act involved the attempt to eliminate monopolistic
profits by controlling rates and fares so as to yield a
“ fair ”” return on railway capital as valued for the pur-
pose, i.e. to exclude all “ watering.” The complexities
which this principle involves need not be emphasised ;
some of them were mentioned in the previous chapter.
The growth of road competition and the trade depres-
sion have stultified the results of any valuation which
did not take these factors into account; and, as in
Great Britain, the chief problem has not been the dis-
posal of a surplus, but the covering of costs.

§4. The Mcaning of Co-oidination. o-ordination, a
word almost as widely used and as seldom defined as its
great twin brother, ““ rationalisation,” has a meaning
somewhat different to ““ control.”” The latter covers the
relations between a transport agency and the State or
one of the State’s organs such as the Inter-State Com-
merce Commission in America. Co-ordination, on the
other hand, is a relation between two or moretransport
agencies. It may apply between similar agencies, as
between two railways; or between dissimilar agencies
as between a railway and a ’bus company. Itsaims are

provide the consumer with a service at minimum, cost

ough the elimination of technically inefficient
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;methods and to ensure that serviges wh1ch are jointly |
demanded, or complementary to each other, are[
supphed in harmony.¥

There are certain forms of co-ord1nat1on which
normally appear without the necessity of external inter-
vention. This specially applies between similar agencies.
On the Continent of Europe the type of railway
couphng, of vestibule connection between passenger
coaches, of brake-hose connection, and so on, are regu-
iated by a freely concluded international agreement in
oreer that through workings may be made. There is an
office in Berne devoted to permanent international
railway co-ordination of this kind. “ Communications
guestions are more likely than others to have an inter-
national bearing. Many organisations, official and
unofficial, have been formed at one time or another to
promote co-operation, such as the Universal Postal
Union, the Universal Telegraphic and Radiotelegraphic
Unions, the Berne Central Office for Transport by Rail,
the International Committee on Maritime Law, Inter-
national Railway, Inland Navigation, Road and Air
Navigation Congresses, etc., not to speak of the
innumerable transport agreements between neighbour-
ing States.”” 'The League of Nations, while it functioned,

~was particularly active in fostering this form of inter-
national co-operation.

But it would be wrong to assume that, becausg, this
type of vo-ordination is required by elementary good
sense, it can always be trusted to appear. Railway
gauges .often show a disparity which has no relatisn to
different technical requirements. In certain countries

1T'tague of Nations’ pamphlet: JIsmternaiional Tvansit &4
Communicalions. e
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the .economy of the 3 feet 6 inches gauge may be an
argument for its adoption in exceptional cases; but
there is no such justification for the variation between
the standard European gauge of 4 feet 8} inches and
the Russian gauge of 5 feet. Still more unfortunate
is-the position of Australia, cursed with thyee gauges,
each of which claims a considerable mileage and a
party of supporters when the question of unification is
brought up.

British canals are not of uniform gauge. Variations*
in width and depth and, above all, in the dimensions’of
locks, prevent through working. On the Continent of .
Europe, and in parts of the United States, barges of 300
tons or over are the standard unit of conveyance ; but.-
the characteristic English vessel, the narrow *‘ monkey
boat,” only loads about 30 tons. Such a vessel has a
beam of about 7 feet and a length of about 70 feet ;
even so, it is not able to pass all canal locks. The
* wide boats *’ of the Leeds and Liverpool Canal, or the
Huddersfield Broad Canal, have constderably iore
beam, but are shorter, and the locks were originally °
constructed to suit these barges rather than the
“ monkey boats.” Some progress is admittedly being
made towards reducing these drawbacks; the Grand
Union Canal, a fusion of three important undertakings,»
has completed an extensive programme of widening and
strengthening its banks, and improving lock accom-
modation. Nevertheless, British canals still 4fford an
Hlustration of the worse effects of completely
uncclordinated growth.

On the Continent of Europe, as international trade

s expanded, the need for international co-ordinajion
of transport has become especially pgessing. The Geneva
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Con{rention on the International Regime of Railways
‘““contains a large number of technical provisions
codifying all the facilities necessary for the better
utilisation of railways for international traffic, as
regards the linking up of railway systems at frontiers,
the working arrangements fqr international traffic,
reciprocity in the use of rolling stock and the relations
between the railway and its users.”* It is not necessary
to emphasise how far matters have progressed since the
garly days of British railways, when the Great Westemn
was originally constructed with a gauge of 7 feet, under
-the impression that, even within one country’s fron-
tiers, railways would always be fairly complete terri-
‘torial monopolies with the dividing line drawn along
traffic ** watersheds,” so that interchange traffic would
be of little importance. The State finally settled the
dispute between Broad and Narrow gauge by delimiting
the area of the former. Unfortunately it cannot always
be said that State intervention is an ideal solution,
There is a legetid, which may be nothing more than a
iegend, that the British Government appointed an
eminent military gentleman to settle the gauge question
in Ireland. The arbitrator was expected to choose as
the future standard either the gauge which offered the
greatest technical advantages, or the one of which
the greatest mileage was already open. Instead, the
gallant gentleman added up the widths of the gaugss in
use, dividéd the sum by the number of examples, and
produced the quotiert as the ideal gauge, a happy mean
to which all new railways were to be constructed. v
Certain forms of co-ordination between different
agencies, the provision of services which dre jointly,

1 I'nternational Tansit and Communications, p. 10.
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demanded, appear plmost everywhere without com-
pulsion. “ Who would say, for example, that bgcause
the satisfactory completion of a large proportion of
long-distance passenger journeys to the Metrogpolis
requires the services of the London taxi-cab trade, that
the latter should therefore be in the ownership or
control of the main-line railways? "’ Laisser-faire in
respect of certain services in joint demand produces
satisfactory results. Railway stations are natural focal.
points for tramway services, just as poris are for railway
sidings. Trains are run to connect with steamers, and
omnibuses (sometimes !) connect with trains, without a.
legal obligation to so so.

But it is probably true that no generalisation as tc
the conditions under which co-ordination is likely to
appear spontaneously can be made with safety. On
British railways the gauge question required State
arbitration? on the other hand, the Railway Clearing
House was formed by spontaneous agreement among
the companies to facilitate through rdtes, standard
dimensions of rolling stock, workings on *‘ foreign ”’
lines, and so on. The canals never achieved this degree
of co-ordination, and by variation in gauge and a
system of ““ bar tolls ” preserved an obstinate indivi-
dualism. The railways co-operate with ocean shipping »
but such co-operation with road services has been
slowgr in growth.

Y Co-ordination is normally most called for whére 4 form
of m)onopo]istic competition exists, as between road and
1G. J. Ponsonby : London’s Passenger Transport Problem, p. 7.

2 And yet, as Mr. C, E. R. Sherrington has pointed out, while
P“':.iﬂia.ment was laying down rules to facilitate through working by a

form gauge, it was often doing its best to prevent the process
being carried a step further by amalgamations.
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rail, Tt seeks to abolish the possikly vicious subsidisa-
tion of relatively inefficient types of transport, and to
allocate traffic to the appropriate chdnnel. Under
. monopoly it is less likely to be needed if charges are
efficiently limited, since in these circumstances the
monopolist_has a keen interest in keeping traffic to the
most economical route ; nor, probably, will co-ordina-
tion be necessary under simple competition, which
should provide its own safeguards.
«¥Finally, the term co-ordination is often used in a
sesse which implies no more than the control over
~supply; as in a phrase such as ‘ co-ordinating the
facilities with the traffic offering.” Thus, the restriction
<on the offering of tramp tonnage in a ‘ saturated”
freight market, or the refusal of a licence to a *bus pro-
prietor who proposes to compete on a route which is
considered by the Area Traffic Commissioners in
England to be adequately served by present operators
—these are forms of co-ordination, at any rate in
popular phraseology. This external limitation or
‘redirection of supply in a competitive market implies a
weakness in the price-system, which, if the co-ordina-
tion is justified, must have shown itself incapable of
effecting the necessary adjustment automatically. This
type of “ co-ordination ” is really an example of the
economic planning which endeavours to effect adjust
ments directly that normally would result fromothe
movement of prices but which do not appear owing t
faulty functioning .of the price-mechanism>

§5. Co-ordination and ** Wasteful Compesition.” “1t i
generally accepted that one Function of Ig(;%o'r'dﬁation i
to eliminate * wasteful competition ”—a term whicl
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reqmres to be used.with caution. Some examples of
what may, and what may not, be legitimately con-
sidered ‘‘ waste ”’ can be compared with each other.
The case of the competition between the L.G.0.C. 'and-
the * pirate ” omnibuses in London has already been
considered. But there 'yas an even more serious prob-
lem in London transport in the 1920’s.r In North and
North-East London surface facilities by road and rail
were inadequate to carry the full ** peak ’ load, and
serious overcrowding resulted. There was a strong
demand for the construction of new underground electric
railways, or * tubes,” to meet the needs of a growing«
population. But for many years such construction hung
fire. The reasons for this apparent under-investment’
were that tube railways as a whole were not profit-
making concerns. In Lord Ashfield’s words, * they have
failed to earn anything approaching a reasonable return
upon capital invested in them, notwithstanding the
fact that some have been able to select the most
advantageous routes.” ,
To what should this result be attributed ? The
‘“ tubes *’ carried full peak-hour loads and worked with
very favourable operating ratios, i.e. percentages of
profit on turnover. But their capital costs were very
high (according to Mr. Ponsonby, in 1932 the capital®
cost of constructing new tubes averaged £800,000 per
route-mile) and their running expenses were very
inelastic. Unless, therefore, they could secure a’good
load factor throughout the slack houxs of the day as well
as dt the peaks, the profit on turnover was quite
insufficient to earn the market rate of interest on thelr

$1 For a full analysis of the situation see G. ] Ponsonby : Londan s
Passengsy Transpors Problem. ,
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capital. Investment would have been at a complete
standstill had not the tubes enjoyed the advantage ofa
poolmg scheme with the omnibuses, the *“ Common
Fundl.” In any event the construction of new tubes
was slowed up, since the directors could not feel justified
in materially weakening the position of the Commoh
Fund through unremunerative investment.

The reason for the poor off-peak load was stated to
be mainly omnibus competition in the slack hours. And
although the tubes and ’buses were under common
owhership to a large extent, there was sufficient com-
‘petition from the “ pirates ”’ to prevent the fares being
raised above the competition level based on omnibus
“etosts. There was another reason for the paralysis upon
tube extension—the possibility of large State-aided
schemes of main-line railway electrification in the near
future. Such tube extension as did take place was only
performed with State assistance in the form of a
Treasury guarantee of interest upon the capital cost.

When a complete monopoly was established under
"the London Passenger Transport Act, tube extension
was enabled to proceed, since control was exercised
over both the supply and the price of competitive
omnibus facilities, and a pooling scheme with the main-
iine companies was established. The new tubes autho-
rised in 1935 could expect a satisfactory load factor,
in so far as control over off-peak omnibus serviceseand
fares éan ensure this. The question now is whether such
restriction is justiffled. The additional satisfactions
gained by the rush-hour traveller through the prov1s1on
of tube facilities are partially offset by the limitation in
omnibuses available to the slack-period passenges,
Despite the danger-of all such quantitive comparisons
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there seems to be some ground for believing that the
possible social welfare to be derived from good ‘‘ peak ”
facilities is sufficient to justify some departure from the
criterion of price and some artificial stimulation’of a
particular kind of output.
" Mr. Ponsonby has stiggested that the real solution of
the problem might be differential charging between
peak and off-peak traffic to an even greater extent than
prevails at present. Whether this is practicable must
be a matter of opinion ; it should be remembered that
in addition to the lower off-peak fares such as cheap
midday return tickets, the standard fare represents ¥
discrimination between off-peak and peak periods, since
it is charged for a very inferior service at the peak
hours.
1t has been argued that there may be true * waste ™
which requires elimination when competition prevents
the formation of new investment which may yield a
large social welfare. On the other hand, where com-
petition is restricted, not in order to evoke new output,
but in order to preserve the value of past investment,
there is not the same justification. It is sometimes
argued, for instance, that where a tramway system
which is capable of carrying all the traffic offering is
subjected to omnibus competition, and is in consé-
quence unable to earn the current rate of interest on its
capital, there is “ wasteful ” duplication of facilities
arising from the new investment in omnibuses, and that
the latter should be restricted. This argument, how-
ever does not seem to be valid. What has happened is
that the obsolescence—the limit to the period during
ywhich consumers’ choice is likely to be restricted to
tramway travel—was wrongly calculated at the time
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the 1nvestment in the trams was made It was then
.that the'* waste,” if any, occurred—when the rails were
laid down and the cars ordered. Had the board of
directors or the municipality in question been possessed
of perfect foresight, and envisaged the coming of-the
omnibus, they would either have adjusted fares so as
'to amortise the undertaking over the remunerative life
of the tramway, or the investment would not have been
made. But to ignore the benefit of technical improve-
ménts, or deny consumers’ freedom of choice in order
to protect past investment, is not to prevent but to
gggravate waste.

Risk-bearing is the essential function of the investor :
if ave extinguish both the rewards that attend correct
forecasts and the penalties that attend incorrect guesses
as to the future trend of consumers’ preferences and of
technical developments, we lose the main incentive to
progress. The great objection to a system of *‘ planned ™’
monopolies in place of competition is, in Professor
Pigou’s words, that * monopoly makes no proper use—
at all events is under temptation to make insufficient
use—of that invaluable agent of progress, the scrap-
heap.”* The fundamental aim is that consumers shall
secure the benefits of technical progress, and we must
be careful that when co-ordination is invoked to this
end it is legitimately applied. There is a fundamental
distinction between restricting present competitionsin
order to secure new investment whose benefits will out-
weigh the losses in consumers’ choice, and abjuring the
benefits of technical progress in order to protect the
value of old investments.{

JThe difficulties in analysing the element of waste in

! Economics uf Welfare, 4th ed., p. 342.
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t\he competitjon for freight traffic which takes place
between road and rail are more formidable than in the
instances already quoted. In this case there is not only
monopolistic competition, but a clash between charging
on a basis of value of service and on a basis of cost to be
considered. The chief difficulty of the rcad-rail ques-
tion is that of settling which class of carriage is handled
most efficiently (i.e. at lowest cost) by one type of trans--
port or the other. The divergent views which can be
held on this question may be illustrated by the fact that
lthe Swiss Government has accepted the principle that
journeys under nineteen miles (30 km.) should be pe:i«
j formed by road, over that distance by rail : while the
Federal Co-ordinator of Transportation in the United
States, Mr. J. B. Eastman, has laid down the principle
that rail transport was generally inferior to road trans-
port for journeys under 150 miles and superior for
longer journeys. Naturally the different size of the
two countries, the variation in average weight per
consignment and in the average length of haul con-
tributed to this enormous d1screpancy ; but the
complexity of the problem is well illustrated.
.» The * unfairness " of road-rail competition is partly
the result of the different legal position of the two types
of undertaking. In Great Britain, for instance, where
railways are * common carriers,” they are treated as a
single organisation and must accept comsignments
between any two stations. Moreover, the “ faw of
undue preference ”’ means that between places similar
disfances apart similar rates must be charged except by
way of duly authorised “ exceptional ’ rates. But the
60,000 road hauliers, whether they:are “ coramon
carriers *’ or not, do not constitute.a single organisation
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that can be required to accept comparable obligations,
_They therefore naturally tend to concentrate upon the
more lucrative routes. The structure of railway costs
makes the margin of profit very dependent upon the
total volume of traffic. Traffic to out-of-the-way places
which requigds a high degree of distributive services
may thus require to be permanently subsidised by that
Detween important centres. The position has been
admirably summarised by Mr. Gilbert Walker in a
paper,? in which it is pointed out that, apart from bulk
traffc in the lower ranges of the classification, “ the
wad haulier is carrying the regular traffic in large heavy
consignments passing along the main traffic routes;
aad he is leaving to the railways the comparatively
expensive business of carrying the irregular traffics, the
small consignments, and the traffic to the relatively
out-of-the-way places.”

" The problem has two aspects: quality and social
costs of service. A basis for the division of traffic must
take account of \his. As a generalisation it may be said,
ignoring for the present the question of charging
methods, that where the rail (or the road) provides a
service intrinsically superior in quality to that of its
competitor and comparable in cost, such a service
should not be suppressed : and where the two forms
provide equivalent services the traffic should be allo-
cated to the route with the lower social costs. It may-
be hazarded that on main routes, when a good spread
of overhead charges.can be obtained through a traffic
approaching the optimum for the line, railway cdsts
will be lower than those of road hauliers for practically
all classes of goods. Moreover, the quality of service,‘

1Economic Journal, June, 1933.



§6.] ACHIEVEMENT OF CO- ORDINATION 187

vxcept in the case of certain special types of penshable
goods, will probably be equivalent or higher by rail.
On the other hand, for small consignments delivered
over a wide area, for short-distance work, and occasional
door-to-door delivery of specially urgent goods over
longer distances, the road vehicle probably has the
advantage both in cheapness and in quality of service.
If such a basis for an ideal division of traffic is :-1cceptede
the task is to find the charging system, monopolistic .or
competitive, and the methods of co-ordination, which
will implement it. -
§ 6. The Achievement of Co-ordination. Many differe:t
solutions of the problem have been sought in different
countries. Both the technical and the legal bases of
co-ordination vary according to local conditions. In
the Anglo-Saxon countries, where railways are generally
operated by private enterprise under a perpetual con-
cession, the approach to road-rail co-ordination has
been perhaps more hesitant than in the Latin countries
where the railways are either owned by the State or
privately operated under a concession which at the end
of a fixed period, sometimes in the near future, will
revert to the State. As a general rule, also, the
co-ordination of passenger transport is more easy than
freight transport, owing to the greater stability of the
industry.
In England the Road Traffic Act of 1930 mtroduced
a hcensmg system for passenger transport ; the licen-
sing authority being the Traffic Commissioners provided
or each of thirteen Areas. Road passenger vehicles
were divided into express, stage arrd contract carriages
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according to the type of service hqbit!ixally provided.
The Jevel of fares, the excess of peak over off-peak ser-
vices, the regularity and quality of the service, the
existence of alternative railway facilities—all these
factors must be taken into consideratlon in granting a
licence. The, éffect of the Act was to slow down the
<increase in the number of such vehicles very consider-
ably. The railways exercisea freely their right to object
to the grant of new licences, and the Act created a
serhi-monopoly for those firms which were in established
busittess before it became law. The British railway
osmpanies, moreover, acquired important share-
holdings, directly or through holding companies, in all
tlie larger road passenger transport undertakings. They
did not use this power to drive traffic back to the rail
through the deterioration of facilities, but left it
to the Area Traffic Commissioners to hold the balance
even between road and rail. In some cases they even
opposed the application of one of their “ own  road
subsidiaries for 4 licence, and rested on the Commis-
sioner’s decision. It must be remembered that although
the returns to the railways from their road investments
may be satisfactory as a cash yield, the depreciation in
railway capital which competition entails must be
cltarged against these receipts.

“/ The first real step towards co-ordination between
road and rail in Great Britain in respect of freight
carriage was the Road and Rail Traffic Act of 1933,
the motive of whicls was to provide a basis for an
economic division of traffic between road and rail. By
it road hauliers were subject to licence and grouped in
three 'classes. The “ A” licence applied to carriage
for hire or reward, and was only granted subject to pro-
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per working &ondifions, mechanical fitness of yehicles,
ctc. The licensee could claim the right to a licence inres-
‘pect of the tonnage which he operated before the> Act,
but the Area Traffic Commissioners were empowered to
use their judgment as regards the granting®qf licences for
further ** discretionary®’ tonnage, after bearing in mind
the facilities offered by otlter agencies and ob]ectlons,
which might be raised, as by the railways, against
granting such extra licences. The ““ C”’ licence appliéd
to ancillary users, and is not subject to such discretion ;
while the “ B ”’ licence was applicable to vehicles used
both for ancillary transport and commercial haulage.
The Act also legalised the “ agreed charge ’ which the
railways had evolved as the method of tariff modifica-
tion most likely to prove an effective competitive
weapon against road competition.

The degree of regulation thus applied to freight road
transport was thus rather less than had been already
applied to passenger carriage, owing to*the more diffi-
cult nature of the problem. The “ C” licences, mdre-’
over, were not co-ordinated or restricted at all. The
effect of the Act was to slow up development in
the road transport industry as regards commercial
haulage, and to increase the value of the “ goodwill
of those firms which were engaged in business before
the passing of the Act. Under the circumstances a
“ claimed tonnage "’ may be a valuable asset With:some
tincture of monopoly revenue. Bug the vital question,
thateof the basis of charging, was left unsettled except
for a proviso allowing the railways to quote compre-
hensive ** agreed charges * to traders. -

/ In the United States somewhat similar legislation was
passed through Congress, in the shape of the Motor
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Carner Act, 1935. This Act created thiee classes: 0*
common contract and private carrier, roughly corre-
sponding to the A, B and C licences in Great Britain..

The Inter-State Commerce Commission is the licensing
body, which possesses control over rates for inter-state
transport, but not for transport solely within the
boundaries of one state. There is an equivalent to the
British ““ claimed tonnage,” but the grant of subse-
quent licences is to bear less relationship to alternative
railway facilities than in England, and the control of’
Jnotor transport is to be conducted * on its own merits
and with regard to its own problems.”* The Transport®
Lo-ordination Bill in the Argentine, roughly contem-
poraneous with the American Motor Carrier Act, is
similar in most respects, but provides for the co-ordina-
tion of tariffs with those of the railway companies by a
National Transport Co-ordinating Committee. More
rigid restrictions applied in Italy and Germany, where
the railways vvere State-owned and the principle of
resiricting motor hauls over a fixed distance found
considerable favour on the Continent.

Whilst the competition between the public trans-
port agencies, whether engaged in road or rail transport,
is a clearly defined problem, in the background of the
picture is the further problem of public versus private
transport. So long as the right of the individual to
use his owvn motor car, and the right of the trader to
carry his own goods in his own lorry, remain (in peace-
time) unfettered, there is a very marked check upon
'the charging powers of any co-ordination scheme or
joint road-rail monopoly. Rates and fares cannot, in
fact, be raised for any journey or commodity much

1 Modern Tyanspori, September 7, 1935.
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apove the costs “of prov1d1ng equivalent transport by
pnva.te car or “C” licence vehicle.

It is argucd that any scheme for co-ordination’ of
frieght traffic may be shipwrecked upon this issue.
For just as the haulier, it is said, takes off the *“ cream ”
of the rajlway traffic and leaves the"unprofitable
residue, so the private trader will carry the higher-
rated goods in his own vehic'e and save money thereby ;
but he will nevertheless expect the public transport
agencies to be maintained to carry any goods which
it is not convenient for him to handle. It cam be
suggested, in fact, that so long as the trader reserves-
the right to undercut the public structure by trans-
ferring traffic to his own vehicles whenever he can save
money by doing so, the load factor of public transport
agencies will be reduced, their average costs will rise
and hence the rates on the traffic which must go by the
public transport agencies will be kept up.

The more urgent problem, however, is undoubtedly
that of the relationship between the rdilways and the
road hauliers, which depends chiefly upon the clash’
between two charging systems—one employing an
elaborate classification based primarily on * ability to
pay,” and the other based on direct operating costs.
plus overheads and profit.

wo suggestions have been made from outside the
railway industry for a possible solution. These may
be s’hortly described as the  Smith Plan ™ and the
“ Mance Plan.”

Mr. Frederick Smith, formerly Chief Transport
Executive of Lever Bros. and Unilever, Ltd., urges
the universal adoption of the railhead principle which
Jaas already been successfully adopted for the rail
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traffic of certain large firms. It in_.voI%es reducing tfe
numbes of railway collection and delivery points to a
minimum, and despatching traffic only iri full wagon-
ioad§ and at a good average speed between these main
traffic centres The work of distribution, short-
distance ca’nage and the seryicing of intermediate
stations would be done entlrely by road. Railway
hnes carrying light traffic and branches acting only

‘“ feeders "’ to main lines, would be closed, and
replaced by road services.

Sir Osborne Mance on the other band. considers
chat the problem would be solved if the charging
system correctly reflected the direct costs of each unit
of transport. He proposes pooling the fixed costs of
maintaining both the railway and the road systems of
the country and meeting these costs by tolls calculated
according to “ what the traffic can bear *’ levied on each
class of goods at the same figurc whether carried by
rail, by a haulier, or in a trader’'s own *“C” licence
vehicle. In addition, the cost of carriage, with a fixed
percentage allowance for profit, would then be charged
by both railways and road hauliers to the traders.
Thus the agency with the lower direct costs would
always have the lower total rate and would always
secure, the traffic.

It will be seen that the  Smith Plan ”’ regards the
problem of allocating traffic to the agency best qualified
to handle it as one to be solved by new operating
methods, whilst the “ Mance Plan " treats it as one of
rate-making. @

These two plans represent attempts to sketch an
idea} solution. Turning to the actual steps that have
been taken by, official agencies, under Part III of th\\
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Road and Rail Traffic Act of 1933 a Transport Advisory
Council was set up. In 1937 the Councﬂ presented to
the Minister of Transport a report on “ Service and
Rates” which recommended the building-up of a
system of road rates to provide a basis for stabilising
the competition betwezn the two forms of transport.
Up to 1938 the railways were believed to consider that
this recommendation of the Council would eventually’
lead to a setilement of the problem. But progresé
was slow, and in November 1938 the railway compa.mes
presented a memorandum to the Minister of Transport
which was a complete volte-face. They asked for repeat
of statutory control of charges mcludmg classification,
standard rates, publication and the * undue prefer—
ence "’ ordinance, in order that they might compete on
free and equal terms with the road hauliers.

The Minister remitted this request to the Transport
Advisory Council for consideration; and, while the
T.A.C. were deliberating, the railways (with the
Council’s approval) entered into direct discussions
with the traders and with other transport agencies.
At the same time they launched a publicity campaign
to draw attention to their demand for, as they put it,
a ‘“ Square Deal.”

When the negotiations had reached a measure of
agreement, the T.A.C. officially blessed the result. The
stafutory eontrol was to be limited to standard con-
ditions of carriage, the obligation to provide reasonable
facilities, and through rates. °The classification,
standard charges and standard revenue, exceptional
rates and the ‘‘ undue preference ”’ clause were to be

bolished. Voluntary conferences were to be éStab-
Qa.ished with the representatives of traders and also
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with road haulage concerns for making agreed schedules
of rates. A Tribunal was to be set up to_hear appeals
by traders and the Tribunal might itself fix rates in
particular cases.

Critics, hewever, pointed out that a number of
points had io be taken into account by the Tribunal
indeciding whether a rate was reasonable ; and it was
obvious that if a sharp division of opinion were to
arise between the railways and the traders, the Tribunal
would be swamped with applications to fix rates.

The war intervened in 1939 before the proposed
legislative changes could be brought about. Co-ordina-
tion or free competition between road and rail remained
therefore, an unsolved problem until the introduction of
the Transport Bill at the end of 1946.

Broadly speaking, four principal alternatives present
themselves :—(%) ‘“ Free " competition between road
and rail, as originally suggested in the railway " Square
Deal ”’ proposals. (b) Limited competition in quality
of service within a framework of fixed rates applicable
to both forms of transport. (¢j A joint road-and-rail
monopoly of public transport (excluding “ C” licence
vehicles) with allocation of traffic by the monopoly
organisation to road or rail. (# A complete transport
monopoly, including ““ C " licences, controlled by the
State.

A few comments upon each may be made.

v{(a) The experience of the months following the
launching of the ‘‘ Square Deal "’ campaign seemg to
show that ‘“ free ” competition between the railways
and the hauliers, with the railways able to use their
financial strength to undercut any haulier whose com

petition was considered ‘‘ unfair,” could in fact onl)&



§0] ACHIEVEMENT OF CO-ORDINATION I05

fead to either tie establishment of agreed schedules of
rates (which is in etfect the second alternative suggested
above) or (o the railways buying out the hauliers
piecemeal (which would in effect be the third alter-
native, i.e. joint road-rail monopoly)

v (8) If road and rail were to compete in service but not
in price, then the difficulties of building up a common
rate structure would be fornidable. The T.A.C. Report
on “Service and Rates” of 1937 suggested that the
road rate schedules should be related only to the cost
of characteristics of the road industry. It appears
highly optimistic to assume that this would lead to agy
consistent relationship between road and rail charges.
But even if the principle is laid down that the road and
rail rates shall be the same for a given transit, the
question will arise whether the service provided is’
really the same. For many commodities road trans-
port is not suitable at all; for others it provides a
service which may be preferred by the traders even
apart from whether it is cheaper than the railway
(e.g. by offering guaranteed delivery not merely within
a certain time but af a certain time of the day).
~/{¢) The third alternative is a financial association of
road and rail, in which the railways must obviously
be predominant. It has been argued above that co-
ordination can be obtained under a complete monopoly,
wghose charges are limited by public control, since it
will obviously be to the monopolist’s advantage to
despatch each unit of traffic by the most economical
bute. But this may not apply where a monopolist,
who has formerly lost revenue through competition,
re-creates his monopoly by the acquisition of fresh
assets. He is under a strong temptation to transfer the
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addltu,nal output to the old assets, ra‘her than wni;r
them down to the extent that is called zor when the
new, asfets are in full employment. This will not
necessarily take place, but the railways would be sub-
jéct to temptation to protect the value of their railway
assets by under-employing their road vehicles, if they
acquired a monopoly of both forms of transport.

7 On the other hand, an interesting suggestion has
been put forward that the track costs of both road
and rail transport should be pooled, leaving com-
petition to be based on direct movement costs. This
suggestlon received some backing from two of the
rdilway Chairmen in their speeches at railway General
Mgetings held in the spring of 1945 It might haveled to
a scheme partly resembling the “ Mance Plan,” whereby
each form of transport would charge rates which re-
flected the average direct cost for each type of trans-
part, thus securing allocation of traffic to the agency
best qualified to handle it. The difficulty of assessing
the contribution payable by each agency to the
track pool would, however, be the chief stumbling
block.

‘ J4) As regards the last alternative, spokesmen of
the Labour Party frequently stated that the only final
solution to the problem of co-ordination could be
found in the creation of a_public authorjty not worked
for profit, owning and opera?frfé all forms of transport,
including recilways, canals, road transport, coastwise
shipping and internal gir lines. The organisation of such
a body, constituted, under the Transport Act, 1947, @s
the British Transport Commission, presents very for-
midable problems. It may prove possible to solve the
problems of organisation and administration, but it will
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Me very difficLlt to preserve the flexibility which is
important for efficient transport service.

It cannot be claimed that any part of the world has’
yet completely solved the question of co-orditation,
and progress must continue for some time along
experimental lines. Not only have the administrative
details to be settled, but the idea of compulsory alloca-
tion of traffic has to overcome opposition. It is a task
of the greatest difficulty to indicate where and under
what circumstances a limitation of consumers’ choice
may reduce “ wasteful competition "’ and thus promote
welfare. And co-ordination involves restriction, ard
thereby acts as a reminder that costs, in the sense of
sacrificed alternatives, are real things.

We have often been told of an Age of Plenty round
the corner ; our need to solve the problems of distribu-
tion, as the problems of production are supposed to have
been solved, is the theme of every after-dinner speaker.
The danger of this attitude is that it often ignores the
fact that costs have reality ; that the price of doing
anything is not doing something else ; that the - use
of scarce means to alternative ends ” and the concep-
tion of resources applied at the margin of different
activities have any meaning in cconomics. Impatience
with co-ordination is often shown by those who feel
that it implies restrictions which in a proper philosophy
of ;abundance should not exist. But, if apphed in
accordance with sound principles, co-ordination merely
throws into relief the basis of costs.as displaced alterna-
tives, which are just as real if not so obvious under the
ordinary working of the price-mechanism.

In Great Britain, and to a lesser extent in the United
States, there has been in recent years an increase of
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faith 1n controlled monopoly—partly due. to improve’,
sments in the technique of State control, partly to the
vicissitudes of compet1t10n at a time of fdlling prices.
But c¢hanges in public opinion of this nature are often
conditioned by political and legal institutions; who,
for instance, would deny that the Anglo-Saxon concep-
tions of democracy and the Common Law have not
mfluenced the whole approach to the problems of
‘“planning ” in these countries ? After all, monopoly
is a form of dictatorship: and although planned
monbpoly, like a benevolent despotism, may be a more
¢ficient instrument of welfare than the blundering
democracy of unrestricted competition, the problem
of safeguards may be insoluble, since despots whose
benevolence can be permanently guaranteed are few
and far between. Plato’s dream of the philosopher-
king has seldom come to fruition; we may never find
,the economist-king. .
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