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Elements of the Transportation Sector of the Economy: 
the players, the technologies

• Orf 467 Fall 2007 Syllabus  (pdf)
• Transportation Defined

– Transportation is an intermediate good
– Transportation is the creation of place and time utility while incurring a cost.
– Purchaser of transportation acquires a bundle of services

place, time, comfort (l&d) , convenience (information)
• utility of goods = f( 1 / landed costs, time, …)

– Place Utility: Lardner’s Law:  law of squares in transportation:
• 1-Dimensional: 

– Let MarketArea (π R2 ) be that area for which Fixed$ + Trans$ < Demand$
– Let Trans$ = C * D ,  C = Const(technology, management, policy), D = distance
– Then R = (Demand$ -Fixed$)/C
– So.. MarketArea = (π (Demand$ -Fixed$)2)/C2  = K /C2 ; where K = (π (Demand$ -Fixed$)2), a const.
– So… If, say, technology causes Cnew = ½ Cold ,then MarketAreanew = 4 * MarketAreaold

– Demand for transportation:
• Elasticities:  % change quantity / % change in attribute
• Attributes: price, travel time, reliability, accessibility, security, l&d, information, comfort, etc
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• “Modes” of transportation:  Major Categorization, by what it carries, by function, 
by what is carrying (supporting) it
• Carries:

• People
• Non-people (freight)

– Regulation split this way
• Function (purpose)

• Intra-urban
• Inter-urban

• by “way” (the support of the transportation or other physical characteristic or function)
• highway, airway, railway, waterway, pipeway, 
• intermodal

• by “technologies”
– bus, car, light rail, truck, LTL, TL, overnight, before 10:00 am, 2nd day, road-railer, 

PRT, AGT, dial-a-ride, jitney
• Externalities:

– Environment, safety, independence, economy
• US Transportation Elements

http://www.bts.gov/publications/pocket_guide_to_transportation/2007/pdf/entire.pdf
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Macro-economic Aspects of transportation
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Fatalities
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Petroleum Consumprion
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Government $$ in Transportation
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Societal oversight on transportation.
• Government Involvement / Influence:
• Why? 

– Transportation is an industry that impacts public interests; a “business 
affected with the public interest”

– To create or replace the attributes of: competition and free markets
• Transportation is a derived good
• Products are justified only by the willingness of people to produce them 

and buy them 
• People are Utility maximizers (do things that make them better off)
• Product should not be sold at price less than marginal cost of last unit.

– Issues of Equity, Economies of Scale
– Should it be nationalize?
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• What?
– Maintain competition ( Courts enforce anti-trust)
– Substitute regulation for competition
– Invest, assume ownership
– Control extenalities
– Regulation has involved: Regulation of entry and exit (Granting of charters); Pricing (filed rate 

doctrine), Employee relations, Operations, Safety

• How?
• Controlled by the legal system based on Common law (judicial precedent; 

principles of law developed in from former court decisions) augmented by 
Statutory law enacted by legislative bodies.

– Concept of “business affected with the public interest”
– Concept of common carriage: serve all shippers on a similar basis, at reasonable 

rates and without discrimination.
• Who’s involved: 
� • Legislature, courts, administrative bodies 

• Started with states, moved to the federal Gov in 1887 with the ICC, 
• ICC was an administrative layer that provides continuity to regulation that the 
legislature and the judiciary don’t provide. (Surface Transportation Board replaced ICC)

– added “executive decisions” to legislative and judicial actions.
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• Evolution of Regulation:
• Granger laws: problem- high rates where competition didn’t exist
• Wabash case 1886: Supreme court ruled that states could not control rates on 
interstate commerce.
• ICC 1887 regulate interstate commerce (RR): promulgate common carriage 
concepts
• 1935 Motor Carrier Act:

• Control of Entry
• CAB Act 1938; purpose: 

• promote aviation by establishing and establishing an airport airways system 
• safety (regulate entry)

• Transport Act 1940 national policy statement
• Regulation of all modes of transportation
• Need a unified perspective

• Reed - Bulwinkle Act of 1948: Joint rate-making anti-trust protection. 
• 1956 ND & IH Act
• 1966 Creation of Exec branch Department of Transportation 
• 3R, 4R, ‘78 Air Dereg. Act, Motor carrier Dereg. Act, Staggers, 
• 1994 Sunset of ICC, Transportation Board

• Current Federal Laws: U.S. Code
– Title 23 Highways; Title 45 Railroads; Title 49 Transportation

http://ecfr.gpoaccess.gov/
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Overview/Modes
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