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PREFACE

THis book owes its origin to a course of lectures on
* Economics with special reference to Railways,”
which I gave at the Midland Railway Institute,
Derby, and at the University of Sheffield, during
the past winter. Each week a resumé of the lecture
was published in The Raslway News, and these
resumés form the basis of the book. I owe my best
thanks to Mr. Frederick M‘Dermott, the Editor of
The Railway News, for kindly allowing me to make
what use I wanted of the resumés. I have revised
tho whole of them, ecliminated the lecture form,
divided the matter up into chapters, re-written
certain portions, and made various additions and
alterations,

I have approached railway problems from the
standpoint of an economist, and have sought to
show how the economic principles which underlie
business and industry in general apply to railways
in particular. Either I had to assume that the
reader had a knowledge of general economics, or I
had to devote space to the discussion of certain

v



vi PREFACE

portions of economic theory; I selected the latter
alternative. As a consequence, the book includes
& good deal of matter which would ordinarily be
excluded from a book on railways, but ite inclusion
has the advantage of emphasising the connection
between general economics and railway economics.
The book is based primarily on a study of railway
conditions in this country, but reference is fre-
quently made to conditions abroad, particularly in
Prussia.

My obligations are very numerous. In what
concerns those parts of the book which deal with
general economics, my primary obligation is to
Professor S. J. Chapman of the University of Man-
chester, who first taught me the subject. I also owe
much to various economists whose ideas I have assimi-
lated sinee I began to study economics, and especi-
ally since I began to prepare lectures. In most
cases, I can no longer say to whom I owe a particu-
lar idea ; there are, however, two acknowledgments
of this kind which I should like to make. Mr.
Macrosty’s account of industrial combinations in
this country, and Professor Pigou’s treatment of the
subject of differential charging, have been especially
helpful to me in writing certain chapters.

.For the information concerming railways, I am
indebted to three sources: in the first place, to
numerous authors who have dealt with different
aspects of railway economics ; in the second place,
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to various parliamentary papers, a list of which, as
also of the authors consulted, will be found at the
end of the book. In the third place, I am indebted
to many of the railwaymen who attended my lec-
tures at Derby and at Sheffield, as in the essays
which they wrote, and in the discussions which they
raised at the end of lectures, they were kind enough
to supplement and correct, in a way which it is only
possible for railwaymen to do, information which I
had obtained from other sources. In particular, I
am under a great obligation to three of my students
of the Midland Railway staff, Mr. H. Curwen of
the Goods Department, Sheffield ; Mr. E. Falconer
of the Chief Goods Manager’s Office, Derby ; ~ad
Mr. T. Radford of the Chief Goods Manager’s Office,
Derby. These gentlemen took the trouble of going
through the resumés in The Railway News after the
lectures were finished, and made many valuable
suggestions and criticisms which have been of great
assistance to me in preparing the manuscript for
the press.

I am further under obligation to my colleagues,
Dr.J.D. Jones and Mr. T. S. Ashton; and to Mr. E.
Falooner and Mr. K. L. Gould, for their great kind-
ness in reading the proof-sheets of the book while it

has been passing through the press.
DOUGLAS ENOOP.

SHEFFIELD, June, 1813,



INTRODUCTION T0 THE 1923 EDITION

DruriNe the ten years which have elapsed since the
first edition of this book was published, the position
of the railways in Great Britain has undergone
great changes, which have not yet fully worked
themselves out. Three phases of this recent trans-
formation of the British railway system can be
distinguished :

1. The first began at midnight on August
4th/5th, 1914, and lasted until Aogust 15th, 1921.
This was the war period, during which the principal
railways of Great Britain were ‘ controlled” by
the Government, which guaranteed to the companies
their 1913 net revenue, subject to certain modifica-
tions. It was a period of rapidly rising prices.
which necessitated the payment of higher wages
and increased outliy on coal and materials; the
working expenses of the railways increased by
leaps and bounds and the deficits to be made
good by the government became greater and greater.
During the war, cheap fares were abolished and
ordinary fares were raised, though probably both

viii



INTRODUCTION TO 1923 EDITION ix

these steps were taken as much with the object of
discouraging civilian traffic, as in the hope of
securing more revenue. After the Armistice, fares
were further raised and rates and other charges
were approximately doubled with the object of
making railway revenue meet railway expenditure ;
these readjustments reduced, but did not eliminate,
the unfavourable balances which had to be met
out of the National Exchequer. The expenditure
shown in the Finance Accounts under the heading
of " Railway Agreements’ was £59,800,010 in
1918-20, £38,233,427 in 1920-21, and £72,748,077
in 1921-22, the last sum presumably including the
first of two instalments of £30,000,000 payable
in liquidation of all claims in connexion with the
** de-control ” of the railways.

One of the many problems which had to be
solved by the Government shortly after the Armistice
was what to do with the railways, as the war-
time system of ‘‘ control” could hardly continue
indefinitely. The conditions prevailing made it
practically impossible to restore the pre-war arrange-
ments. On the other hand, the Government did
not appear anxious to nationalize the railways;
perhaps the heavy deficits which were being incurred,
in conjunction with the pressing need for economy
in State expenditure, had something to do with
this decision. In any case, the Government took
a middle course, which may be briefly described
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as the State regulation of privately owned mono-
polies. Both the monopoly element and the state
regulation element had existed under pre-war
conditions, but they were to be greatly intensified
under the new system as established by the Railways
Act, 1921,

2. The second phase began on August 16th, 1921,
and lasted until December 31st, 1922. It was the
interregnum between the war-time system of
Government “ control” and the new system to
be set up under the Railways Act, 1921. During
this comparatively short period, the railways were
once again under the management of the old com-
panies, which were engaged in the double task of
trying to restore their undertakings to a sound
financial position, whilst at the same time negotia-
ting the terms of the amalgamations and absorptions
which were to come into force with the inanguration
of the new system on January 1st, 1922.

3. The third phase began on January lst, 1923 ;
it is the new system in process of being set up;
some time must elapse before it is firmly established.
At the moment, therefore, the railways of Great
Britain are passing through a transitional stage,
several of the most important changes provided for
in the Railways Act, 1921, not having yet been
put into force. Even when this has been dome,
it will not be until general economic conditions in
the country become more normal that the railway
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situation is likely to settle down to a position of
comparative stability. In view of the uncertain
and fluctuating character of the present railway
position, no attempt has been made to deal with
it in the text of the book, which remains as in the
previous edition. The leading features of the new
system must, however, be described :

(i.) The principal railways in Great Britain have
been merged into four great groups, viz., (a) the
Southern Raislway Co., which includes the London
and South Western Railway Co., the London,
Brighton and South Coast Railway Co., the South
Eastern Railway Co., and the London, Chatham
and Dover Railway Co.; (b) the Great Western
Raslway Co., which includes the old Great Western
Railway Co., the Barry Railway Co., the Cambrian
Railway Co., the Cardiff Railway Co., and the Taff:
Vale Railway Co.; (c¢) the London, Midland and
Scottish Railway Co., which includes the London
and North Western Railway Co., the Midland
Railway Co., the Lancashire and Yorkshire Rail-
way Co., the North Staffordshire Railway Co.,
the Furness Railway Co., the Caledonian Railway
Co., the Glasgow and South Western Railway Co.
and the Highland Railway Co.; and (d) the London
and North Eastern Raislway Co., which includes
the North Eastern Railway Co., the Great Central
Railway Co., the Great Eastern Railway Co., the
Great Northern Railway Co., the Hull and Barnsley
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Railway Co., the North British Railway Co., and
the Great North of Scotland Railway Co. Roughly,
each group has a monopoly in its own area, as is
the case with the French railways, though there
remains competition where the areas touch, or where
‘they overlap. It is expected that very considerable
economies will result from this consolidation of
the railway undertakings, and that these, whilst
to some extent benefitting the shareholders, will
to a much larger extent benefit the general public.
by enabling the charges to be reduced. Obviously
some time must elapse before the full economies
can be effected.

The terms of most of the amalgamations and
absorptions were reached by agreement between
the companies concerned and merely submitfed to
the Railways Amalgamation Tribunal for approval.
In two cases, however, viz., those of the amalgama-
tion of the North Staffordshire Railway Co., and
of the Caledonian Railway Co., with the London,
Midland and Scottish Railway Co., the Amal-
gamation Tribunal which was set up under the
Railways Act, 1921, had to settle the terms, as the
companies concerned were unable to reach agree-
ment. .

(ii.) The principles which should govern the
fixing of tolls, rates and charges for the carriage
of merchandise by freight and passenger trains
and for other services were considered by the
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Rates Advisory Committee, set up under Section
21 of the Ministry of Transport Act, 1919. This
Committee, after an inquiry which lasted 40 days,
reported that the existing general scheme of railway
rates gives satisfaction and that it should be con-
tinued. Consequently, no change in this respect
is made in the Railways Act, 1921.

(iii.) The classification of merchandise is to be
revised. In the first instance, the new classifica-
tion is to be settled by the Rates Advisory Com-
mittee. The Committee in determining the class
into which any particular merchandise is to be placed
shall (in the words of the Act), in addition to all
other relevant circumstances, have regard to value,
to the bulk in comparison to weight, to the risk
of damage, to the cost of handling and to the saving
of cost which may result when merchandise is
forwarded in large quantities. Considerable pro-
gress with the revision has been made by the Com-
mittee, which appears to be taking as a basis a
proposed classification of merchandise by goods train
divided into 21 classes instead of the old 8 classes.
This new scheme was put forward by the railway
companies, the object of the additional classes being,
so far as possible, to merge exceptional rates into the
new standard rates, The draft classification, as
determined by the Committee, is now nearly ready
for final approval and issue.

(iv.) When the Rates Advisory Committee re-
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ported in December, 1920, they stated that the great
increase in the cost of materials and wages during the
last few years rendered necessary new adjustments
of rates which would involve sweeping away the
maximum scales of rates dnd charges embodied in
the Railway Rates and Charges Orders Confirmation
Acts, 1891 and 1892, and the limitation on tolls for the
use of railways imposed by the Special Acts. They
recommended that in future the principle of fixing
maximum scales and allowing the railway companies
to fix actual rates within those maximum scales
should be abandoned, and that the actual standard
rates and tolls should be fixed by an independent
tribunal. This recommendation was accepted by
the Government, and incorporated in the Railways
Act, 1921. By sections 30, 31 and 32 of that Act,
schedules of standard charges, formed according to
the new classification, are to be submitted by the
amalgamated companies to the newly-constituted
Rates Tribunal, which, after considering objections
by interested parties, is finally to settle the schedule
of charges and appoint a day when the same shall
come into operation. On and after the * appointed
day ” the companies will be obliged to charge the
standard charges, unless they put into force an ex-
ceptional rate or exceptional fare granted in accor-
dance with the provisions of the Act. At the end of
January, 1923, the Tribunals had not received the
proposed echedules from the companies, but certain
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preliminary questions of principle had been under
discussion.

(v.) On and from the * appointed day,” all then
existing exceptional rates will cease to operate (sub-
ject to certain modifications laid down in the Act),
with the exception of those which comply with the
three following conditions, viz., (a) that they are not
less than 5 nor more than 40 per cent. below the
standard rates; (b) that they have been continued by
agreement in writing between the railway company
and the trader concerned: and (¢) that they have
actually been applied during 1921 or 1922. As from
the same date, the companies will be allowed to
grant new exceptional rates provided (a) that the,
are not less than 5 nor more than 40 per cent. below
the standard rates, and () that they are reported
within fourteen days to the Minister of Transport,
who may refer them to the Rates Tribunal for deci-
sion. Where an exceptional rate has been fixed by
the Tribunal, it cannot be increased or cancelled with-
out the consent of the Tribunal, though it can be
reduced by the company, but not to more than 40
per cent. below the standard rate, provided the reduc-
tion is reported to the Minister. Where an excep-
tional rate has been granted without reference to the
Tribunal, it can be increased or. cancelled by the
company, on giving thirty days’ notice, subject to
the right of any interested party to appeal to the
Tribunal. In view of the great increase in the
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number of classes under the new classification. it is
probable that far less traffic will be carried at excep-
tional rates than has been the case in the past.

(vi.) The independent Tribunal for the fixing of
rates and fares, the establishment of which was
recommended by the Rates Advisory Committee.
has been set up under Section 20 of the Railways Act,
1921. It consists of three permanent members, one
of whom must be a person of experience in commer-
cial affairs, one a person of experience in railway
business, and one, the president, an experienced
lawyer. There has also been constituted a General
Panel of 36 persons, and a Railway Panel of 12
persons. For the purpose of any particular case,
one person from each panel may be added to the
Tribunal, such additional members exercising all the
powers and functions of a permanent member. The
decisions of the Tribunals are by a majority of the
members, including the additional members.

The main functions of the Railway Tribunal are :—

(a) To complete the general revision of railway
charges commenced by the Rates Advisory Com-
mittee, by determining in the first instance the
standard charges, and in certain cases the exceptional
rates, to be charged by the railway companies, and
by settling standard terms and conditions of car-
riage. The charges are to be so fixed in the first
instance that with good management they, together
with the other sources of revenue, will yield an
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annual net revenue (to be called the standard revenue)
equal to the aggregate net revenues of the constituent
companies in 1913, together with (approximately)
5 per cent. on the capital expenditure incurred since
1913 or not fully remunerative in 1913.

(b) To review periodically such standard charges
and exceptional rates. These are to be readjusted
periodically (i) by raising the charges to provide the
standard revenue, with an allowance for additional
capital, if there is found to be a deficiency which is
likely to conuuue, and (ii) by lowering the charges
80 as to reduce the subsequent excess by 80 per cent..
if there is found to be an excess which is likely to
continue. If at one revision an excess is found, the
basis for a future revision, in the case of a further
excess, is to be the standard revenue, with an allow-
ance for additional capital, plus 20 per cent. of the
previous excess, which is to be known as the “ in-
creased standard.” Such * increased standard ™
may be increased as the result of subsequent
excesses.

(¢c) To determine questions relating to railway
charges brought before the court both before and
after the ‘‘ appointed day.” Twelve such applica-
tions, mostly asking for a reduction of particular
rates, were brought before the Tribunal during 1922.

The existing powers of the Railway and Canal
Commission, in so far as they are exercisable by the
Rates Tribunal under the Railways Act, 1921, will
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cease to be exercisable by that Commission, as from
the * appointed day.”

For more details concerning the Railways Act,
1921, the reader is advised to consult the Act itself
and the first Annual Report of the Railway Rates
Tribunal for 1922, -

Reference must be made to one other development
which bhas considerably affected the position of the
railways in Great Britain during the past ten years,
viz., the great extension of road transport by motor.
This has become particularly acute since the Armis-
tice, with the release of vast numbers of motor
vehicles from the army and the removal of the petrol
restrictions. Much motoring is indulged in for its
own sake, so that a good many of the people who
may be seen motoring on a fine afternoon cannot be
regarded as potential passengers who have been lost
to the railway companies. The same is true of
motorists who now use cars instead of carriages and
horses. On the other hand, a great many people
who have to travel for business reasons, or who wish
to reach particular destinations for pleasure purposes,
do avail themselves of charabancs, motor buses,
motor cars and motor cycles, so that the railway
companies must lose a large amount of traffic. In
the case of the transport of goods by motor, some
represents traffic formerly cuonveyed by horse-drawn
vehicles, but much has been captured from the rail-
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ways. In some cases it is the manufacturer or
wholesaler who maintains his own fleet of vans; in
others, it is a firm of carriers which has established
itself in the motor transport business. The possi-
bility of delivering goods from consignor to consignee
without transhipment or intermediate handling
enables considerable economies to be effected in
time and packing. It is high class, rather than low
class traffic, and small, rather than big consignments
which are concerned, though it is obvious that a very
large number of small consignments of high class
goods lost to the railway companies is a very serious
matter to these companies. In the cass of both
passengers and goods it is short distance rather than
long distance traffic which has been diverted from rail
to road, though the long distance road traffic is by no
means negligible.

Motor transport has made great headway, partly
because of the real facilities it offers in certain cases
both in respect of promptness of delivery and saving
in packing, and partly because of its lower cost. This
lower cost is probably due largely, if not entirely, to
the fact that the motor-owner does not bear his full
share of the expense of providing and maintaining
the roads he uses. Motor taxation meets some of
this cost, but the bulk of it falls upon the local rate-
payer and the general taxpayer. People who travel
by motor or send their goods by motor are really
being subsidised by the local and national exchequers.
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Thus, in so far as the railway companies are large
ratepayers, they are actually contributing substantial
amounts towards the subsidies granted to their
competitors. As under the Railways Act, 1921,
railway charges are to be fixed so as to yield to the
companies their 1913 net revenues, together with an
allowance for additional capital expenditure, it may
perhaps not unreasonably be urged, that it does not
matter very much to the railway companies. They
will recoup themselves by higher charges, and the
public, which travels by railway and which uses
goods transported by rail, will have to bear the
burden. Whether justice, however, is thus meted
out to all the parties concerned is somewhat prob-

lematical.
DOUGLAS KNOOP.

SHEFFIELD, July, 1923.



CONTENTS

CHAPTER 1.

INTRODUCTION.
PAGK
SuBJECT-MATTER OF EcoNoMics, - - - - - 1
DerFiNITION, - - - - - - - - - 2
MeTBODS LF ECONONMICS, - - - - - 5
APPLICATION oF EcoNoMics To Ramwways, - - - (]

CHAPTER 1I.

THE DEMAND FOR COMMODITIES AND SERVICES.
Tas Law or Dinanisming Urtuity, - - - - 11
INDIVIDUAL AND MARKET DEMANDS, - - - - 12
Evasticrry or DEMAND, - - - - - - 14
THE ELASTICITY OF THE DEMANL FOR RAILWAY SERVICES, 18
TEE JoINT CHARACTER OF AN INDIVIDUAL'S DEMANDS, - 21

CHAPTER III.
THE AGENTS OF PRODUCTION.
Lavp, - - =« - - - - - - - 2
LABOUR, - - - - . - - - - - 27
CaPrraL, - - - - - - - - - - 30

OBGaNiSING AND UNDERTAKING PowEr, - - - 31



xxii CONTENTS

CHAPTER 1IV.
THE LAW OF DECREASING RETURNS.

DEcrEasiNG RerueNs o  Inomzasima Conra 1w

AGRIOULTURE, - - - . - - - -
EXTENSIVE AND INTENSIVE CULTIVATION, - - -
GENERAL APPLICATION OF THR Law or DecrEasine

RETURNS, - . .. . - . . .
ArPLICATION OF TRE Laow or DECREASING RETURNS TO
Lasous, - - - - - - . . -

LeNGTR OoF THE WORKRING DAy, - - - . -

CHAPTER V.
THE LAW OF INCREASING RETURNS.

Tae Economizs oy Larox-soarx PropucTiON:
SPEMALIRATION or Division oy Lasousn, - -

Use or MACHIN®RY AND 'Sncumnml or
MACHINERY, - - - - . - -

BETTER UTILISATION OF PLANT AND ESTABLISHMENT,
ReecraLisaTioN or Busingsses, - . . .
DEVELOPMENT OF SUBSIDIARY INDUSTRIZS, - -

INcEEASED OPPORTUNITIES YOB BUYING AND BELLING
ox Favoumasrx Txams, - - . . -

LiurtaTions T0 THE LAow or INcrzasina Rrtunns, -
Joixr ProDUCTS, - - - - - - - -

CHAPTER VI.
INDUSTRIAL COMBINATIONS

Cavses or InpusTRIAL CoMBINATIONS, - - . -
Tyres or PERMANENT COMBINATIONS, - - - -

41
43

47

48
49



CONTENTS xxiii

PAGRE

Tyres oF TEMPORARY COMBINATIONS. - - - - 63
A88001ATIONS TO FURTHER COMMON INTERESTS, - - 65
CHAPTER VII.

THE APPLICATION OF THE LAW OF INCREASING
RETURNS TO RAILWAYS.

Economizs oF LARGE-SCALE PRODUCTION IN THE RalL-

waY INDUSTRY, - - - - - . - 67
CariTaL CHARGES, - - - . - - - - 68
WORKING EXPENSES, - . - - - - - 71

GENEZRAL CHARGES, - - - - - - - 74

MAINTENANCE OoF WAY AND WoRks, - - - 76

MAINTENANCE OF RorriNG STOCEK, - - - - 79

Trarrio ExpENSES.- - - - - - - 81
Heavier Loaps PER WAGON AND PER LOCOMOTIVE, - 82

CHAPTER VIII.

THE APPLICATION OF THE LAW OF DECREASING
RETURNS TO RAILWAYS.

SIMILARITY OF AGRICULTURAL AND Ramway CoNDITIONS
IN OLp COUNTRIES, - - - - - - - 86

ALTERATIONS IN THE NORMAL CARRYING CAPACITY OF A
RAmLway, - - - - - - - - 88

OVERCROWDING AND CONGESTION, - - - - - 92

LiMiTs 20 THE INCREASE OF THE CARRYING CAPACITY OF
A Rammway, - - - s - - - - 94



Xxiv CONTENTS

CHAPTER IX.
COMBINATION AMONG RAILWAY COMPANIES.

PAOE
CAUBES LEADING TO COMBINATIONS AMONG RAILWAY
CoMPANIES, - - e - - - - - 08

COMBINATIONS WHICH CAUSE THE CONTRACTING PARTIES
TO HAVE ONE MANAGEMENT, - - - - « 103

AUREEMENTS WHICH LEAVE THE CONTRACTING PARTIES
UNDER INDEPENDENT MANAGUEMENT, - - - 108

ErrEcTs OF COMBINATIONS ON'COMPANIES NOT PALTILS
TO AGREEMENTS, - - - - - - - 108

"Powers REQUIRED TO FORM RAILWAY CoMDINATIONS, - 110

ErrECcTs OF COMBINATIONS OX THE GENERAL PUuBLIC, - 111

CHAPTER X.
THE DETERMINATION OF PRICES UNDER
COMPETITIVE CONDITIONS.

DeriNIiTION oF VALUE, - - - - - - - 17
Marker Price, - - - - - - - - 118
LoNg-PERIOD Pricks, - - - - . - 19
SaORT-PERIOD PRICES, - - - - - - - 124

Tre SaorT Prriop 1 wBICH DeMawd Has
INCREASED, -~ - - - - . - 124

Tue SHORT PERIOD IN WHICH DEMAND HaS
DIMINISHED, - - - - - - - 126

SuMMARY OF HOW PRICES ARE DETERMINED UNDER
CouMpETITIVE CONDITIONS, - - - - 129



CONTENTS XXV

CHAPTER XI.

THE DETERMINATION OF PRICES UNDER MONOPOLY
CONDITIONS. UNIFORM AND DIFFERENTIAL
CHARGES.

PAGR
TrE Fixine or o UN1ForM PRICE BY A MonoporisT, - 131

THE THRORY OF DIFFERENTIAL CHARGES, - - - 133

CHAPTER XII.

THE SYSTEM OF DIFFERENTIAL CHARGING IN
PRACTICE.

THARGING BUYERS ROUGHLY IN PROPORTION TO INCOME, 139
CRARGING DIFFERENT PRICES IN DIFFERENT PARTS OF

THE 8AME COUNTRY, - - - - - - 140
CHARGING DIFFERENT PRICES AT DIFFERENT SEasons, - 142
CHARGING DIFFERENT PRICES ACCORDING TO THE PUR-

POSE FOR WHICH A Propuct 18 USED, - - - 144

CHAPTER XIIIL

CONDITIONS UNDER WHICH THE PRICES OF
RAILWAY SERVICES ARE FIXED.

DirEcT AND INDIRECT COMPETITION TO WHICH RAILWAYS
- -~ - 181

ARE SuBJECT, - - - - -
STEADINESS OF RalLway CHARGES, - - - - 154
NOKN-TRANSFERABIITTY OF RAILWAY SERVICES, - - 1568
OTHER CONSIDERATIONS FAYOURABLE TO A SYSTEM OF

- 156

DIFFERENTIAY, CHARGING, - - - -



XXvi CONTENTS

CHAPTER XIV.
THE COST OF SUPPLYING RAILWAY SERVICES AS A
FACTOR INFLUENCING THEIR PRICES. )
ranR

DrrresEnces 1% TR Cosr OoF PROVIDING TRANSPORTA-
TiIoN UNDER Vantous Conprriows, - - - - 159

Rzasons wHY THE Exac? Cos? or PrrroeMme a Sza-
VICEH CANNOT BB ASCERTAINED, . - . - 160

Tae DIisTINCTION BETWEEN CGENERAL AND SrECIAL
EXPENSES, . - - a- s - - . 164

GrNERAL ExpENsES, - - - - - - - 168
SPECIAL ExrENses, - - . - . - - 187

Tre Divisiox oy GeNErAL EXPENSES AMONGST THE
Uxrrs or Tearric, - - - - - - - N

CHAPTER XV.
THE DEMAND FOR RAILWAY SERVICES AS A
FACTOR INFLUENCING THEIR PRICES.

JoNDrrions oX THR SBpm o DEMaNDp Imrosz & Lnar
oX CHaBGRS, - - - - - - - - 178

CRABRGING WHAT THE TRAPFic WILL BEam, - - - 178
Urren aAND LOowzr LiviTe 18 THR MATTER OF CHaRGrs, 181

GENERAL VIEW OF TEE DETERMINATION OF Ramway
Crarozs, - - - - - . - - - 182

CHAPTER XVI
THE CLASSIFICATION OF GOODS AND MINERALS.

_Tn'lmmcl or Cowprrions ox ram Sros or Ds-
MAND OoN THR CrassiFioarion or Goops - - 187



CONTENTS xxvii

TaE INFLUENCE OF CONDITIONS ON THE SIDE OF SUPPLY
ON THE CrassIiricaTIiON or Goobs, - - -

INCOMPLETENESS OF BTATUTORY CLASSIFICATION, - -

CHAPTER XVII.
THE FIXING OF RATES.

CONDITIONS WHICE INFLUENCE RATES A8 WELL as
CLASSIPIOATION, - - N - . - .

CoNDITIONS WRICH INFLUENOR RATES BUT NOT CLASSIFI-
OCATION ¢

ProvisioN or TrRUCks, - - . . . -
DiSTANCE YOR WHICH TEE TRAY¥FI0 18 CARRIED, -
THE CHARGE FOR SERVICES OTHER THEAN CONVEYANCE,

CHAPTER XVIIL
RATES BELOW THE MAXIMUM POWERS.

OwneER's Risk RATES, - - - - - - -
REDUCED RATES ON ALL TBAFFIC BETWEEN PARTICULAR

STATIONS, - - - - - - - .
EXCEPTIONAL OR SPECIAL RATES - - - - -

EXCEPTIONAL OR SPECIAL RATES AND UNDUE PREFERENCE,

THE CHARGING OF HIGHER RATES FOR SHORT THAN FOR
LoNa HAULS OVER THBE SAME LINE, - - -

CHAPTER XIX.
PASSENGER FARES.

DIPFERENCES BETWEEN PASSENGER AND Goobs Trarrrc,

POLICIES WHICE MAY BE ADOPTED IN CrassIiFyiNG Pas-
BENGERS AND FixiNnag FarEes, - - - - -

PAGE

189
198

198

199
201
206

21

213
214
220

221

224

225



xxviii CONTENTS

pacE
THE WAYS Ls WHICE DISTANCE MAY BN TAKEN INTO
A0COUNT IN FrxiNng Fanes, - . - . - 220

CosT or PROVIDING THE SERVICES A8 A DETERMINANT
or Fagres, - . - . - . - - 229

ABILITY TO PAY A8 A DETERMINANT Oy Fanes, - - 234

CHAPTER XX.
STATE REGULATION OF RATES AND FARES,

STATE KEGULATION OF FaRks, - - . . - 239
StaTE REQULATIOX OF RaTES, - - - - - 239
STATE REGULATION OF RATES AXD FaARrEs 1x TR UNITED

StaTES, - - - - - - - - - 242
RECENT TENDENCIES IN STATS REGULATION, - - 244
CHAPTER XXI.

STATE OWNERSHIP AND MANAGEMENT OF
RAILWAYS,

REASONS WHY THE QUESTION OF THE NATIONALISATION
or Ramways 18 comiNe TO THE Form IN THIS
CouNTrY, - s - - - - - - 248

GROUNDS UN WHICH THE ADVOCATES OF NATIONALISATION
Bask THEIR HoPESs OF REFORMS, - - - - 251

SoME ARGUMENTS OF THR OPPONENTS OF NATIONALISATION, 257
TaR FINANCIAL AspEcTs OF NATIOWALISATION, - - 2060

‘THE RELATION OF PARLIAMENT TO THE STATE RAnLway
ADMINISTRATION, - - e ]

CONCLUBION, - - - . - - . - 2084
AUTHORITIES, - - - - - - - - - 207

INDEX, - - - - - - - - - 270



INDEX

n, refers Lo fooinotes

Agents-of production, 25-32.

Agreemente by railways con-
cerning division of territory,
106, 107,

Alterations in rates and 1ares,
influence on receipts, 18-21.

Alternative demands, 22.

Amalgamation of railways, 95,
103, 104, 110, 112, 113, 115.

Amencan Tobacco Co., 63, 65

Ap of
rmlways, 8-9.

Armstrong, Wlutworth & Co.,
62.

Art of ecunomics, 5.

Asquith, Mr,, attitude towards
railway nationalisation, 265.

Austrian State Lines, zone
fares, 227, 228.

Bell Bros., 63.

Birmingham and Derby Ry.
Co., 104,

Bleachers’ Association, 62,

Board of Trade, 241, 242, 263.

Bristol and Exeter Ry., 109,
110.

British Ameri
63.

Brunner, Mond & Co., 63.

Burton-Blackpool  excursion
traffio, 167, 168.

By-productas, 63, 57.

Caledonian Railway Co., 107.

Tob Co.

Calioo Printers’ Association, 62,

Capital, 26, 30, 31.

Capital charges, 68-71.

Cartage rebates, 208.

Central Agency, Ltd., 68,

Channel Islands traffic, 105.

Charging what the traffie will
bear, 177-181.

Cheap Trains Act, 1883, 239.

Clarke & Co., 61.

Clamification of goods and
minerals, 187-197,

Coats, J. & P., 61, 66.

Collection and delivery, 208,
209, 240, 241.

Combinstions amuug reilway
companies, 96-97, 98-116.
Combinations, industcial, 58-66.

Commodity rates, 187, 220.

Commutation tickets, 232, 233.

Competition, influence on rates,
213-219.

Competition to which railways
‘are subject, 161-4.

Congestion, 92-4.

Control system, 71, $0, 01.

Crosafield’s, 63.

Decmnngeocu,lnwof 46-58.
Decreasing returns in-' agricul-



INDEX

Decreasing returns, law of, 33-
48.

Deduction, 6.
Demand, definition of, 12,
D d for cc dities and

services, 10-24.
Demurrage regulations, 70,
71 n., 94, 115, 266 n.
Differential charging, 133-150.
Diminishing utility, law of, 11,
12.
Division of labour, 47, 48.
Dorman, Long & Co., 63.

Economic laws, 3, 4.
-Economics, application to rail-
" ways, 6-9.

Economica, definition of, 2-65.

Economics, subject-matter of
1,2

Economies of large-scale pro
duction, 46-56, 67, 68.

Education, 29, 30.

Efficiency of labour, 27-30.

Elasticity of demand, 14-21.

Eleotricity oharges, 145-150.

Electriﬁcst.:'on of & railway, 94,
95.

Elder, Dempster & Co., 63.

English Sewing Cotton Co., 62,
65.

Entrepreneur, 32.

Environment, 28.

Equal mileage fares, 227.

Equal mileage rates, 201, 202,
204, 205.

Establishment expenses, 49.

Exceptional rates, 214-221.

Exoursion fares, 234-236.

Export rates, 217, 218.

Extensive cultivation, 35-38.

Family tickets, 233.
Fares, fixing of, 224-237.

271

Fares, influence of alterations
on receipts, 20, 21.

Fares, State regulations of, 239.

Federal Railway Rate Act,
1910, 244,

Fine Cotton Spinners’ Associa-
tion, 62,

Firat-class, considerations in
fluencing selection of, 20, 21

Firth & Sons, 63. )

Fixed expenses, 49.

Flat rates, 201, 202, 204, 205.

Forwarding agents, 209, 210,

Fourth-class in Prussin, 226,
236.

French railways, 185, 257, 258.

General charges, 74, 75.

General expenses, 164-167.

General railway classification
of goods, 197.

Gossage’s, 63.

“ Grande vitesse,” 194,

Great Central Ry. Co., 104, 105,
107, 111, 113, 153, 214, 227.

Great Eastern Ry. Co., 104,
111, 113, 170, 22

Great Northern Ry. Co., 107,
111, 113, 214, 223,

Great Western Ry. Co., 91, 103,
106, 107, 109, 110, 153

Heavier loads per wagon and
per locomotive, 82:85, 89-90.

Hepburn Act, 1906, 244.

Hotel charges, 142-144.

Hungarian State Railways,
zone fares, 227.

Imperial Tobacco Co., 54, 83,
85.

Import rates, 218, 219, 221.

Increasing costs in agriculture,
33-38.

Increasing costs, law of, 33-45.



272

Increasing returns in railways,
67-85.

Increasing returs, law of, 46-

Increasing returns, limitationa
to law of, 65, 56.

Induction, 6.

Industrial combinations, 59-66.

INDEX

London and North-Weatern
Ry. Co., 91, 98, 106, 107, 108,

. 113, 114, 214,

London and Bouth-Wostern
Ry. Co., 108, 107, 153.

London, Tilbury and 8outhend
Ry. Co., 104,

London Underground Rys., 96.

Inelastic demands, 15, 16.

Intensive cultivation, 36-38.

International Mercantile Mar-
ine Co., 62.

Interstate Commerce Act, 1887,
243,

John Brown & Co., 03.

Joint Claims Committee, 115,
Joint demands, 21-24.

Joint lines, 107,

Joint products, 56-58.

“ Kartell,” 65.

Labour, application of law of
decreasing returns to, 41, 42.

Labour, efficiency of, 27-30,

Labour, hours of, 42-45. '

Lancashire & Yorkshire- Ry.
Co., 91, 1086, 107, 153.

Lanecashire, Derbyshire & East
Coast Ry. Co., 104,

Land, 26, 27.

Laws, economic, 3, 4.

Lease of railway undertaking,
104, 110.

Leeds, Northern Ry. Co., 103.

Length of working day, 42-45.

Limited season tickets, 233.

Lister & Co., 63.

Liverpool Overhead Ry., $6.

Loads, heavier, per wagon and
per locomotive, 82-85, 89, 90.

Local traffic, 108-110.

London and Blackwall Ry. Co.,
104,

Long and short hauls, 221-223,
Long-period prices, 119-124,
Luggage in advance, 168, 169.

Machinery, use of, 48, 49.

Maintenanoe of rolling stock,
79, 80.

Maintenance of way and works,
75-79.

Marginal purchases, 13, 14.

Marginal utility, 11, 12.

Metropolitan Ry. Co., 233.

Midland Counties Ry. Co., 104.

Midland Ry. Co., 76-79, 91, 96,
104, 106, 107, 108, 109, 110,
113, 114, 202, 214, 223, 227.

Naval Construction and Arma-
ments Co., 61.

Normative sciences 4, 5.

North British Ry. Co., 107,

North-Eastern Ry. Co., 83, 84
91, 103, 107.

North-Eastern Steel Co., 63.

Northern Counties Committer
75-78.

North Midland Ry. Co., 104.

Obsoleacence, 80.
ising power, 31, 32.
Orient Line, 64.
Overcrowding, 02-94.
Overtime, 42, 44.
Owner's risk rates, 115, 20
211-213,

Passenger {ares, 224-237.



INDEX

Peninsular and Oriental Steam
Navigation Co., 64.

Pennsylvania Railroad, 79.

¢ Petite vitesse," 194,

Pleasure party tickets, 233.

Political Economy, 3.

Pooling agreements between
railway companies, 98, 105,
106, 111, 113, 114, 115.

Positive sciences, 4, 5.

Powers required to from rail-
way combinations, 110.

Prioce of railway servioes, 151-
186.

Prices under competition, 119-
130.

Prices under monopoly, 131-
138.

Primary expenses, 49.

Provision of trucks, 199-201,

Prussian Railways, classes of

aoccommodation, 225, 226,
236, 237;
demurrage  regulations,
266 n.
equal mileage rates, 201,
203.
excursjon tickets, 236,

fares, 227, 229,

international competition
and special rates, 216-
219.

period fordelivery,194,198.

season tiokets, 233.

State ownership, 253-257.

terminals, 208.

Railway and Canal Commis-
sioners, 110, 242, 244, 245.
Railway and Canal Traffic Act,
1854, 241, 243.

Railway and Canal Traffic Act,
1888, 241.

Railway and Canal Traffic Act,
1894, 241, 244.

273

Railway and Canal Traffic Act,
1913, 241 n.

Railway Clearing House, 74,
107, 108.

Railway Clearing House Con-
ferences, 105, 115.

Railway competition, 151-154.

Railway Department of Board
of Trade, 263,

Railway Rates and Charges
Order Confirmation Aots,
1891 and 1892, 188, 195, 199,
203, 240.

Railway Regulation Act, 1844,
239,

Railways, application of law of
decreasing returns to, 86-97.

Railways, application of law of
increasing returns to, 67-86.

Rates below maximum powers,
211-223.

Rates, fixing of, 198-210.

Ratea, influence of alterations
on receipts, 18-20.

Rates, State regulation of,
239-242,

Retail shopas - established by
manufacturers, 64, 55.

Royal Mail Steam Packet Co.,
63.

Runcorn Bridge, 160. -

Running expenses, 49.

Running powers, 107.

Salmon and Gluckstein, 54.

Season tickets, 232,

Service terminals, 206-208.

Sheffield and District Ry.,
105.

Short-period prices, 124-129.

South-Eastern and Chatham
Ry. Cos.' Managing Com-
mittee, 104,

South Leicestershire line, 96.

South Yorkshire Coalfield, 152.



274

Ry., 107

Sp;oinl expenses, 164, 185, 167-

71

Specialisation of busineases,
50-52.

Specialisation of labour, 47, 48.

Specialisation of machinery,
48, 49,

Special rates, 214-221.

“ Spediteurs,”’ 209, 210.

Spirit daty, 17.

Standard Oil Co., 141.

State éwnership and manage-
ment of railways, 248-266.
State regulation of railways,

238-247.
Station terminals, 206-208.
Subject-matter of railway eco-
nomics, 8.
Subsidiary industries, 52, 53.
Supplementary expenses, 49.

Tapering rates, 202, 204, 206.

Tay Viaduet, 160.

Tea duty, 17.

Third-class, considerations in-
fluencing selection of, 20, 21.

Tobacoo war, 63.

Ton-mjles, 83.

Trader’s tickets, 224, 225, 228.

Train de luxe, 226, 229.

Train-miles, 82, 83.

Trucks, provision of, 199-201,

Undertaking power, 31, 32.

INDEX
8South Yorkshire Joint Line

Undue preference, 220, 221,
240, 241,
Union Castle Line, 83
United SBtates Railways, classi-
fication, 194, 197.
commutation tickets, 232,
233.
long and short hauls, 223.
State regulation of rates
and fares, 242-244.

Value, 117, 118.
Variable expenses, 49.
Viokers, 61.

Wagon-load classes, 193.

W:l;;}.\ounng regulations, 101,

" Wealth, definition of, 3.

Week-end ticketas, 235.

Western Ry. of France, 267,
258,

White Star Line, 63.

Working sgreementa between
railway oompnmel, 104, 108,
110.

Working expenses, 71-82.

Working union of railway com-
paaies, 104, 110, 115,

York, Newcanb and Berwick
Ry. Co., 103.

Zone system of fares, 227,
Zone system of rates, 202-204,
208, 206.

Printed by Lows & Bavpoxs (Printeas) Lrn., Londow, N.W. 1.



ERECKRED
2003k




, CHAPTER X.

THE DETERMINATION OF PRICES UNDER
COMPETITIVE CONDITIONS

Definition of value. We now approach what may
be described as the central problem of economics,
the determination of the value or price of a com-
modity or service. Value means power in exchange,
and value expressed in terms of money is price.
In common parlance ‘“ value ”’ is not used exclusively
in the sense in which it is defined here. A man
may speak of a valuable picture, and ngean either.
that the possession of it gives him great satisfac-
tion, as it happens to be the portrait of an ancestor,
or that it is worth a lot of money. In the one
case, he contemplates the picture alone and expresses
a personal opinion about it ; in the other, he com-
pares it with a second article—money. Formerly,
economists used the expressions * value in use”
or ‘“intrinsic value,” and ‘ value in exchange”
to distinguish between two kinds of *‘value” ;
to-day, they speak of “ utility ” where * value in
use”’ is implied, and restrict the word ‘‘ value”
to one meaning—power in exchange. The picture



