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ot thOoo �oor11mu:,. concon»d r.•tac tlD Walth gt•tt-.T..Drr · nd tho 

�1th «11':8Q:s.in6 act1V1t!.ee or a,,m. '1 Cll lt then °bG<-,oneo MCfJ...,. 

o:ir.1 t'o r:ci:O ,.. tr1cf cru."V� .. of � tor, or the uns:;oo ::?ntl canoo,, te 

o'l ooo®oic ce!oncc Wh!.oh utll bQ o-,�"r1� e to @d uoefnl 

in tb1o otuc.;. 

lt 18 GV!d ll 't fl.•OL th18 {ieflll1Uon �t cat 10 tho centev 

ot ooot!O-:lic ccti\"1t1oo .. � ver., or1c1n ot tha wrd oeonomco 

to -t·:o Gr � r!X)Qtl!n., bc-.wobolcl !!t:.n �· :::ect � ooncctt1n,."' itcelt 

With tbo �oont of' �ho oucoholat. t1l1 Jnot1tut1on o-e ---"• fl) 

F.urthc1"l:t0ro. tbo cio.neo 1 .... oor.:a,X'ZlSd t11 h pro cti � 

wams thO 1os10 1 ca ot Mch !c con.c tt'Oll of tt.,:, pr?t.oo o 

ot prod:Uctton .. lt tbcn usoomoo w no ra to cJ: !l1zlo tin -verol 

tootoeo of pro ,:tct1on.. t) o,.;;· bo !'O dily <m:.::,eoto�. soc1ct" h..,e 

not rooocw.ood oll o:t tbe f otora o.t oll ctacen of ito davelo -

,nt c�d »ly tbe �-11,m oo.ncc,P'tion of t-"<too 0111 b pnoont d 

Mro. (Zl �be toUZ' t ct� of pro6uot1on c.r • lnr. • l ooi-. 

o.-1p.it l onu tb3 o»trant'CZ01l!'. .o ft "'tnitl 11 o.. ,/:r- C!ltl'G..,nrie 

non �..or ol proe:.1ot10 a.., 1n potr�tu to �n o � oentor ot 

eoono1!11e nat1Y1t1oc. 
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rn a brief' examination of these several factors it is to 

be stated that land include all natural agents, including 

waterfalls, the air, anEl every gift of nature. Professor 

Seligman points out that this factor should be treated sep­

arately because of its source, its durability, and the dif­

ferential nature of its income, rent. (1) Pure economic rent 

is the result of the existence of different qunlities of land 

possessing different grades of fertilit;:. It ia therefore, a 

differential element determined by the m3rgina1 or the last 

p4ece of' land that is brought into cultivation. Professoe 

Irving Fisher declares th�t all oQ ital produces an income 

which is also differe-ntial in nature since all c�pital is 

not equally productive, and sees no re�son for declaring land 

peculiar because of the differential nature of rent. (2) It rn y 

be added that land differs further in that though it is cap­

ital it is not freely reproducible as in the ease of other 

capital. Capital in this sense 14 used to mean wealth used to 

produce more wenlth and wealth as "all useful agreeable 

exchangeable thihgl Which may not be obtained wit' out labor 

and sacrifice� (3) 

Labor is the exertion of human energy and effobt not merely 

tor the pleasure of exeBtion and is productive when it adds 

to the sum total of utilities,Capit l is wealth used to produce 

more wealth but it is obvious that the factors libor SJld cap­

tel are no t and could not be considered seperately . Professof 

Seligman points out that labor never produced any thing absolu• 

tely per se, (4) and the sane 1s true of capital . The share of 

no, <selj<"l'l::,n ,�ri cin]es of i!'c0n0,.,icL. -
(2, -c,isner, 
�3, 1,2. ill, Prir,cirles of "'col"Ol"lics,­
(4, Qeligm 1, �ssays on TOX tion,-
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']_(l.lllO t"'no l"UilrJOtl 10 concor.: d uith t·l8 C1:'0 tlon_ ot 1 .. oo 

utUity.,tl) 

itcolt uith en cttcor,t to ctnC� 

tho eetc innt 11.-r. of tho r'i.a 'UJ'lnroticn .1.e l:'ht I :tlr.>--C. t:or 

ito ce vice in the ere t�on f l oo ut ·1 ·ty.. t'he <.1:iect�on 

doeo not rc®lve 1ton1:t' .r.to t o e torcin...,Hoo of tho sh:l.ro 

of lnnt'l or 1 tor., en it 1 • � .c ci:tr<::nr.-;ncur :f'or co i� the 

c n'fll f the .foctol'O er c11"'.::.-:t: -u r, 

t!on. 1t l ln or cll'il tbe 

n re oono r ro !°'.>rcn:>ot ln tho rnilro d (mt ,. ,1•00" ut 

., ,21 net on._ :-t the lotter teo cnr. fom n fom1� 1o 

couroo tor t�o fyrcor. 

�-;e ronc.!.cr. u t: o t· o r: nro t !:o. t!'..o fore 

of revc:mo e .. iv cl .:-0!!3 rntoa h;.ch nrc tl o 

'a 

orvioc ct to ll\ tor- of t o 

.t.1im o! m;cl. n:--o. V luo 1 �ho no 

t erm6 �t.c· in o�n f � it� lf • •  10 10 v lo n
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tll t- k • t•ico ill bo 
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f �r rate of r lt. 

oot oo an nlti t 

at the Jnt t u· · h 

!r::'!. • ·,1 to 

o c nt or r. uct!<m lu e

ouch 
ote in�t of rtoo. un�or 

con it1 nc o rccotfli::o y � r o. � -D teen onco ted 

Cl J. r�hnll. r1nc1 leo no. icn. • C:?4. 
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appropriated to (the I gener'11 ex,Ia nees and diVidena.a. 
The manager ,,ishes this to be po large "S posi.,ible.Haw 
pill ha seduction ot rates affect th�s? 

Reduce to x' and the �raffic is y', the gross 
earruings OF' and tho expenses OC'. The incre�ae in 
earnings is y.::minua xP equr1la x"Dy minus yDx. The increase 
ill operating expenset· e _u� ls yC' equnls crJy. Ath the 
point where the for�er ceeses to exceed the latter, the 
diff&t'enttals must be equ�l. Then xo.y minus ydx equrla 
cdy; or (x minus c)dy equs.1s ya..··d for convenience of 
illustr tion,the dif:erentials themse:ves arerall tra�ted 
es positive/ Due allowance for this is made in the sign� 
of the terus.) no saMe result might have been obtained 
in another way. The rectangle c P equals (x minus c)y. 
The railroad ma.n�ger v,iehes to ma.lte this a maximum. Its 
first differential must, therefore, equal to zero. �le n 
(x minus c)dy minus ydx equals to zero; or ix minus c)dy 
equals to ydx. 

This curve is independent er: the railroad manager and dere nds 

on oosineos conditions. Egch class o� com�odities has a a 

curve of its own. The right ena of the curve is based on 

the value of the cOIDl!IOdity ond a high r�te TTould reduce it to 

the x axil! , It wil extend for to the right for valuable 

commodities. The up er end of the curve depends upon the 

expansiveness of supply and demrnd rather than value. 

t'here either of these is limited the curve soon 
soon approPches the "xis y where they totl. exp�nd readily. 
the cu-vves run ::ilmont porpendiculorly ----. E.uch traffic 
tends to araduction in r tes. The traffic in food, fuel 
and other articleu of common use :f'urnioh the best ex mples 
of this, it iG gener�11y true of lon� distrnce trrf_ic 
by which new sources of e11pply �re developed. 

Thae the p ossibility of charging high ratea depends 
upon the v�lue o f  thA article m�inly, butthe profitablene 
of making large reductions depends on the expandiveness 
of the traffic. If reductions are nnde on traffic TThich 
does nvt e:apand, somebody else besides the railroad gets 
the whole profit. Phan the supply c:merpand, but the demand_ 
does noi the benefit goes to the consumers. This is the 

casa in geueral reductions of r�te on munufacture4 
articles where there is no pool. If demnd can expand 
more rapidly than sup�ly , the production goes into the 
pocket of the producerior mi4dlemen •• This is the o ee 
in the milk traffic. 

Hadley then �rgues tha, fixed charges and divi�ende do 

not affect charges except in so far as a road v1hich is. paying 

high dividends may reduce r�tes lower than otherwise '\tt would 



••••.itt•t'"-t•�•••••-•••'<l..•i>,0,�•I''" �•!.•hl"it"t<l,ltll_•t.•f• ... ," ...................... ,t.f._,,, 
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1n ord�t- not to tor.,)t oth r c it 1 1ri.to tho floltl. tlut oh1" o 

f1z,!,d o'h--r�n t!l',:l �t t ken into oc�aidorc!t!on in r.tillin r�tco 

the �opccUvo rawn:ie 1 t ton ,tto cor;cidol"i'!tion ooro.ro

!neur.rill the fS.Sd en l'G.>s.

It h o ooon ta!aa tl1 ratou o 

o.t point tbnt i"l ;viola tl c cont 'f OJ."for:,1� t� norvieo 

plu.o �--1r t"Qte t rotit. Int the re l'Oc:lt :I� .. 100,'7 

lr.iva . ro"1o th t the r llro 15 :Ss n leduotey ir "'.'h1ch 111,1ute-
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t 8 
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oporo.to ho_,. 4 "1! 
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trne11 !.o :nrol el 

G c1 i� in � c (lu t,--y 'tM on 

tar rcetzctio_. S-Mr; ootti?r'.letJ 

') o�,... it -: ou"t(l ire 00

to thr.ou.,.ho 

... 0 :)t-;r1ous tbor. � .. { 

enro re,--_,,:,-""." lt oft 

, d vol t t> l! 

th t ·t � .. m.1 !! ir:to tho

to h -ro to p :1 woe rc:oo 





lt h o nl1-c y boon obcorved that rateo nnd prioeo re 

of wry 1 1 lic.r rui t-..u-e pre.ctic lly id ntl� i. 

re.to io uric for the dd tin of 1 � ut111t to 001!1C0�1tiec 

c.g in. it �o 1rc ay been ob erved t t 1£ ur.re trlctet'! co o4,, 
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• out e rc11ro • rt 111 01 
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ot to 
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villo h b:JO the o.xtt".nt ot t 

e,;, t c1ty. t'ho !t.i.rct c co, t c 
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Secondly. the �!lro a ht be opcruted on tho boG,o of' a 

fee oh r �d c ec1r1c�ll� for tho ccrvlce e�f'orc a. �h1o \"iOU1u 

oorres o,-:i to tb a.1 .,'t 1 r 

the 11po t l' th orv ot o �r t 

t "ccUft.i.co an is kn01:m e 

• th1c t eor <£ o or t1o 'f'
hn�'O 

ths rn1J .O"'" :m1$ht/ito ex ,, .. i.: to ex cLly q1: l Ho reve uoo 

or no tl!6 poott'ffico ucu 11y o c it r o on q 

defio!t b e1o n1 u, t1 n. 

Jn th� l ttcr c cit 1c cv1e t:..... t tho �orm e,f cliocri 1r. Uo...,, 

referre to tn th "'OOV th"O , f to S!!n r5t ould rov lt 

here 1co. 

Thirdly. GJl l tl., t 9 r 1lro � ro:tod on tm 

b ai:1 oi' proi'l t. bather nd r at t o.rno:r-ohi m nr1 '\"; to 

it aeeoo cer inly o y t thi is 

It 18 llOt tho rovil'lc cf tbi 

n:1. 

to dioeueo h9 grc t rit 

of oel.f intoroot or to laud. t eeo t lai ae -t. ;ro pr1no1p10 

� doo n1t· • .1 t it 0 t ny C h "Te 

CO;'lO ovo� o r  ooc·oty t 1c ion 

for our roilro (1.o. 1'b.o ol·., into rn 

ncn1�at n �...!Gh rt rn tc:,T.u• 0 

h�a ouch nr, el ctlc a4 n t t th� 01,0 0 ,r: :t t1on 

would ol on !VO it intor ra .. tto tbet of the 

preccdit!S o the nc c!.Ain: • t c ur. er thi. let {'COI.7 

that t moot of the thco:- 1: or rntoc ac l"y r ot: c d

r1so. 

Obvio�ely th ro .oui b ro 1 toe unu r the uto 1 

t eory of � orctior. c Ao thci-o lll r o cb:.r ., e>-..J.l tor vorti l 
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transportation as evidencec by elevators so would the same 

principle be ap lied to the r ilroads. Thio could be the 

state of ffaira �nly in u socialistic state the merits of which 

relevant here nor would the general arguments ag inst sur.h a 

state add to the thesis of this pa er. 

Under the postai tneoty of operation a fee �ould be for 

the service specifically perfo11n11 e4. As in the case of the 

poatof�ice distance and geogr phical advantages would be 

tot lly ignored. The a me cba:l.'ees \/Ould be made for passengers 

or fre�ght regardleos of the length of journey. It �lght 

happen tha a siwtea of zones might be used as in the case 

of our onn parce post. The tmerict-n street ruilway is to 

a larJe extent o.n exaripl of the postal theory of rates. 

In this particular industry a so is seen the zone feature. 

J,g in. certain throug-h fr4ight in treated in a manner not 

unlike this in reg rd t rates. It i only fitting that we 

pause n ment to note thht one of the most outdtonding 

arguI!ICnts acra�nat a�cb the�ry of r tea is that it uoul?:d 

af ect 6ertqin gross uiscri1 .i.nntiono. It is obvious tha.t 

certain uections of the country h�ve n tural geographicnl 

advant �ea for certain in'ustries. Inn cpe king o� this 

phase of international tr"do it would be said th�t one country 

hao 3 com arative advant e ove another due to ooue geographica 

favoritism. Thia is equally trte of different sections of the 

sat'.lO country. It will be obt1erved later 1n the treati::snt 

of the tboor1eo 'f the Interstate Commerce Co�eeton thnt 

the Cont'.'lisei�n hon not counten need any tendency strictly 

adhering to ouch a policy of e�uelizing of geographical ad­

'V8lltagoc. The postal theory o� the t eory of keeping everybody 
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mrnl.d ogu 11 bic:;l oml oootl on:-il. 

ao by � c�nontorg r toe. Sncl1 n dlo<:rlniI::l.tory 

rnto uo la �trcl tho P1>-0C ..., ot socio u � onooD.l'OCiDS c­

t1ono 111 ftttc to oortal ill uotrle to vmottoo tbo • tbe 

ettoct boiJlS olt by 11 tio�. 

t.s lro y potnto o t eoct a! tbo r. to t?M,orloo onoo 

UEd... tbe vrot1 t tboory t o o U.01:. 1 nw 1n order to 

onJmmte t tboortoo rlolr: unc1 11h10 :thOOJ."9 of o omtion 

1th tbolr oovoro.1 c recto 1 tlcc. 

'2ho vnloo of l1'J ao:no t:, or th t K tion tboory of roto_o 
cu 

tllmld r:niro r3t ::-o rt1on 1 to t?r Vul.ll,O of tho oooo:,dity. 

It ml to 1n r o n t t tho ntoret to Cor:corco C-oa'llo­

eton wa h ot:rooo o th e rinci lo 1 thotr Ot.U'l,V doe1o1on 

an m �nld of tb'.l rdt:o1 o of'ton uc tho tom to na nn

tm � tllSJ.lJ uo dorot�cl teoo the toro 

t t o •m1fio 0111 b:mr. 

vo ti r. of the eov 

cot forth h th or otn 

emu.o tmt tbo 

fOOOOl' Om:l0 obO 1n hiO cll• 

control Ci!l o o t10!l fr l"'ro c 
CO) 
toot o l r--t •

£1 w ol 0000 o

D 11roo to ro o :1:lon l t their ro ctiv 

bS.UtS.O to �• It 10 ie:!'!tmi.O.tel.y oboO vo t t t 

foool t17 ! onooo fr. n t ficl of' ubli ftnJDoo CJl 1 t 1 l 

in tbo flold ot pu 110 f�,,--� t t ro'fo 

11:1torootc o :m th1o th: 1 

Dt'OD J�. 
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of r1ek ontero into tho r ns orto.tion of tho moro "r.lluablo 

CO!D d1tioo that dooe not ontor into too tro.ncportation of 

tM lean r val.uobb troff1c. o etatod bovo the taxation tmo7 

10 akin to the uell lmoun theocy ot nb!lt tbs tr ffic ffill 
It lo 

bear. / edleoe to o 1/ ft.-:it tho taz t1on thoo17 10 n t 

ec1ont1f1o ao io tbe c e of 1to k1ndrodn the ory of faculty 

i n  tb field of ub11o f1M!loo. no ever, it tl':'Y 1ndoe be 

cociol y eood, Jot the cllffi ltioo nnd the cmngor of att t• 

ins to op ly it to r to ki oeo to oeriou ly d1ocom:t 

any ouch  ticip ted GO 

A veoond thooq of te or t°J'h.'lt a fr ff'ic mnn er n1ght 

urn as rate olicy and not ro.to theory at all, is tho 

oocsllo dovolo nt l thoo17. �10 th ory would bo the b 10 

ot gr nting lowor ffitca to �uns indtwtrteo or no�ly settled 

ooct1ono o f  tho country. Sue policy l ookc o the £nturo 

end nntictpateo the probable gro-;itb a, traffic 1f ouch n 

industry 18 DOU t vored. � roblon ot nntic1 ting tho rowth 

of t� ftto b.Bo � ay boon d1coue�d in connect1on uith t 

value of the oorvice tbeory c emmoi to by flrofoo r dlcy. 

c.nd uill be tart er tro to 1D conne tion 1th tho ctunl 

uork1nz out of r too m in• r action f this er. Often 

r too s1vcn und r n dovalo ont l ollc� 0111 b actunlly lo er 

than tho coot of :rone rlr! th orv1 e Olld tho deficit 111 be 

borno by 1.nduotrico 1n loo er f vorod locnl1t1e4 nB. 1nduotr1ec. 

ih1o ol1oy oe to have boon r ctiooa 1 tbo liforn 

lee.on in(i stry. (1) 1.n., n the dcvtlo nt 'l the Cal t"om1a 

r iein 1nductr f2) thorc o OOD co et1 t1 n 1th the 

m:h .., 
• Dro 1s:o.
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o:r:o hund.rod 
I. ooo e.rid throe- foo.rtbo centa f;Q_r/vounas ohilo t e rz � e 

O!l ... pan1oh r oi! .... u ., tbre cent • C,o oequcntly no r 1e1no 

t1ero iIJPortod int nliiorn!l that ye w i, e that e"atc 

oh1pw· St,ooo pounda.<>uo· rt c s:r i!ld ea a· •c,•itli!!. t1or 

l:n.t to djutigt1 their re �len's wc.nld re uire cloSq 
scrutuy of encl co.so ,hicl1 doo not e".> Kl u· th n too on'.l e 

of tbi ,opere tu.oh a -r: to ,,oli�d t"end'l to 11:lblo to t'e 
atm0 critioimn ae 11 h otootinn t rtf o 1n t'e'" r"'o to 

inta::mationu1 tr B . (l) "o v �. t 

r te is iu tho a ovo oon c oincrmimtor • r to doos ot 

non tmt tho r to i q�rt:l.on 1 r.ot god pg c c 1t-

neeucs ths aocalloc'I 001� it;; r t"O• tu va <l y lifo 

and lo, or r t on oth r; • 1."huc nc!n;_; tho 1 tte !'or tho 

ct C'�Cto u• �i.8 ntorot t� 

Cor.t:.'eroo onn1, e1on h::,o l. yo ClO tcn:::.n the OOC: 11 

nit h pcmit.cd rt 1n 
-1'7'<,,S 

goodo of' wido t ch ar. c:1d fl3u" e th1; 

not to 'tr.J u.iccl'li::21ntor9,. 

o v lue of the el'V ca t cy o i- o �u

t nc ol..'t tion c ar oo oo 1 mu• ... wlt ull 

\7vuld pn., r .. hor h n :o • nou t 

to bo l11u;JO 1n · ct !th:. n t

boo th t ,n c Ot.4 .. o ot r f o or. .. .ho fom th1 rtn­

oS o h o t lron 1n nc.t. l r otio 1c. the noc llo � t t o

1:tnffio uill 'b '"'ousz. � n .or· �w:i pr,pM l io th t 
(1) Ro.il\7 t c rotec.�;i.va ;1; r £.D.6. oranz, .J o. 
Vol. �• 17G, ff. J (2) r.,nw y Rateo .... .rotective orif.f. Hugo o royer. • • 
�vor. Vol. P• l ft. 
{::51 Johneon, .. .  , �rio il!'f!l' r noport tion. • 260. 
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!l:(lrttnt :t·cu, � Q;f inilividu ln :mil not IJftin� B\lpJl\..a Joint..\y

In o lltt 1 r J o.tnt 1m,:,l� tho bovit etr1t,m11ntn ,ax-e ta.'ffl11&tioni, 

to tlnt 1Ptn4'rlil.U.1uti1m'J th �t silt�l,i t':rttll •mrupi,t,i. t:lm, mml<\ 

c mil! i :n ton-rul1t or t:-r n:lpolft t.:\.Qn ti, nl!ll t thit i,m:i,:rprje-4! 

In tl111 (}. Bl! oJ j oAtnt cr,!ltlS th.P.�lt wt>ul,! r,:rob, b:t;, 1"fOl'f'I'! ttl'it� )-. 

aitlll'l� eo ��tition di!fQront r to� pr.r ton•!'lil� or� r.h 

of ta Joint rrnctu t"l. At. thi$ JJQ:l.nt P�ot11n11or f:liac,u. <HB• 

aareoi, with Tnul\r.iB t.h.-.t ec.--riJ1.r.a -:o l nnrt �n it� tn ri,al­

ly tux-ni� mit two p�ol\uetia. (l} fUl:,' r.1>�,., tr... n llli?lHna wool 

to twt> 4i!!'itr�nt mr.i:tcb:..nt. woulrt con,;.t1t1 .. t11 th') r.Te,.t1no o! 
twll 1,rud1tnt:.. 

Pigm,a !urtl'l""' 1i,10'V1J tnt,t r;,o ,111�'!' tt ..chn,,nt to thll vatu� 

of tlltt B�r.,ir,fl thiir>r3 1• bnrJed. on t110 r.odu,u.,,n • f.irnt �n.\-

hti pro,\11/}t o! th1t ru.n::-o :id in Joint • and a-,r.oi.n. th •� tho 

19,p.&r.J. r.:.t e 

tur coll.1 • nd r,l);,pi,� "4to:, 11�0:.> ta- ill:1_ ll:t't:\n,; nr>, \ 1�\ toaat.: fr 

wall1t ,1untimt\n1� to t:-"'nrs ,o:r\ c:o ,r.;>4:t' l'lt n h.\i;h ::-atr,." tht! 

criruMt¢ �tttwi,i,n th,, t'lfll rat,,11. ":'h:\n ar1t11r.1i,nt 111 
f,il3-

1n it� but in ir�Ql�•nnt n.,��-

1.h" BMUt r.iithor. tb,an cltitlt J ,:-o!itll f)X' Hnctley 1')10'11AA 
in 
in t"' "rOl' of: ci,rtiun <lirtcrl1alr.11�t1on11 of tniB n11t1l�1? , .. 11 

re apL1lic:-b:tn in th� wn.,:, o't 1'Mt t .• 11 t.ra.f'tin 1nl". MIU' 
41n<1 \\Oll�tn th,,t t \:i iii t-rwt or t it 11ntir11 ,:-r.r.l�• 

(1) u�rt. J • •  oon. Vol. (1?10) p.4/.
{ :?) Hn1U"":r, A. T. n .. llroa.rl Tr.nnrir,ox-tf; � n. O• 
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t.10.rld and, 
t\11 m .. re .... oo.blc "r�uucnt Uiat the Vt\l e ot: th<; c.ervJ.cc

-inllbd3.o OUJ,ht t.!l be follo\1ed .Ln the dutcr ..... n��tion of rJ.1 l'£\tto.
He tZOUO.i that thf,rc .,,_ .I oe certo..1..� co ,tU. t.:.ono under nl..ich <-lioorim­
inai.i.1-.; nuuol.10ly or the Uii:-d <lcvree eno.b�s aooe �ffic ,J�ilo the

a-imp.a a>:!._:.Qt1.tiot, or tho cot..., ct tJtc ,;u:t· r,;.c� • r.i.nuivle mt;;tlt not.

Thuo , 3.ili<;c the r< ,ilronil i:.'.\-0 l;ari,_;c :fix1.;<l tmrcnt:lcn t.'"'ti.nd :flx�d

h:mdJ.�ed thmrnand. '1.'l1u o-.1ateo co. !.."lot 1>, m<Ie c, 1.aoh of. cff'cct!D{.; lcp::, 

t?J;i.11 a cui·taln olnir.iwn or tru .. "l:JllO?'"t:J.tion. (l) l'h!,, in rct-\n1ly rec:­

o.::nized o.o oo a!'._.uoont, in £�w.Jr i£ tho di,:;critl!r..n. ,j. l.! OOt)(}J?0.1..;' of 

1h o 1,llird desroe. A(Ju i.n, in the cane of u v .... r.,• uln.�tic dtW!Ild 

for traffic iLl'V.iccn a. G!.l.1ll c:,. lfvc .n tlc ra.te \?Ould. cnu . .;c , 

.AD_.><>rtant Ch. neo .l.n the tlCCland, ,il<ll'�, too, the co:..t of t.he ocr-
p.,1, 

vioo or oil:l .. >l.e Ca:3!)et.i tion Z!liisn. Vattru.ot vurch.iour,, uhi.L.e the oo-

\,oul.d. llonr-­

cver, oven tk:c..rv on,;e in fn.vvr 0£ ttl o diooritl.in tl � nono� oly 

ttould n t bold in tho c-.o J whcr� the d�nd for the oorvi.c\; \,U.o 

ercr.ter t..�1 t.">ie .,a...i.,-1.y. 

attoctcd m�ot not �e too 

In order t.h'.rt they nv t,.olct tne di�t.rict
,t1l� 

us:, n.nu 11 ic.kly _po._ll\l., tc<J.nor cll\..,ttoo 

..,0;3::;i1>1li ty • t:> bo VLr'.f e:..ton­

, t bile condi tiona nuce .. oaJ.'Y t;o tla.kc 

cli3Cr.1I::ti.nat!Ll;!; ,u�• .o.:_1oly 0£ tbe t'lii:d d:;eruc Doro auv:J.11 , • ..,�01m to 

tho Mtion�l di1' d-nd. ti en tho a.� ... L; CO<.JJ!ot-11 nm.il be r,rc&<.:nt 

.in an;/ ra.ll:o::.4 3Jlcctt..d t. !"nnaon at �-� tice a_:::oo t• • ._riori to be 

a,1.,, . !t nv • hooev,:!l', •Jut ,._ c ... rt.1._"l r.:,utc rl..'\Y �c.Gs th2'0t!,!;b 

ouch t\ .. • ;rio.� c t.tu<}d b�• 
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the vion of tlbo oh.,rge boilllG for o. opec1f1o se1."1rjce. ...hie .ould 

nocoooitato core refillod coot snnlyeio and nllc03tion f costs 

tlr>-11 ms yot ?loon offnrou. On tbs C:.thor h.-"'nc., coot rov be uood 

to 08a2l all Q()Stc, fil'!ad IDO \""riobla. le ving the qua ... tion 8 

cr.c 0£ <.:he J'llt\t :ipoortionr!'.ont o thnt d11 co mod�t1ea tr'lllaported 

n1ll be!lr th411't oir.1'8 of tto coot. Cl) At �otiar pl ce in 

thie pap�r 31l OllXllyoia of costs n n diccno .en of tho pos 1b111tt 

ot coat olloco.tim� d C'Gt a rtionr.."ent ill bo tro t-0�. 

" ronarlmble otnl'ld .:..c trlre by ::')le:. on oost ao tho 

o ��viouei:v note • un� r

co1•ditionc of tree conJ otition. coat p1u..,

able rnte pr :fa.t r.llt ulti tely oo -ch(l l c.::.o -! � riO" ... If 

pr1oo ri oc uore c�p!tsl r;i,11 b illvcstod .!n t e i'fol unt 1 

such en Cl1lO t of o ital o .. re o.c to l'o th :n n tiat the 

doroo.nc. Pllis \,otUd lo. r �' • •turr. on the e pH : ·n the

fiold . and dice ur 

holds: thnt: 

"" C 000 
£ otor:7 for 

( l) Job.noon uci
(2l Sakoloki • •
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that tbio ct te nt follooo the o1ent 

view nl1icll r11 eor.od in thlo t oh.1or. ao did ovan tl cl oic l 

cbhool. �e ot� ck ot t c o'r1 a ol 

o 1'03Ch o thc.t ft 

ch�logi l onhool than of'tcrea 

Ho ob 

of ro 

rice 
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a oot nl 
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tho tho fiJ:e C 

util ·zat ·o o t 

th ent 

1· blo o 

fu1 C

o thio

{ll 

:.n 

r. 

t 

fro h o

ut1 1t 

e • 

f coot 

111 t 8 

11 

tio of 

fo -

C 1 n 

it end 





ttx; vol o 

Ul bc'U'. 

tbo tr.-­

ro 

1 (! 

(1) 

- < -

'
V " t t t 





-24-

RA'lE T ,0 IRS OP • T CO rRCI CO ISSIOD 

'"hti act lntltle II n let to re ule.t� Com erce" "ca 

approve<. on Febru.:2ry 4, 1887 and E>ccoroln ll' ns provided tn 

�ectlon 24 of tl t act, the prov1a1ona or sectlona eleven end 

elahteen relatin to the app01\tment and orc�n1z�t1on of the 

Com ission went lnto effect at 01oe an t � re alnlnc prov! ions 

tool effect sixty daJo after t e pe.asawe. 

7be lendinc fentur�s or the act are the follo in : 

11 ohllr�eo m9de for s rvlces by cPrrlers s� ject 
to ti ls act !!lust be reaaonnhle nd just. very unjust and 
unrenaoneble ch r e  la proh1bitet and decl�r�d to e unlP.wful. 

The direct or indlroct ch�r 1 a, de !!.nd11 , 
collection or recelvln¢ for ny cervlce rendere re�ter 
or less co pcnsatlon from ncy o e or ore p�raona t a  fro 
any ot .er for " 111.te n contempor�a.eo lB serv tee i o decl • r�d 
t� b un�uet discrl in tlo ar.d 1 proh1blteu. 

h lvl r an., un ue or unN'asonn le pref rence 
PS letwe n p•rsono or locnlities or lnde or traffic or 
subjectin any one or them to undue o? unr�a on ble prejudice 
or dlsadvant ce is � eclE1red to be unla ful. 

eaoon ble, proper and equal rnc111tlec for 1nter­
c ances or tr ffic bet een lines, for receivl , fora rdlnc, 
and deliverl v of paeeencera a !ro�rt.y between con ectlnc 
lines le required, nnd dlecrimlnat.lon ln rat�s n chnrges 
as bet e n  co nect1nc lines lo forbidden. 

It ls mod� unlawful to c.arce or r� etve any Te t�r 
co pens�tion in t .e �G£_retnte for the tranaportatlon or 
paoeen rs and pro�rty und r substantially si ilar co. tlonc 
and cond Hione for sr1orter t r. for loneer cHst�nce over 
t,e anme line in t e same direction, tho shorter betn 
tnoluded within t e loncer distance. 

ontracts, creements or co bin tlons ror the pool1n 
of fre1l;11ta of different an co petint re!lroads. orfor 
dlvldit,( bet1¥een them the Rt.ere{; �te or 11et earn in s of such 
railro ds or any port.ion t ereof are declared to be unlawful. 

11 c r!ers subject t the la• are requ1r�d to print 
t elr tGrlf s for t .e tr nsportntlon of persons �1d roperty, 
ond to ke p them for public inspection t every depot or 
station on thelr rod. n �dvnnce in ra.t sis not to b reade 
until ofter ten doys public notlce, but a reductl,n ln nt.et 
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may be ma4e tp take effect at once, the not1oe of the ee..me 
beinB immeGiately •nd publicly given. The rt>tea publlcly 
notl.fled ere to be the maximum ae wiell as the 1n113Ul!I 
eha.rees ,, ich oe.n be collected or recetved for the oerv1cea 
t-espectlvel., for ich thes ,>urr,o� to be established. 

Copies of 11 tarifta re required to be 1'1lecl 
with tl.ia Cowralsslou which 1a also to be promply notirled 
or all cbar'-'ea that a,.all be rcade- 1n the se e. The joint 
tnriffs of cont!�� inr roads �re al:£� r•�tlred to be filed, 
and also cop)e� or all contracts , afreementa or arrangements 
between carriers in relation to truffle atffected by the act. 

It la made lawful ror any currter to enter b,to any 
combination, contract or �,re�lbent, expressed or implied to 
prevent by ch9.nge or t.1J?;e scLedul.ee • carrtace in a 1ffert'nt 
cars or by other means or de'llces, t e carr1.age if ti-eights 
rro111 betr.c coht1nuous from the plac or shtpment to the plac� 
or diatrtbut1Jn.(l) 

These are tne most outstandine provialone or the act. 

Cpec1ol mention ol,ould be t'lade of the section of the net. which 

r.akes a nUI:1ber or recarkable e�ceptlons. thnt ls aectlon 22. 

feet ton llnnd 12 crfmtt1s the Com isslons· nd nn es its 

duties. It shall consists of f!ve commissioners to be narned byte 

President and £enate to serve for elx years, one ret1rlnc e c?. 

year. T',e coi::r.iiseionere are not to be in any wa.l f1nP-nclally 

interested 1u any or the buaineases subject to the act. T eJ 

shall not encace 1n t1.ny other business aul it s ,all be t ;elr 

duty to execute t�e pro•lelons or the act. 

By induction it seems t�.at one IDal •rrive at t e theories 

ot the rate "'kin held by the Comn1ss1on and t at such theories 

baaed on lone exL>er1ence R!UBt indeed be very valuable.(") 

In ita first re.JOrt the Co 1ss1on laid do1'n wlmt it 

--------

(l). I • •  1,,. Be port (1608 J 
(2). r 1lro d r..nte .. heorleo of the Interet te Commerce Comrolsslon

by • r. LAlclwlOnd, UQ.rterly Journal of cooom1e� (l9vv) vol. >XV.

This u6sc.:1sslon is based lar ely on Mr. .aml!:ond e article 
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considered some of the most outstanding factors in determ1ninr 

a reasonable rate. In their discussion of "elass1f1cat1ons" 

the Commission discussed the theory of railroad charges for 

service. They at once condemned the cost of the service theory 

because of tb.e difficulty of allocating the cost to the several 

commodities because it 

---would restrict within very narrow limits the commerce 
in articles whose bulk or weight was lar&e �s compared with 
their value.(l} 

The value of the service is accepted whole heo.rtedly 

as the true principle to be the determinant of !'ates. They 

say; 

Such method of appointment would be left tor the 
country because it would enlarge co!!lllerce and extend communication; 
it would be left for the railroad, because it would build up a 
large business , and it woule notbe unjust to property owners 
who would tLen be made to pay in some pr:>portion to benefits 
received .(2) 

Classification was one of the first problems to face the 

Commission. In it� first report the Commission advised a more 

uniform classification ot freiehts as it was the basis of nUJDer­

ou s complaints and would greatly facilitate rate makin� in the 

countrJ. It even hinted broadly at uniformity, saying, 

The desirability of uniformity is so ereat tnat 
the suegestion is frequently heard that the national 
legislation should provide for and compell it. If such 
legislation should be adopted it would be necessary to 
em 1,ower some tribunal to make the classification, and the 
difficulties which would attend the makine would be very 
great. Relative rates would be involved ln it for classifica­
tion. It was very early in tie history of railroads perc�iveu 

(1). First Annual Report-of-hC,C. PP• 38-32. 
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that if these agencies of commerce we e to accomplish 
the greatest practical good, the charees tor the trans­
portion of the different articles of freight could not 
be apportioned arwung such articles ly reference to the 
cost of transporting them severally, ror if the apportion­
ment of cost were possible it would restrict within certain 
very narrow limlts the commerce in articles whose bulk or 
weight was larte as co_pared with their value.(1) 

Continuing in this strain, the ColM'ission further 

Justifies its eta1,d in favor of the value of the service pr1nciple, 

saying: 

It was therefore seen not to be unjust to apportion 
the whole costs of servic� amoung all the articles tra sported, 
upon a basis which would consioer tne relative values of the 
service more tt an the relative cost ot earriaee. Sucu a met .od 
of apportionc:ent would be best for tl-'.e country bee ll<:e it would 
enlarge commerce and extend cornmunicatlon; it would be test D6r 
the railroads because it would build Ui> a larr:;e business, and 
it would not be unjust to property owners, who t us would be 
made to pay in porpotion to the benefits rec�iveJ. vuch a 
system of rate making would in principle •pproximate taxation, 
the vnlue of the articles carried being tl':.e most important 
element in determinimi what shall be paid on it.(2) 

The Commission observed that tie most frequent of c 

plaint were, the lack of ateadiness in rate, the disproportion 

between the ch rges for lone and those for short distances, 

tt.e grer1t disparity between the ch}1rres matle by roads differently 

circumstanced as to advantages, and the extremely low rates which 

are compelled by compititlon in some cases, and w, ich r:.ay make 

rates which are not unreesonable seem on comparison extremely 

hieh. Such rateo in turn are due to several factora. T ese in­

clude the length of haul(it is as easy to move a hundred iles 

(1). �orklngs of Interstate Law - A. T. Hadley, �ll!lrt. Jour. of 
�con. vol. � ( 1888) , p 177. Al so see l,e port of In te rsta te 
Commerce Co mmission, pp, 63-o-!. 
(2). r.c.c. R�port (lM7); also see 'l'ausalg's article on "Joint 
Costs'' i I,ipley's 1 fta11road Problems'} also ?rof. Cohn's 
"Taxation Theory of Rates'. 
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ae ten), tie quantity hauled, freight for retnrn hauls, ;,nd the 

relative costs of moving trains.(l) 

The Comm1sion does not at.tempt to say in Ylhat man.1er 

it would measure the value of the service thoueh we get some 

idea from the decisions rendered by this body. It was early 

held in one of the Standard 011 cases that : 

The effect of transpobtation upon market value is 
taken into account by carriers in makine rates.(2) 

Acain it was held in a later case that: 

The value of the service to t.� shipper in a general 
sense is the ability to reacr the ,arket, and to make his 
commodity a subject or commerce.---In a more definite and 
accurate sense it consist in reaching a market �t e profit 
being in effect what the traffic will bear t.e be remunerative 
to producer or dealer.(3) 

It would seem that t:.e Commission was measuring t e 

value of the service by deter iinine th� difference in market 

value of the commodity at the point of shipment and at the place 

of unloadinf. �s previously pointed out in this .x.�per t.1is dif­

ference in tne long ran is d termined by the railway rate. This 

reasoning seems to lead one in a circle and as •r. Hammond poin�s 

out was in reality only a truism to t.1e Commission .(4) On this 

very point the Commlssi.on st te, ;-

The price of f::i.rm products at railway stations is 
usually the market price in Cr.icaco, 5t. Louis, r:ew Yonk, 
or otner m::irkets to w ,ich snipment frmm such station are 
usually ,made, less tr4ns.)ovtat1-:m c'1t1rces and commissions. (5)

(1). See southern Railway i:i.nd �teamsh1p t.ssociations, by 
nenry ,luuson, Quart. Jour. of ,con. for a discussion of 
railro�d agre�ments on rates before 1887.{Vol. 5, p. 70). 
(2). ,.ice vs. L.& ?l.tt.R.Co. 1 I.C.C.Rep. 503. 
(3). Imparid Coal Co. vs. Pittsburc; & L.LR.R.Co. l I.C.C.Repd( 
(4). 4 I.C.C. !,ep. 116. 3 r.c.B. 94, i.e. Allee:ed Excessive 
r·reie,hta ilates and Charges on Food Products. 
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It ould seem t. at thouc;h the value of &he s;arvice was 

•Y proclamation the basis of determining rates, yet in the

Cou:missions decisions "what the tr ff'ic would bear" was the 

principle actually appl4ed. or course what the service la 

worth or , hat the traffic will bear varies as we view it f'Do11 

the viewpoint of oarr6er to shipper and consumer. 

As previously pointed out in this paper the v•.lue of' 

the service tends to be a aubje•tice atandQrd and is or little 

value in actiual solution of the rate question. As .. r . .. ammond 

puts it:-

The term "value of the service" may have some impor­
tance as an expression th an ideal relationship which should 
exist between r�ilway rates, but it will not, in many 1natnr.ces 
at least serve as a definite stundrrJ ay which railroad 
rates may be measured and compared.(l) 

However, it shoule be observeu tno these few statements 

that from a study of the Comm1ss1or.'& decisions we can expect 

to find th t "stncle principle has been used by the Collll!liasion 

for aol:vint: all rote problems; as at. any rate, if the Commililsion 

insists on their statement that "yalue of service is tl e under­

�Jin� principle in all cases this principle is uee in such 

a broad sense that it may inalude a variety of considerations 

any one of which may at times be the leadinc factor inthe Com­

missions deciaiO[S. Opi11ons may differ somewh�t as to the 

best way ro atatin the factors invtlveo.. By the present 

writer they have been claaoified as follo•s: (1) the relative 

( 1). ate Theories of Intei:'state Commerce Coml!l1sslon. 
,,. B. llar.m:ond Q.. Jour. of Econ. lov. 1910 
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values of the commodities transported; (2) the relative cost 

of tranaportinc the commodoties; (3) the relative distance the 

article□ are earried; (4) the relative natural advantages of 

location posstsaed by various plRces; (5) the special and peculiar 

interests or• fiven aectlon •� a given class of producers; 

(6) the :mportance of maintaining competition; (7) the extent

to which a elven rate tends to yield a fairn return on actual 

capitQl inver-tment". (l) 

It aeems to U.e author quoted above that the&e aave 

been the standards by which the Corr.irission has constously or 

uneone&ously used in deeidin� the cases coming before it for 

the determination of a reasonable rate. :eelless to say, many 

eases involved several of tijeoe points. Yet tnis would he the 

aane [ s treating several cases �nd would contradict what has 

b�en aaid. By sue� a review or the decisions of the Commission 

it is believed that it may be sho,m that some one of' the above 

statements stnnd out as primary with the otners only es 

aecondary determinants of a reasonable rate. 

A previously stated the Commission r.eld the value of 

th article ca:rried the ..,uidint principle in rate makir(, oa .. 1c.e ; 

1'he value of the article carried is the most important 
element in determininc: what shall be paid on it. (2) 

Practically th" .ame positLOn was helf in the second Annual 

Report where it was h6ld that value of the service 

would seldom be burdensome to articles of high 

(1). Theoriee of ttates of Int. Com. Com. ,.ammond 
vol. 25 p. 10. 1910

(2). First Annual I.eport of r. C. C. pp. 30-32. 

r 
... .  .., . of Econ. 
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value, but it would relieve cheaper articles from burdena
which if apportioned strictly to cost to the carriers of
their transportation would render carriace for conaieerable
distances out of the question.(l) 

In his treatment of the subje�t r. liammond analyzes 

the several types of cases wnich have come before the Co� lesion. 

Thefirst deals with rates on coml!iodtties "closely r lated in 

char eter and frequently competitive with each other in the 

open market". He further divide this aro..1p into "articles 

offered for transportation in different staces of manufacture" 

and articles that do not represent the same commodity but 

are neverthelesa substitutes for each other and the transpor­

tation rates icht easily determine which commodity should be 

11sea' • 

In t.� first sub-4roup we find the case of rates charged 

on "hub-blocks' used i the manufacture of wheels but upon 

which "o�ly so much labor has been expended as ln needful to 

put them into cond6t1on for seasoninc;". It w s foclll<.t that the 

defendant carrier had classed the hub-blocks as fifth claso 

traffJc. It wao proven that a earload of hub-blocks had a 

value 01 only ,.260 whlle a carload of hubs turned o t yet not 

mortis , wa� worth f5000. As a result of these fifl«ines of 

difference in value at different stages of manufacture, the 

Colll!'lisnlon ordere that t1e huh-blocks be placed 1 

class Rnd required the same rates as etven lwnber.(2) 

e sixth 

Similarly in the case of urphy, Wasly vO• vs. abash 

.... econd Annual Report of I .c .c. p. 35. 
f. • • urlburt vP . ....... & t .s. Ry. Co. 2 I.c.c. Rep. 122 

2 r.c.c. R. ai. 



-.. ,,_ •:• .. . 
..... ,�--, .............. �-,, ... ?• � ,!, , .. , ..... �•�· .. , ............... , •.. ;, -�ti,.t.,• 
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�.R. Co. etal � like decision was reached. The defendants 

were charring the same rate on chair materials fro Ee roit to 

Qnaha as they were charting for finished chairs. The value of 

the respecteve COl!lDOdities was only C7 per dozen chairs at 

Detroit while the value of finiahed chairs was 28 n dozen 

at Detroit and 
1

20 at Qnaha.(l) 

Again, in a case not unlike the above the Commission 

expressed the opinion that unfinished bedroom suits shou1• be 

&iven a rat� equal to not more than 85;' of that cranted to 

finished erticlea because of "the difference in value oft e 

unfinished and finishe d furn! ture, -- :. nd the reater tonnat;e 

per carlo which can be hlluled of the former.' (20 f.owever

it is seen that the ele�ent of cost is also a determinnnt 

in tte latter t�o cases. 

In number of cases concerninc the relat1Ye rates on 

ra� and oemi-finished mnterlRls the Commission applied the same 

principle U"'ed 1n t e atove cas�s. /..ccordlncly carrier� 1rere 

oreered to cea e and desiat frorn clas01tyin hatter's and fur 

scrapplnga and cuttings s double first class, while at the same 

tirr.e the finished fur hats were clnssed s first clns:: in the 

Off1c1ol ClneRificlltil')n.{3) Obvious erotieh the cost of the 

service and co petition entered into t c makine of this decision 

but the v lue of the co m od1ty w s predomiMnt. In rernrd to 

this the Comm1aalon sa.ys: 

(l). 5 I.'"'.C. Rep. 122; 3 I.C. • ) 725. 
(2). Potter f • Co. vs. Chi.& Gr nd ' .. runk R.R.e;o. 5 I.C.C. Re.J.�14

� I.C.R • .,.3. 
{3J. e�man vs • •  \. .'l: H.R. Co. et al. 11 I.e.·. ,ep. 517. 
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e wo 'J.d be lncl ined to say that fur scrap and 
cutt1nis must be rated higher than second class were it not 
for the claim that of the defendants that bhis would lead 
to fraud in U e billing of fur and fur scraps---- Hatters 
fur, the raw material, does co pete in a way with hats, 
the finished product, and we do not think that under �he 
circumst�nces of this case the rte u,on the raw material 
OUf,ht to be greater than upon t,he f'inis'1ed prouuct. 

Likewise on the sane erounds the Commission refused 

to perrai t leather scraps and sole leather to be pbced in th e 

same class with the same rates, when it hv.d been shom that 

leather scr9.ps had a value of from 2 to 5 cents a pound while 

soleleather was worth 25 to 45 cents per pound. It is slenif­

lcnnt that 1n this case th6 Commission adds a cost of service 

argument to its decision, stating, "11.ibility to damc1ce in 

scrap is practically nothing". ( l) 

In rerard to charging the same rate on second-hand 

dynamoes as on niw the Co��ission held that the carr6e1s cold 

not be forced to adopt 3 class if lcation that would provide 

one rDte for noe and another f�r the other. Since it 11as 

shown that the second-hand dynamos we ·e fo' jur,k purposes and 

had no other actual valua the carriers were Bo-tnd tp apply 

the rates o ffered on scrap iron. :rhe Commission says: 

Itn valu� is rJo greater than the sellint: price by 
the pound of the metal which it contains, not indeed as 
great since a certain �mount of labor must e expendod 
even before that price can be obtained.(2) 

In this same case ereater cost in h&ndling �he new dyna�os 

was al o advanced as er; ?r5U/'!lent ln arrivin'- at the above decision. 

(1). •q tlonnl achlnery recking Co. vs. ?.C.& St.L.Ry. �o. et al 
11 LG .C. ,ep. 531. 

(2). • .iat;e et�l vs, [,.L. & .r L rt. v r.c.c.Re.1,). H:8; 4!) r.c..a. 525. 
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In the case where the defendant railroad was charced 

with putting a different rate on window shades than the material 

from which they ere produced, the Commission ap�rently 

reversed the value of commodity principle at first, aaying: 

The items of similar bulk weight, less value and 
risk of carriaee, and import nt volume of traffic, are all 
in the direction of giving window shades a classificution 
as low as that which is provided for window hollnnds. 

The facts of tr.e case showed that the defendant carrier had 

been claasifyin{! window in class one and window hollands in 

class three of the Official Classification. �hen the u.

Circuit CoJrt refused to enforce this order on the irollllu that 

it "applied to shades havine very hith value as to the che per 

varieties, the Cor.unission cave the case a re-hearlne and issued 

a new order. This order permitted the carriers "to restrict 

their trnnsportation of window shades at third-class rates 

to those limited to a specified maximum valuation at the 

point of shipment", thus strengthenlnG the value of the com­

modity princ!ple.(l) 

':'he Commission held in the ichigan Box Co. vs. F. & 

P. r. R.R. Co. etal, that a rate on box shooks hieher than

that on lumber was unjustifiable since the evidence presented 

showed that the weight of a carload of lumber was 36,000 

pounds and itG value a� from 350 to �800, while the �eteht 

of a carload of box �hooks JJaG about 30 ,ooo pou11ds and its 

value only �220.(3) 

(1). b 1.c.c. nep� 548 
(2). G I .c. hep. 335 
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"· number of cases have lleen before tl".e Commission ln 

which the question concerned the relative ratea on eerenls 

and their products. In most of tl".e cases co"lpetitive e )ftl 1-

t ions were the ma iu arguments involved. but to a certain 

extent a difference in value intered into consideration as 

justifying a hlcher r�te on the more valuable. The Commission's 

attitude seems apparent in its d1clsion of the question on 

a differential between aoen and cornmeal shipped from .1ssour1 

River points to Louisiana in reLard to which it said: 

The Commission has as a rule approved a reasonable 
difference betwe n any raw reateriRl and the manurscturef 
artivle. but wh6n the amount cf labor. and increased 
value, and ext.ra risk, weri, so cornrmratively inr;icnificcnt 
as u1X>n grain whole and erain �round, it ts not found 
that any very great ,.,x ,N1 fr8itht charge was warrented 
by needs of the carrieB. as a protection to any industry 
or I ust to the consumer and wr'erever the c�rrier has s�en 
fit

v

to waive its privile�e of a sli�htly advanced rate 
for th carriaee of its product, and the rate on tr raw 
material was reasonably low, the Commission has not inter• 
fer-ed �1th th2t discretion. 

In u similar case a differentiil of 3 cents per 100 

pounos as ebov� the rate on corn was allowed in the mov�ment 

of corn from the · iaso,tri River t:, points in 'o:--a13.(l) Cost 

of service was also adv�nced in this case. Cn the sam� 8round 

as above c.i.ted the carriers were permitted to erant � 5 cents 

differential to corn tound to the Pacific Coast.(2) 

1je Commission recoenized a sufficient difference �n 

value between cream arui milk to justify� charge of 45 cents 

(1). 11 r.c.c. Eep. 220 
(2). 11 r.c.c. Fep.210 
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per can for tN'\msporting cream and only 35 cents for milk. 

In thia case also a higher charge was warrented for transporting 

cream on the gromd of ereater risk and coat. 

The evidence in the case of Chicago Board of Trade 

vs. 9 C. & A. R.R. Co. etal{l) showed thet the defendant 

carriers wer� e;b'ing lower rates on packing house produce from 

Sioux City, Iowa, and other western packine centers to Chicago 

than they were giving on live hogs shipped to the same �arket. 

They maintained that (1) higher costs of service, (2) the 

larger traffic in packing house products and the materials 

used ln these houses such as salt, etc., which furniohed return 

cart.Ceo in part; and (3 J the necessity o! 1"1"-0tecbln'- vested 

interests of the packing industry in the west justified the 

d1scrlmlnat1on bet�een the rates for live hofs ana packine 

house products, in favor of t:.e farmer. 

In its decision denyin.._ tl1e justification to discriminate 

as described above the Commisslon held:­

As cel't� in articles of comme1•ce, the evidence showe 
without conflict that the live hog and its productss are 
in dir�ct competition with each other. rhis only brings 

out in a stronger the discrimination that 1s ma&e against 
th� traffic in the live hog as com,)aree: with the traffic 
of the products. Of the two the product is very mucn 
more valunble; it is transported at more expense to the 
carrier. 

On accoWlt of the competition factor betwe n western 

and Ch1caee packe s, the Commission did not as we might expect 

order a lov.e,· rate on hogs, but said:-

{l). 4 1.c.c. Re,?. 153; 3 I.c.R. 237. 
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rates made by tnem on live hags should not be greater
than upon packing hluse products,(l) 

It should be notec that the railroads ln question bad 

defended their practice on the grounds of "(l) higher cost 

of service in the case of live hogs; (2) larger traffic in 

packinc-ho use-products, and t�� materialG used 1n these houses, 

such as salt, rice, etc., whieh furnlsned reLurn cargoes ln 

part; and (3) the necessity of protectine vested 1,1terests, 

since large invest!llents had beer. i..de in the western packing 

industry, b&sed on the expectation that lower rates were to 

be given its products". '!'he Commission fom1d none of the points 

sufficiently borne out in t.1e evidence to justify the disdr1mination 

in favor of dressed pork, 

In  the case of the Chicago Live Stock F�chRnt;e vs. 

C, & G • •  �y. etal, (10 !,C,G. fiep. 428) practically the same 

is sue as stateu in the above Llve 8toek Exch�nce c�se txisted, 

eompoieated by the fact that certain roads h d extende their 

lines beyond the rissouri River while certain othero extended 

only to the river. "J.he roads extendinr; beyond the river were 

inclined to establish such rates ns would favor the traffic 

in live stock since in this way sh&pments to Chicaeo would 

De en\irely over their lines, 

The roads terminatinG at the rive. were, on the other 

hand, it c11ned to establish such rates as favoret the traffic 

in live stock products; since if t1.e animals were unloaded and 

slaughtered at the 1sso,ri river towno, these lines would 

share in the shipment of the products to Chicago and the F.ast." 
--------------

(1). Chicaco ..:0aru of _rade vs. c.� A. R.R. etal., 
4 r.c.c. Rep. 153; 3 r.c.R. 233. 
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It is evident then, that the real cause of discrimination was 

coppetition between the two aets of roads. In this case, too, 

the defendantreae offered the claim of creater cost in the 

case of slauihtered meat, as lts justification for the lower 

rate on live atock. To th!� the Commisslon r�plied; 

Al though we think cost in transporta t ior. is an 
important element, we do not consider it a controlling 
factor ln thia case---- In cieter1"ining what the relatlol'I 
ahould between tho rates ch�rged for t,ransportinc two different 
freight artlclea, value ls often an important factor, hut 
this 1G not alone because of the greater risk connected 
with the transportation of the riore valuable article. 
Improvements maile durint. reeent years in the roadbeds and 
equipment of carriers have render�d the item of risk in 
many cases of little consequence. The value of the article 
is important, principally, because of its bearlnc upon 
the value to the &hipper of the tran&porta tlon serv lee; 
and the value of the service is, and always has been consid­
ered by carriers one of U-.e l portant elements to be consid­
ered when fi:sin ... the rates to be charted for transportation. 
Aa st'I ted in the fines of fact, live stock products, 
eompared with live ani�als, are alout twice as valuable. 

The commission did not, however, follow this to its 

logical sequence but owin� to the competition between the two 

commodities, deemed it wise to make equal rates o� each. 

In the case of Shipper's Association of r orthv1eGt Iowa 

vs. the Illinois Central Railro ad Company etal, besides n�nerous 

other complicatinr ele •ents much stress was laid on the value 

of the co�modity. The Association called atention to the fact 

that rates on grain were so high as co p·red as compared with 

rates on ho{!s and cattle, that it seemed that such rates "favored 

the farmers wl:o fed their t;:r4'1n and shipped the live stock, 

and thus discriminated ae,uinst the small farmers, end tenants 

wno co:ild not afford to carry stock for feedinn". Thus form 
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t la an le, Ba r. I.rui:mond noteo, t. �e tlon concerns 

s ll be t.hc r tes on nw .ntertala. Car 1n) as eo red w

those o 1ta o nur otur6d produe•� { o;n rn� •attle)." 

e rea a replied that ldeallJ" the eboye rea.aonln 

t 

was cor·rcct but the "actual conu£i.1.u, or e<1 'le + to,, prevented

the roada 10 que tion fro follovrlriC t la siuc et ... ton

na the controlllnc conaidet'Qt.lon • ·u. ouat, $1d 1l.t1n& to ll

certain ecree t e cl 1m of the rollds the Co Leolon held t t

t e 1-elatlon between the two wac 'ecpe�1r.illy lmfolr • It s

shomt t t bet een 1867 an 189 that decllne 1n sale on llvo

atock ad been uc tre ter t n on Graln �nd t e Co als 1on

eld: 

e are oft e o inlon, too, t t t.e rate on live

stock t t .e present tl e in lower in proportlon to t e

servlce rendered than tat on er 1n.

In ro 1 to certain co ttiee o.> 1i>\•�1ve J.n char ct.er

the Co lsoion 6 de a nlm!ber of lnte1,stin� dec1siono ln

wbicb t e T 1 • of the oerv1c e a outatnodln ele �nt.. It 

WQ8 held th t eorllne ould not be d1ecr1m1nat�d aga1nnt by

plac1n it in th e fort class lle co on so p ne tn class

six. Instend it held t t Pe rl1ne a ould be placed ln cl�ss

five ri th' t co on uoap !L:..,ulu Nt�ln ln cle.ss slx. In 1.ts

dects1on the Co la 1on �1:

"'he very cree.t ,.urrerer.ce ln valt:1e end aloo t e

rlsks in ace or serious acc1 er.tin tie tr nsportatio of

Pearline o c:om�red it co on soap ould 1n lcate t t 

th t there ts ground ror a reaso�ble difference in the 

trelcht r:itea on t.hooe two articles. (l} 

(1) • Jc� o yle & SOnlJ vs. -aot .1.enn.

1 I.�.c. ieP• 405 
Ge.. R.R. o.
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The value of the co .modity ls aeain the controlling 

factor in the case of Coxe hros. vs. the Lehigh Valley R.R. co.(l) 

In this case the complainants asked that their bituminous and 

anthracite products be &iven the same rate, which petition the 

Commission failed to grant on the ground th· t (l) "the value 

of-the �nthracite coal w�s greater and th�refore the service 

of transportint it waa worth more to the shipper; (2) the shorter 

distance from the mines to the principal market in the case 

of anthracite rendered its transpertation per ton-mile more 

expensive". For the same reason, a difference in value, the 

Commission permitted a different slassification between "soft 

and lump coal used only for domesttc purposes, and mine-run, 

nut, mill and slack coal used or,ly for steam purposes". (2} 

Likewise paper bags made of cheap grade of paper were permltted 

to be placed in a lower classification than envelopes, thou gh 

cost of transporting the bags was less as shown by the compla1nant�3 

In one of the f,tandard Oil cases(4) "the carrier was 

ordered to charge only on the basis of t,.e weight of the oil 

carried in barrels when it, cha reed for oll only, lf carried 

in tanks and not to charee barrel shipments on t,,e gross weiehts" • 

In re'--ard t-:> that clas..., of decisions in which value 

(lL 
( 2). 
( 3). 
(.). 

�.I.c.c. Rep. 533; 3 I.G.a. �uo. 

Me Grew vs. Missouri Pac. r,y. co. 8 I.C.C. bep.630 
'"olf Bros. vs. :uec;hany R y. Co. etal. 7 I.C.C. nep.160 
Rice, obertson and Winthrop vs. '1',ostern N,Y. & Penna. R.R.Co. 

4 I.c.c. 131; i 3 I.c.c.R. 162. 
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of the commodity was an outstanding feature ·r. iiammond cites 

a number of case�. rhus the first case of no -co peting com­

modities "hieh we1•e sufficiently si?!lilar to be treo.ted nlike, 

was the decision orderina that lumber and railroad-ties be 

placed in the came cl as since their value ond the conditions 

of transportation were slmllar,(l) For si�ilar reasons ralsons 

�ere h�ld to be dlscrlm1nateo acalnst by belnc placed in · 

hicher cltiss thnn Callfox·nia dried frultc since the n:arket 

value o .. the rnsins was the lower, (2) as '7a.s the holdlna placing 

celery 1 the oame classification ao otler like ve(etablec 

{e.g. cnul1flor.er, espa.raGus� gtc,J(�) on the ground celery 

h d co e into ore extensive us uince the first classiflc2tlon. 

The s me author cites one sinQ1lar cas in this 

reraro which ic better illustrated by n citation from the decis­

ion of the Co :mies ion, hich sa ld; 

"As a barr·el or cabl aee ls three fourths of thnt of 

a barrel of potntoes and its price or value only one half (two 

fourths) lt would seem thnt there le • difference or one fourth 

in the favor of cabba£e. TbAs io upon the ssumption that bulk 

and value y;oul operate equally in proportion to a ounts in

enhancinc rates. Our concl 1s1on lo that the rate on cabbnee 

from Charlecto s oule e one-fourth lees than the rate on 

po L' toe s 11 • ( I ) 

., e Commission has at time re nrded the use the 

(l). ,eynolds vs. estern 11.i.l. "'e1ma. P.y.Co. etal., 1 I.C.C.Rep.;)tr,'>
I.C.n. G86.

( 2). 
{ 3). 

(4). 

art6n vs. ou. Pacific Co. etal., 2 1.c.c.Rep. l; 2 r.c.R. 1,

J.ecum eh Celery co. vs. Cin. Jc � I. ackinaw T,y. >. etal.
5 r.c.c.r.ep. 633; 4 1.c.1. 318. 

• ruck -9 rroer-'- 'ssn. or Charleot .... .,.,. Vaeinity vs, orthwestern 
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commodity 1s to serve ln 1ts decisions, thus accounting for a 

hl£her hate on cow peas than com on commercial fertilizers, 

alnce such peas were not only more valuable but were used as 

an enricher of the soil ond its blades were fed as cattle food.(l) 

�he result of n similar ru.llnc was t e  placement of the 

"Zcheldel outfit", and electri�ttl apr.>aratus, ma.inly employed 

in the product ton of the Y.ray in the first clasc with medical 

and scientifio instrwr.ents,with double first clas r tes in 

the Official Classlficatlon.(' ) his discussion of the value 

of the com odity as n basis of the Commission's decisions may 

be �ell summed up ln the case of ice vs. Clncinnatti, 

ashin(ton an Baltimore RallroRd ·o. etal(3) where the Commission 

said: 

In r opect to the 111ethods and cost of transportation 
these com odities (cotton-seed-oil and terpentlne) have 
a notable resemblance to petrole� products, and the che peet 
of t e is several times ore va_uable than 1llu ir.atinc 
oil----�•otwlt.hstandinc the co11paratively low value of refined 
petroleum, the amount exacteu for its transportation is 
in so�e inat nces 60, creater than the sum accepted for 
carryinc cotton-seed o1� betwe n t.e sa e stations. It 1s 
impossible to reconcile such 1 consistant ch rces. The 
cotton-seed oil r .. te, in t e cases referre to is not forced 
upon the railroad, and it must, tlerefore be presumed to 
be re uner Uv ; but of the lower r te for the hlc;her priced 
article 1" r son le t the cerrier, how can the hi her 
rte for t e  lower priced article be reasonnble to the shipper, 

It seems that t e Commission has ha in mind the �arket 

value and not the intr1n le value as witnesses certain o 1tc 

decisi ns. Thu in arner vs • •  Y.C.and f •• l .. R. Co. et!tl,(4) 

( l J •

(,). 
(31. 5 
( � . � 

---------------

Ry. co. of ... ou. .. 
• G. �waffleld v�.

rol •• a etal. G r.c.c. ep. 295 
lantlc Coast Line R.R. Co.etnl • 

10 r.c.c. ep. 2ul 
cheidel . Co. 'IS. \. .1. 

I.e. ep. 19-.,; 3 r.c . .  84-1
I.C.C. ep. ��; 5 I.v.v,n, 74. 

l.J. o. etal. 11 I.C.C.hep.53C
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in epekinc; of "the modes of packine, the methods of handling, 

the r1sks of tr@nsportat1on," of beer �md ale as compared with 

a certain patent medicine. In regard to the relat&ve values 

of the two the Commission held that since the market value of 

a carload of the p.-"ltent mcdlclne was !5-'00 while a carolad 

of beer or ale sole for about "'1800, the defendant was justified 

in classin._ patent meuicine in tirnt clas::i for less then carload 

lots and third clas:-: for carload loto, whUe at the same time 

plac in� be r and l\le in third and fifth classes as it happened 

to be in less than carlo�d lots or carloi!<l lots respectively. 

're cornm1seioners said: 

The value of a>.n article to tJ-.e manufacturer is the 
price it oomffiands and it seems only reasonable that the 
cart 1eric should take into accotmt t.he market value, a thinr 
gener;;.lly known and e�sily ascertained, rs one of the 
conscilliat1ons 1n arrancing t�eir class1ficatlons and 
fixing the rates a col.lllllodity should bear, It is not seen 
tho.t t. e rel1•t1one that any s1"°cif1c eomr ot ity whould bear 
to otLer commodities for• classific· tion purposes can be

errived at in any other practical way. 

The zarr.e dis tinction was made in the case where a manu­

facturer �ho sdv�rt1sez hls soap as a toilet soap yet soucht 

lntmdry soap rates thereon as it was of tr.e same gradE., l'he

Commission held to.at the price he ,,l\S seekin tne a:arket was 

the deter inlnr factor in the valuation of the soap.(1) 

In certain cases where value of the commodity was fieured 

the Commission has taken ce�tAln social conditions into 

consideration. In regard to fixlne hay rate� the co'JIIT'i�aioners 

say: 

( 1). Anclrev.s floP.p co vs. Plttsburt,, 01.nc.i.n�tti and St. Louis 
i:.n. etal. 4 r.c.c. Rep. 4.1; 3 r.�.1 .. 77. 
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rk t price yicl� but scent r turn forlobor of productioh, t.t.e cost of t..rcnsport. tionneeds to e mod rate os will e cono1 tl>ot �ith u lee
tot e c�rrlera.(l) • 

ta1n, 1n the 

ar.d 1cbicar. 

Y cnee, atioo�l Ji.Y asocint!on vs. akeahore 

ut.hern n.1.. o. et 1. (2) the sa e vlc'li a held. 

till e. 1 ,  1n the o se of extenolvely used steel prod etc 

s r ila end bu1ldln ateol, it� s held that the ro dr. were 

justtfle in t1v1n � low rate.(3) !t furthftr held ln 

reg rd to the aa e products ti t " reduot\on in tlc.e or low 

mnrkot prlce in t e same wae juotlfiable, butt t tho ro2ds 

1 ht in a�vance rte on return of the nore2l 

prioe. 4) It 

o the l e 

s tel< an ,rev1ousl! et t.ed, that the ra t.e 

rto £rP. lns (as o tc; " corn} a 0,1 �r a

lo er r t than nhe�t.(5) 

value and ls e�ten 1vely us 

here the co odl.ty h o tow market 

t Qe t ·en co 1tt'nC• 

ot t 1 fact.( 

e cener:.il pr1.no1ple or v lu ha entered into 

t. e que t.1cn of gseneer rate to o � extent e w1tneeseo 

----------

(l . �ll!lph1B l h rl t n . . ro. et 1., G I.C .C.

.,,.,7; " I .c. • 870 • 
en). g ep. 264. 

1; 6 I. .c. 488. (�). Color 0 uel Ir n o. VG. Oil. c. o. t

(4). I t ,e pio. t, le!� of propose Pdva cee ln fretcht r te•• 
9 r.c.c. epl 382 

(5). -4 t. . . p. 48; 3 • 93.

(6}. I. . . P• 620. 
l. rhll•. orfolk elavr re i.te rar ... r ..... . . .  

0 . ta l ; .fr I. . G. I C .t • 558; 3 I. c. . �-
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lhe c· oe tn ioh t e 0 lsston • upheld cer-t.aln roac.s �n ti elr 

raet1c or pntt.1 le., nt t.to g 8p6C1Gl cl n and fl.vi

t.hem lo er r t.e t an ere ccorde ett er 

Cl"'SC in t . le r l to 

crsoo at t e " � rate 6 �re tive 

thou
.._ 

t.he .er I were ,;t111n to r1de 

It appeara t en t. t sh ile the Co 

t e prtnc oft. e V lue oft e ervt � 

in& t :i r. t. ,t ey V never 

� proportJ. '11 to the V lueG o c, C 

ot er ele enta h v• been t e cn1ae 

to t .e c rr1 r, neceee1t.,; t .R.w co

con 1dert rel t10 

r l t17 :11 ue fl int 

:re cao e e ove c ol l 

bave een r co nlz . It r;ould t t 

to first �r Slocond 

11 t.1cke1. ... to oteer 

t 

ln 

1E 

ae 

0 

le 

t 1 1,r 1t even

t 1 l rent cors.(l 'l

l n refer e to 

i· n�nt.1 l 1 deter-

i r 0 

l 

f V lue rt k 

preserved b., 

, tho 

, e 1 

conelde. ti. G 

rofcsso1 .

Jot-.nson 1 ly Ju Ufle lo bcUevl VP.lue usls 111 

e 1ncr ly u e aa vem ent re&ul tlon incr 21il. . ( ) 

fore l 1 � ..,re t n t er of c ee e n eci e 

� t e o 1es1o , into le cost cor.al ratl n.(J) 

(1). 
(2}. 
(2). 

(5). In 

e l v • ut 
fretc t r 

"le 1 

t 1; 
l; 

p. 39

,4 -47 

ou. y.Co, 

lf1c • e al;
o, food pro . 
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may well t review fe or e e rller c ea too erve

u o std r tiouz tlven cost ln t e d .. tenni tlo 

a ?" on ble r te. 

TJa 

. ;os t.o �he 

le· (1888) 

r or o r.;•rce vn. u ·on lver 

h·t t rel�tlve re or�bleneo or r te 
western point to •4 l�o on t,o ttantlc 

l rond

to ete t ed y 211 circU11ou cc a:\n con 
af'feot t, e trat"dc t.o res_pectlv po1nts bet o vrnto 1 e 
rate r u atl e � ot aolcl. or� a MdPr<'! of co p�rlso . 

e len th an� char��ter ft e .��l; tr.e e at of l e
service; t c v lue oft e com odlty; the condltl ns of th 
co petltl.on; t e at r e c );!City n c.eo rap ic l l tlon 
at lffc:rent ter�trol p tnbs nr �ll le-ents of 1 ortance 
be r1 u r t o relat.1v r a o blt-nea or t. � rt"speotlvce 
tr sport t ton. 

e reco 1tlo t t t ere 1s no sln le otand rd 2 

e co tl.uc to be L e  opl io of t.e Co lesion. 

e • • vie ls �vlde t l followln dec1sio, : 

r r 

. 

., 

I 

poln 

t Nit.co or n r�il y 

t. e

he(�o lsai ,n s;ys · 

y 
ill 
wlt 

r .. 

et r 1n1n 11., .. t 1e re so:::abl r:1t.e 

-------------

rutoto v • ine poll a 

lee (O l o

t. 

.. .) '

y. 0.;

:, • 0.;
al 

( .• I.
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tor a pa rticular co o lty (for e�a ,te, wheP.t) the Co 1as1on
will t Y.e 1 to con 1 e�tion the cPrn1t� an e�pc se r 
ope tin(> rate c r eci G.?Qn the e COll!!IO lty upon other 
ro d6 s ne rly s1111larly 81tu t possible, the lversitle& 
bet se n auo other ro J et • 

gain tn o l ter report t e CommlGsion says· 

.atea aNO n v r llltlasure �xcl 1s1ve1_ by etcht or 
the rt1cloG cnrr1e , or y h�lk, o c to t.h� cr.ir er 
of tM1ns:,ort.1n the , or by the value to owner ln h vlnc them 
tran ported; �n� if ell or t ene nd ot crs nrr t�ken tnto 
mcco tint o detel'l!lin t1o ro r es o t .ey virtually are, 
there in no rule or w1 lo can be 4eterm1n o� u�. 1 por-
tance ohould be ttJachc t n_ o o or ny co h1na.tlon or 
them.(l) 

I cndre c op o.ve. ittsbur h, Clncinn t1 t. 

Iouis y. o. e 1(2) 1t I'! hel that· 

In 
l expe , 
capitol ctoc 
b t t e c:la! 
by t eae ca 
be l wfully 
o e of • le

oo flt • 

Int sa 

rates t c rr�ulre ents of ope at• 
flxe ch r o, nd tvl nd on 

tot.al tr.iff1c(3) Qre to co 1 re , 
y p r'lculer rte in to b e oure 
tPn,ard, bcloTI htch the rot� al not 

1 one rlc tly u jcct. tc so e qt l1f1cat1ont 
t t c o  11 atlon aat be ctunl ln 

ye r t .e o m18slon Bl 1d In reearcl to 

eliaasif1c t!.on: (4) 

QO to cover 
c rrier. 

t e 
and 

t e prooobl COut 

c 1s expecte 
e r  ould h euo 

,:rotlt to t e 

It oon 1nuo y furtl er laous 1on tof t 1 ,osolb1Uty or r 1ln 

to 1 try if l policy ao re entl follo e w1t re� Ni 

to bttl l co Odlt1e • 

It 1 8 n te�ort.h thst 1. lts !'.:port of 18 o, t'e Co tlolon 

(l). 
(2). 
(3 > 

(� . 

1.c.c. e�rt (1890), P• 14 
3 1. .c.

ecogn�zin cost us an ultl 
I • • • .e port { l...,90.

te basla. 
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comple.1neo or lt lllCY. O .,uthor1ty to execute 1 a decisions,

and htlu; r ct th t it fl ding of f; ct 11 re not co elusive>

but uhject. to e rev1 Oft courtc. or�ov r, new evt e ce 

could be UB ll_ 

by p�rtle connect c.. 

a 

wit 

l tro ucc

�nro a

" 
erJ co on s umpt1on . 

o I'\ 1 c ls t t. t. e t&on 

0 reneona lene s f r tas ta one or lr1J1, l\nd t. e ofor , t e

decloion 

11 en rt 

r the Intorotat.o Co :!!:l.lrce o 1ae1on u t t .11 Umes,

It note 

ric tly tn t the court re prone to a. o ti one r�te 

oe lectt 

&ho tld 

lJ e rly 

by t. I" r 

the f ct t ?2t 1 t 16 a 

cons1 ered before a c 

rt o yat� v� rte whlch 

re htly t' ju tlfied. 

thi (l 90), \at t e tr ff1c dll r c.U cussed 

on.en 1a 1 n, 1r.d1c ti t e 

us d 1 • e p z1te nen e . 

l ro;::e • t

rt� t t,1 t1 • �P 

1 v: t . t car1 ler t: ul 

r , or detennl 1 � a 

r 1.. t tr t a  ust not 

scft unabl t pay 1 t re t 

o t c r oblt ti & n f tvl e t t ck­

in 

r ir 

hold.er 1 t 1. ir,c l. e ro.. 1 £»-Ol r co lt1 p 

all re .( ) 1n,1 f' co t pl 

profit 1 ' t tt r c n P o t.mrd

0 t'Xpen. 1te C: re r l:• 

c l to , .. t cir obl1 t.10 y t 0 to t. cneflt o t e 

c untry t t:'S oe1, e. (, rr1 C tc t t rote not r- l,. y 

(l). t. ort p. l�-lu, (1690). { lao c e 
• uJ e.U.01 s. r.;. o oon "ti

r; , sp:>rt.a t ton. 
( ,. I 1 • 
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the question of coat to themselves and value to the owner of the 

property earried but every consideration of a publie nPture which 

can fairly bear upon the queation of public usefUlness. The 

whole subject is one exclusively one of discretion with railroad 

managers and the offieiala of associations wb� are brought directly 

in contact with the business itself and with the people whom 

they serve, that they are not expected to �efer to lecal counsel 

upon questions of classification but coUld aas'Ullle that auch a 

question was altogether aside from this pr�per service �nd woule 

he ■ueh more likely to consuly w 1th merchapts, M:f\lUfactureN, and 

others who are to be patrons of these roads th11.n with one whose 

business w2s to deal with legal questions ",nd not witr, questions 

of discretion and purely business manaeemant.(l) 

In recard to cost as a bas&s for rtililroad1 ra.t�s, the 

question of determination of such costs 1mn.ediately arrist-s. 

Professor Iarornond declaes that "if the theorj of costs of service 

i& empooyed in expla11 ing the principle of railway charceiai the 

term "cost" must, undoubtedly, be used iu the sense of joint 

costs. (2) 'l'he Coimission early held that the cost of aerv}ce 

principle t1as not applicable to railroad ohart.es. ",bile 10ost, 

ai; it has been said is an element to be taken i1to account fn 

the fixinc of rates and one of the very highest importance, 1t 

cannot, for reasons well understood, be made the rate-baa�s, 

but it rust in any case be used wit, caution and reserve. 

1.c.c. Report (1890) p.169 

\ 

( 1). 
(2). r.auw�y n:.ite l'heories 01' the I.(' .c. 11ammond- Q. • ., • of' '.c. 

vol. 25 p. 40; _aussie in : • J • of Econ. vol 5 pp. 438-65. 
r.eprintl!'d iu :\lpleyh "P.ailwa� Problems", pp. 127j44 

I 
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This 1s not merely becauoe the worct'oost' la made uae of 1n 

ifferent stmsea when �Pt>licd to r .. uro d traffic, it being 

often useu to cover lileNly the expense of lo in , oving and 

unloading tr ... .i.no, .tt also beca,lse 1n wh.tl..ever sence m:..y be 

used, it 1a quite 1mpossible apportion vith ccuracy t.e coots 

of service oun t .e items of tPr.ffic----- nJ atteopt to ap-

por·t ion th" costs, thcreJ.'Cire 1'10lll P-t beot and un e1• t e ost 

favorable circu st nces v,ou d o ly reoch n a.ppro1:iu tlon. Tnla 

io so Tiell unde1· toed th worlc' over that t, e proportion f1•0121 

ti e to ti e is de 4D ot,er countries to easure t e c r e  or 

tie carrier by the costs of tho c rrl�tc solely, I ve al�ayc 

been obmHo.e a1ter 1nve tlt;atl r • 

It see at t ttouch tr 1 �c n ers and t e Com 1os1on 

as well denounce cost '--G a r. te b. sis, yet "it is so 0\1hct surprisinf 

to fine.I t at ir, aefndin(i rates wl lch .. ave een le tl c subject 

of complnint to U-.e comroiosion r ih;ay officials anc r·allu.J 

attorneys r.ave ft•equer tl., --1,�rtiups .ost frequt'ntly--dooe so bJ 

use of co ta of the se1•vic:e 11rL>u nt..,. hven more surprisinn, 

however, 1o t'ie f1,1.ct tr at tt.e co issio1 ere have not only lent 

a will in car to uch ar 'VJl:C .ts ar.u custained t ,em " eneve 

t � evlc Eince see o to su •• ort U em, ut t e� I"' vc very frequentl� 

on tr.eh Otin init tlve entere into an inv tie t.1on � the costs 

of the tr .sport ... tion with ,icw of rer.t rlne;. ceclsion on the 

basis of U.e ascertained by this 1nve.,ti£t Uon' • (1) 

It seecs not to h ve been t.he desl._n to cit .er use costs 

tne sole bns t or to al1.ocate cost by iffcrent. co ,Moc ities, 

---------------

{l) • nd, "I • • • t .. .>ries" • •  o. of c ,. ">l. 2::: p. ,.,1.
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"but t e cost of t 1e s rv1cehtl,s never theleos been uced :1 8 a 

me· ns of tr 1nln t e rea on blene. s of r te 1 four ·1rrerent 

classeo of c� e ". 

I e 1'1rst ty_pe of c sea un er t e above heact is the"coct

of ren er1 o e pec1t4c service''. In John P. Zqulre

vs. The "1chie"'n Centr l Railroad o pany etal{l) t e que 1:.i.:>n of 

charie on live stock and slnuchtered me t arose ae in te r lcaro 

Board of Tr:ide n Chic o lve toe t ;;xchange cnses, previously 

cit o. 

For so 

le plcint1ff w�a en�aced in alnuchterinG toes ne�r onton. 

tie t e roads had lven l a r te oft irty ce ts per 

one hun·re-d pound on live oes fro Cllcaco to Bo ton. t the 

aaTe tie he Tr!.lnk Line lssoci lio h d fixed dre ed b �r r tes 

Qt &ixtyflve ee ts p•r one hun ed poun s with w ich price the 

plaintiff w�n atiafied alJ . ut fol lowlnc ti is extre-� co !tit ior 

brou ht r tes on b ef ro uc�s 1:.0 s low as seventeen cent per 

one httn t· d pouncls vith • consequf'nt, raising of the pl!'.intlff's 

bUGine.., vldonc s owed th'1.t pr ctically the only difference 

of elaui; t. r1n of ho s ln the I asto .-nd cot w s the coots of 

trons ort tlon oft� !iv Mn� ls. 

lt. Oll ti C 1 l t. t 1 rely ' co rel l 

oonaider tlonc" not coat oft e e vice be used in this c B�, 

the Co 1sa1cn ll"ft 1M1 "v lue of l.'o.,.modity" principle nc 

ar ued th t to u e th·s int 1� o e uould nece s1tat� Q chance 

in the rates for t.very chance on tie � rket of the value oft e 

live hoes 1n the ffiar�ct. 

fter an invet.t.J.t.:,<.1tior: 4 osts t e Commiaeion rendered 

(1). 4 I. C. C. e "' . 611; 3 I. . , . .-l5. 
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the follow int decision: 

(1) To producc(sl U[htered hoes) is carr·e in More
expensive cars---· ?he intorost on the incre se oricaral cost 
.. l the cre"ter outlny for re ll' ire Clre constant ex enees
( c.) The weitht of the refrit,;.er tor ciir, \l!l'C logded with the
pr·oduct, includinG t,.e ice for refrlce1· tion, is bout 64,000 
pounds, and that of tte live stock when lot\ded is 46,000 
poun If t e tnrif:f was bao•d solely upon tonnage, that 
ia upon the weight of the ce.r and its lo�ci\ when the c rrier
ch�rces 30 cents per hundred pou.--ids for car1·ytne 1 ive l ocs 
the ctuArce for carryinc tie .1.-'Ivlluct al oula be about 42 C("nts 
per u.n re • (3) e loadin �nd unloaCine oft.le i ls 
byt e s  ip er inste�d of tie c rrier conttnut adv .t le,
(4) e rapidity with which t e cars used in t e live stock
traffic are loaoed ren ered t .em les 11.-.Lle to etentlon
en t ey ar returned to tr ffic s-::ioner th9n wl en londod "1th
pro u t. (�) .1.he refr1eer tor cars vo t.c be i ed. lve
ton of ice nd s lt per c r furnis ed 1 tte Cl ic L -- iton
businecs. i is is a constant oxpen a in cu r ont
(o) 1he pro uct is ore v lu ble tmln live hogs.--·- (, r,
of the opinion that in the fixint. of relative r tes u . .ion

rticlea tri tly competitive as these re, t e pro er relation 
should be deter�ineu from the costs or the service, and if 
the difference tn this res:, ct bet een two co pet1t1ve rteclee
can be ascertained, such a rule s, oulo he fixed for 4ach as 
corres ond to the costs of s�rvlce. Thi is fir to the car­
rier and �o believe that t, e m nufacturer s ri

c..
ht to c!e�nd

of t e com nies th t such a rel tion of rPtes as to t1ese 
articles s ould be intained. 

The tnvesti ation of the Oommisslon in 19u2 �nd l 03 

in the c se of .1,e atter of .ropos d dvances in Frei�ht tes.( l)

result d in a per isslon of that bo � for the .ro.osed r i e rates

to the ol r·te level on cressed b f since in truth it ns not 

raise but a restor.tlon as the old co petition v�s pasGed, 3nd 

alnce the cost of tr5ns ortln& the beef w s ex�en lve toe cecree

.ustifyinc the r te. 

In truck F;irir.or!-. ssociat1on of Chal'L,ton and VlcinltJ

va. Iorthe stern RQilroad Co pt>.ny of outh Carolin et 1,(")

------------

(1). ) I." c. Rep. i>,2

(" J • " .1.. • c • • Rep. 29u •
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the Commission justifie a hifher ch, rce on str;iwberrie.; th· n on 

cab .-ge.a. an<l pot;;,toes shipped in bulk, in U-e followine l8nfiuage: 

.1.he rnte per ton-mile under tie charc;e ebcve 
perscribed ott six cent., per quart 11111 be very much hi(her 
than that demanded by the c;.,rriers on ordinary freicht. 
Relatively higher rates on strP.wberries, however, appear to 
be juatifieu y tne exceptiomil characeer of the servioe 
connecte� with their transportation. This exceptional service 
is necessitated by the hi�her perishable character of the 
traffic, rt.:quirinl refriger&1tion en route, rapid trons it, 
specially provided trains, and prompt delivery at destination. 
'l'here is also involrved in tlUs extra trouble, in handline 
ahd receivinl and deliverinl points, extra facilities �t such 
points, the "dfillint.' of cara in :;, tr"ln, reduction of 
lencths of train to secure celerity of movement, partially 
loaded c.lrs, the return of cars empty, and perh;ips other in­
cidentals''. 

In Georgia Peach FRrmer•s Association vs. Atlantic 

Coast Line Railroad ,o. et al(l) tre above decision was followed 

in eeneral but the Commission was not willint to permit charces 

to oe raised :as value incre, sed, for purpose of insttr.:lnce. It 

did admit the justification of this point in a subsequent case 

where it said: 

(r�rnage in case of live stock) (was1 on' incident 
1.. tl.e trausportation of the commodity which may properly :;ee 
taken into account by the railroad in establishinc tariffs • 

1he Commission held in J. K. Farrer et al vs. Southern 

hailr0ad co. et al (11 I.c.c. hep. 032) that on account or the 

differences in tile cost of service, the road wo.s justified in 

chariine o. higher r�te on dressed timber-- because: 

:·he dressinc of th<- timber results in a comp�ratively
irnport .. nt waste of raw material, which is by that amount loss 

of tonnace to tt e carl"'ies, a dupl icatio11 fo terminal expense,
a loss of time and increase of expenses by re�son of delays 
ln the througr. shipm•nt to destination. 

(l). 10 I.C.C, flep. 255. 
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ny other declolons takln[ into consider t�on specific

aervlce renderc b� t e ommisslon(l). till anoth•r 

3r�JP of n es ( c not� by ·r. ·a ond) 1c th t Group !n w lei

the coMmodity beln transported is compared 11th a1 11 r

com odlt�e , e • •  trawberrie as co ! r 1th or n ea.(2)

Again, ao re._ rd tie rol, tive r teo conn corn n conn e l, the 

Com isalo h s co iderea co t(3J. In c c� of co lit

because f rise inte r tes on c ttle� the Cororn�As!on a re 

thnt cost hould be the bnsis fo1• ti ei1· decision ::; y1P[. 

dete: 1 �it reasonable c�ur cy t e cost 
train oft.is live st ck betwe n any two 

r • f • ond c 1 tea 

complained of wer comL)ar 

t�pe of c sea in hich rte 

with the r e elsev•here for 

service. ,ere cosbo �ere considered in, e. e• the r 1 tive 

cost of tr a.ortl cotto foo eri i�n, ls issip i to e 

Orleans as com r d with t,1e cost of shipptne t e snm, core odlty 

from �,hr v P rt, ouisian to � rlear.s( 5). 

( l ) • 7 - • , • • e p • S ,6 • 
(2). c . .  Perry v • t� �1a. Cen , • .  In o. e l; 5 .c.c. 

( 3,. 

( 4). 

(5). 

1• 

P.oa:r 

Cnt 
1e.-.. 

ep. 97; 3 .1.1.; • •• 740. 
te and Jr. vs. :i. uoile & io o. 

3 1.c.c. JS. 

of ,a ilr.., u o, misaione1 o , • tchison, .. o J l"..1 &. > nt:1 Fe 
,y. co.,8 J..u.(;. Rep. 304 

le ai ers ssoc1at1on or 10:x.as is ouri, 
s .y. co. eta.1; 11 LC .c. .ep • .:;96. 
Orlt otton .xchanee vs. Cine inn , w lrl 

():F. s <-. • Cu. etal;,., r.c.c. Iei3. S'/5.
/.lso ae r.d �t l ,c. orthern 'r?c. •o. ot l;

··ey;

6 ep. 131; ruid 
Gear e .l. in el ost.on lbsny .R. et 1, 

11 I. .C. ., • 1 o • 



1A
i 
I 
I-

•;-
-......... . ' ... - . .  :-.... ,.,, •. ,._•-�·••••• ..... ; .•• ,, ... �•�-l•l .. �•••"'!.""-��•••••""'••·• .... • .. :·cf' ,.t,if,.1 



-55-

Again, the Commi�sion hus tiven consideration to cost 

in the case of carlo:o>ds as compared with less than carloads lots( 1). 

In conclusion fo the analysis of cases in which cost has been a 

factor it seems fit tin( to note this conclusion of the p�per upon 

whose study the above �nalysis is based. 

---It is plain th�t wefind that the value of the service 
is merely equivalen to the well•known monopolistic principle 
Ofi cihargii1g that price which will yield the larc:�st net return. 
It is �lso evident that the Inte rstate Comwer·ce Commission 
could never consent to the use of such a principle as a basis 
for uetermininL reasonable rates. The great advant�.ee which 
cost of service hBs over yalue of service, is that it furnishes 
a concrete at�ndard of measurement. It states a quid pro quo 
as a reason for an,,�inc a chari;e. It is a standard of re.,.son­
ableness which has been adopted in all of our economic 
relattons to make charges less tnan costs woula. mean that 
other commodities or other industries would hsive to make up 
the deficiency, or else the railroads of the country would 
rm at a loss. , o chart,e more th�n costs, or the other h�nd 
woul, mean thPt the railroau industry was forcine other 
industries to surrender to it a portion of tl.eir leLitimate 
earn in es. '�'h< fact the t it 1s univers:,-illy accepted in other 
transactiona as a test of reason�bleness explains why the 
Comwission has naturally turned to � consideration of costs 
when the equity of a (iven rate has been brought in question, 
and it also explains why the railw.iy officials have naturally 
m9de :, cost service their defence w11en their rates hii\vo been 
at tacked. ----· h" t there are obstacles--insep�r�bl� ones--
to any direct determinatio11 of the costs o, pe! formlnr a 
specific service 1n transport"tion no one familiar with the 
subject will deny, it hli'S l'een by means of a dir, ct dete1·mination 
of  costs, however th:.it the Commission has 1aoueht a solution. 
�hem metnod followed, :il.s we hli've se .. n has been that of comp�rison,

Th•s ascertain�ble cost of movin� � cert.in commodity h�s

been compar.-d with the cost of IT'OvinL the same com"'odity in

� different manr1er or under different circumstances, This

mett.od of compar;;Jt ive costs does not yield absolute accurate

results but it is often sufficient tor practical purposes

and we must remember that Sconomics, likela.¥1, does not concern

its�lf �1th tr1fles(2). 

( 2 ). ,.ailroad ,are heories 01 .1.ht- Interslatle
(
Comme

)
rce Comm

5
isaion

5�1by • .o. 1 ammot1d, (,,uart. Jour. of r.,con. 1910 vol. 2 , P• .., 

( l), C. • Barrow vs. Jason & is,�. V�lley RR. Co. ebl, 10 I ,C ,C.
Bep. 333. 

Buckeye �ugey co. vs. The c.c.c. & �t. Louis R.R. etal;

9 r.c.c. ,ep. 02 0 
v. r. Schofield etP.l vs. Lakeshore ;inu ictiiran Southern hy. co.

2 I.C'.C. Rep. 90. 
Harvard Co. vs. :he Penna. Co. etal ;4 I .c .C. hep. 212. 
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In t..e d1c� !tlon o,· t te e oe� before H, the co 1oslon 
a ls&1rs cono141ered t. c.ota of porformlll& V.11\rioua aervlces 

in ao fll\r s..: t ,e proper at��tat lee ;:ci e li'Vnib,ble Mi, epJ)lla�bl • 
uch "- • ltcat.lon iw. een llml.t•4 bec�uM of t. ;e lrick or tr.:for­

cs-it.lon, dJe to the foct th�t t e Co 1nst�n tn recent;. r2 · a 
no� r Q 1.:--od t-:f!rrle-r ... tt'.I Nt;uler i>.!'JUrt1on t.hfl!r c,��Un ex-
�n� • to t. e viir•lous l :r nc e e1f t e � n . · 11erv1cP.. { .le 
w e �rlor to lC�., 6 en • � nu rles 1n .uitlct.lcs o� 

ilro•dr. tn t e nlt..fl't:\ t t� )--- �.,y uo,llu.,e noll · P. rtto., 
t. �tr e>:.C!: lo'"'R l.,• cl 6"- er s•rvlc,i cir1 Lletr C"l ;n tnlt.1 a,<".
: re.. 1 ty to ev�mty J r c t t.. of t e ol)er:.itln .. e:r..�nof s or
r� ll .. c r,e:ileG <\en e �-. rt.1ont't\ ln st Llsf.icto?'., r. ner 
IDet� '"'Cn fre ltl. t t..11( iJ.1.8 t:l,� � snrv tee. (l) 

In vi.� , of t e r Vi ved lot l�6t t. e , CCI' 1 oic� rec 

r-equ1:-1n .. t C! Nilr es to ( tt'I t tlr e:x.>f! G . •"· rlc t;;I G 

eld in l.lU tn:,.ton, L. r. " ..
... 

,. .. !.{ to c�nulter v�rlouo ,11Pm:1 '-' .. ._. I 
t.o 

ome r nro s � • . 

.. 
I . � i) lm fo1 i'ormul s l ,, ti 1c X>r't _o 

t elr exlen e • 

In the r".)Ort Quot�� ebcve ta fou� � otcc�salon of 

Vl!'r of 

ee r t!.on or G{lf;t' tint; e pc,�t"s", 30 r • •  c. v?G. 2l1ls rul1.r. 

or t e orn 1 s1cn ;..11 clP e onf! ro s � br c tog c:;,rrle s 11 f< 

e 

( l) •

n C 

l, . 
. 

e,ort or Int erst�te om «re� 

tr Oi r tie" 

lost n, P• .. (191 ). 





Hav·ng ?ollowe the trend of th� cont and the Col'!l'liceion 

docie1on before lJlO o.n noted the aeco d scene of the 

citu t1on as se forth in tr� ate l 14, it is o be n ted

the the Intar t to Conmiicsi 1 1 1 yin(:; en u: er iJl3 atrose 

on co t of s ice a f ct ,r lln 1· te k ing. 1 o gr t is

this indeed th t t e "avid .nee nd the rief• reoented both 

by t r .:lro d nd tho ro est nt no ive c oial rom­

f r.: Of C 1 1nenc to expen e n_ 

ants h v s eo1 11 e i te C Eu •" 'l.rlont the 

i:m ortant c oe 

m c ..,in dec1 1 1 of L07( 11 vs 

1 1::i. rn 

G. ci J. 

• •  £.; , �. 

c en.., r 

In tho e nd 

elloc e or 

end the .e 

n o o s t m s 1 

01·t1on e ermc • ( )

h ,e be 

'y o., 

th'3 

reviou lY t • t iss l for

the se rat ion of Oi_)or ting -ex enue et -ue:n ... 

p f: erv on l r o t, rai s. (3)

I'\ ]1 tr t th t1 t 1 

to dev· 8 cy to f co rt to se er.; e1· 

ex:pen .... t 1l be r C l 8 

u :in l . S1noo t i oviv 0 i 

c ntinuc ro r h tn 

pro le oonti e o b f l uen d fy 
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RATE i .Krnc AllR0AD. 

The fallacy of enaloc:y is truly a fallac.v �ince 

analoey is so laden with the de.nger of com,arinc the incom�.rable 

and drawing concl\Uliona. It has become known as the " patent 

medicine" argument. However in this brief statement only a general 

perspective of the rate a)stems of En&land, France, Italy and 

Germany will be considered in an attempt to portray features c 

common and peculiar to these aystems. 

Bri tiah paas�nger service yields practically one half 

of the revenues of the British hoads, having increaaed by about 

5.4� annually from 1854 to 1894. The proportion of the total 

revenue yielded by the passenger service in relation to the total 

1s greater than for· ny other country in the •orld 

1855 1865 1870 1880 1890 1900 1905 

Percentage of pa asenger 
receipts to total income 149.7'46.2'42.8 1 41.5'42.9 143.3 1 42.9 

I 

Percenta,.:e 01 frei..,ht ' 

receipts to total income 1
-

-.--

1 53.5 1 54.6 1 52.8'51.0 1 49.7 

In their passenger as well as their goods traffic, 
the P.ri Ush railwayG have in tho main not followed the cost 
of aerv!ce principle of rate me.kine. 1hey have usually ma4e 
rates accordinL to what the traffic would bear, ( l) both as 
to the preaont and the future. Their mana.4rerF have, therefore, 
ienerally made rates in order to secure trr-ff1c. They have 
understood well that for the most part, it costo less rer 
unit to carry a greater nwnber or uni ts of tr!' ffic. In prac­
tically no instances, however, have they �ffered the public 
a rate so aow as not to cover t ,e cost incurred by the rail­
waya in hauling tne add! Uonal trcffic. The British railway 
managers have known t�at it is most difficult, if not really 
impossible, to a.scerta4>11 exactly wnat each unit of service 

-----------

( l) • .-.c wart, le men ts of t<:co11omic& •





costs; end they hAve alQo believed that such B baais of rate 
making would not be entirely fair, could it be accur:itoly 
known. 'lhey hnve made rates on the principle or tha value 
or tho servic , and they havo proved that such principle 
may be administered with a felr nmount of justice to the 
public." 

It t\l!lY be noted here thnt BritJ.sh clasciricatiou o. c

freight ls very simple still. 'l'he act of Parliament known as 

the Rail\ay Cluuaes--Consolidation Act of 1845 provided ceraain 

maxima which t:eld untilc changes of the Boo.rd of .rack and Pnrlia­

ment in 1891-92. In this period the railwaJs were practically 

their oan mas� rs in makin� rates ena classific�tlons. �he leneth 

of their haul le very short, �1th an average of from thirty-one 

to fifty miles na cornpnred with two hundreu nnd forty for the 

Uniteu ltates. t e rit.ls roads hnvo nlso a larce volume of 

finished hiGn gr de corn ou1Ues to h· ul and much of this has to 

be carried at hi�h speed. uch troffic carried by the express 

companle :ind p:i.rcel post is ce.rried by the British railriays. 

In connection with lenfth ot' haul it wnould be remembereL- thnt 

the termlnal collection nnd delivery costs are th, sa�e for long 

as fo1· short hauls. 'Ihe British freight service is not so expensive 

aa it m16ht appear.{l) 

In regard to interline traffic t.he Brit1s11 railways 

established a �learin house as early as 1842 to m�naie this 

traffic. Under this arl'8.ntiel!iant there aprun� up a "clearlntr­

houQe classification" so that when the Act of 1888 was passed 

deipnding a simpler classification thi. cl asiflcation was offered 

almost "1n toto' • An unusual provision was embocl1ed ln th� Act 

( l). Acworth, Elements of ail way .cono Dies. �or full di.,cusaion 
see English Railway Rate �uestlon, 1. avor, r. z. Econ. vol.8,p.280 
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of 1894, to the effect that a railroad had to prove the �eason­

ableneas of any increase over the actual rates in force on 

October 3, 1892. 

These are some of the most outstanding peculiarities of 

British railways when comparin& them 1th those of the United 

States. 

In speakinl 01 the Com isslon created by the Act of 

1898, Professor Raper says: 

Durin& the decede of its operation the Commission 
considered two import�nt classes of c ses: (l) Those which 
involved increaaea of rates in order to brin& an end to an 
en� to sn enomalous conditi,n; and in these caseo the 
Comnission decided in favor of the rttilways. (2) Those in 
which the railways clnimect thut an increase in cost of opera­
tion necessitated an increase in certain rates. �herever 
th� rail•ayo proved that the increase in the c st of service 
was presumably permanent and in fair proportion to the increase 
of rote, the Commission allowed the increase.(l) 

�he above indicates that in Justifyin6 changeu in rates 

British railroads often have their clai�s for charge on the cost 

bne1s. Yet the Commission haa not laid down � rulf! on "hat should 

deter ino r¥aaonableness. It must always b� proven. Even the 

decisions of tho Commission are not always consistent. 1hus 

the decioion that rate competition did not justify a preferential 

rate to fore1€J1 coods over domestic in th budd case of 1890 

was reversed in the Liverpool Corn Trader's Aasociatlon v.,. the 

Great astern Railway two years later. 

It ls not entirely far retched to oention here that the 

British Commission has done a great service to the Empire and 

ahared a creater dicnity t'ian our Intarst�te Commerce Commisalon 

(1). Rnllway 7ransportation, 
hailroad Accounts in Leading 
vol. 24, p. 474. 

.apor, p55; also see Control of 
uropean Countries, A • •  Sakalski; 
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alnce few of 1tu <lecic ions have ,eon reversed bl' hither courts 

or appe l.(l) 

tlonto the atntif1cat!on or clas6 :systel!l so conspicuo� in 

i:;ltmd :.me fro which this country 1a far fr•om en e:xc.::ptlon to 

ths rest of uropo. In .nglsr.d t,e panstneer �orvice reco(;r.1£es 

three cl aeon. It 1 e.�tero6t10( to note �hnt t.o tenaenc� naa 

l>Qcn to are s dccrcaGe 1n c le.ss iA'l.., n an increase .i.r. cl sa tnrna 

unt11 ln 190� t 1s cl as lnclULiu� 9o, or the tmffic nu 75 or 

the paaaen r feroo. a OLoorve , thls &trstification is co mon 

to all 04 arope doubtle6sly due to the social order of thll.t. 

aocle .,., . o profound an 1nt ltumce h s t,h1s tad on some thinkers 

th t rrof sor Gohn has aet fo1·th his 11tl.'\xat1on' 01• "nblllty to 

pgy theory of p&6Gin er rotuc. Th1a ta dlscusoed in another 

portion 01' thls per.(:!} 

IL 6h ula be pointed oat. thet by 3y of regul tion tho 

Enel1sh covern�ont h g not preacrloed n� formuln for determlninc 

r t�s but �s laid down cert in 'm�x1m· between which th :omp�n­

tes might o 1ft t their deacrltion. the aa e l, o en !n t 

sy"tew of th"' 'cahter des charces" of r nee. 

In n discussion of French ratos it 1G •611 to cite ae 

in tna c£lse 01' thGI United inLdom the fe.c t that PJlGoen ... or trafflc 

15 divided lnto throe cl eae5 in ranee also. Tho �a e tendency 

(1 • n lleh ailsn� ar.d Cnn�l o lesion of 1688, • J. cLean, 
• J. con. vol. 70.

(2) • .  o�e Curlou8 rnaves of tho Jallway uoatlon ln urope •
• t�rne, • J. con. vol. I, P• 464.
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of the first claas to decrease and the hhird to increase 1a evident 

there too, until in 1905 the first class composed 4.4 '; the second 

24 .7,� and the third 70.9, ; "and these porcenta£reS have not varied 

greatly in many years". 

�s to eompar3tlve tolume of paasinger and freight traffic, 

"in 1900, and this nay be taken as a fairly representative year, 

ti.e paaaenger aervice yielded 44 .7,, of all the income while the 

freight service' a portion was 53.6% \'fl th 1.7,. from miecellaneous 

sources". 

Classification has been most difficult owing to the 

variety of commodities composine French traffic. _he c�assifica­

tion consists of four £roups by the concessions of 1842 with 

prescribed maximum statuatory rates.(l) These remain as the 

maxima to the present with actual rates varying below such maxima. 

Such variations are subject to the scrutiny of the Minister of 

Public �orks who supressee them and who for the sake of justice 

to the i.h1p_ ers and finance to the t;overnment, h�-8 rr.ee.nt a com­

paratlvc r!6id syt.tem of actual rate3 upon a kilometr1c b3.'1ia. 

The lnister has, however, al1ov1ed variations to foster certain 

local inou tries against certain i�ports. As an example of rates 

or1 the kilo ·etric basis, "tho rates, including taxeo, for all 

mere andise hauled at fast speed were in 1884, upon the lines 

of one of the efficient companies, '_he :astern, a .. follows• 

Up to ..,OO km. 40 ce11 times per ton (n1&tric J per km.
II It ti " ti " 

From 200 - 300 km.38 " ti ,, It It 

From 30u-40v kn. 35.3
ti 

ti II ti 

Over 400 km. 33.6 ti " 

------------

( l) • :'ranch ethod of Contrelling 1,ailroad h tes, w. H. Buckler,

Q,. • r • rcon • vol. xx. p. 279.
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In re�Prd to the theory behind French r tea, ?rofessor 

haper says; 

'lhe French classification am skedule of rates have 
been upon tne whole mo11e complies ted than those of f.'ny other 
country. Tney also have been based Ut)On wht>t the traffic 
would bear(l) -U;)On the value or sorvlce; and this is every 
v1here a fairly complicated princi,Jle of rate mf!kinL,. There 
wore in 1879, when a reform, for tne pur�oae of securln� more 
sir.)licity and some reduction in r::ites, was inaue:ur, ted as 
many os 1854 special trafficn. ';'he eoverneront now established 
six slasses fo freit..ht trt ffic f .;r the slow service (petite 
vitesse), uniformly applicable to �11 of the comJanies; and 
for�ulated standard raLeo for each class with variations 
accordine to toe r..a ture of the to-,ds, their bulk and the 
distance of thetr haul. For the fest (Lrande vinesse) service, 
the st�ndard rate� we1e now •ade uniform, though its traffic 
remained unclassified. Furt.he� unirormlty and si,rplification 
were maiie in 1892 and lc.195. (Attention should bo called 
to ta�orint r�te or bareme as a��lied to French rates. lhis 
is explainec in Italian r tes also).(2) 

Str�tific�tion of nasseneer treffic into four, mostly 

three classes, is found in Ital!' :a,s in France and ·nglnnd, the 

third clcss in Italy containing about 7o1J of the traffic in 1899. 

1he kilometric basis of rates already explained ln rr�nce is 

c0mmon both to freight and passin�er traffic in Italy. In 1906 

the revision established amounr. ibther thin1..s the ' taper!nt: system 

of rates". 'l hat ii., ratos shall increc>se with distance or len"'th 

01 naul u,J to a cert in Umi t. Prior to 1906 all rates had been 

bailed upon a kilornetrlc basis. rJ01· three divisions ,,ere made: 

(1) dist�nces up to 150 kilometers, (2) from 150 to 15[0, (3)

beyond 1550. Por the �1rst division of traffic all r�tes were 

fixed upon 1,. ricid kilomctric ha sis; the fie le. of the second 

---------------

(1). �rench 'ethod of Controllinl , • •  ates, • H, 1uckler,

�. J. of Econ. vol. 20, P• 284. 
( 2). control of J .ailroocl ccountint, in Leading l�uropean r.ountr1.e6,

t • • fakolskl, r-. J. of -.con. vol. 24, 1-• 789.

-r;or cliscussior of taperinf rt1tes, see Fallwoys in r ew eland,

v. v. Stuort and J. r. Lleasifnot. ,. J. or -;con, vol. 23, P• 662
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division ag divided lnto �any zones. ffilh taperine r�te per 

zone; tho total chnrie for the third diviaion could never become 

lar�er th n the lest zo�e tn tho second, 1541-50 kllomet r•• 

howevar rGat the len th of the journey. The st ndard r-ates 

per kilometer for the first niv1 lon wore E follows: 

Clt\08 I Claes II Cluso III 

Exer�...!Ll.r inc •1�.76 cent1 e '8.93 ccntlmo ' �.uO centim_os
-,-- - ,-

Slow and 1xed trsins'll.oO cent�•s.1r centime • b.2 __ centlm� 

It lian roltht oervlco ls divided into two broad �eneral 

classes or crou a: (1) f ot freight ond (2 olow fr icht. hese 

have n divide into two anti eight cl ·es rospoctlvoly. 

urth r or , a distinction s been m�dc between 'conveyance 

cha� es'' end 'Lermin l charGes'' ln ItRly. hus for slow fre1 ht 

"the tercln ts w re in 1907 fixed at 20u lire por ton for the 

first five clasoe and 1�3 lire for the last three. Th nor l 

conveyance r .. te were nt 1,hls date for tha el�ht clasaoa nc 

folloPs. 16.48 centime per net ( otric) ton per kilowa e ,  

1 .4-, 1�.36, 10.30, a.�4. 7.21, u.18, 6.15," 

ver e length of r��s fo passen erQ for all cla�oes 

in It·ly ic very short beln� •nly 3 mile - 1900. The tr fflc 

ig compoced of amall ehipmento whlch ha i1ven riue to the 

"Expedi turo" or 111 ippln eent • Th mi ul re var� short. There 

h.D.s develo.ed cert in r::itea based on lnimum ship ants or baaed 

on e>:traordia3.ry(l) requirement, as to londin.,, au unlond1n-.. 

"Tho 'fi'agon-lo d rat.e.; have bee,1 c;emn•al for the l ,. e majority 

(1). lO f..all ( �1tuation in lt ly, Fillppo 'i'aja1n.i. w• �on. 
v..:> ... v• J p. 610 
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of Italian trafflc; and for theao the zone ·ystem h a applied 

to both distance and wel�ht; for special elow service, only to 

distance. Certaln conce sions havo been mude to discourace cortain 

1 l!port.a and �ncour ge certo.ln exports. 

Ger n p�sseneer tf3fflc is divided into four clas es 

or• five incl1.1dinc the socalled "military" clna�. lmost nine 

tenths of th e tr ffic iG included in the third anu fourth croupg 

or cl seen, tho two cl saes combined �mounting to 69.6 of tho 

total in 1860, 75.8 in 1875, 87.9 in 1891-92, and 88.� in 

1905. Trip,. --r hort in Germany and the value or tri�a per capita 

lo small. The eneral tendency has been for railroads to stand-

erdize railro•d en err tes on a per passen er per kilo�eter. 

b sis. /ft�r � lont trt.1£ le tho reform of 1 907 brought about 

uniformity in rates div ding the ner st ndard into express and 

ordinary r teE. It shOuld be bourno ir ind that German nd 

Europ 01 • stln�er service in cener l doeo not �rovlde for b�geare 

t\tl in oric�. 

In the cenc of freight rnt s in 1877 theBe was forked 

out by represent ti veo of all of the r:il lways a unifor.n claasi -

flcs.Uo nd r tee. It recofnized end created two gener 1 crou�o: 

( l) expres tmd ( n) clow cervice bo.ain the rate or distan�e

ba�is of cr.arce p r  ton or m1}e. ain, Ger an railways m�ke

� dlotinct ion bet ean ''cor.veyance cnarfee" and "term in l char�eo".

owever, at !)recent ln ec1 ual practice conelder ... bly more than 

half of th frai ht tr�ffic ls carried at e�ceptioMl rat�. 

½n Prua�in 59.l of all to traffic in 1882, 61.3, in 1880, 

i l O � G l 16�5 C. in 1900, 64.3 inl906, moved 46 .8 n 9 , �u. n ., , .,., 



i 
I 
1--< 
. ·:>, . 

. (·'
. • · · ' .. , ... " · • • • •' • • •.• • , · .• ,, • •' !· ,, la'.:..,.� ... ··" ••. •"' ....... ,-.,�· ... 1� ... , • 



-66-

on special rates. "In 1910 there were 27 exceptional COl!l!!lodities 

and 31 special ce:iport classes •
11 These, or course, inclwied the 

raw matorlal like orea, wood, coal und 011. This nw material 

class includes or removeo at a special r to of 2.- pf. per ton 

per kilorneter f'or dist nces u J to 350 kilometero, and ...• 4 or 

lonLer h uls. Its t�rminnl char es are 7U pf. par ton.\L) 

A fallura �o follow policy o� th theory of di�� nee 

rates or to adjust the is the resul) 01 a desire to foster Ger n 

commerce by offorlng exceptional rates to raw materials cominG 

in and from the sourcas, and to exported finished products. 

Aaain, \.he keen cornpetitlon of Belgian, Frencn, and Dutch carriers 

brought the exceptional r�tea. 

1he rigid di tonce r te seems to be very simple but 

has not proven very efficient in Germany. �till when the socalled 

oxceptions were introduced the sy tem of rotes was greatly 

complicated untll in 1912 it wouJ.d requiru 915 volUMes to contain 

the complete sat of all t riffs of all railroado in the ,mpire. 

In 1908 for goodo alone there �ere 796 tr.riffs - 209 for domestic 

commodi tie;, 392 for goods hauled bet��e;;,n Carrrany • nd foroign 

lands, 107 for foreien com odities carried through Germany; for 

live .. tock, 120, an<i for coal, 67. Ca1•load lots move at las 

than smaller qU!lntities. 1he multiplicity of tariffs ana the 

cocples1t of ratea haa brou�ht into exiatance in Germany tho 

11 expedi teur" al reedy obaerved in I Laly and I l"ance aa servin6 aw 

iddle en or shippin n ent. 

( l). Control of Railro d ccount 111 Lead.1.11 uropean Countries, 
A • •  SakOl"ki, • J. con. vol. 27, p. 472.
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The strict rate dii;tanca ras forced Berlin to Lrin& 

her frelilh fooda from a Ritall area as com,,are<.l TJith lew ·ork. 

A[ain 1t he.s encour cad the us� of foreiLn coal ln rorthern 

Germany when domestic mines auound in -o,1thern cer any. .P .... rhaps 

the ta.:,er inc; rate •ould ere tly alleviate the hir;h u istar.ce r te 

and brine; many p�rts of ( er t1ny claser toi..;ether in the co ment 

of Yrofo5�or r per. 

In conclusion lL r:.ay be odded that C rmen freight sor•vice 

11il not so eood as its pn.asenc:er ser,•ice YihLch doubtles enjoys 

so e of its economy am efficiency at the eXt)ense of the freitht 

a�rvice. Attention �hould also bo culled to the part of canals 

in the Germ n system of' frei.,.ht transportation. 
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THE POSSIBILITY OF THE ALLOCA'l'IOrl OF COSTS. 

During recent years the various states, local and 

federal &overmental bodies have ta.ken steps to re&ulate ratea 

for service performed by the various public utilities, comprhing 

railroads, both steam and electric, telephone systems, electric 

supply systems, gao works, and practicallJ all other varieties of 

public utilities. "The Inter�tate Commerce Commiasion as treated 

in the previoua section is a federal body which has jurisdiction 

over the subject of interstate rates and service, ,.e., where 

the pro;erty and service of the utility extend across the 

boundaries IJf one state into another-----" "The first question 

which naturally arises is: •hy are utilities which belong to the 

highest order of industries necessar) to human comfort, and in 

which the investment is usually very great, eebjected to regulation, 

while other industriea, some of which are even more necessary 

to human existance than the public utilities are not regulated? 

Why limit a streetcar fare to five cents and allow the butcher 

to charge twice this sun in exceso of El normal profit on a oin&le 

pound of his merchandise1 The former is not a vital necessity 

while the latter is". 

"The answer (to this question) liea 1n the fact that 

all governmenu. whether local or federal have granted unusual 

privileges to public utilities, and thereby place the utilities 

under an obligation to take no more from the public which is the 
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givecr of these privileges, than would represent a fair return

on the vulue of the property". This latter statement is the very

crux of the question under coneiderat1on, namely the determination

of a fair return with sost a s  the basis. Among the privileges

granted to public utilities are: (a) the rif.ht of condemnation

or eminent domain; (b) the right to use public streets and highways;

(c) and the granting of privileges which place the utilities

beyond competition and make it a monopoly.' In the discussion 

of the theoretical side of the question the tendency of railroads 

toward monopoly has been discovered. 5uch a erant as this latter 

would alone warrant government control. Yet in the face of such 

favora the atility ia left to work out its own destiny in the 

particular locality where it is located. "The value of a street 

railway plant resides mainly in two facts: (1) it is an operating 

business which has cost a sertain amount of money to install and 

develop, (2) and it has become a regular part of the life of the 

community." It is a caae of vaat fixed capital and when it falls 

into ill favor or has other misfortune it cannot simply move to 

another location as in the case of the butcher. 

"rrom all of which it is obvious: (1) that a public 

utility is subject to re&ulation, bpth ao to character of service

and as to the rates char&ed therefor; and(2) that the r tes so

fixed must be sufficient to 1.,ay all the reasonable costs of p0r­

forming the service stipulated and also to pay a fair return

on the investment." In answering the question of the expediency

of &ranting a monopoly to ona company rather than all8wother

companies to compete and thus determine a competition rate I

w1ah to again refer to the disastrous rate war of the seventiea 
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and again st�te that history has proved the expediency of com­

petition rates in steam railways. Furthermore it would cost the 

public less actual capital since it would eliminate needless 

duplication of equipment. 

It is obvious that such monopolies shoUld not be granted• 

with the attendant privile;eo, unless it is for the welfare of 

the community. If the given utility is a vital necessity to the 

public and justly warrants tho appellation, "public utility," 

�ven though 1 t cannot be reasonably expected to pay an lnducive 

or even a return to cover costs. it may be expedient for tho g 

go,,ernment to subsidize such an industry. ':'his seell'.e more 

exped�ent and equitable than sit ply .,ermitting the industry to 

char&e a rate which will place the entire burden on a few ·.ho 

.:-ctu 11:, us0 the utility while the many who benefit i1.cident�llJ• 

by tho incret'l sed value of' property, and tl.o in chef\ aed e�ne ral 

.:.1.'vspu.•1ty, :-'O free from the urden. It may be a'.!"eued that such 

•, .• •opv .. ition :ir- 'baaed on a confused aonoeption or tho incident& 

ot' at._,h ::. burdln. that it is only too obvious that laborers and 

.,.l,rc:h,.mts and the &rt1f1cers will raise the prico of their 

p:rollucta by the amount or the enhance.:l r2te they must pay. thus 

p��e1ns the burden on an, diffusinc; it amoung the whole 9-;ople. 

How0ver. all students of economics now recocnize the fallacious n 

nature of this "diffusion' arfument uhethor it be in the question 

of taxation, where it was stated by its ac..vtcatee that it made 

no difference where tax was .,laceu fori in the end 1t ,,ould diffuse 

arron.; the whole i,oeple, or whether it bo in this question of rnto 

mak1nc for public utilities. 
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rhis leads to the fact that whether the railway or 

public utility is au.fficiently productive t pay the coat by 

means of sn income actually earned by rate char&e to tho�a actually 

benefited or whether any ouch coat must be defrayed by govern­

ment subsidy� it must be forthcomlnc and fu.rther�ore. in oither 

cuae the burden 1s upon the public.(l) It ls not the obJect 

of this paper to dlacaso the most e�pedient manner of d1at.r1butlng 

this burden yet 1a to be noted that thlo 1a a vital question 

growlnw ore acute daily. 

This is n soc iety or private property holdinL• . man 

haa the prlvile-..e of choic e  of occupation anti the holdaru of 

capital possess tho cholco of investment. In a p rovious portion 

of this paper tho dlfi'er-eut..lal nature of oconomlc rent hnr. 1,;.,on 

dhcussed briclU:y. notably 1s oconomic rent a differential item 

but it ls held by the more modern •riters that the rate of intereat 

on all capitnl is of the anme natur·e and determined by the marcinal 

productivity of capital. It ic only too obvious that the basis 

ror this io that all capital 1nveotment.l;'l are 1,ot equally productive. 

In a ao-.1ety of i,rivate property holdin41 it ia the privilege 

of the holder or capital to choose the 1nvectment into which he 

will inveat his cnpitel. Since thee da.;ys or Adam Lrnith the deter­

�lnant h o  been r co�nizod to bo self intcrost. If then it 1s 

the rr:nrsin 1 capital which detezminos the rate, and the mar�inal 

capital 1Q the capital which barely roturns the principal but 

no interest, and, should railroads b below the mar&in, it lo 

(1). F. . Tauaai • "A Contribution to the Theory of .Rates." 
�u rt. Jour. of Econ., vol'• P• 443. 
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only too ob�rious that 1nvef'lters will not invest therein. It 

aeems then that coRt must be a determinant of r�tes if private 

ownership of railroads is to continue, �nd even thoueh the gov­

ernment saw fit to own anc operate, or to operate them, cost 

must not co unconsidered. It is arcued that the investor ahould 

receive e fair return on his c�ptta\. How then is such a fair 

return to be deter�ined unless first we know the cost� Eo� ts 

justice to be shown to all those benefited unless the service they 

receive bears a just relation to the cost� It 15 not the 

intention nere to ho!d that value can be interpretea entir0ly 

objectively, how .. ver, but to i)oint out that to Lenore cost is

to seek to find the unknor1t1 in terms or two otner unkno1ms. 

�her ieneral theory on which a fair income from the 
ownership and operation of a public service corporation is
based, is that the rroneJ, leg1t1m�tely and pro�erly invested 
by those undertaking th� enterprise, stall brin� a reasonable 
return from the ornent of its investment; that this re��onable 
return shall continue so loni �s the invester 1s funds remai� 
in the property; thot the inveatwent sh�ll be m�intained 
constantly at its original \.Blue except when w!thdrawr. by the 
inventor; that all sube�quent funds invested in addition£ to 
or incresses in plent shall be protected in t�e sam0 manner 
as the oriliinal investment; and finally, that a "reo.sonable'' 
return on this class of investment shall bE cr€ater than a 
'reasonable" return on bonds or other gus.rentced secur! ties 
of the character issued by stable t-overnmer,ts or prosperous 
municipal1t1eE. 

The statol!'ent ,uoted ebove would dueJy care for all items, 

warranting a sufficiently high rate to cover deprtcieUon, ar.d 

risk and sees no reason for conde nin� a reasonable surplu� since

all years are not lean and all are not fat, but the investor 

will be guaranteed a fair return in order that the use of his 

capital may be retained. 
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· .. he aame author quoted above declares that in order to 

make a plant pay from the beginning, "the valu.ation(l) of the 

plant made at any time must be the total ariginal coot together 

•1th certain cadditions and subtractions: the additions are:

(a) Loases of allov.able income aui.tained during anproductive

years. (b) Additions to plant. (e) Cost of repl�cement of 

wornout or retired equipment. (d) Depreciation ftmds set aside. 

The subtraction& are: (a) Profits in excess of normsl allowable 

income. (b) Apparatus, buildines, distribution system, track 

and all portions of the plant which has been destroyed, removed 

or taken permanently out of service for �ny re�son. (c) Dep­

reciation in plant values". 

(1). �akolaki, A. r., i'roblems of Railroad Valuation, 
�conomic �eview, vol. 8 (1915) 

Samuel Lunn, Va1untion of nanror,ds with especial reference 
to fuysical Valuation in ineeota, Journal of Political ,:;;conomy, 
VO l. 17 • ( l $1)9 } • 

A A. Berglund, Valuation of f,ailroads in the 5tate of 'l'"ashington,
Jour. of Polit. �con. vol. 21. (1913) 

J. s. Adams, A Val�tion of Railroad5 for Purpoaes of
Taxation. Jour. of Polit. -::co11. vol. 23. (1915)

-i.;dward L. Ewart, Railro�d Valuation as a �ool, Jour. of 
Polit. Econ. vol. 28, 01920). This author estimate■ that a fair 
return (5 1/21,) should be yielded on investment. 

Pierce utler, Valuation of �ailway Property of jrurposes 
of rate regulation. Jour. os iollt. bcon. vol. 23 (1918) 

,. z. Ripley, The Investor in Railroad Valuation, Jour.
of Polit. -::con. 
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Certainly the cona•deration o� the above items
must be includeu in the fu· ,n of t b t • a rn ·e u · u.r less the utilityh3a a distinct and peculiar benefit to confer on the community
the fact that i'u.nds are invested ore to claim to a return.
but if the people recognize that such a utility is worthy
of pri vilegea and desirable such a guaranliee 0£ 1·eturn must
be forthcoming to retain their.vestment.

Rate ma.king is not a simple arithmetic procaae 

but is a comooex and difficult acience and even an art. 

-van expert engineers disagree on such items ae (al the value

of the property. including equipment and intangible cher0e.3; 

(bl the ernount of the d preci tion-- both accrued ar.d to be 

allowed for the future; (c) the reasonableness of certain 

chnr es set up in the cost of operatic.n; ( d) and tho cr:iount 

of losses suctoined in the Jnitial stngee of operation of 

the utility, if any: i.e. the aocalle "Cost of "Establishing 

Busine:;s" or''Going Valuo". If the l!lere settlenent of tllece 

mattorc Wt.S all the determjn tion of tlle rte wou]C. be w�f"y, 

but not all cervices are equ lly valuable nor entirely cimilar. 

Rates must vary with the comr.1 dities in question for not nll 

:f.'eight traffic call bear ,n oqual rate nor doeo all freight 

traffic cost the same to traneport it, nor does the current 

a Motor bear the S" e rate charges "e th t uee� cictrused in 

illlll!lination. It is evident then that local conditions cannot 

th� utility and the community are mutu lly be ignored since Q 

interdependo.nt. 
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One factor which greatly com�lic�tes r te making 

is the necessity of predicting the condition of the utility 

and the )Opulation which it will cerne for some years in 

advance. It is not practical to make a new rate based on 

cost for every article transported. In order to seist and 

e courage business, the r te charged roust not only be favorable 

in a��unt but st ble. r. te \ re tended to produce tow r tes 

but most unstable anu uncert in rates �hich tended to dem�ralize 

an<l even paraolze certain buclz:.ess becau3e of this uncertairty. 

For the aame reason that business riay defend upon a decision 

of a court -s establishing a i·ta.ble ovinion on tho particular 

question so must rates be st ble for at least a period of ti�e. 

1hua in most c sea where rateo re fixed by reb-ulat�111p; 

bodies, they are fixed for five, three or a shorter period. 

":n order to determine the rates therefore, it is necesoary 

to decide on some unifor'l:l rate which will yield a return 

to the company durin the nseumed eriod, sufficient to meet 

all operatlng char
u

es plus the allowable net rofit on the 

average invcotment." lt is neceee ry in making this prediction 

to determine, Co.l the rooth of population; which may re eon bly 

be expected; (b) the incre ee jn the amount o sor·vice which wi:D. 

be required per unit o po ul tion; (c) the incranse in the 

equipment which �ill be require by the utility to render the 

service l'lbich will be demande of it; (d\ and the cos� per 

unit of service, for nll operatin& expenses, averagin� over 

the period over which the r·te is to applyl 
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In determining the ,robable increase in po)ulation 

it will be necessary to otudy the growth durincr prior years 

and by  getting an �ver�ge for a reasonable Jeriod, extend this 

prediction by growth cervee, c r�-ru11y modified by curvon 

plotted from simlar co� unitieo. In the record itsm mantioned 

:,bove the service demanded per unit of population must deue:r!d 

u on investigations of 111�e utilities in other countries o

similar circumstances ond ·n othor similar nearby local!ties. 

This leads to the concluoi n of the probo.ble'load" demand d 

which io determined ty ult· lyinz (al by (b) in the above 

statement. Lastly comes the ctual problem of �llocatinf; 

costs to the various branches of service, �.nd then to the 

various commodities trans ortcd. 

"Tho r:ite of l"Oturn for n public utility may be 

fixed in accor�nce nith one of three condition• which ar 

(a) thnt it be just high enough to PVOid confiscation.

(bl that it give a reasonable return. ( o) that it be �1.: er 

than either (a) or (b) and dictated h� �xpediency. Of course 

the rate of any utility in different oomrou�ities would ve y 

greatly. �1hus the rate , hich eac pe ... confiscation h s been 

variously fixed by differontt courts. One of the eal'lieot 

and noat celebr ted c oeo w a th t of the Kn xville ITater 

Cor:1pa.ny in \7hich the court d cided thot a 4, return, with n 

addition 1 2, allo'7ance for depreciation, nas not confiac tory, 

therefore the noxville Nater Coeyany could obtain no relief 

in the courts and its petition for a higher rate was denied. 
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fflore recent decisions place the rate at 6� p)us a re�sonable 

depreciation allowance. 

It seems that due to the fact railroads are duly 

protecteo by monopoly rights that investments therein �re 

as safe as those in any form of enterprise or securities. 

with the possible exception o:f city, state or United States 

Bovernment tonds. Furtberoore, these public utilities h"ve 

alw�ys hna. recourse to the courts for any res.l losses. For 

these re"sons it eeeus that tbe proper· rate of return on 

money invested in nry form or entarprmse partaking of the 

nature of o. piib1 ic utility. should be ox,}y a reasonable interest 

rate, plus the a.t10U?1t neoa2sary for paying the owners a arr.all 

percentage, and clrnuld C'Jrry , ith it no speoulatiq returns, 

eudh as might rationally be applied to other forms of investment 

in which the funds are less secure. An expedient r.,te of return 

may be a fixed r te, say of. on 1roperty value. Thia must 

take into account the rale t which the utilities must secure 

fu:rlds 'l7i th \'"1115 ch to oper·1te. !n the gas company public utility

aeve1-al unique schemes fo the slicing rule type have been 

d�vioed which uould share the lessoned cost udvantages due 

'!.o ircreased reduction with both consumer 011cl producer. 

Among the schemes arc the soo,.,lled "London Slidjng Scale" 

and 'Houston Bonuo Syote,"". I'hace nr.: not entirely different 

foru the so called "Pllll!lb 1 ::i.n 11 of opero.ti11; the railroa.c.s. 

In tho mking of tr r:rr:ay fareo the question i� not 

eKtremely diff&cwlt of solution. �ost of the �ropean tramway 





--7f..<--

eyste�s are divided into zones. and the fare ie based on a 

unit charge for passing through such zones. or what is the 

same thing the passtnger p�ys an amount proportional to 

distance over which he is CPrried. This is entirely different 

from the American plan of charging the same fare for a long 

haul as a sho1� haul. ThiB io t!tlle of the European ra11w�y 

systems as nreviously noted. Such seems contrary to American 

public policy since Europeon cities are already as tb:l.ckly 

populated and the adjacent cou.ntry as thickly built up as they 

can ever be while the .American pilicy is to have the suburbs 

populated. 

Theoretical rntes for street oars are the easiest 

of all rates to determine, but auch theoretical figures are 

necessarily subject to modification. in order to be adopted 

to the locality anu within some reasonable subdivision of 

our unit currency. As an ex,.,nple of this, usinr- ihe sarie 

authots figures, consider a street rail�ay having an original 

value of C:4.087,500 the rel estate ,;;,181,ooo, anc. .'.lll the other 

values C583,2oo. 

"�he accrued depreciation. net. is �862,ooo. The 

net value of the ro!-'erty then is ,,5,651, 700 - .862.000 -

.,.4. 789, loo. 

/lnnual operating erpen�es. total including taxes •• �l.520.720 

Depreciation. 3% on ,;;4,887 ,500 • 

net return, a/ on "'4, 7G�. Joo • 

TOt£1 gross income nccess�ry 

. . . . . . .

. . . . . . . .

0 • • • • • • 

146.626 

383.128 





- -79--

The railway has certain sources of income outside that proceeds 

from passinger traffic, suchns rental of advertising privileges 

in cars, power sales and possibly others. The income from all 

these sources is �40,000 pa� annum. Deducting this from the 

gross required ine0me, there rem�ine �2?010, 000 ahich must 

be secured from passenger traffic. 

"The approximate number of passingers for the year 

is estimated at 34,532.000. Hence the theoretical fare would 

be: 2
1

010,473 - �0.05822 or 5.e22 cents. 
3'1°,532,6'"m'.i'"° -

It will then be r.ccessary �o work out the fire most practical. 

If the above fare \7ere six cents then the :return would be More 

tl1an 3% too high. Therefore it seems best to cbarge seven 

cents for cash f2res and five cents for tickets, etc. 

The f'undamen�al principles thus laid doun are suf­

ficient introduction to a discussion of eosts ano possibilities 

of their allocation in the railroad industry. The first step 

in rate �2king is classificat·on(l}. The first step in class­

ificntion comes in the divis:. n of passtnger and ireight 

services. This is of course a very simple matter. 'lhen 

follows thPt grouping o� col'lr'lodities in classes accordingJy as; 

(the) conn::iodi ties are crudo • rough, or fi.nished; liquid 
or dry; knoc>�d do"t',n or set up; loose or in bulk; nested 
or in boxes, or othervise nacked; if vogetnbles, ,7hather
green or ory, desiccatec or e\ J 1 te·; the m rket ,alue 
and ship1>eY"8' representnt · ns as to their character; the 
cost of service, length ,,nC dj r-ection u� n�ul; tl>e seasoh 
and rinnner of shipment; the space occuJied and. weight; 
r1hether in ca. .. lon.d or less than cai·loacl lots; the voJ· me 
of �nnual shipments to be caldulated on; the sort of car 
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required. whether flat. gondola, box, tunk. or special; 
whether ice or he,t nust be fltrnished; the speec of trains 
necessary for Rerishable of otherwise rush �oods; the risk 
of h�ndlin�. either to the goods themselves or otrer )ropert�
the weights. cctual and ectimated; the carriefn risk or 

•
ownero release from doma e or loss. All these circumstaneea 
bewilderin8 ai:; they appenr to the layman are comparatively • 
simple to the expert. 

• 

\'/hen such a groo"YJin•7 of OODlr.'lOdi ties has been effected 

the next step is the ectual detsruination of charges for each 

group of commodities. The nrob�ern of se�arating paseen�er and 

freight costs has taken no inconsiderable amount of the attention 

of accountants. 

In the instructionr-i laic dOIVll by the CoI!II!lission .,s to 

the apportionment of eosts between passenger and freight service 

there are three general principles followed. Such expenditures 

as may be definitely and accur�tely allocated should be reported 

separately. Such eX!)enditures s my not be de:f'inite1v "'r-13 a 

accurately allocated. but are nseeptible of opportiorment 

on some basis which will approximatlly represent the facts, 

should be p1·O-.rateaq, Such expencii tures as those TThich defy 

any ccurate or even approximate alloc�tion or apportiomnent 

shoulu be reported as '\mdi vided.0 the Commission to later dete 'mine

or as needed in special cases. how the undivided items should 

be split between the two classes of se1·vice. 

Exa!!!ples of the first group of direct charges include 

wages of locomotive and train crews, and cost of locomotive 

fuel. The second group includes such accounts as station service 

TThero a part may be directly ulJocated and the remaind�r v.ust be 

apportioned on the basis of "man hours" and "loconotive h•)uro". 
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Tho third group of items include such ite�s �s these found in 

the Ill3int inance of way end structures accopnts. illlOng tho ... e 

,1ould be the renimal of ties • srails, b lb . ..,t, c.nd all items 

clast.cd as general oxpenseo. 

L inten nee of y iter.s p"t'8eent t e groatest problerne.

All charges not apportior.ed directly or Girectly allocat d 

are to be ap ortionod o v rtoa. b les. Thus all oft· e ite � 

of su erinten once is to be re orted 'Cnt'ti vidc 1 , hile ro::. ·11-

tenarce of i'nal st .. ions ··s divided or. the basis of frei•ht :z:d 

pa�sen c fuel co., £. 

Only ne iteM under i1tenance of 3quip cut cefies 

allonation or c o�ti mcnt, �i , �ork equi ent-re irs 

deprecia ion and reti�e ent 

locomotives nni care are to l� 

I reci tio �nd retire er.t of 

si -ns directly a far as lOSiPle 

"nnd orti on t . re 1 d r nccor il to thernilcage de ir 

ea.ch ol '3, o tr3f': ic9 by ndi v1du.al 1 co oti ve C or cars • "

1!ai1,ten .,1e of w y au erir.tnnde1 cc is to be ortioren o 

the same basio o !rei ht na .•e11r;or pro ortio s of re r 

of loco otivee anel c"rs. ':'he entire group of tr ffic expenses 

i s  to be assign�· directl . ir port tio ex ons�s ar all 

to be as i ie· 11� none to be re orted undivid d. Thus train 

dis �tching is tote cpportioned accord.ing to tr�.n port ti r.. 

milec. 

In v rious he rin s the trencl of opinion hns ravored 

the ba es of separation in gen r. 1 , but the �e nrati n of re:n­

te nance of .ay expenditures h a r ined a storm of crirism Olld 

varied o inions. (1) Three �r u s  of f_ctora affect this group 
(1) Sep3ratior of Railway uost bet �en Freight nd F�s anger,
J.H. arcelee, Q. J. Of Econ. p.352, Vol. 34.
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namely, natural aoterioration c1used by the elements; we�r 2nd 

te r caused uy locomotive �nd c r use; and stand. rd o:: rnainten• 

ance. As to the varjed ppinions, it w s estil'.!13. ed in the Im.ell 

case that 2; per cent. of rep� irs an�d rene\7als were due to the 

effect of the elements, tiMle ·:•oodlock estimates that JO per 

cent. of tho m inten3nce of �ay repairs is due to n�tural de­

terioratio1. ..To 0.reat value COT'!eS this division at best andt";e 

Interstate Commerce Cornr.Jiss10n Classificat1o::i conpletely ignores 

this feature. 

The Hestr and ter>r of roadteu, tr ck, structure nd 

trestles. as w 11 as culverts ei. o, :lfl d.ue to the ctio:c of lo­

comot i e and car . heels. This i ter.i is affected by the del::lign 

of the locomotive an care as regardc to length of rigid struc­

ture, count_rbal<>nces in drivil � wheels, quality of p ingu 

and riding ch::iracte1·istico of trucks. Af:;ain, the lehg h nd 

rpinsent r�nto the question. 
At )resent (liJl'l the vc,1.• .. .., l'rei.,;'•{ tr• i.fl consists 

if ap roximately t irtp- six z�rs, lo ds anc e!'.l!)ties 
::hi ch \ 111 \. ei.;h ap1 ro il.b., e " :i 200 f,o s. �he :1ver ge 
passenger tr in h s about a:x curs whic· wei h aJ­
proxi.i�i.ely 380 ton.:. ( T:;,L v3r• e i for , 11 
passe:r..ger trai1is- thro gh , suburb ·:n. "no. br nch 1 ii::e) 
A modern cxi,r,izs tra , co:nr.isti:n€, c" e :i.eht t$cl c rs 
weighs about 550 tons) • !I.he ,,eight of the ver3.ge freigl.l 
tra11 , therefore, h nore t'1::in three i.tri-.os the weight 
of the ::i.ver ge pas en er tra11, and the forwer h o  �bout 
six ti es the nunoer of cars. (1) 

wight of 

The relative speed or[ p<>S erger rid freight train. 

is another £actor in the a.pport:i.onrnent of costs between po.iU1enf r 

ancl freight service. Studies of engineers on this subjec as 

bearing og the a,.Jportionment of costs were br:mght out by -1'• 

George ,. ·-"'rtit in the Buel1 c so� \·;11:po � t the e e t.:.�e. (1) Separation of .::tnilroaC: 0perat11 g xpenses Eet-..een Preight
L.nd p-,esenter s, ·• J. CUnninghar , Q, J. of "'con. Vol. 31. 





-'-83--

l?vofessor t,. �.:t>ri ca of the Uni. varsity of . ieconsin presented 

his study. In lJl the f..r::?erican RailU¥Y Envine ring t.ssoci�tion 

presented nn el�bor�te renort sn •··ooting the"t1eighting" of 

locomotives and cars in the t.lO (;lasses of service accorc1111g to 

their rolative destructiveness stated in teroi.1 of ratios, which 

were: 

Ton- iles in freight service should be consider d 
as :!.v•.-

Ton-"liles in '"las cmger oervicc should be considered 
as 20 ,. 

!ocomot ivt1-miles in pussenger service should be 
00.11:-11.,e·(•,; e.,., ':c\ '• 

Locomoti �-e-milfls in freight service should be con-
si ·e.,.eo 1.12 200. 

This report �as not officially approved by that body. (1) 

For the u,.,e vf the::ie units in ctual :rractice the beet e:x:nt1ples 

are the l'e\7 rngland --ilk dase e.nd tha .astern as� enger • ate 

case. (2) 

The next question to ue tre tea is the relative fixea 

and variable ch rces among railroad ex e�ditureu. Profes ... or 

Ripley h s probably the best tre.,tise on this i)has o: t:he 

�u ject a:nd his TTor eh:.i'.!..l be t e g 1j de in this discu.ss�io .• 

ln 1910 tbe total railroad ex enditures �.lllo!Ulted to vl,022,000,000 

of \".'hich._.t;:rn,000,0 '1'101'� for t xes m1d intere�t on de .... t. h::s 

auount w�s 2'7 per cent of tl.e total ex enditures. The ii(;1.1r 

iz n very const�nt iteci. Tt re cbe · : t.., bighe t point in 1JJ6 

\"Then it amounted to o�.07 per cent o1 the total expcr.:ditures. 

It h·1s been observed by 1•ofe�oor Riple� that r.o3t of the itef:ls 

sre fdrly const,,nt from yes.r to year/ The table on the follu\✓-

:11 .. g page show the distri" t o of such ch".lrges in the ;-'ear LO�. 

(1) As to the relative merits of these m1its see SeIJ!3-r�tion

of "ni roqc. -: uensee BetHeen •reight ano. .t'assen ers, .• ..i.Cnn-

ningham, Q.J.-�on, Vrl, 31.
121 40 r.c.c. 69J.





Name of Group Per cent of 
operatinf e onces. 

l!aintennnce of ys �to. 19.78 

Repai�o of Roadway 
Renewals of ties 

10.J:)
2.6r.
1.3
2.32
2.11

Renew �s f r�ils 
Repairs etc to bridges 
Repairs etc to buildings 

fi'f..intcnanoe 0f r.quipmont: 

Repairs and renewalc of 
locomoti�eu ••••••••••••• 8.29 
Repa1ro top· cc. cal� l.��
Repairs to freight cars 8.2v 

Condu�ting Transportation: 

Engine & roundhouse men 
Fuel for looo�otives 
Traina ervice ( wages) 
Swi tchoen & :fiogmen 
St tion service 

General Expenses : 

9.40 
11.Ju 

6.64 
4.34 
6.44 

Total uperating Expenses 
Fixed Chargec 

Total 

20.76 

5b.49 

3.94 

100.00 

Per cent of total 
Expenses. 

14.39 

40.36 

2.90 

27.23 

100.00 (1) 

The above table ie self expla.n�tory, yet it will be 

further analjzed on the following page. From the table or that 

page , 

--eae arivee at the general conclu�iDn that approx­
imately two-thirdc of the total eXJ.,enditures af a rail­
ro�d and more thnn one-half of the tot 1 operating ex­
ponces ara independent of t1:ie volune 01 tr ffic. �he 
remaining half of �11 of the expenditures,or what e-.rnounte 
to t'1e same t 1n150 the other calf of ti.a operating ex­
penses, are im�ediately responsive to any variation in 
the business. Applied to the railroad net of the united 
States, this means that only about one- third of the 
'I; 2,000,000n t\isbursed n 1905

0 
an amount equal at that

tine to two and n hallq times the national debt wne aus­
oept&ble to variations accordiW to or ac traffic ex­
panded or decreased. 

Cl} Ripley. Rates and Regulation, �.6; also see u.s. Rnilrond
Statistics. for 1909. 
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Thesee estimates agree with those of other authorities. 

The vice-president of the Southern £acific in 1892 after a 

considerable investigation agreed that the above statistics 

8ere about the sa�e as those he had ·rrived ut. Sax, the 

German ruthority. s�ys that one-h1lf of a ro d� outl�y is 

conotant ans that htis oper-uti g outge equ�le about one half of 

t e total expenditru--es, the other half being capital cost !!lld 

consequently, constant. This me•me that o.bo.ut three-fo1trths of 

tho total figure is const:>.nt. Enton, the English outhority 

estimates that one-half of the total e�peaditures are constant. 

's.i:n. of :ay I 20 13.� t 
6 .. 6 

' 15 10 5 · 

:.tnin. of Equi'. 20 10.0 ' 10.0 ' 15 7.fl 7.5 

Corid. of �rant. 56 26.0 ' 28.0 ' 40. ' 20. 20.

Genera.I ' 
4 4.0 I )t+- ' 3. ' 3.

Fixed 

To'�al 

',. '

100.0 51).4 �4.6 

Ch'lrge:s 27.0 27.0 
100.0 67.5 �2.5 

. . . . .. . . . . . . " . . . . . . . . . . . . . . . 

For n instance of det,.,iled annlysis of cost 
the general invectigation of soft coal rates to the 
lakes in in 1a12 is highly suggestive. Two-thirds of 
the revenuo tiont :for the operation end !h� ran.intenance• 

one-third for return UJOn the :plant. :.i:his was the 
first a1tempt to justify rn advnnce in r�t:s !or n 
sarge volume of traffic on the ground th,.,1 it o.&d r,ot 
contribut ito shore of or its proportion of eornirgs. (1) 

�rofessor Ripl�y then au.me uµ the an lysis of ceets in

604, and 31so n1piey. Rates ,.,nd Hegulatior.
(1) 22 r.c.c. Rep.

Pi• 59-65. 
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Riploy estimtes th t probabl, of0r n e-h lf of 

the ox,;enditures for frei�jht n · :r:>ass6uger services re on­

titrely j i t. ho ever ulatil'Jct he re"enues fr,o e ch • o 

h�ve soen that n roxia tel t -thir of the outgo io incur-

red on beh:llf of the ro e1•t hole. Cert in e .. en os 

a e to be sure,( uch tr i cu l oons io . nd 

mf'.l.i, te.r.e.ncs of rollinG stock) re ily uivjsi le, but, itll 

rce act to 1 tanance of 

cent of the tot o it o-- nll 

the 1 r e i te of c it 1 c 

cent oft e tot la 

tr ctr out 40 er 

ides f 11 • •  nen, ho bot 

iiB e u 1 nbout £? e 

e t·re n ilroad not 

in the n.i.teci. .,t tes. t y 1, sug euiec thnL the ite be 

ortionc · o the b 10 o tr rell "tiv ioec r net revenue 

res ettively. n�re t1 e frei · t b sin

thi k t1'.at i uo 1 b b u.r to tc t to a ortio 

uc an ex en e illiOl , or the ab itior. o 

gr roosdm o in thic ,;ny. 

vrhen sever l ro ... 0 ld f1nd t io le 

C :S8 01 cu ro s .1.rei E ng� 

revenues b e El CO 
. .. ·th sot rn road th 

only e t t f it inco d r .., . .L e 

ap rent co t of t o froig 1 ir. .. on th<: terr. 1•_, 

. o lo. e bourdly r ce 
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costs of 2000 ton �r in tra n f1·om Chicago to 
lle, York has been eetiootea at �26. But hov 
small a part of this is of the totul cost, the 
Iireced.inG analyois mu:.,t have ma6.e clear. In the 

T exao Cattle CoF..e • uet iled analy::;j s of the ex:tra 
cost for the c ttle \1AU presented. (1} 'lue starting 
point was Lecessari · y �n alloca:Uo.n of freicht ana 
pna�enger expenditu:r:-ee, , hich if oefective. would. 
vitiate the entire fub�eque11t calculation as to coste. 
1:.1 this il::st:mce i .as t.he juug1.1ent of t:be Inter­
sta1.e Cor.me1ce Com ·scion il its fir1�1 �ecision in 
1908, that no such se r tion of ex endHures s 
poirnlble ,o <1 basis dl:or· the de �err:in tion o:i' costs 
0 f 138 rvi C6 • ( 2 ) 

Having di' cur,·ed the ge11er· l trend od cost accountin; 

in regards to cla.ssifica.ticn, the relative :fixed and variable 

chur,s;et:i . e will no, turn to the separation of costs bet'l".·ecn 

fr�i �11t nd po.sse1l�er cervice, nd a brief rreo.tmer..t of the 

11n:..t. of t uch n sepnr· tior ono the possibilities of allocai. ion 

an a ortionaent of ox .. an�cs l) � greater extent for r-te 

ma1:i1 iurposes. A tent ti vc cl e e "o 1· the sc )t.ratioi:; of 

ezpenses bet een passer.get· <>:r:d freight w s dra,m u in �.rch• 

1Jl5 (E.s.�. No.�). based on formulae auggc3ted by tho rep­

resent ti vcs of t e r j.J, y-.;. he 'b ..,es for the ucp r lion of 

tll3inten nee of \ n �'s and structur �:- exnencP,::; is still ur.der fire 

of criticism. .t t1r ti e of the mietirg of thesu cor.ir.littees 

in Dl5, for the c"iscussion of the oeu: ·ati.'.>n o mair:ton . c of 

ways 11d struct ... rcs, the i'oilo, in Ul j_ • w ro diacuo e : 

1. �hel oco otive 101- i e.
2. he locomotive tr ctive po.nir- ·1 •
�. he direct ohar es.
4. �he groos to1-.il .

4�3, no the Ya.le evie (1) 13 1.v.c. ep. 4��. � �
fol l�OP,p28". (2) Seee
ni ley, ...... �:ates n,- Regul tio • p63. ..,.lso see i Contributior 
to the Theor;y of Rat,o, F • •  !i:'aussig, (.J. (.'01 .• \ol. V.
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Z\10 oi' theoe uiJita '78ro outota:ndmgly fnvorsd. ';;he 

state coa,_iaoione £avo.ro 1 groca tilll-!?i:!.les ".nti tho rail\7'.lys 

tnvorAtilocou,tive� ton-o11ae. Being unsbloo to ucc1ecbo­

twean tho two the Con rooion 1 rovideu ro ort:ai covei•!nJ bot· ., 

Aoco�ding to Frofuseor Cunni ghuri. t�elve b3aes of 

o.pport1om:ent luvo been uaee. or susuestaer f.t·on tiee to tioo. 

anfi rr. �a!'r.lelee �otes th t thi� o by no Y00=:!11:J exhnultive.(l) 

1. !i'raiL oiles., 

2 .. � r :i.. t,ilo� ·ue uriitcbne Wioco�oti'V'J niloo •
.:;. Gl'()BS tom- ile...,. 
4. r:ont lo, ooot:I vo nilec.
6. Rona nd n1thohing loco�otive rnileo.
6. Ioconot�vc toi·- ·1loc.
7. Cuz- uilos.
o. '.:ri,=.n nl.lt.,a' ... tut? on1� n!les.
�. :oich�ou ��-o c- tcn-n:!.lec.

lO. :nirnot e1 or -'• 
11. Oper tir.g rovouuon.
l�. �OTIS of ft•ol cor.nu e� ly locc:motivea. (2)

The 1.!11.it3 in the isco1,cin E:xprcsc; c se wero ton- nee,

groso oarnings. revcr.c.c trr:in , neo. r!?l(! loco·"Otive ;t:r-.:!.n mil o. (3 
I 

!t 10 t,ell t r.otc lo·tad e 01:,n,,ct;on to -th: ·tE:m allocation

bo1'06 use& ir.torcl1":!".ge 1>· 17 r,11 '. •i:J.e te1n �p:,ort5 or.r:1ent. :-ra as;,a.

'llooation{ t· t · • o" d:ll.•--�t ch r"eo, io th"' 
igrunent o .. -r etc, appoi-tior.t18!11.: i the dot� ·-

rnino.t1')D ot policy. �he fol'r.ler conoor..10 i!Gol-f ulth 11hn.t :, ; 
t·10 ln.ttor nit'1 h1t ou. ht to e •••• J\lloc·,tion 
o.irJe to fin� \7h t �n h norvi ,.,, 11:>cte; c.1:> ortiDn­
"''itlS to cetcrnino nh"t 0:1. h s0rvicc oughi. ot !JOY• 

tr. I.>a�loo e·1Secato th·\t any un ·t of c.ppo1-tionoont w�u1c1 ba 

o en to crit!eien o.nC po lu • n ortiol1rnlnt, oepoci--lly

on the b ois oi' other c'J ... to rc:t· ,.,,r tl' ... � on tL 1>hycicnl service

tm!tG �� ci:e of t a uffo!"t 'lit> r. ccc 2!1osol� bz the booto'!:1.•·1p • "
(1) Sep ra�ion of Iln1!JJn.y o�u • .ihi;wcor Freiv,t o..nd o�.Dn�ars, 
J.5.�ar-�aleo. .J. con. Vol.Z4 • •  Z68. 
(2) �·10.oon �hor-m,on, . 11.wa.y �brury, J..,O'.>, p.1!;5.
(3\ An • Uo,,t�,on o coot •ccountiu.g tc P.nte1wk!11g. n.H.Tucker.
JolU". of Polit. Eco . Vol. 2�. P• CUC-08. 
{l b\ Sanaraticn of R nrc ii pe�tillZ rxpenaeo bet,,·een
Freight azid �nsoengero, U.J.Cunn1nchuo, OoJ. �'On. Vol. 31.
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In broad sweeping terms =e h ve d th " a covere e question

of classification and the ee�ur�tion o!f paesencer and freight 

expoases. The next question to be touched upon briefly is 

the allooat1on �fu'l. apportionment of costn to the particular 

services rendered. Areeric�n r�11ways now report their traffic 

for stctist10�1 purposes. in five l�rre grou2a. Thus the 

Nor£olk and 1estern r�11road reported the follo�ing traffic jn 
(l) 

the years noted: 

Articles ' 1921 

Prod. of •gri: 3.J2 '
Prod. of ror.' 4.86 
Proa. of '11 iru! 0.59 
'rod. of :1r-e� 79.33 
M.1 £ 1 g & �.isc.' 8.97 
Mdse & Other �iso2.33 

Totals 1110·:oo 

' 

' 

I 

I 

I 

1929 

3.54 l 

5.67 I 

0.49 I 

'1&�01 • 
12.45 I 

2.14 J 

100.00 

1919 

4.39' 
fi. 93' 
n.70'

75 • 57 1 

ll.!J6' 
1.31'

r 

100.00 

1918 

3.78 
6.36 
0.65 

74."2 
15.15 

1.04 

1M .. oo 

I 

I 

I 

' 

' 

I 

1917 

3.42 
6.65 
0.52 

74.10 
14.50 

'.).79 

100.00 

' ' 

' 

The problem is to oeleot some or several of the units 

discussed or to originate new ur.its and apportion such expenses 

as are not !irectly alJooable to sore special service or product. 

Some authors are still optimistic a11a. believe t' at tven yet the 

ti e will bome whe2 cost �cconrting tvJll h ve reached such a 

refined. stage tr.at coats riay be allocated or ap >ortiored with 

sufficiert accur cy to bree r�tes thereon. It has bsen the "t­

tempt of this paper to revieV? the literatu.rr- on the subject 

ond set forth the ge:i:ernl trend of O,Pinion co:: cerning the 

problem,0£ application of cost to ratema.king. 
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As yet no adequate swstem of cost "ccounting has 

ap eared to offer solution to the problem. Indeed the coat of 

maintaining a railway accountine system sufficiently detaileu 

to be o:x:act and useful in ratem king v,oula. involve an expense 

t1hich would almost be prohibitory. (1} The \'lords of J::r. Pa:rmolec 

summarize the prese�t situatlon excellently: 

In brief, and fin�l1y, it n pears that for railro�d 
r2tem�king purpose�, whether freight o� pas�enger rates, 
no scheroo of cost soporation yet developed 0$ll �e 
hcloful except in the noat gener 1 \7ay. The classifi­
cation t1ill ndd considerably ·cl) tho sum of info1'Qation 
possdor-oci by a1mc1onts of railway affairs, and m:)y t7ell 
assist the railuays the1.1selves in i'urn:shings tandnrds 
by t1M.ch to ndjudg·e the efficiency of operatl 0:1. ilit 
will unquostion-bly give the Corm ission va1uable de.ta 
along the S<>11c line. 1 t will Dcvelope a teria.l i'or 
ful"the;.� diacuss�on of th e cost o.;.; the service. v lue 
of the service, nnd o•bor factors in the philosophy 
of ro.te construction. For ::ill thece purpoJ.er; it •aill 
be useful , out fo� purposeu of detailed r�tero�kirg, 
I £eel that the _complfoa.tec factors ente1·ing in-::o the 
problem prevent thin particular p�se of cost a.er-cur.t­
ing attaining gre�t utility. (2) 

( 1} Se'> ::ira Hon of Coots '6et..,een .. 'reight ant fas:-nengess, 
J.Il.'Parmelee, Q.J. of Zcon. Vol. 34.
3o 1.c.c. Gao-a1. 

Opinion of District Judge F. A. You.mans in his opinion ir. 
the Okl�bona Rate Cnso, I'.n.rch 12, 1918, P• 0. 

(2} See ,ur·au of P.conomjcs Bibliograph of References on 
Railro�d coat accour,ting. 
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SU. 't.t'\RY 

-

�o sur:narize , it nee a that htora ere decidedly two eideo 

toe the io u.e. (l)Jn ta-vor of the coat li<>Dia of  rnteo st 11<10 

the eoono tic pri oi le ti1nt uridor cond1t1one ot free oncl 

uninterrunted competition cost plus n fair rte of return on 

the investment �111 be tho ul tm..,te b ... oic. (2l coat if by 

for the oost exact and. ecientH'ic taeie for t e ct.etem1nat ion 

of rates. The 111.ore eir.>? streoo of the lnteretnte Coooorce 

Cocnission and the at te cor:irnHoione, nnd Feder,-,.1 cont-ta 

on th:I coot ot aervlce in tho dotem1no.t on cf juot r tea 

in their d cioiono eoom to neceeoitote separation of coots 

for too purpooc of r to l!lakine• Such decio1ono na the ie­

conain "'xpreea R�te �ee. the IJe\"1 ftl(;ln..nd rill: c oe, and the 

ue11c cnoe prevl\ouely cited :in tbic puper are exaey1o ... of such 

dec:01one ao "re the aooran ot ea.see ei ted ana rov:.e,:ec1 in 

the sootion of tbic pnper de".'oted to the thcor:iea of the lnter­

state Com�rce Corn1s. iori.. t eepo�tion ot coots bet\7oon tho 

freieht end noeonsor aervic n ao the b ois of tm <'l&lecision 

in t he :estorn '"'aosensnr P.nta "Go. (4) Costa o o. b oio 

�or roto doteroin tion �ould revont the s�oo ai�orlmin tior 

tat tones to ex�ot betoeon COM oditieo ant. looa.11t1es. Rather 

th� tl1ecr1�in to a.g in3t one cotr" ity in f.vor ot nnother 

it uoulu bo bot er to operuts nith d ficit nnd o:-le uo the 

this i'l"Om ge,ror 1 t ation, i ce the r ilrot.d i publ\c 

utility "nd ic " n:trecte' rr·th a public ir.toroot "· .£5) _f 

recont 11">�0 c noorning r t e on the b ts!a ol f ir r te of 
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the copit-,1 investment are to 'ue effective an analysis of 

cost and expenditures in generll must be eventu-illy made. 

In the words of Professor Robert T. �'ucker of ��shington and 

Lee lJniversity, 11 Laying anide the question of 'added tr:ffic' 

I still think it ought be possibl to devise methods for 

mkking a reasonnblU accurate· separation of railway expen­

ditures. Certainly tb:l deci�ions o:f' th. e fupreme t'!ourt ana 

th9 Interst"lte Com:'?erce Co:rnrnisGni n in recent yeRrs muld 

seen: to make such r, separDtion neEessary." 

On the other hand there are carte.in obstacles in the way 

of using coat �s b1ais in r�te datermiration seem almost 

insurmountable. (1) Thus it is general1y agreed that to this 

time there has been offered n accountitJg sirstem which is 

able to give the desired accur�te d�ta. If there �ere �na 

l'lhore such coot analysis h :3 been atfenptedt e ooet ofse­

euring the data has been almost prohibitory, and ITe have no 

reason to hope for a cheaper Sl{Bteri. If a strict cost aihis 

were ndhered to m:iny bulky commodities of low ,•r,lue would 

be transported and the policy of soci3lization of fares nnd 

rate: could not be affected. (3) Snlt:otski declares that to 

use cost as a basis for rate making would be attemptiijg to 

find one unknown in the terms of Dnother. This h�s been 

discussed in another part of this p.,per. (4) In the world 

of prices at large coot is not the deteroinont or prices 

then r,by ao ,1e crish to m.,,"re the r ilrond D1l exception? In 

anfmer to this po1nt it will be recalled thr-t the poil).t has been 

treated in light of the peoulir.lr nl'tu.re of the r ilro d ir. 

it: relation to th� public. Since the time of the Canonists
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oo�n01:u;t hv ti�t rotl to tri-ct co t.o. 10 0.1:ceiit it 

t o .. f 00

C OU r r 0 �turn o ule. C tho ulti r::: t 

t!o o tl�. co t t; :o!c i o 1e. to� to ol-

llcd C Ct t16 aontr to hLb 

ore lot b the Jt t t rt: an du� t�c re� var. 





( S' 5 

GENER\L BIBLIOGR�rHY 

1. ACVI0:1-th. '.V .u.. �he Elenenta o:t P..a.ilwe1y Economj e;s 
Clarendon rees. Oxford. 1906. 

• 

2. Ripley. P�:tes and Hegulstion. (Chap. ii and iii,1912).

30 
F1nonee aDd 0rgan:i.zation. : Railroa<1s, rl915). 

Johnson !llld Van ·•etre. Principles of Railroad Transpart3.tion, 
(Appleton, IT, Y and 'London. 1n2), Chapters :xxi and xxii. 

4. Sakolaki. 1. • .1. • .\uerica:a Railroad. Econo· 1ics 
llchl1llan,lloY., 1916 •• Chapters i and vii. 

• 

5. R ay lJorris� Railroad bcll?linistration.
Appleton, n.Y., 1910, pp. 217, 218, 219.

G. The University of CJ ica ·o Pres •• Railwny 01'gunization and
. orking, ( A SYl!ll)OSiU!!l 1. PP• 127, 195. 

7. Dixon, Frank Haigh, Railro ds and. l"ovar.lll'!lent,
Charles Scribner & Sono. l:.Y.102 •• pp.�7-69; 306-7.

8. J3u.,_•ean o:f na.�lway Eco:nomicc, References in Railroad
Accounting; this is a collection of references from the 
literature of the nain countj•ies of the globe e.nd the main 
Gontempor ry treatises on the subjedt of rail�ay cost a..�alysis. 
It i= probably the oest collection of its kind. 

9. Ilool)el'• i7. �. • Railroad Ac ount:f.ng, Appleton. rr.Y. 191(.

iLO .. Eaton, J.s., A Ilana. Book of Hailroacl Expenses,
.tcGran-1 ill. n. Y. • 19 l�. 

u. Sikes. c.s •• Railw y Ath,Onnti�, Laselle "R1..-tencion University
1917.

12. Cou t3, \.J., Railx·oad Accoi:mting an St· tistics.
La.eolle ��tcLcion Utiver�ity, 1910.

13. Intcrctate Ccnm:erce Commission, Rules an� �egulation� ior
the System of uniform accounts ar.d the separations e.st:11:lisbed
in 1914 "ll e such ordc1s cs have 1; n passes �ncl is�ued sir.ce then. 

14.Johneo�, E .. r.., ftmcr!c"n Bail��y �ransportntion,
Appleton, N.Y. 1907� Chapters xx, and xx.

15. Fink. Esnry Regulation of R'il�ay Rates on Interet·ta Frei:ht
Traffic, The Evening 'ost Jou :Printing Office, n. Y. 1905.





{96) 

l.G. Clevel r,t'l Md owen. 111.Uro d li'im-.noe • 
.4p_p,o to s. n .. Y. 1919. 

17,. vanaarblue. n. .. - ilr.o o Vnluat1o , 
Iioggh.ton-.ilffiin. n. Y.1917. 

1, • cl.11 u. E. • • Amerie Bail y J\r.countiu • 
D .. Y. 1918. 













RX ODO 098 843 

DATE DUE 

I 

GA.VI.O,t(l PIIIIINftOINU 11,111, 




