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in the process of seeking lower costs in smaller places. 
Routine manfacturing probably does not need the elabo-
rate infrastructure (external economies) of large metro-
politan areas; at least they are a net loss when the higher 
land rents or higher transportation costs are considered. 
Assuming that blue-collar workers most often prefer 
smaller metropolitan areas (or big towns) and given that 

manufacturing activity creates low-density population 
patterns and dispersive trips, the automobile is rela-
tively efficient in smaller places. Transit is difficult 
to arrange and support in a manufacturing area of any 
size, but a smaller area is probably no worse. Part of 
the resolution of the urban transportation problem may 
lie in relocations within the national system of cities. 

Why Price Urban Transportation Services? 

James R. Nelson, Amherst College 

In order to try to strike a balance for myself between 
economics and the environment, I would like to begin 
with a list of the assumptions that underlie the prescrip-
tion to price any service and particularly to price the 
marginal unit or incremental quantity of any such service 
at the marginal or incremental cost of supplying it. 
Note that the strongest case for assigning any price pre-
supposes determining the economically efficient price. 
To the extent that achieving such an economically effi-
cient price is impossible, there is at least a less bad 
case for no price at all. But first, I shall briefly de-
scribe the assumptions that underlie the prescription of 
an economically efficient price. 

Not only is there no free lunch—which would ap-
pear to be the most forbidding way to put a familiar eco-
nomic proposition— there isn't even any free relish. 
Consumers as a whole must therefore pay, one way or 
another, whether they realize it or not, and the last 
freeloader, or the last freerider, must add an extra con-
cealed payment load onto himself or everyone else un-
less, in fact, the marginal cost of what he is consuming 
is zero. Please note that the marginal cost may, at 
least in principle, be zero even if the total and average 
costs are substantial. 

The foundations of economic analysis are the firm 
and the family, and economists do not like to be bothered 
with complications like holding companies and open mar-
riages. This permits them to simplify problems of ex-
treme complexity by postulating independence in place 
of interdependence but to bypass it when required by the 
situation in discussions of the causal or motivational 
aspects of economics. But the principle of independence 
tends to be employed in situations in which there are 
presumably the greatest benefits for the ultimate con-
sumers. 

Efficiency is not the same as equity or social 
justice. If duly elected representatives wish to take 
from the rich and give to the poor—or vice versa— the 
process of such a redistribution is political even though 
some of the consequences may be economic, in the sense 
that they impair or improve future efficiency. But even 
the redistributional process has one economic aspect: 
The idea of economic efficiency points toward the idea 
that incomes should be taxed, and incomes should be 
subsidized—not just particular sources of income or 
consumption patterns. 

The economics of location, like all economics, 
is relative or comparative rather than absolute. The 
economic importance of any site is related to the eco- 

nomic importance of all other sites in ways that are only 
partially elucidated by the most complex of gravity 
models. And both the where and the when of transporta-
tion economics have a double meaning: The issue in-
volves not merely where you are or where you want to 
be but both origin and destination as a form of movement and 
not as a palr of locations; the when involves not merely 
the timing of the beginning of a movement or the timing 
of the end of it but the duration of time elapsed between 
being at the origin and being at the destination. More-
over, transportation does not involve automatic reciproc-
ity— rush hours involving the central business district 
are not balanced, like a funicular railway, by equal 
rushes in the opposite direction— and transportation 
equipment cannot be consumed, like the last breakfast 
roll, somewhere between origin and destination. Hence 
both the where and the when have directional overtones 
and are often associated with backhaul problems. So 
transportation not only involves costs in a general sense; 
it also involves special costs that are responsive to 
specialized demand characteristics and that are likely 
to show up to different degrees and in different forms in 
different communities, along different transport corri-
dors, or in different transport environments. 

In moving from the general economic principles 
sketched in the first two points and the general inappli-
cability of economic principles noted in the third, we go 
from general explanations like "there is no such thing 
as a free lunch" to specific considerations of "what kind 
of cafeteria is this?" And, as any visitor to a strange 
cafeteria knows full well, the first question is not neces-
sarily "what does it cost" but "how do I manage to get 
what I really want, without being overwhelmed by cottage 
cheese ?" 

At this point, we must progress beyond the stern con-
fines of general economic principles, exploring two 
questions: First, is there ever an economic case (not a 
political or sociological case but a case based on eco-
nomic efficiency) for any kind of transport subsidies? 
Second, are there ever circumstances in which this case 
may be pushed all the way to economic (not political or 
sociological) advocacy of a free ride if not a free lunch? 

TRANSPORT SUBSIDIES IN GENERAL 

The obvious arguments for transport subsidies have al-
ready been disqualified by the rules of the game. Aid to 
the aged, the handicapped, and the disinherited is ruled 
out because (a) such aid is based on premises of equity 
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or social justice and is thus disqualified in a contest 
played exclusively by the rules of economic efficiency 
and (b) even if an economic case could be made on behalf 
of these disadvantaged groups, the principles of mar-
ginal cost and independence, already cited in the first 
and second points above, would rule out special trans-
port subsidies. 

The case is not as simple when one considers not the 
aged or the disinherited but the handicapped. A dispro-
portionate share of this group is likely to suffer from 
below-average incomes. But the difficulty here is the 
existence of a special need for transportation, which can-
not be supplied by customary go-it-alone methods. If 
this general difficulty is combined with the problem of 
inadequate income, the question then becomes: How can 
general income supplements be awarded to these doubly 
needy people as if they had a normal demand for normal 
kinds of transportation, when in fact they have an ab-
normal demand for transportation or a demand for ab-
normal forms of it, in the sense that they need forms 
that a free market would refuse to provide? And if they 
are given special income supplements in recognition of 
their special transportation needs or ability to avall 
themselves of unsubsidized supplies, how is this special 
income supplement to be prevented from breaching the 
principle of "From each according to his ability; to each 
according to his need"? Government budgetary officials 
decry earmarked taxes on the ground that they transgress 
the principle of the integrity of the government budget. 
Does not an earmarked subsidy, whether in the form of 
food stamps or special transportation ald, transgress 
the principle of the integrity of the consumer's budget? 

Having turned a stony face toward the most meritori-
ous potential recipients of subsidies, let us now look 
inquiringly at the general environment of urban transport 
subsidies. The traditional purpose of transport subsidies 
in the United States was to overcome the problems of 
sparse and scattered populations or of populations sep-
arated by great tracts of deserted and inhospitable coun-
try. It has been said that the first transcontinental rail-
roads were built from where nobody lived to where no-
body wanted to live, and of course they were built with 
important federal subsidies. The history of transport 
subsidies in the United States has been one of attention 
to intercity not intracity transport and of special local 
attention to rural inhabitants, in the form of rural free 
mall delivery, farm-to-market roads, and so on. Per-
haps the best symbol of the change, and of the contro-
versy it is causing, is the school bus. Free transporta-
tion was viewed with enthusiasm as long as it stayed in 
the country and was associated with the establishment 
of larger and presumably better schools; it is viewed 
with increasing suspicion now that it has come to town 
and lost its direct association with educational improve-
ment. 

So the first step in coming to terms with the general 
environment is to attempt a reversal of the traditional 
government role in transportation—from the economics 
of the sparse to the economics of the dense and from 
alleviating loneliness to alleviating congestion. Since 
about three-quarters of the national population now lives 
in metropolitan areas, this turnabout should not be—and 
in general has not been— too difficult politically. But 
exactly what is it supposed to accomplish economically? 
For a long time, interest was concentrated on an issue 
that either had no economic meaning or had an economic 
meaning few people were willing to elucidate, i.e., the 
belief that capital subsidies were less likely than operat-
ing subsidies to be gobbled up by low labor productivity 
or rising wages. Thus attention was drawn to the ques-
tion of the type of expenditure for which federal ald was 
to be granted. This tended to bypass much more impor- 

tant questions about the type of demand, type of de-
mander, geographical location of origin and destination, 
or time of day or week at which service was or might 
be demanded. The instrumental issue of capital grants 
versus operating grants is essentially administrative; 
the final question of ultimate benefit from such grants is 
essentially economic— and still largely in the shadow of 
the administrative foreground. 

This point is so obvious that it need not be labored. 
All cities, including American cities, were once like 
tents. They contalned one or more focal points with ra-
dials in the form of public transport facilities (and real 
estate values) extending out until transport facilities, 
real estate values, and population densities all reached 
or approached the ground. The tent has not yet collapsed, 
and perhaps it never will. But the Big Top is no longer 
as big as it once was in relation to the sideshows; and 
the canvas on the Big Top has tended to droop just where 
it once was highest. Thus the nice correlations among 
growth of a metropolitan area, growth of its central city, 
growth of real estate values in that central city, growth 
of demand for public transportation, and at least potential 
corresponding growth in demand for subsidized transpor-
tation and the wherewithal to supply it have been rudely 
disturbed. 

We have now reached a stage that has two alarming 
properties. The first is that, for political and perhaps 
also for economic reasons, it is becoming difficult or 
impossible to preserve the integrity of the central city 
by impairing access to it by people who travel in non-
public conveyances. As long as the central business dis-
trict was the mecca, downtown merchants could view 
punitively high parking fees with secret equanimity as 
well as public outrage. Now, with the parking lots 
threatening to crowd out the merchants in any case, there 
is simply not enough locational rent— economic surplus 
derived from geographic location— left in many downtown 
areas to justify righting the balance solely by penalizing 
the private transport side. It does not follow, of course, 
that what is good for downtown department stores is good 
for the country, but here we have a political and at least 
possibly an economic case for some urban transport 
subsidies. Central business districts used to perform 
three separate functions: They served, they served in a 
diversified way, and they were ready to serve. Service, 
as such, does not create a city. But both readiness to 
serve and diversification go some distance toward such 
a creation. How, then, can we retain both the readiness 
and the diversification without at least some service? 
And may not transport subsidies help to extend the de-
mand for such service? 

The second alarming property of American urban living 
is that in the United States, unlike many other parts of 
the world, the worst poverty, decay, and joblessness 
occur in an inner-city belt. There is no district named 
Bidonville within the historic limits of Paris, although 
there are a number of such districts at the edges; London 
still manages to confine much of its urban poverty to the 
East End, with the poverty deepening for some distance 
as one proceeds eastward; and so on. If a newly arrived 
Martian were to try to guess which country had suffered 
most from the bombing of urban sites in World War H, 
he would almost certainly choose the United States. The 
point of city living is propinquity, but the essence of 
American city living is increasing distance—first in 
space and, more recently, even in time. 

Not all of these two difficulties can be traced to the 
automobile. The second, in particular, remains a mys-
tery tinged almost with pathos: Block after block of 
slums, in one northeastern city after another in the 
United States, is the neglected monument to the specula-
tions of the 1920s.   And certainly not all—if indeed any— 
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of the consequences of these difficulties can be cured 
by any form of transportation short of the kind of magic 
carpet that would presumably empty cities completely. 
But is it possible that something can be done by using 
transit subsidies? If so, what kinds of companion mea-
sures might be appropriate if transport subsidies are 
to achieve anything? 

In terms of the hard-boiled economics of the supply 
side, possible beneficiaries may be grouped in five ob-
vious categories: those who are not yet working; those 
who are capable of working but for economic or social 
reasons would rather be doing something else; those 
who are no longer working; those who are potentially 
working but are, in fact, unemployed; and, finally, those 
who are working. 

Schoolchildren will be bypassed in this discussion, 
on the basis that they have already received at least 
enough free transport attention. Those who are no 
longer working cannot, however, be dismissed so easily. 
A city is the costliest place of residence for a person 
on public assistance, especially a northern city in the 
United States. For reasons having largely to do with the 
history both of American federalism and of the relative 
awakening of social conscience and the wherewithal to 
do something about it, we have achieved the following 
paradox: Those who can more or less afford to retire 
to costly places instead retire to cheap climates and 
often to cheap places within those climates; those who 
cannot afford to retire to cheap places have instead re-
tired in costly places. These places are becoming 
costly not only in terms of money but also in terms of 
amenities and even, for some areas, in terms of per-
sonal security. Local transportation, by itself, can do 
very little toward the solution of a problem that can only 
be approached by long-distance transportation. 

As for those who are capable of working but would 
rather be doing something else (including working at 
hard and disagreeable household tasks without receiving 
any wages for the work), they appear on the transport 
scene in a number of different ways— as shoppers, as 
audiences at public performances of various kinds, as 
beneficiaries of public amenities, and so on. The prob-
lem they create for public transportation is manifold. 
They tend, on the average, to live farther and farther 
from the city center; as always, their numbers are 
weighted by relative incomes, and there is a distinct 
negative correlation between the degree to which they 
find the central city desirable as measured by this in-
come and their inclination to take public transportation, 
at a zero price or any other. If they were persuaded to 
use public transportation, the demand elasticity would 
probably be related to service rather than to price. If 
there is to be free transportation for any of this capable-
of -working group, it will probably be limited to shop-
pers' or theatergoers' specials that cruise between park-
ing lot and parking lot. 

This process of elimination brings us to the very 
broad category, particularly in terms of transportation 
demand, of those who are capable of working and are 
in fact at work. It also brings us to a fluctuating cate-
gory that has certain prevailing characteristics of age, 
marital status, and race and that is composed of poten-
tial workers who are not actually working. What started 
out as a section about transportation subsidies in general 
now turns out to be about both transportation subsidies 
in particular and transportation subsidies to very broad 
particular groups. To sharpen the issues, let us pursue 
both of these last two groups into the range of free 
transportation. Please note that in this discussion 
"free" is used in a paradoxical and restrictive way. 
It is used only to indicate that some aspect of transpor-
tation is free. It is not meant to imply that transporta- 

tion should be added to the classic Roman promise of 
bread and circuses. 

TRANSPORTATION SUBSIDIES RELATED 
TO FREE TRANSPORTATION 

This section will not go so far as to refer to transporta-
tion subsidies that compel, or even permit, free trans-
portation. Instead we will use subsidy and free in a quite 
disjunctive way to indicate situations in which there are, 
in fact, subsidies and free transportation is, in fact, 
performed. In other words, the question is: Assuming 
that you are going to subsidize anyway, to at least some 
degree, is there any possible aspect of free transporta-
tion that could maximize the benefit to be derived from 
a given subsidy? 

The two most likely candidates for this kind of free-
dom appear to be marginal free transportation and dif-
ferential free transportation. One form of marginal 
free transportation is already so familar, if not indeed 
so obsolete, that any reference to it at this late date may 
seem almost embarrassing. This form of marginal free 
transportation relates to transportation rate structures 
that permit extra rides to be taken at no extra cost to 
the user— the old-fashioned weekly pass. Somewhere 
along the way, American urban transportation came to 
worship false gods: Extra distance became free, while 
extra rides (or even the same ride using two or more 
conveyances or modes) were charged for at an extra and 
often constant marginal price. Any rider of Capital 
Transit in its heyday will remember the aggravations of 
Monday morning, as streetcar and bus conductors were 
forced to make change for every passenger who came 
aboard. But these same riders will also remember the 
ease and rapidity with which new riders were welcomed 
aboard at all other times of the week. The weekly pass 
was doubtless killed by a number of things, such as the 
decline of Saturday work. But the process of its extinc-
tion coincided with a number of other factors that should 
have revived it— electronic devices for validating passes 
without direct inspection by drivers, introduction of the 
exact change rule, increases in the value of time of both 
riders and drivers, an increased desire by commercial 
establishments situated along rapid transit lines to sell 
passes in order to maintain ridership that originated and 
terminated near their premises, and so forth. The 
weekly pass has failed; it should be revived, and it could 
in fact be revived in multiple forms, e.g., rush hour 
only, off hours only, or all times of day. Public trans-
portation units do not come in neat, individual-customer-
sized bites. Therefore it is by no means axiomatic that 
demanders should be charged for the service on the 
basis of an illusory and time-consuming constant mar-
ginal charge. 

Differential free transportation is entirely different 
in its motivation and should be at least somewhat dif-
ferent in its effects. There is first the problem of dif-
ferential free anything— including free education— it 
attempts to do too much or to do the wrong thing. Urban 
renewal was supposed to be the answer to the problems 
of American cities in the first era of postwar optimism. 
The idea was an excellent one, derived from a famous 
line in America the Beautiful— "Thine alabaster cities 
gleam undimmed by human tears." The result, in 
hyper -renewed areas like those in New Haven, Connect-
icut, has been that alabaster cities gleam undimmed by 
human anything. The second attempt proposed education 
as the answer because, of all categories of govern-
ment expenditure, education addresses its public most 
directly and at this public's most impressionable age. 
But, although the educational process has been embel-
lished with extra features suitable for the production of 
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better citizens and other worthwhile social purposes, its 
basic foundations have not been strengthened. The net 
result has been that far more people are being educated, 
in the sense that they are officially registered as attend-
ing school, while there appears to be considerably less 
depth to education today and no perceptible increase in 
social graces, amenities, or conscience. 

So let us be warned by these two examples. Urban 
transportation essentially has a humble and limited 
scope. At most, it can get people to work more rapidly; 
perhaps it can do so more comfortably or more cheaply. 

Let us now proceed to a discussion of differential 
free transportation. One possible application has to do 
with the exceptionally intractable problem of matching 
unemployed inner-city teenagers with extramural jobs. 
This problem would appear to lie beyond the scope of 
any kind of public transportation, taken by itself, any-
where in the country. So the best we can hope for is a 
modest contribution that, if abetted by far more impor-
tant contributions from such areas as education and per-
haps even subsidized wages, might achieve something 
important. The difficulty is that the oldest cities have 
the best articulated public transportation systems and 
perhaps even some linearity in the geographical configu-
ration of new employment opportunities. But Route 128 
is scarcely a subway line, and New York has now reached 
the point at which the total number of jobs in the entire 
metropolitan area appears to be stationary or declining. 
To design a job-creating free public transportation sys-
tem for an existing city might be as difficult as designing 
a whole new city. 

The differential free transportation approach to the 
suburban job problem has a number of positive attri-
butes, not the least of which are the negative attributes 
of the obvious alternatives. The quasi-alternative of 
busing school children does not appear to be gaining 
ground and would run up against the absurdity of forcing 
those of the tenderest years to spend the most time on 
a bus even if it were gaining. By definition, the poor 
are going to find it hard to live in the suburbs, including 
the middle-class suburbs in which new jobs often open 
up fastest. For the kind of footloose industry that is 
becoming increasingly prevalent in and around American 
metropolitan areas, the sine qua non for office location, 
at least, is probably the personal convenience of a rather 
restricted group of executives. The inner-city poor 
obtain few jobs in such offices or in such industries. 
Meanwhile, public transport vehicles now run back from 
central cities nearly empty, or even deadhead, in order 
to concentrate on the main rush-hour directional flow. 

It would, of course, be naive to suppose that filling 
empty seats on the backhaul would make such transport 
nearly free, in the cost sense. Any such arrangement 
takes time that is very precious in rush hours, and 
arrangements that would fit the inner-city supply to the  

possible outward-bound demand would take even more 
time. So the service that would be required would not 
be a free service. 

It would also be naive to assume that free counter-
current public transportation could operate as a substi-
tute for moving a number of the young and employable 
from the geographical area where they are to the geo-
graphical area where they ought to be. But, since many 
of them should move in any case, this apparent neutral-
ity may actually be an advantage. 

SOME CONCLUSIONS 

For an economist, the question that is the topic of this 
paper— why price transportation services ?—seems 
rhetorical and the answer sell-evident—why not? On 
the other hand, no economist can be unaware that we are 
moving away from subsidized isolation to subsidized con-
gestion. If the only urban problem were congestion, as 
such, this kind of subsidy would appear to be self-
defeating: Why add to the major urban problem by using 
scarce resources to enhance it? But the concentric city 
of the nineteenth century is evolving into the eccentric 
city (e.g., Los Angeles) of the twentieth; for reasons 
having to do with everything from smog to job locations, 
this increase in structural amorphousness is creating 
new problems that neither unsubsidized mass urban 
transport nor any of the other traditional methods for 
civilizing a city can cope with in traditional fashion. 

The first consequence is already with us, in the form 
of large and increasing subsidies for urban mass trans-
port. This inevitably leads to the question: If subsidies 
are going to be paid anyway, why not make the whole 
service free? 

If this discussion has reached any conclusion at all, 
it might be stated thus: Don't expect one gun, e.g., free 
transportation or any other specific form of economic 
promotion, to win the whole war. Some progress in this 
direction may be made by marginal free urban transport 
and differential free urban transport. The former is by 
no means new and the latter by no means earthshaking, 
but, taken together, they point toward the idea that 
any kind of specific analysis of what urban mass trans-
portation is trying to accomplish— what markets it serves 
and might serve and how both of these attributes tie into 
the preservation of jobs as well as the amenities of urban 
living— is better than what is developing otherwise. The 
urban bloc is taking over from the farm bloc as the great 
unharnessed political force in America. Unlike the farm 
bloc, it does not yet have any very clear idea of what it 
should be after; more importantly, it does not relate 
whatever government subsidies cities may receive to any 
improvement in their economic efficiencies. Both defi-
ciencies should be remedied. 


