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For this reason, they have not proved to be effective as 
positive incentive systems. The challenge to urban 
transportation is to develop new institutional mecha-
nisms to harness the expression of sell-interest that is 
currently undermining the regulatory system. 

There are a number of issues of fact that remain un-
resolved. The consequences of relaxed entry require-
ments on availability of service, mode choice, energy, 
congestion, transit finance, peaking of demand, effi-
ciency, innovation, transit labor, and urban goals are 
primarily issues of fact. Basic issues, such as whether 
new modes (e.g., fee-paid car pooling and jitneys) will 
draw their demand primarily from automobiles or from 
transit (and under what circumstances), remain un-
resolved. No data were provided that actually shoved 
that removing the constraints on the profit motive would 
increase car pooling. Future research to address this 
vacuum is encouraged. 

Some participants expressed the view that much of 
the debate on alternative regulatory structures failed to 
state explicitly the goals that regulation was designed 
to accomplish, nor was regulation compared with other 
means to accomplish the same ends. This deficiency 
should be corrected by a more consistent analysis of the 
efficacy of alternative regulatory mechanisms to ac-
complish alternative sets of desired results. In addition 
to the achievement of urban policy objectives, alterna-
tive regulatory schemes should be evaluated in terms of 
their effects on labor and management practices, effi-
ciency and costs, service, fares, demand, innovation 
and choice of technology, the financial status of transit, 
consequences for public versus private ownership, en-
forcement and other institutional issues, common-
carrier obligations, service standards, and equitable 
treatment of all concerned. 

Issues of Regulation Under Private 
and Public Ownership 
Robert C. Buchanan, National City Management Company, Fairfax, Virginia 

Public transportation services are an essential part of 
urbanized society today and will play an even greater 
role in the future. Transportation has a direct effect 
on community development, the survival of the cities, 
and economic prosperity. Transportation as a whole is 
a major source of employment for more than 3 million 
American citizens; it is the lifeline of travel and com-
merce. In the next two decades, the demand for trans-
portation in this country will at least double. 

Indeed, transportation's role is so vital to modern 
civilization that it has become more than a service 
function— it has become a partner of the government, 
commerce, and the society that it serves. Urban trans-
portation systems are intended to bring people and things 
together. There has been a continual challenge to find 
better means of transportation that would save time and 
effort and provide greater convenience than walking— the 
use of mules and horses, sleds, wagons, stage coaches, 
horse-drawn cars on rails, streetcars, buses, rapid 
rail, and now various paratransit modes. Likewise 
there has been a challenge to improve on the archaic 
regulation process. Travel in major cities in peak 
periods has often been characterized as moving at a 
snail's pace. This also describes the speed often met' 
in processing a request through the formal regulatory 
bodies (the Interstate Commerce Commission, state 
public utility commissions, city utility commissions, 
and the city councils or county commissions). 

TRANSITION FROM PRIVATE TO 
PUBLIC OWNERSHIP 

There have been various changes that have directly af- 

fected transportation through the years. The most sig-
nificant one affecting mass transit has been the transition 
from private to public ownership. For many years 
transit was, for the most part, an enterprise operated 
by private companies that had as their primary purpose 
the realization of profit from their operations. Since 
1945, ridership has declined at an increasing rate and 
the financial operations have increasingly been in the 
red. Urban transit lost more than 50 percent of its 
riders between 1945 and 1955, while operating costs 
climbed sharply. 

The persistent downward trend in passenger riding 
has been caused by a number of significant factors, in-
cluding the availability of automobiles and increase in 
autombbile registration; the federally financed highway 
program; shifts in the location of people, housing, and 
industry and in other land use (growth outside the central 
city has low density and is scattered rather than clus-
tered); growth of shopping centers; advent of home tele-
vision; and shorter work weeks, longer vacations, and 
more leisure time. In addition, it is estimated that, by 
1985, 56percentof all jobs will be located outside the 
central city. These elements have all had their impact 
on transit. 

In the 1960s, local governments began to react to the 
financial crises of private transit companies that gen-
erally were not furnishing the transit services that were 
deemed essential to the metropolitan areas. There was 
a massive conversion during the 1960s from private to 
public ownership. 

The federal government entered the field of public 
transit in 1964 with the passage of the Urban Mass 
Transportation Act. Gradually, mass transit began to 
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take its place as a legitimate community service, com-
peting for public funds with other governmental functions 
such as fire services, police services, recreation activ-
ities, and other programs. The shift from private to 
public operations changed the focus and the standards for 
the evaluation of systems. Instead of relating the tran-
sit service to the amount of money the system makes, 
the questions that must be raised relate to how many 
people the system serves, how well it serves them, and 
the capacity of the policy, regulatory, and management 
structure to meet the objectives established for public 
transportation within the community. 

REGULATION UNDER PRIVATE 
OWNERSHIP 

Private operators for many years have been regulated 
by the various responsible public regulatory bodies ac-
cording to the type of service provided (i.e., local, re-
gional, state, interstate). These regulatory bodies were 
the offspring of the original national bodies created in 
the middle of the nineteenth century to control monopolies 
in the areas of railway transportation and banking. The 
need for such regulation was recognized and developed 
during an era of intense individualism, before the intro-
duction and apparent acceptance of antitrust laws, fair 
trade and fair labor laws, federal financial aid, and the 
pursuit of social goals by government and sometimes by 
private industry. 

The major emphasis was on regulation related to fare 
and the service provided by private transit companies. 
Service was regulated with respect to quantity and qual-
ity. Safety standards were examined. Any alternatives, 
expansions, or abandonment of the routes established in 
the initial granting of operating rights required prior 
regulatory approval. Both fare and service decisions 
were made on the basis of permitting some fair or rea-
sonable return. There was some degree of commonal-
ity, but exact determination of the return was at the 
discretion of the specific regulatory body. There were 
variations in methods of measuring earnings for regula-
tory purposes, the legal framework, and methods of 
allowing the firm to achieve the allowed level. The 
regulatory bodies restricted competition because they 
were unwilling to grant permission for the duplication 
of services by other transit firms. Justification of reg-
ulation has always been predicated on the protection of 
the transportation user against excessive charges and 
discontinuance of necessary services, on discriminatory 
practices by the public transit operators, or on protec-
tion of the individual carriers from each other. When 
the financially troubled transit systems were struggling 
for survival, the formal regulations, procedures, and 
legal processes of the regulatory bodies provided an ad-
ditional hardship. 

Transit managers were and have been continually 
criticized for lack of innovation and marketing skills. 
Regulatory bodies refused to grant to the operators 
special variances or allowances on their rate of return 
to permit them to experiment with new services and 
techniques and to implement various marketing endeav-
ors. The private operators could have done a more ef-
fective job if the regulatory bodies had cooperated for 
the overall good of the public. 

Some operators, who were in serious financial dif-
ficulties, concluded that they could not afford the expen-
sive legal expenses required to seek fare increases and 
service cuts and therefore closed their doors early. 
Most regulatory bodies have not changed or altered their 
internal operating procedures or their staff size and 
composition for many years. Delays in the administer-
ing and processing of applications have caused hardships  

to both the general public and the transit companies. 
There was competition between transit operators in cer-
tain service areas and a method of transferring certifi-
cates was badly needed. The documentation required to 
accompany applications to the regulatory body for 
changes in routes, schedules, and so forth was anti-
quated and in need of refinement to keep it pertinent and 
meaningful in the determination of regulations. 

Notifying the general public about proposed hear-
ings, effective dates, and so on presented another prob-
lem. Emergency authorizations by regulatory bodies to 
grant temporary or trial changes in routes, fares, or 
schedules were not satisfactory and were not even per-
mitted by some agencies. The general policy of holding 
public hearings on a particular request away from the 
affected area prohibited fair public treatment of the 
parties involved. Joint hearings between overlapping 
regulatory bodies, required in certain areas, presented 
delays and often conflicting opinions and outcomes. 

The refusal of regulatory bodies to waive filing re-
quirements and procedures under certain circumstances 
provided hardships to the public and the bus companies, 
as did the lack of coordination between various regulatory 
bodies and these bodies and other agencies. Regulatory 
procedures basically have had no regard for the develop-
ment of new technology in public transit, new towns to 
be served, or the special problems of the poor and the 
disadvantaged. The deficiencies described here point out 
the problems that need attention if the regulatory process 
is to be improved. 

REGULATION UNDER PUBLIC 
OWNERSHIP 

When the privately owned systems became public, the 
matter of regulation had to be addressed. The authorities 
in many situations were vested with the power, authority, 
and jurisdiction to exercise the functions necessary for 
maintaining public transportation as an ongoing function, 
sometimes restricted only by the intent that the system 
should be sell-financing and sell-liquidating. Some 
county and city authorities were created by ordinance 
under specific control of the county commission or city 
council in regard to the establishment of policies and 
budget limitations. Therefore, levels of fares and ser-
vice had to be approved by the county commission or city 
council and, in some cases, public utility commissions, 
either state or local. It has not been unusual for a tran-
sit authority board to approve a fare change or service 
modification only to have the responsible city council 
veto the changes after several delays. 

Through the years, many regional authorities have 
been given the power to regulate not only their own oper-
ations but also those of other systems that operate in 
their areas. It was the intent in creating some authority 
bodies that they perform the role of buffer between the 
citizenry and the board of county commissioners or city 
council and keep politics out. This buffer appears to be 
very difficult to maintain today, since there is greater 
local public financial support of the system. Unfortu-
nately, political pressures are being exercised that in-
fluence not only regulatory matters but also routing, 
services, labor agreements, hiring and personnel selec-
tion, financial policies, budget development, manage-
ment procedures, and marketing programs. Simply put, 
now that there is federal, state, and local money in-
volved to assist local transit, the politicians want a piece 
of the action. 

In some cases, newly created regulatory commissions 
have used their predecessor agencies' format of an organ-
ization that requires formal, detailed procedures and 
lengthy hearings. Other authorities have developed a 
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more streamlined system of regulation with major em-
phasis on their parochial interests. Some authorities 
require comprehensive fare studies before they make 
decisions, while others make dramatic fare decisions 
without the evaluation and analysis that are warranted. 
The same is true regarding service, routings, general 
policy, and so on. Great inconsistencies are often dem-
onstrated. Strange political considerations are often 
suggested in the decision-making process. 

Some transit systems suffer from the requirement 
that permission be requested from several levels of 
authority before decisions are made. Regulations may 
be administered at as many as five different levels of 
government. Related indirect regulations provide addi-
tional problems. 

The role of the transit authority as a regulatory body 
has become very important. Therefore, it appears es-
sential that some clear, concise direction and assistance 
be developed and provided to the authority. Many author-
ities have been faced with making major regulatory de- 

cisions without having the needed expertise and data to 
handle the question adequately. 

The regulatory role needs to be clearly defined to re-
flect a broader outlook. In today's world, it would seem 
that there is far more to the regulation of modern local 
transit and that there is a need for a changing role in 
regulation. There is ample evidence that many current 
regulatory practices and procedures do not encourage 
determination.of public interest in its broad definition. 
It is well recognized by many officials concerned with 
the planning and operation of local public transit and other 
urban functions that local transportation regulatory bodies 
can and should play a more positive, key role in con-
tributing to overall urban development and transit service 
objectives. Not only should regulatory bodies decide on 
controls over transit, but they should also be making recom - 
mendations and assisting in a positive way. They can do 
this only by looking ahead and realistically adjusting to 
the times. 

Regulation of Urban 
Transportation 

George W. Hilton, Department of Economics, Uniyersity of California, Los Angeles 

The famous case of Munn v. Illinois (1877) occurred on 
the eve of widespread introduction of three technologies 
that involved significant economies of scale: the tele-
phone, generation of electric power for lighting and other 
purposes, and the electric street railway. This case, 
which established state power to regulate prices in busi-
nesses that affect the public interest, thus occurred just 
in time to establish state regulation of enterprises of a 
character that, according to most textbook analyses, 
justified some form of state intervention. 

The electric street railway was the last of the three 
to have widespread adoption. Although electric street-
cars were developed experimentally in the early 1880s, 
the technology did not become more economic than its 
rivals (the horsecar and the cable car) for general ap-
plication until Frank J. Sprague's installation of his 
direct current technology in St. Joseph, Missouri, in 
September 1887 and Richmond, Virginia, in February 
1888. By 1893, the electric streetcar had demonstrated 
its superiority in costs and quality of service over both 
its rivals, and by the turn of the century conversion of 
American street railways to Sprague's technology was 
virtually complete. 

Previously there had been no apparent economies of 
scaleforhorsecaror cable car operation. The cable 
car, in particular, had an inflexible relation between the 
powerhouse and the line. The optimal arrangement was 
to place a powerhouse about 4 km (2.5 miles) outside of 
the central business district (CBD) to run approximately 
8 km (5 miles) of cable lines. The alternative of locating  

a powerhouse in the CBD, so that it would power the lines 
radially, entailed buying land in the CBD, typically the 
most expensive land in the city. There appears to have 
been no economy of scale in proliferating powerhouses. 
St. Louis was typical: Each major street out of the CBD 
was served by a separate company, of which five used 
cable cars and the rest horsecars. When the electric 
streetcar was introduced, the most economical way of 
distributing power was to have a single power station with 
a citywide grid of electrical facilities. After 1907, this 
consisted of three -phase generation of alternating current 
with a series of substations around the city to convert the 
alternating to direct current with the positive in the over-
head wire and the negative in the track. This arrange-
ment combined the economies of generation and trans-
mission of alternating current with the excellent acceler-
ation properties of direct current. In St. Louis the six 
powerhouses of the five cable companies were replaced 
with a single powerhouse capable of operating all the 
former cable lines and the city's previous horsecar lines 
when they were electrified. In St. Louis, as in most 
cities, the street railway system was rapidly unified into 
a citywide monopoly. 

The technological improvement of the electric street-
car—which was a very great one—manifested itself not 
in a fall in the traditional 5-cent fare but rather in im-
proved quality of service and in citywide transfer privi-
leges, which municipal governments typically extracted 
from the transit companies as a quid pro quo for the 
monopoly powers granted them. In some cities the 5-cent 


