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PREFACE

THIS PAPER by Reuben Gronau has its prigins in two
streams of work at the National Bureau of Economic Research. On the
theoretical side, Gary S. Becker has fashioned a simple and powerful
analytical apparatus to deal with the inescapable constraints faced by
every individual in the use of time. No matter how high income rises,
no matter how. rapidly productivity grows, no matter how abundant
natural and man-made resources become, each person has available to
him a maximum of twenty-four hours in a day, seven days in a week.
Starting with this fact, Becker has shown how insights concerning the
price of time, the time intensity of various activities, and the substitution
possibilities between time and goods and services can illuminate numer-
ous aspects of economic behavior.

Perhaps nowhere is this more relevant than in studying the service
industries, an activity which my associates and I have been engage4 in
for several years. Many of the most important services, such as medical
care, education, and personal care, are extremely time intensive; fre-
quently the most valuable input into the production process is the time
of the consumer. Other services, such as maintenance and repair, laundry
and dry cleaning, domestic servants, and some aspects of banking, are
demanded in part because they save time for the purchaser. In our
studies of productivity in retailing and personal services, in our attempt
to understand the demand for medical care, and in many other phases
of our project, we have found ourselves asking what it is that determines
the price of time, and how do people take this price into account in
making economic decisions.

Reuben Gronau has attempted to answer such questions in one well-
defined economic area: passenger demand for air transportation. By
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developing and applying Becker's model, and by utilizing data made
available to the National Bureau of Economic Research by the Port of
New York Authority, he has obtained some highly interesting empirical
results.

The first important substantive finding concerns the way the price of
time affects the choice between air transportation an4 other modes of
travel. Given the distance traveled, and the price of time, a theoretical
model predicts the logical passenger choice among air,. rail, and bus
transportation. These predictions conform well to actual experience, as
is shown in Chapter 4.

A second finding, more tentative than the first, indicates that business
travelers behave as if their price of time is approximately equal to their
hourly earnings; the price of time of personal travelers appears to be
considerably lower (see Chapter 5). In the course of reaching this con-
clusion, Gronau estimates income and price elasticities of demand for
air travel and provides new information on the relation between family
income and hourly earnings. To be sure, the value of time to an individual
may vary not only with the purpose of the trip, but may also vary with
its length, time of day, and other factors. Moreover, the value of time
saved in travel may be different for different individuals even when hourly
earnings are identical. Thus, the application of Gronau's techniques and
estimates to specific problems requires additional empirical information
relevant to the particular problem under study.

In the final chapter, which may be of greatest interest to the general
reader, the author illustrates how estimates of the price of time could be
applied to several problems currently facing policy makers in the trans-
portation field. He discusses the possible impact of the supersonic pas-
senger plane on the demand for air travel, and the possible impact of
faster trains on the demand for bus, train, and air transportation.

The problem attacked in this book is complex and controversial; the
limitations of the data and of the econometric techniques should be fully
recognized. Moreover, the applications of the findings are plainly labeled
as illustrative. The study does, however, provide significant support for
the conventional wisdom that "time is money" and does so within a
theoretical framework that should stimulate and facilitate further research
on this important determinant of human behavior.

VICTOR R. FUCHS

VICE-PRESIDENT-RESEARCH
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