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Foreword

In the concluding chapter of American Transporiation in Prosperity
and Depression' Mr. Hultgren set forth the implications of his study
for future cycles. If cycles in general business should continue to occur,
how would railway, highway, and air traffic react? What changes in
the rate of utilization of equipment would take place? How would the
productivity of labor in the industry be affected? What changes in costs
and profits might be expected? The present paper provides a test of
some of Hultgren’s answers to these questions — a test based not upon
subsequent cycles in the United States, but upon the cyclical behavior
of transportation services in another country, Great Britain. Like the
previous study, it is devoted largely, though not exclusively, to railway
transportation and contains data bearing on secular as well as cyclical
developments.

The general course of development of the railroad industry in the
United States has been similar in many respects to that in Britain.
Railroad construction, of course, began first in England. By 1870,
however, the tonnage of freight handled by railroads in the United
States began to surpass that handled by railroads in Britain, and the
rate of growth in the United States has exceeded that in Britain decade
by decade with one significant exception, the decade of the thirties.
The number of passengers carried by railroads, on the other hand, has
alwavs been considerably larger in Britain, despite its smaller popula-
tion, and in passenger traflic the percentage rates of growth in the two
countrics have been more alike than in freight traffic. However, the
rates of growth in both tvpes of traffic in both countries have declined
rather steadily with the passage of time, exhibiting the retardation so
charactenistic of the growth of individual industries.

One of the factors contributing to this retardation, especially after

' National Bureau of Economic Research, 1948.)



World War I, was the competition from highway u'm‘lspor(. The preg.
Sure was particularly severe on raihm): passenger traflic, as the foH'ow.
ing percentage changes. 199048, iudu-:u.c. Although l'zluh"oad fl'Clght
traflic advanced during this interval, in neither country did jt keep pace

with industrial production.

United Great
States Britaiy
(per cent change )
Number of passengers —19 —42
Freight ton-miles +35 412
Industrial production +156 +57

In American Transportation in Prosperity and Depression Hu]tgren
made the interesting observation that the diversion of freight traf,
from railroads to other transportation agencies took place more rapidly
during general business contractions than during business expansions,
He now reports a similar result for Britain. Apparently in both coun-
tries cyclical contractions have stimulated the shift from rail to tryck
transport, whether because contraction induces shippers to seck lower
Costs more cnergetically or because trucking rates and costs are more
flexible in the cycle.

Despite this competitive pressure, which had a similay effect on traffic
trends in both countries, it appears that the technological development
of British railways has not kept pace with American roads. For example,
Hultgren’s charts show that during the interwar period the average
speed of freight trains rose considerably in the United States, but was
virtually constant jy Britain. Similarly, traffic per ton of fuel cop.
sumed rose in the United States, but stood still in Britain. These differ-
ences evidently reflect more rapid adoption of improved cquipment by
railroads in this country. The net result, to which ether factors have
also contributed, has been that the amount of Iaboy required per unit
of traffic volume s far smaller in the United States than in Britain, and
the decline in this requirement in the past thirty vears has been far
greater in this country. For example, in 1948 railways in the United
States carried nearly thirty tines a5 much freight traffc (ton-miles)
and nearly twice a5 much passenger trafic (pnsscngcr-mi[cs) as British
railways, yet they employed only twice as many men.

Because the present study, |ike Hultgren’s carlier investigation, s
focused largely upon the cvclica] behavior of costs, the factors affecting

X

LIRS



costs. and the resuiting effects on profits, its significance reaches hevond
the transportation indnstry. ‘The hehavior of costs and profits is basic
to onr inderstanding of business cveles. and the volmninons data avail-
able for the transportation indnstry make it a nsefnl testing ground for
theories concerning snch behavior. As the reader will discover from
Hhultgren’s carefnily docimented account, snmmed np i Section 8,
the behavior typical of American railroads is also typical, in the maim,
of Bnitish railroads.

For example, he finds that the stock of railway equipment bears no
consistent relationship to cvelical variations iu railroad traffic or gen-
eral business activity. Trne, additions to stock are gencrally higher
vears of high than in years of low activity. Yet in the shorter cvcles these
additions often behave connter-cyclically, and even in the longer con-
tractions net additions often continne to be made, o that there 1s no
dectine i the stock. This scems to be ax trne for Britain as for the
United States.

The present study also supports Hultgren's previons finding that
“variable costs” per mnit of traffic are inversely related to the volume
of traffic. In phyvsical terms, the volnme of labor, fuel, or purchascd
materials does not ordinarily rise or fall in proportion to traffic. More-
ovcr, althongh prices of these factors tend to rise and fall with railroad
traffic and with general bnsiness activity, the variatious are usnally not
sufficient to offset the opposite changes in nnit physical costs. This,
together with a high degree of stability in the prices of railway services,
leads to the result that a cvclical expansion in traffic has nsnally been
accompanied by a rise not only in aggregate profits but also a rise m
profits per nnit of traffic, whercas a contraction brings with it a decline
in unit profits as well as aggregate profits.

What is true of the railroad indnstry is not necessarily trne of other
indnstrics. The influence of volume of business on nnit costs must
obvionshv vary widely from one industry to another, and so must the
relative changes in factor prices and finished product prices. Unfortn-
nately, detailed factnal studies of the kind Hultgren has made are all
too rarc. But the patient acenmunlation of systematic bodies of evidence
of this sort is the onlv wav to achieve a scenre nnderstanding of the

processes that generate business cycles.
Georrrey H. Moore
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