
TRANSPORTATION ECONOM1CS AND COSTS 

It is one of the very important 
sectors in ali national economies: 
Transportation companies have 
some characteristics which differ 
from the manufacturing companies. 
Some of these characteristics are 
the absence of inventory, different 
quality and quantity measurement. 

Cost structure of transport 
modes varies according to form of 
transport. But common charac-
teristic of costs is that the costs 
are generally non variable and 
mostly joint costs. 

The cost of a particular trans¬
portation company may be classi-
fied by the units of activity. The 
purpose of such an allocation of 
costs is to provide management 
with the technical performance 
information. Management may be 
assisted by having these cost data 
to provide the various services and 
capacity planning and they may 
determine the prices which will 
be attached to each service. 

Dr. Feryat ORHON 
İ.Ü. İşletme Fakültesi Maliyet Muhasebesi 

Kürsüsü 

Ulaştırma sektörü tüm ulusla
rın ekonomileri için en önemli sek
törlerden biridir. Ulaştırma işlet -
melerinin, sınai işletmelerden fark
lı özellikleri vardır. Bunlar stokla
rın olmaması, girdi ve çıktı birim
lerinin ve hizmet kalitesinin farklı 
şekildeki ölçümleridir. 

Maliyet yapıları ulaşım tipine 
göre farklı özellik gösterir. Fakat 
her ulaşım türündeki maliyetlerin 
ortak Özellikleri, bunların genellikle 
sabit ve ortak karakterli olmaları¬

- dır. Maliyet dağıtımı ve faaliyet bi
rimlerine göre maliyet saptamanın 
amacı, yönetimi teknik verimlilik 
ve kapasite planlaması konusunda 
bilgilendirmek ve fiyat saptamaya 
yardımcı olmaktır. 

FUNCTIONS A N D ADVANTAGES OF TRANSPORT 

T r a n s p o r t a t i o n ac t i v i t y is as o ld as h u m a n i t y i t self. The 
t r a n s p o r t a t i o n necessity, bröught the i n v e n t i o n of wheeî. Since 
t h e n the movements of m a n a n d goods have been on an increas-
i n g scaie. 

Because of t r a n s p o r t a t i o n ac t i v i t y , m a n is able to reach the 
n a t u r a l resources v/hich are scattered a l i ovei* the wor ld . W i t h o u t 
t ranspor t , communi t i es o f people w o u l d dependent u p o n t h e 
n a t u r a l resources w h i c h were i n t h e i r env i ronment . I n each d i s t r i c t 
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people tended t o concentrate o n the us ing of the n a t u r a l resourses. 
Because by exchang ing the i r goods they have produced w i t h the 
other peoples' goods, t h e i r needs a n d desires could be satisf ied. I n 
o ther words, the e^cess of t h e i r produets could easily f i n d marke ts 
i f t h ey were sent. T h a t r ea l i t y caused the inereasihg specializa-
t i o n i n oecupations. Specia l izat ion b rough t inereasing a m o u n t i n 
p roduc t i on . Popula t ion concentrated i n cit ies. A n d cities became 
larger and larger. T rave l ing f o r pleasure as wel l as business t r i ps 
was a need. Educa t i on a n d l e a rn ing have been improved by the 
exchange of knowledge between countr ies . " The grov^th of t r ans 
p o r t faci l i t ies has b r ough t great benefits to h u m a n i t y a n d affected 
a l i aspects of l i fe . A t the same t ime , hov/ever, t ranspor t has created 
prOblems of such dimensions a n d complex i t y as t o affect i t w i t h 
the pub l i c interest and to have i t embraced i n the pu'blic policies 
of every civ i l ized c o u n t r y " 1 . 

GENERAL CHARACTERİSTİCS OF TRANSPORTAT ION 
I N D U S T R Y 

T ranspo r t a t i on organizat ions are service organizat ions. The 
p roduc t i on and sale of services, has several imp l i ca t i ons for the 
management cont ro l process, 

Absence of İnventory Services can not be stored. I f t he services 
are available today i t does n o t mean they can be sold today. The 
t ranspor ta t i on companies don ' t have any op t i on t o use t h e i r 
capacities for n o n cu r r en t opt ions. The i r resources available for 
sale are essentially f ixed. I n the shor t r u n , a sh ipp ing company 
cannot inerease i t s fleet u t i l i z a t i o n of capaci ty w h i c h may va ry 
vary great ly by seasons of the year. The loss f r o m unsaled services 
is sucu a n i m p o r t a n t fac tor t h a t u t i l i z a t i o n rates and s imi la r i n d i -
cat ions of success i n se l l ing avai lable services are no rma l l y key va -
r iables 2 . 

Capital Intersive. A l t h o u g h m a n y service organizat ions t e n d 
to be labor intensive, t r anspo r t organizat ions are h i g h l y cap i ta l 
intensive . 

(1) L.A. SCHUMER; The Eleınents of Transport, (London; B u t t e r w o r t h & 
Co. Publ 'g L t d ' 1967) p. 13. 

(2) Robert N. Anthoıı & John Deai'den, Management Control Systems, 

3d Ed. (Homewood, I LL . ; Riehard D. I r w i n , Ene , 1976) p. 628. 
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Çuantity Measurement. I t is very easy t o keep t r a c k of the 
q u a n t i t y of tang ib le goods w h i c h are produced a n d sold by mantı-
f a c t u r i n g companies. B u t i t is very d i f f i c u l t t o measure t h e 
q u a n t i t y of t r a n s p o r t a t i o n service. F i r s t of a l i , i t is very d i f f i c u l t 
to express the o u t p u t of t r anspo r t service. I t is usua l ly used t o n 
- miles (or passanger - mi les ) as o u t p u t u n i t s . B u t to use t h e 
same single " t on -m i l e s " for empty b iscu i t t ins and i r o n rods 
ioaded t r u c k , looks l ike t o use t h e same (avarage) o u t p u t u n i t f o r 
wash ing mach ine and re f r i gera tor producer company. 

Çuality Measurement. The q u a l i t y of tang ib l e goods can be 
inspected i n terms of phys ica l evidence. B u t the j u d g m e n t of t h e 
q u a l i t y of t r anspo r t service is subjective and i t can be inspected 
d u r i n g the t ime t h a t the service is be ing rendered to the c l ient . 
The quaîity of a t r anspo r t service is expressed i n t e rms of : speed,. 
safety adequacy, frequency, r egu la r i t y , comprehen siveness, 
responsibi l i ty , acceptable cost and comfor t . AH of these qual i t ies 
are i m p o r t a n t t o the user, b u t sometimes less t h a n perf ect ion may 
be acceptable because of f i nanc i a l o r o ther considerations. The 
re lat ive values of the qual i t ies may change f r o m one place t o 
another or/and one movement t o another . The constant- prob lem 
is the d e t e rm in ing of the qual i t ies w h i c h are more i m p o r t a n t t h a n 
others i n each pa r t i cu l a r instance. 

Speed : Speed i n t r a n s p o r t a t i o n can be regarded i n t w o ways : 

1) Speed i n the movement of vehicle. _ ' 

2) Speed i n the serv ing of t r a n s p o r t a t i o n services. Speed is 
very i m p o r t a n t i n some cases, especially i f t he goods are 
perishable or t r a n s p o r t a t i o n is dependent on the n a t u r a l 
phenomenas. Fo r instance i f snows covers a l i the pass, com-
modi t i es m u s t be sent before snow f a l l i n g . 

Safety : I n t r a n s p o r t a t i o n systems, safety means adequate pro -
visions w h i c h has been made fo r the pro tec t i on of persons 
and p rope r t y who were l i v i n g i n t h e s u r r o u n d i n g as we l l as 
the people a n d p rope r t y carr ied on the t r anspo r t a t i on system. 

Capacity : To ta l c a r r y ing capac i ty m u s t cover the m a x i m u m 
(peak) demand a t a n y t ime . 

Frequency : Frequency means less w a i t i n g t ime . I f t he in te rva ls 
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between movements are short , t he necessity t o accumula te 
goods i n stroge before o r/and a f ter t ranspor t can be reduced 
up to a c e r ta in extend. Because i n some cases, t r a n s p o r t i n g 
i n large quan t i t i e s m i g h t be cheaper t h a n t r a n s p o r t i n g smaü 
quant i t i es . î f i t is possible t o consolidate the stocks, storage 
costs can be reduced because consol idat ion of stocks al lows 
a r educ t i on i n t h e t o t a l q u a n t i t y o f stocks t o be he ld . 

I f t r anspo r t is t o be i n two or more stages, each w i t h 
f requent service, i f one connex t i on is missed, another wül be 
available w i t h i n a shor t t ime . 

R e g u l a r i t y : Regu la r i t y means t h a t the movements are a t k n o w n 
times, T h a t enables people to organize t h e i r personal move
ments. 

Comprehensiveness : Sometimes i t is necessary t o deal w i t h 
more t h a n t w o t r a n s p o r t a t i o n companies t o complete a 
journey . The connext ions m u s t be t a k e n w i t h o u t any break 
and w i t h o u t a n y change i n the cont ro l of movement . Com
prehensiveness may be measured by the extent t o w h i c h one 
u n d e r t a k i n g can accept the responsibi l i ty for a, complete 
journey , a l t h o u g h i t m a y involve us ing faci l i t ies of more t h a n 
one u n d e r t a k i n g . 

Responsi ibi l i ty : Responsibi l i ty means t o have the l i a b i l i t y t o 
secure desirable q u a l i t y i n t h e t ranspor t service, b u t i n a n y 
case of undesirable qua l i t y , t o be able t o compensate. 

C o m f o r t : The phys ica l a n d m e n t a l re laxat ion . 

Acceptable Cos t : T h a t reflects t h e pr ice w h i c h is p a i d by c l i en t . 
T h a t pr ice m u s t be reasonable t o a t t r a c t t ra f f i c . We w i l l 
emphasize la ter on the p r i c i n g pr inc ip les of t r anspo r t a t i on . 

Bistorical Development, Cost account ing s tar ted i n manu fac -
t u r i n g companies because of the necessity f o r v a l u i n g w o r k - i n -
process and f in i shed gotod inventor ies for f inanc ia l s ta tement 
purposes. Also t h i s cost da ta is be ing used fo r se t t ing se l l ing prices 
a n d for o ther management probiems. Today, cost account ing t e x t 
books deal on ly w i t h manufaçturing companies w h i c h a r e 
accustomt to us ing cost i n f o r m a t i o n . 
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Since service organizat ions have no inventor ies , t h ey d i d no t 
have the n a t u r a l impe tus t o develop cost data. B u t today a l i 
service companies have accepted the impor tance of cost data . I n 
t r a n s p o r t a t i o n companies, cost da ta m a y help top management 
i n c on t r o l l i n g the t echn ica l ef f ic iency a n d oosts. Also, t h ey m a y 
he lp i n capac i ty p l a n n i n g , d e t e r m i n i n g service q u a l i t y a n d sett-
i n g prices. 

T H E COST STRUCTURE OF TRANSPORT MODES 

The cost s t ruc tures of t r anspo r t varies accord ing to f o r m of 
t ranspor t . However we can say t h a t the common character is t ic 
of costs is t h a t i n a l i f o rms of t r anspo r t a t i on the costs are general ly 
n o n - variable, because a l i the fac i l i t ies and îabor are established 
t o meet a c e r t a in est imated demand. The var iab le costs are 
generated f r o m movements. Even i f movements of companies are 
dependent on f ixed t i m e - tables, movement costs can be con-
sidered to be n o n - var iable because the cost mus t be i n c u r r e d 
regardless of the t r a f f i c . 

I n r a i l r oad t r anspo r t a t i on , f ixed costs proport ions are greater 
t h a t any o ther f o r m of t r anspo r ta t i on . Because acqu is i t i on of 
l a n d and vehicles, cons t ruc t i on of ways and associated ins ta l l a -
t i ons need h i g h cap i ta l . T h a t incurs some maintenance a n d de-
prec ia t i on cost w h i c h are f a i r l y f ixed costs. 

I n sea t r anspor t , t r a n s p o r t a t i o n companies are no t invo lved 
i n i n f r a s t r u c t u r e costs. F i r s t o!f a l i tbere is no way cons t ruc t i on 
costs. Besides, usua l l y por ts are constructed a n d m a i n t a i n e d 
by po r t author i t i es and/or governments. Most ly , f i x ed costs inc lude 
deprec iat ion of vessels a n d associated shore ins ta l la t i ons . The 
p r o p o r t i o n of var iable costs t o f ixed costs depends on the t rade 
i n w h i c h the vessels are employed. The propor t ions of t ime a t p o r t 
a n d on sea w i l l v a ry accord ing t o i ts shor t h a u l or l o n g h a u l move-
met . 

I n a i r t ranspor t , a i rports are constructed a n d ma in t enaned 
by governments i n most countr ies . Opera t ing costs m a y be 
considered i n two forms : The costs of operat ing a fleet of a i r c r a f t 
w h i c h have f ixed character ist ic . A n other f o r m of ope ra t ing 
cost is the costs of opera t ing of pa r t i cu l a r a i r c ra f t . Th is type of 
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cost components are m a i n l y fue l and o i l costs, crew costs, l and -
i n g and nav i ga t i on fees, Insurance ma intenance a n d deprecia-
t i o n costs. Crew costs are approx imate l y 20 % of t o t a l d i rect f l y i n g 
costs and fue l and o i l costs w h i c h are complet ly var iable costs 
are approx imate l y 40' % of t o t a l d irect f l y i n g cost 3. Since large 
share of t o t a l fue l is consumed i n take - off and l a n d i n g processes, 
we could say t h a t var iable costs are affected by route densi ty 
and stage i eng th . Also plane type is an i m p o r t a n t de f e rminant 
of ope ra t ing costs. Jet engined planes have h igher cap i ta l costs 
t h a n p i s ton engined planes, b u t the i r speed is very h i g h and since 
they can w o r k for twice as long t ime between overhauls, t h e i r 
ma intenance costs are re la t ive ly low. 

I n ıoad t ranspor ta t i on , the roads are prov ided by governments 
too. The f ixed costs inc lude on ly depreciat ion costs, taxes and licence 
fees. Ma in tenance cost is semi var iable . Operat ion costs are h i g h l y 
variable. 

COST ANALYS IS 

The costs of a p a r t i c u l a r t r anspo r t a t i on company m a y be 
classif ied also accord ing t o un i t s of a c t i v i t y . The purpose of such 
an a l locat ion of costs is t o prov ide the management of t h i s 
company w i t h the i n f o r m a t i o n w h i c h assists i n f o r m u l a t i o n of 
operat ing policies and con t ro l vvhich have been ment ioned befoıre. 
Management may be assisted by hav ing these cost da ta t o prov ide 
the vaoious services and they may cletermine the prices w h i c h 
w i i l a t tached to each service and the pricimg pol icy m u s t have 
r egard to the cost of p r o v i d ing each service. Th is t r anspo r t 
company may seli more t h a n one type of service, t o more t h a n 
one type of user under d i f f e r ing condit ions. Thus the decisions 
m a y be made as t o drop any p a r t of the t ra f f i c . I t may be desirable 
t o ascerta in the re lat ive p r o f i t a b i l i t y of the revenue der ived f r o m 
each ac t i v i t y . Since decisions are directed to m a x i m i z i n g the p ro f i t , 
i t is necessary to get the cost i n f o r m a t i o n concern ing these 
act iv i t i es . 

I n a n y m a n u f a c t u r i n g ac t i v i t y , the cost o f p r o d u c t i o n depends 
on t w o factors : 

(3) M a h l o n R. Straszheira; The International Airlîns Industry (Washing
ton DC : The Broolıings I n s t i t u t i o n 1969) p. 91. 
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1) The technica l re la t ionsh ip between the quant i t i es of i n -
puts a n d outputs (the p r oduc t i on f u n c t i o n ) . 

2) The economic re la t ionship between the quant i t i es of i n -
puts a n d t h e i r prices. 

P roduc t i on f u n c t i o n varies f r o m i n d u s t r y to i n d u s t r y a n d 
t r a n s p o r t a t i o n i n d u s t r y represents a very special appl icat ion. 

As we have said earlier, m a n y questions arise f r o m the choice 
-of o u t p u t u n i t . T o n - m i l e a n d passanger - m i l e are usua l ly used 
as o u t p u t u n i t s . B u t the most m e a n i n g f u l a n d appropr iate o u t p u t 
u n i t f o r cost ing mus t depend o n the objective be ing achieved by 
cost ing exercise. A t ranspor t enterpr ise is a m u l t i p r o d u c t enterprise 
i n w h i c h the produc t is heterogeneous. So, the costs m u s t be 
oa lcu la ted for several o u t p u t levels, each represent ing a d i f f e rent 
degree of disaggregat ion. A l t h o u g h passanger - m i l e is the common 

o u t p u t de f in i t i on , i n some cases passenger numbers m i g h t be 
more mean ing fu l . For instance, a bus company measures t h e 
demand i n t e rms of passenger numbers , ins tead of passenger mi le . 
Because of j o i n t cost, seiection of t h e u n i t of o u t p u t is very 
i m p o r t a n t . However, i t mus t be kep t i n m i n d t h a t there is no 
" c o r r e c t " o u t p u t u n i t t h a t can be used for a l i purposes. 

A sequence of cost a l l oca t i on w h i o h is done i n cost account ing 
depar tment can be i l l u s t r a t ed as on the f o l l ow ing page. 

I f i t is desirable t o have a f u l l y d i s t r i b u t e d cost for each class, 
i nd i r e c t a n d j o i n t costs can be a l located on some a r b i t r a r y basis. 
Fo r e^ample, B r i t h i s h Railwa.ys, for comperat ive a n d ştatistical 
purposes, ailocates whole costs t o several u n i t s : The u n i t s a n d 
a l l oca t i on rates are as f o l l ows 4 : 

Train Working •: Cost per engine •• hour i n t r a f f i c per engine 
mi le a n d per t r a i n - m i l e ; d ist inguishdng between d i f ferent modes 
of t r a c t i o n (steam, diesel, e lectr ic ) , b u t no t between loaded and 
empty r u n n i n g . 

Traok Costs : For ear thworks , bridges a n d tunne l s cost per 
r o u t e - m i i e ; for permanent way, cost per t o t a l _ t rack mi le . 

(4) G.A. LEE; Transport Finance and Acounting, 2d Ed. (London : Sil* 
Isaac P i t m a n and Sons Ltd . , 1969) p. 210-12. 
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Workshops: Job cost ing is used to f i n d the costs of r epa i r 
a n d maintenance work , a n d of eau ipment a n d spares m a n u f ac tured . 

Revenue: Goods t ra f f i c receipts are stated per loaded wagon 
- m i l e per loaded wagon f o rwarded a n d per ne t t o n - mi l e . The 
t o t a l n u m b e r of ne t t o n mi les is f ound by m u l t i p l y i n g the t o t a l 
of wagon - mi les by t h e average Joad per wagon a t the s t a r t of a 
j ourney . 

Passenger t r a f f i c receipts are s ta ted per loaded coaching 
t r a i n - m i l e per passenger j ou rney a n d per passenger mi le . Receipts 
per rou te - m i l e are also f ound fo r each type of t ra f f i c . 

I n a ir l ines the revenue u n i t s i n common use are t h e passenger 
mi le , passenger j ourney a n d seat m i l e f o r passenger t r a f f i c a n d 
load t o n - m i l e a n d capac i ty t o n - m i l e f o r f re ight . These m a y be 
used as u n i t s of cost a l locat ion. 

I n sea t r anspo r t days o n sea a n d days a t po r t a n d mi lage m a y 
ıe cost a l l oca t i on keyş. 

I n road haulage vehicle mi les and/or tons can be used as 
a l l oca t i on basis. 

Jo in t costs are very i m p o r t a n t . The f i r s t reason f o r the 
existence of t h e m arise f r o m i n i t i a l h i g h cap i ta l expenditure . 
Second reason is t h a t the prov is ion of one service o f ten necessitates 
the proviss ion of another . I f a bus goes f r o m A t o B, i t m u s t 
r e t u r n f r o m B . t o A. T h i r d reason is t h e t i m e inf luence. Once a 
t r a i n d r i ve r is employed, tihe cost of employ ing h i m are the j o i n t 
costs of a l i prov ided i n t h a t per iod a n d there is no way t o avo id 
th i s cost u n t i l his emp loy ing per iod ends. The larger p r o p o r t i o n 
of j o i n t costs are unavoidable costs 5. " The factors a f fec t ing the 
t r a n s p o r t a t i o n of j o i n t costs are : 

1. The size of the o u t p u t u n i t be ing costed. 
2. The t ime per i od for w h i c h the cost ing is t o be carr ied ou t . 
3. The n a t u r e of assets invo lved , espeoially where i n d i v i s i -

b i l i t i es occur " 6 . 

The a l locat ion of j o i n t costs a m o n g t ra f f i cs is one of t h e 

(5) (6) PC STUBBLS, W.J. TYSON a n d M.Q. D A L V I ; Transport Economics, 

(London : George A i l en & U n w i n Ltd. , 1980) p. 58. 
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essencial features of t r anspo r t cost account ing . The pr inc ip l e on 
w h i c h the a l locat ion is t o be nıade should be stated exp l i c i t l y . 
B u t f i r s t o f a l i , a ccount ing depar tment shou ld accurate ly i d en t i f y 
t h e j o i n t costs. 

Cost of ope ra t i on are distribüted t o users of the services 
t h r o u g h a p r i c i n g system or ra t e s t ruc tu r e w h i o h w i l l have regard 
to the behaviour of costs i n r e l a t i on t o t o t a l volume of t ra f f i c , 
a n d the d i f f i cu l t i es i n d e t e r m i n i n g fu' l ly distribüted costs of u n i t s 
of t ra f f i c by s ta t i s t i ca l processes. 

COSTS AS T H E BASIŞ OF PRICES 

A p r i c i n g system or ra t e shou ld cover a l i t he costs and even 
i m p u t e d costs (money expenditures p lus claims t o pro f i t ) i n the l ong 
r u n t o ensure t h e company'ş surv i va l . Theoret ica l ly , t h a t means 
each user shou ld pay an a m o u n t equal t o the f u l l y distribüted 
cost o f the service g iven. However f i t is i m p o r t a n t t o appreciate 
f o l l ow ing : 

The rea l f u l l y - distribüted cost can never be de te rmined 
because of the a r b i t r a r y cost a l locat ion. O n the o ther hand , the 
i nd i r e c t costs inc lude some elements \vhich don ' t vary i n a m o u n t 
w i t h the vo lume of t r a f f i c a n d f u l l y distribüted cost per u n i t of 
any pa r t i cu l a r service w i l l change w i t h changes i n t h e t o t a l 
vo lume of t r a f f i c . B u t th i s d i f f i c u l t y sometimes is me t by us ing 
the n o r m a l capac i ty o f faci l i t ies. 

Genera l ly t r anspo r t prices are f i x ed for some l eng thy per iod 
ahead. I t is n o t necessary t o change prices f r o m t ime to t i m e 
according t o changes i n costs, b u t the changes should be made 
ordeıiy and k n o w n i n advance to users of t r anspo r t services. 

Tra f f i c m a y f luc tua t e i n vo lume f r o m one season to another, 
b u t there may ve nesessity t o m a i n t a i n prices a t the same level 
t h r o u g h o u t a l ong per iod . I n t h a t case, f u l l costs m a y no t be 
covered i n a per iod of l ow vo lume b u t may be exceeded i n a per iod 
of h i g h volume. 

I f t r a f f i c vo lume sh r inks permanent l y , average cost per u n i t 
o f t r a f f i c w i l l rise because of the incidence of f i xed costs. The 
increase i n u n i t cost m a y n o t be covered because user w i l l a lways 
seek another t r a n s p o r t a t i o n a i t e rnat i ve or u n d e r t a k i n g w h i c h w i l l 
g ive the requ i red service at the lowest price. W i t h the cost data , 
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i t can be f ound, whe the r l ong r u n m a r g i n a l cost is covered. I f 
costs are n o t covered, the t r a f f i c m a y be abondoned or repr iced 
as soon as possible t o avoid these costs, or i t miğht be necessary 
to reduce the capacity. x 

D I F F E R E N T I A L PRİCİNG 

T h e d o m i n a n t fac to r p lac ing l i m i t s o n the prices is the effect 
of prices on the demand fo r services. The prices w h i c h the m a r k e t 
y ie lds m a y be under or över i t s f u l l y distribüted cost. Cheap 
t r a n s p o r t is essential t o maintenance a n d expansion of the 
s t a n d a r d of l i v i n g . I f the ra te is based complete ly on f u l l y 
distribüted costs, prices m a y f a i l t o a t t r a c t a desirable vo lume of 
t ra f f i c . They m u s t be analysed t o d e t e r m i n e : 

(a) Whe the r o r n o t each covers the out - of - pocket costs of 
g i v i n g the service, a n d 

(b) The add i t i ona l a m o u n t ( i f any) avai lable as a contri fou-
t i o n t o the re l ie f of f i x ed a n d j o i n t costs. 

. The a im , t h e n is t o secure t r a f f i c of such vo lume a n d m i x t u r e 
t h a t i n t o t a l i t w i l l prov ide revenue t o cover the t o t a l costs. 

To keep t h e appropr iate t r a f f i c balance, i n shor t t e r m , the 
acceptable pr i ce level m u s t cover a t least the ou t of pocket costs. 
A c e r t a in a m o u n t of t r a f f i c is obtained a t a common rate. Let 's 
assume the f i r s t p o i n t t h a t has been reached is A at the f o l l ow ing 
figüre : 

Trafyic Voîutm 
cost — (Mmıbur o/ pctsMftğer-S) 

revenue 
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A t t h i s po in t , revenue exceeds ou t of pocket costs, b u t i t can ' t 
cover f i xed costs. The volume can be expanded by t a k i n g add i t i ona l 
passengers a t a lower rate w i t h o u t d i s t u r b i n g the o ther t ra f f i c . 
The vo lume, oosts a n d revenue t h e n move t o the p o i n t B where 
a l i costs are covered by revenues and some capaci ty is s t i l i unused. 
A t the p o i n t C, capaci ty m u s t be raised b u t th i s causes the f i x ed 
costs t o increase. W i t h o u t d i f f e r en t i a l p r i c i ng , a charge based on 
average t o t a l costs, Wou ld be h i ghe r t h a n the prices w h i c h the 
t r a f f i c vo lume between A a n d B cou ld taear. 

D i s c r i m i n a t i o n i n p r i c ing , or d i f f e ran t i a l p r i c i ng , is a real ist ic 
d i s t r i b u t i o n of t h e f i xed costs b u t the extent t o w h i c h i t c an be 
pract ised depends large ly on propot ions of those costs i n the t o t a l 
cost. 

CONCLUSION 

The behavior of costs is very complex because of ind iv i s ib i l i t i es . 
I n some cases i t is possible t o prov ide e x t r a o u t p u t at a f a i r l y low 
m a r g i n a l cost, wh i l e i n others m a r g i n a l costs are very h i g h and i n 
the excess of average costs because of low capaci ty u t u l i z a t i o n . I n 
pub l i c t r anspo r t i t is usua l ly possible t o create es t ra d emand 
w i t h o u t increas ing ou tpu t . Fo r these reasons, cos t ing needs t o be 
carr i ed ou t on a specific basis, w h i c h m u s t take i n t o account the 
po l icy decisions based on i t . 
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