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Preface

This Working Paper brings together a number of studies
on trucking regulation prepared for the Council's Regulation
Reference. The individual studies vary in the nature and
thoroughness of the analysis, and some of the studies fall short
of the Council's customary standard for rigorous theoretical
and/or empirical analysis. However, as a group we believe that
these studies make a contribution to our understanding of the
nature and effects of trucking regulation in Canada, and on that

basis we feel that they deserve to be brought into the public
domain.

Public policy discussions are inevitably coloured by
the discussants' own beliefs and values. This is all the more
likely in a highly controversial area such as trucking
regulation, where quantitative information is incomplete and an
important element of judgement is required to come to terms with
many of the basic issues. This need not detract from the
usefulness of the analysis, but it does require the reader to
exercise particular caution in assessing the assumptions and the
argumentation of those advocating a particular policy pers-
pective. It also adds to the importance of our usual disclaimer
that "the findings ....are the personal responsibility of the
author and, as such, have not been endorsed by members of the
Economic Council of Canada".

- David W. Slater
Acting Chairman
Economic Council of Canada
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RESUME

Depuis quelques années, la réglementation du transport
routier est devenue une des questions relatives 3 la
réglementation les plus controversées, tant au Canada qu'aux
Etats-Unis. Pour nos voisins du sud, les longs débats ont abouti
a l'adoption de lois visant & réformer de mani@re importante le
processus de réglementation; le projet de loi récemment adopté
par le Congrés libéralisera considérablement 1l'accés et la
fixation de tarifs, et ré&duira de beaucoup la réglementation
générale sur l'industrie du camionnage pour compte d'autrui et en
location qu'exerce 1l'Interstate Commerce Commission depuis plus
de 40 ans. Au Canada, plusieurs gouvernements provinciaux, dont
l'Ontario, 1'Alberta, le Québec, la Saskatchewan et la
Colombie-Britannique, ont récemment entrepris des ré@visions de
leurs approches & la réglementation de cette industrie. Au
palier fédéral, la réglementation du camionnage au Canada fait
présentement 1'objet d'un examen dans le cadre des travaux du
Comité interministériel pour 1'étude de la concurrence et de la
réglementation dans le domaine du transport. De plus, la
Canadian Conference of Motor Transport Administrators, une
association composée de membres des organismes provinciaux de
réglementation et de représentants fédéraux, étudie les
caractéristiques du processus de réglementation dans le but de
réaliser un degré plus é€levé d'uniformité des réglements
provinciaux sur le camionnage.

Les études comprises dans ce Document sont destinées &
contribuer & ce débat général sur les politiques en scrutant
certains aspects de la nature et des effets de la réglementation
du camionnage au Canada. Bien qu'elles n'abordent pas toutes les
questions en cause, ces études reflétent la pensée, d'une part,
de ceux qui s'inqui&tent des colts directs et indirects observés
de la réglementation du camionnage et qui réclament en faveur
un changement important dans le systéme actuel et, d'autre part,
de ceux qui se préoccupent des conséquences, en particulier la
possibilité d'une instabilité& du marché&, de tout reldchement de
la réglementation publique. Les études soulignent la complexité
des arrangements institutionnels dans 1'industrie du camionnage
et la diversité considérable des caractéristiques des entreprises

Ce résumé traite briévement de l'ensemble des &tudes
complétées sur la réglementation du camionnage au Canada.
L'étude de Nix et Clayton "La réglementation de l'industrie du
camionnage au Canada : Institutions et méthodes" a é&té
publiée dans Etudes sur la réglementation du camionnage :
Vol. I, Ottawa, Conseil économique du Canada et Institut de
recherches politiques, Etude documentaire, 1980. Les é&tudes
de Norman Bonsor; Michel Boucher, James McRae et David
Prescott; et Robert et Jack Shaw ont paru dans Etudes sur la
réglementation du camionnage : Vol. II, Ottawa, Conseil
économique du Canada, étude documentaire, 1980.
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de transport routier en location; ces deux faits compliquent les
tentatives pour comprendre 1'industrie et pour identifier les
répercussions des contréles régulatoires qu'impose la
réglementation.

F. Nix et A. M. Clayton, La réglementation du
camionnage au Canada : Institutions et méthodes

Ce document fait un examen assez détaillé de 1'aspect
institutionnel de la réglementation des transporteurs routiers au
Canada. Les organismes provinciaux de ré&glementation du
camionnage possédent un large éventail de pouvoirs grdce auxquels
ils peuvent influencer les activités des transporteurs routiers
en location, tant intraprovinciaux qu'interprovinciaux.

Exception faite de 1'Alberta qui ne réglemente pas l'accés au
transport intraprovincial, toutes les provinces exigent des
candidats a8 1'industrie du transport en location de subir un test
de "commodité et de nécessité& publiques". Les restrictions
imposées par les autorit@s compétentes peuvent limiter la liberté
du détenteur de permis de plusieurs fagons : & 1'égard des
marchandises 3 transporter, des routes & suivre, des points a
servir, de la fréquence du service, des véhicules et de
1'équipement 3 utiliser, etc. Certains organismes tentent aussi
de réglementer les tarifs du camionnage intraprovincial, mais les
exigences de chaque province varient considérablement : 1'Alberta
n'en a pas, alors que les provinces de 1'Ontario, de la
Nouvelle-Ecosse, du Nouveau Brunswick et de
1'Ile-du-Prince-Edouard demandent seulement que les tarifs exigés
soient enregistrés auprés des organismes; le Manitoba fixe des
taux conformément 3 une "structure tarifaire de prix unique" et
la Saskatchewan établit des tarifs maximum pour certaines
marchandises, tout en exemptant un grand nombre de celles-ci de
toute forme de réglementation des tarifs; les trois autres
provinces -- Terre-Neuve, la Colombie-Britannique et le Québec --
exigent que la plupart des tarifs du camionnage soient approuvés
(3 Terre-Neuve et au Québec, cette exigence s'applique aussi aux
taux interprovinciaux), bien qu'il semble que cette
réglementation des taux soit assez peu efficace dans bien des
cas.

Cette étude de Nix et Clayton donne de plus amples
détails sur un certain nombre d'aspects importants de ce systé&me
de réglementation, soulignant les différences existant entre les
provinces et dans l'approche adoptée envers différents secteurs
de 1'industrie. Ils démontrent que presque tout énoncé décrivant
les institutions de réglementation du camionnage comporte des
exceptions ou doit étre qualifié. Par exemple, bien que toutes
les provinces aient créé des organismes de réglementation
possédant un large Eéventail de responsabilités, certains
ministéres provinciaux sont souvent intimement mélés 3 la
fonction de ré&glementation. L'exigence voulant que les
transporteurs routiers obtiennent un permis est sujet & un
certain nombre d'exemptions, y compris le camionnage privé, le




transport intra=-urbain, et le transport initial de produits
agricoles, forestiers, miniers ou marins non transformés. Alors
Jue cing provinces sont engagées dans la reglementatlon des
tarifs, en ce sens qu'elles les approuvent ou qu'elles les
€tablissent, on peut se demander jusqu'a quel point ce contrdle
est efficace, &tant donné les ressources plutdt limitées qu1 sont
généralement consacrées 3 cette activité. Tous les organismes
consacrent une part importante de leurs ressources & l'é@émission
de permis et & l'exercice de leur autorité& quant aux termes et
conditions en vertu desquels les entreprisese doivent
fonctionner, mais il existe de graves probl@&mes de mise en
application et "certains soupgonnent fortement que les
entreprises se prétent & un grand nombre d'activité&s non
autorisées par les organismes de réglementation".

Dans la plupart des cas, on consid@re les commissions
de transport provinciales comme &tant des organismes de
réglementation "relativement indépendantes". Elles possé&dent
généralement un vaste &ventail de pouvoirs et une assez grande
latitude dans l'exercice de ceux-ci. Cependant, il est vrai que
les gouvernements utilisent les instruments & leur disposition
pour influencer certains aspects du comportement des organismes
de réglementation du transport routier. NE&anmoins, Nix et
Clayton sont d'avis qu'il y a des lacunes au niveau des
politiques. Il existe une ambiguité considérable quant 3 la
raison d'étre de la réglementation et 3 ce que les commissions
sont censées accomplir en termes généraux et par rapport a
certaines questions de politiques particuliéres. Les auteurs
font remarquer que, de fagon générale, les responsables de la
réglementation réagissent aux événements et que les modifications
ont tendance a& s'ajouter les unes aux autres, de sorte que la
réglementation des transporteurs routiers a &té emportée par son
propre é€lan. Par conséquent, certaines questions fondamentales
sur le but de la réglementation et l'orientation de la politique
publique en matiére de camionnage sont demeurées sans réponses.

Norman Bonsor, Les colts du processus de
réglementation dans I'industrie du camionnage en location

Cette étude de porte sur les colts annuels pour les
entreprises de camionnage existantes de la participation au
processus de réglementation. Elle porte de fagon particuliére
sur les frais juridiques et administratifs engagés pour établir
les demandes de permis nouveaux et s'opposer a celles de
personnes voulant accéder 3 l'industrie. Bonsor a mené une
enquéte auprés d'un échantillon de transporteurs routiers pour
compte d'autrui et en location réparti de fagcon a ce que les
répondants représentent au moins 10 % dAu revenu produit par cette
industrie dans chaque province. Les résultats de 1l'enquéte
démontrent que les colits annuels engagés par ce genre
d'entreprise pour &tablir les demandes de permis et s'y opposer

sont de 1l'ordre des 40 millions de dollars (somme fondé&e sur des
données de 1977-1978).
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Bonsor a découvert que ces colits directs de la
réglementation varient considérablement d'une province & l'autre
en raison des différentes facons de procéder adoptées par chaque
organisme. En Colombie-Britannique, les colits du processus de
réglementation pour les transporteurs (exprimés en proportion du
revenu d'exploitation) sont trés peu élevés parce que les
audiences publiques sont rares et que les transporteurs ont moins
recours a la profession légale. Tel n'est pas le cas en Ontario
od le processus de réglementation a pris un caract@re hautement
judiciaire et ol la profession légale joue un réle important.
L'organisme de réglementation de 1'Ontario n'accepte que les
témoignages de vive voix et les audiences ont tendance & étre
longues, un grand nombre de témoins &tant appelés par les
requérants et les intervenants. Bonsor &value 3 environ 30
millions de dollars les colits annuels du processus de
réglementation pour les transporteurs en Ontario. Au Manitoba,
en Saskatchewan et dans les provinces maritimes, le processus de
réglementation est semblable 3 celui de 1'Ontario, mais les coflts
sont généralement moins &levés. L'auteur attribue ce fait aux
honoraires lé&gaux en moyenne plus bas dans ces provinces, 3 la
moins grande taille des industries du camionnage -- de sorte
qu'il y a moins d'intervenants s'objectant aux demandes de permis
individuelles -- et & 1'uniformité plus grande des décisions des
commissions de réglementation. Les transporteurs québécois ont
révélé que ce ne sont pas les honoraires qui constituent la
majeure partie des dépenses, mais plutdt les délais et les colts
administratifs qu'entrainent 1'établissement de demandes de
permis et l'opposition 3 celles-ci. On évalue 3 8 millions de
dollars les colts annuels moyens de la participation au processus
de réglementation dans cette province.

Michel Boucher, La réglementation de 1l'industrie
québécoise du camionnage —-- Apercu et considérations
analytiques

Cette &étude examine le r8le et les pratiques de la
Commission des transports du Québec (CTQ), et tente d'évaluer
l'importance des restrictionsimposéespar la réglementation dans
cette province et leurs répercussions sur la performance de
l1'industrie du camionnage au Québec. Boucher démontre que
l'interprétation que fait la CTQ de la notion d'"intérét public
«.. a comme conséquence d'introduire de trés fortes barriéres a
l'entrée". Il remarque, par exemple, que la Commission aura
tendance a@ rejeter une demande de permis qui, s'il était accordég,
risquerait d'accroltre la concurrence et pourrait ainsi menacer
»la stabilité financiére des entreprises déja E&tablies. Par
contre, l'entérinement des tarifs semble n'étre, dans la plupart*
des cas, qu'une simple formalit&; le pourcentage de demandes
accordées, en tout ou en partie, par la CTQ est généralement
supérieur & 90 %. Ces aspects, de méme que le réle important que
joue le Bureau des tarifs du Québec en tentant de coordonner les
demandes de changement de tarifs par les membres de 1'industrie
du camionnage pour compte d'autrui et en location, laissent
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penser que la réglementation aurait tendance 3 réduire

considérablement la concurrence et 3 permettre la réalisation
d'une rente monopolistique.

Boucher souligne, cependant, que certains facteurs ont
effrité 1'influence tant de la CTQ que du Bureau des tarifs du
Québec. La disponibilité& d'autres services de transport a
diminué de fagon marquée les effets des restrictions de la CTQ
relatives & l'accés. Boucher mentionne en particulier les
services des courtiers en transport et des compagnies de location
des camions (ou de pseudo-location), et aux options possibles que
constitue le transport ferroviaire ou privé. En outre, le
"camionnage illégal" est devenu un phénomé&ne important dans la
province en raison de l'application assez peu s@v@re des
réglements de la Commission et les amendes peu élevées infligées
pour leur violation. En ce qui a trait aux activités du Bureau
des tarifs du Québec, Boucher fait remarquer qu'il n'a pas donné
lieu & la formation d'un cartel dans 1'industrie, et qu'il ne
pourrait le faire, &tant donné son incapacité d'appliquer des
taux et des quotas de production, et la forte motivation des
membres individuels de miner un tel cartel. En effet, il arrive
souvent que les transporteurs routiers de la province
interviennent de fagon indépendante, déposant des tarifs autres
que ceux que propose le Bureau. Ainsi, malgré l'existence
d'obstacles institutionnels, les forces de la concurrence

semblent avoir une influence importante sur 1'industrie du
camionnage au Québec.

Un examen de divers aspects de la performance de
1'industrie québé&coise du camionnage a confirmé 1'importance de
ces forces. DBien que certains permis dans la province aient
acquis une valeur marchande, on a évalué cette valeur comme étant
assez peu €levée en pourcentage des recettes d'exploitation, et
bien inférieure aux niveaux observés aux Etats-Unis. Ceci laisse
supposer que la réglementation ne donne pas lieu a des profits
excessifs trés considérables dans 1l'ensemble de l'industrie. Une
comparaison des taux de rendement avant impdts des entreprises du
Québec et de 1'Alberta appuient cette conclusion. De fagon
générale, l1l'analyse de la structure et de la performance du
marché porte Boucher & conclure que la réglementation du
camionnage au Québec est trés peu efficace. La disponibilité& de
substituts endog@nes et exogénes & 1'industrie a considérablement
réduit 1'impact de la réglementation sur la performance de
l'industrie et a grandement diminué ses conséquences négatives
sur l1'efficacité de la répartition. Ces preuves de
l'inefficacité de la réglementation portent Boucher & remetre en
question 1'utilité de la Commission des transports du Québec
"Puisgu'elle n'apporte aucun bénéfice & la société&, tout en
nécessitant un budget de fonctionnement de 1l'ordre de 7,5
millions de dollars pour l'année 1979-1980, l1l'efficacité
économique en exige la disparition. Le bien-&tre de la société
se trouveralt accru d'une somme au moins &gale au montant de
l'8conomie ainsi réalisée".
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. James McRae et David Prescott, Une analyse E&conométrique
des effets de la réglementation sur 1'industrie canadienne
du transport

Dans cette étude, les auteurs passent en revue les
efforts antérieurs pour évaluer 1'impact de la réglementation sur
le prix des services de camionnage et tentent d'améliorer ces
travaux en faisant de nouvelles régressions utilisant des données
d un niveau de désagrégation &levé tirées de l'enquéte de 1975 et
1976 sur le transport routier de marchandises pour compte
d'autrui et en location. Les travaux antérieurs dans ce domaine
souffrent de la mauvaise qualité des données disponibles, de
l'incapacité de distinguer entre les différents régimes de
réglementation des provinces et, dans un cas précis, de
l'utilisation d'une méthode d'évaluation inacceptable. Dans leur
€tude pour le Conseil, McRae et Prescott ont recours aux tarifs
du camionnage intraprovincial dans six provinces, soit 1'Alberta,
1'Ontario, le Québec, le Manitoba, la Saskatchewan et la
Colombie-Britannique. Afin de déterminer quelles sont les
répercussions de la réglementation sur les niveaux des tarifs,
ils régressent le revenu par tonne-mille sur la distance
parcourue, le poids du chargement, les colits des facteurs et un
ensemble de variables auxiliaires correspondant aux différentes
formes de réglementation provinciale du camionnage. Pour ce
faire, les provinces ont &té classées selon quatre types de
régimes de réglementation : contrble de 1l'accés et fixation des
tarifs (le Manitoba et la Saskatchewan); contrble de l'accés et
entérinement des tarifs (la Colombie-Britannique et le Québec);
contrble de 1'accés et enregistrement des tarifs (1'Ontario); et
aucune réglementation (1l'Alberta). L'équation a été appliquée &
des données regroupées sur les expéditions pour les années 1975

et 1976, et solutionnée séparément pour six catégories de
marchandises.

Aprés avoir fait certaines corrections pour tenir
compte de différences dans le type de chargements et dans les
colits des facteurs, les auteurs ont découvert qu'il existait
toujours des écarts de tarifs trés importants entre les provinces
assujetties 3 divers régimes de réglementation. De fagon plus
précise, les résultats ont montré que les prix unitaires de
l'expédition d'aliments, de demi-produits et de produits finis
étaient considérablement plus &levés en Ontario, en
Colombie-Britannique et au Québec qu'ils ne 1'&taient dans la
province non-reglement@e, c'est-d-dire en Alberta. Par contre,
les prix unitaires au Manitoba et en Saskatchewan, provinces qui
établissent les tarifs, &taient moins &levés qu'en Alberta. Les
auteurs ont obtenu des résultats semblables lorsqu'ils ont
comparé des régressions séparées pour chaque type de
marchandises, & des données de chacune des six provinces. Ces
analyses ont montré que des différences numériquement et
statistiquement significatives des taux existaient entre les
provinces, et "que le classement des provinces selon les niveaux
des tarifs correspondait exactement 3 celui auquel on




s'attendait en regardant les différents régimes de
réglementation". Cependant, en raison des facteurs exclus de
l'analyse, les auteurs soulignent qu'il ne convient pas
d'attribuer les différences observées des prix unitaires

-

uniquement & la réglementation.

En poussant un peu plus loin leur étude originale,
McRae et Prescott ont examiné de plus prés la différence entre
les taux de la Saskatchewan et ceux de 1'Alberta, 3 partir du
fait que, dans la premi&re de ces provinces, un grand nombre de
marchandises sont exemptes des contrdles intraprovinciaux sur
l'accés et les prix. Une régression de forme fonctionnelle
identique & celle de 1l'analyse précédente a été& appliquée & des
données pour un groupe de marchandises réglementées et non
réglementées en Saskatchewan et pour un groupe de marchandises
semblables en Alberta. Cette analyse a permis d'effectuer une
vérification utile des résultats antérieurs puisque, dans cette
comparaison, il existait peu de facteurs dont on ne tenait pas
compte et qui pouvaient influencer la valeur de la variable
auxiliaire qu'est la réglementation. Les résultats de cette
analyse confirment la conclusion de l'analyse antérieure selon
laquelle la réglementation en Saskatchewan a contribué &
maintenir 3 un niveau sensiblement moins élevé les taux
s'appliquant & un certain nombre de marchandises. En outre, des
données financi&res sur la Saskatchewan se fondant sur les
transporteurs de la classe III (qui se spécialisent dans le
transport intraprovincial) laissent entendre que la
réglementation des tarifs nuit sérieusement & la stabilité
économique de l'industrie du camionnage dans la province.

Robert Lord et Jack Shaw, Un examen comparatif des
répercussions de la réglementation sur les opérations

et les colits des entreprises de camionnage intraprovincial
erf alberta et en Ontario

Cette &tude est axée sur un échantillon de
transporteurs routiers intraprovinciaux du méme type en Alberta
et en Ontario; on a cherché 3 déterminer quelle influence, s'il y
en a une, a eu la réglementation sur le fonctionnement et le
rendement des entreprises ontariennes. Leur exposé met en relief
un certain nombre de ressemblances et de différences entre les
deux groupes de transporteurs. Les auteurs ont remarqué que,
dans les deux provinces, les transporteurs se font activement
concurrence pour attirer les clients et que les deux groupes
mettent 1'accent sur la concurrence au niveau des services.
Cependant, la concurrence des prix semble plus grande en Alberta,
notamment en raison des faibles obstacles a l'accés et de la
tendance des nouveaux arrivants & abaisser leurs prix. Les
transporteurs albertains se disent préoccupés de ce gque ces
nouveaux venus ne comprennent pas 1l'industrie et que, par
conséquent, ils Etablissent des tarifs trop peu élevés pour étre
rentables. Les deux groupes de transporteurs considérent les
transporteurs privés comme &tant leurs plus importants




concurrents. Ils s'alarment non seulement de la croissance du
transport privé, mais aussi de ce que, selon eux, les
transporteurs privés s'approprient les "trajets lucratifs",
laissant les envois irréguliers et peu attrayants aux
transporteurs pour compte d'autrui et en location.

Lord et Shaw font remarquer qu'il existe d'importantes
différences géographiques et &conomiques entre 1'Ontario et
1'Alberta et que ces facteurs 3 eux seuls, sans tenir compte de
la réglementation, entralneraient des différences dans les
opérations des deux groupes de transporteurs intraprovinciaux.
Ils soulignent, par exemple, qu'en raison de la répartition de la
population et de 1'industrie, les retours léges constituent un .
moins grave probléme pour les transporteurs ontariens que pour
les transporteurs albertains. Les auteurs considérent cependant
que ce probléme a été aggravé par la présence de transporteurs
albertains pour compte d'autrui et en location dont le nombre
s'est accru par suite de 1l'absence de contrdles 3 1'accés.
D'autres différences d'exploitation portent sur l'utilisation de
l1'équipement. Les tracteurs 3 deux remorques, communément
utilisés entre Calgary et Edmonton, sont illé&gaux en Ontario. En
outre, les transporteurs de l'Alberta font fonctionner leur
équipement pendant de plus longues heures.

Lord et Shaw soulignent qu'il est difficile de comparer
les prix et la qualité des services de camionnage entre l1'Alberta
et 1'Ontario. Ils estiment que les taux dans les deux provinces
devraient étre comparés en se fondant sur le prix du transport de
marchandises données sur des trajets comparables quant & leur
longueur et &8 1'intensité de la circulation. Cependant, cette
tache est extrémement difficile dans la pratique, et les efforts
des auteurs pour comparer les tarifs en utilisant les données
publiées par les principaux bureaux de la circulation dans les
deux provinces illustrent bien la complexité de la question. En
ce qui a trait au type ou a la qualité des services de
camionnage, un certain nombre de différences ont été signalées.
Les auteurs constatent que le nombre de remorques par tracteur
est plus élevé en Ontario, ce qui pourrait indiquer que les
transporteurs de cette province sont plus disposés que leurs
homologues albertains & servir leurs clients en leur laissant les
remorques. Les transporteurs ontariens ont tendance & offrir un
service direct aux petits villages, alors que les transporteurs
interurbains de 1'Alberta livrent les marchandises & des terminus
régionaux, laissant la distribution finale aux camions de
livraison locaux. Les transporteurs ontariens ont laissé
entendre qu'ils €limineraient ces trajets entrecoupés d'arréts et
transborderaient eux aussi leurs marchandises si la
réglementation leur permettait de le faire.

Lord et Shaw font &tat de certaines préoccupations
concernant la nature et les conséquences d'une concurrence non
réglementée dans l'industrie du camionnage. 1Ils notent 1l'absence
d'importants transporteurs indépendants en Alberta, situation



surtout attribuée & la forte concurrence existant sur le seul
trajet important de la province (Calgary-Edmonton). Ils sont
d'avis que le faible volume de marchandises transportées a
l'intérieur de la province impose des cofits importants aux
transporteurs de 1l'Alberta. Les ventes et les gains semblent
plus instables en Alberta, ce qui a poussé les transporteurs a
réduire leurs engagements et & garder leurs colits aussi variables
qgue possibles. Lord et Shaw croient qu'en l'absence de
réglementation, le marché& ontarien serait vulnérable 3 une
concurrence destructrice. De fagon générale, ils sont d'avis
qu'il faudra trouver les réponses & certaines questions
fondamentales relatives aux objectifs et aux effets des
politiques de la réglementation publique avant que soit prise
toute décision en mati®re de politique. "Peut-étre la voie la
plus souhaitable est-elle de remettre 3 plus tard toute décision,

afin d'observer attentivement 1l'expérience américaine et d'en
tirer profit".
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SUMMARY *

The general subject of trucking regulation has become
one of the most controversial regulatory issues in both Canada
and the U.S. in recent years. In the United States, a prolonged
debate has culiminated in the passage of legislation to signifi-
cantly refdrm the regulatory process; the Bill which was recently
passed by Congress will liberalize entry into trucking, allow
firms greater rate-setting freedom, and substantially reduce the
general regulatory control the Interstate Commerce Commission has
exercised for more than 40 years over the U.S. for-hire trucking
industry. In Canada, a number of provincial governuwents, includ-
ing Ontario, Alberta, Quebec, Saskatchewan, and British Columbia,
have recently undertaken reviews of their approach towards the
regulation of this industry. At the federal level, trucking rey-
ulation in Canada is being examined in connection with the work
of the Interdepartmental Committee for the Study of Competition/
Regulation in Transportation. And the Canadian Conference of
Motor Transport Administrators, an association composed of mem-
bers of the provincial regulatory boards and federal represen-
tatives, is looking at the specifics of the regulatory process
with a view to the achievement of a yreater degree of uniformity
in provincial trucking regulations.

The studies in this Working Paper are intended to con-
tribute to this general policy debate by probing certain aspects
of the nature and effects of trucking regulation in Canada.
While not all policy issues are addressed, the studies do reflect
the thinking both of those who are troubled by the perceived di-
rect and indirect costs of trucking regulation and would advocate
a major change in the existing system, and of those who are con-
cerned about the consequences, including in particular the poten-
tial wmarket instability, which would result from any relaxation
in government regulation. The studies also highlight the com-
plexity of the institutional arrangements in trucking and the
considerable diversity in the characteristics of for-hire motor
carriers - both of which complicate attempts to understand the
industry and to distinguish the impact of regulatory controls.

* This summary reviews the series of studies of trucking regula-
tion in Canada. The study by Nix and Clayton, "Motor Carrier
Regulation: Iastititliong dnd Practices" is comtalied 'ipn Studies
of Trucking Regqulation: Vol. I (Ottawa: Economic Council of
Canada and The Institute for Rescarch on Public Policy, Workiny
Paper, 1980). The studies by Norman Bonsor; Michel Boucher;
James McRae and David Prescott; and Robert Lord and Jack Shaw are
contained in Studies of Trucking Regulation: Vol. II (Ottawa:
itconomic Council of Canada, Working Paper, 1980).
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@ F. Nix anc A.M. Clayton, Motor Carrier Regulation:
Institutions and Practices

This paper looks in some detail at the institutional
aspects of motor carrier regulation in Canada. Provincial truck-
ing boards have been granted a broad range of powers with which
to influence the operations of for-hire motor carriers engaged 1in
both intra-provincial and extra-provincial transport. With the
exception of Alberta, which does not effectively regulate entry
into intra-provincial transport, all provinces require aspiring
entrants into for-hire trucking to satisfy a test of "public con-
venience and necessity." Restrictions applied by the operating
authority may constrain the freedom of the licence holder in a
number of ways: with respect to commodities to be carried,
routes to be followed, points to be served, freguency of service,
vehicles and equipment to be used, etc. Some boards also attempt
to regulate intra-provincial trucking rates, but there is consi-
derable variation between provinces: the province of Alberta
doesn't have any rate requirements, and the provinces of Ontario,
Nova Scotia, New Brunswick and P.E.I. simply require trucking
tariffs to be filed; Manitoba prescribes rates according to a
"single price structure," and Saskatchewan prescribes maximum
rates for some commodities while exempting a large number of
items from any form of rate regulation; the other three provinces
- Newfoundland, British Columbia and Quebec - require most truck-
ing rates to be approved (in Newfoundland and Quebec this also
applies to extra-provincial rates), although this would appear to
amount to considerably less than effective rate regulation in
many cases.

This study by Nix and Clayton elaborates on a number of
important aspects of this regulatory system, highlighting the
distinctions that exist between provinces and in the approach
taken toward different segments of the industry. They indicate
that virtually any statement describing reqgulatory institutions
in trucking is subject to exception and qualification. While,
for example, all provinces have created regulatory boards with
wide-ranying responsibilities, provincial government departments,
in many instances, are also intimately involved in regulatory
functions. The requirement that motor carriers obtain a licence
is subject to a number of exemptions - including, for example,
private trucking, intra-urban transport, and the primary movement
of unprocessed products of farm, forest, mine or sea. While five
provinces are involved in rate regulation, in the sense that they
either approve or prescribe rates, questions arise about the ef-
fectiveness of this control in view of the relatively limited
resources generally devoted to this activity. All boards devote
considerable resources to the licensing function and to the exer-
cise of their authority over the terms and conditions under which
firms may operate, but there are major enforcement problems and
"there is a strong feeling expressed by some that a great many
activities occur outside or beyond those intended by the regula-
tory boards when granting authority.”
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Provincial transport boards are viewed, for the nost
part, as "moderately independent" regqulatory agencies. They tend
to have a broad range of powers and considerable discretion in
the exercise of these powers. However, governments do make use
of the instruments available to them to influence broad aspects
of the behaviour of motor transport regulatory boards. Nix and
Clayton feel, nonetheless, that there is a policy vacuum. There
is considerable ambiguity as to why regulation exists, and what
the boards are supposed to be accomplishing both in general terms
and with respect to specific policy issues. They note that regu-
lators typically react to events, and that developments occur in
an incremental manner. The result is that motor carrier regula-
tion has developed a momentum of its own. In the process funda-
mental questions about the purpose of regulation and the direc-
tion of government policy in trucking have remained unanswered.

® Norman Bonsor, The Costs of the Regulatory Process in the
Canadian For-Hire Trucking Industry

This study looks at the annual costs to existing truck-
ing firms of participating in the regulatory process. The speci-
fic focus is on the legal and administrative costs incurred in
applying for new licences and in opposing the applications of
potential entrants. Bonsor surveyed a sample of for-hire car-
riers distributed such that the respondents represented at least
10 percent of the revenue generated by for-hire carriers in each
province. The results of this survey suggest that annual costs
to the trucking industry of entry seeking and entry forestalling
activities are in the order of $40 million (based on 1977-78
data) .

Bonsor found that these direct regulatory costs varied
considerably between provinces due to the different regultory
procedures adopted by individual boards. 1In British Columbia
costs of the regulatory process to carriers (calculated as a pro-
portion of operating revenue) are very low due to the infrequency
of public hearings, and the minimal input of the legal profes-
sion. This is very different from the situation in Ontario where
the regulatory process has become highly judicialized and where
there is extensive involvement by the legal profession. The Ont-
ario board will only accept verbal evidence and hearings tend to
be lengthy, with a large number of witnesses typically being
called by both applicants and intervenors. Bonsor estimates that
the regulatory process in Ontario involves annual costs to car-
riers of around $30 million. In Manitoba, Saskatchewan and the
Maritime Provinces, regulatory procedure is similar to that in
Ontario, but costs to the carriers tend to be lower. This is
attributed to the lower average legal fees in these provinces, to
the smaller size of the trucking industries, which results in
there being fewer objectors for individual licence applications,
and to the greater consistency in board decisions. Quebec car-
riers indicated that their major expense was not legal fees, but
the time delays and administrative costs involved in making and



opposing licence applications. It is estimated that average
annual costs of participating in the regulatory process in this
province are about $8 million.

® Michel Boucher, Regulation of the Quebec Trucking Industry:
Institutions, Practices and Analytical Considerations

This paper examines the role and practices of the Que-
bec Transport Commission (QTC), and attempts to assess the signi-
ficance of regulatory restrictions in this province and their im-
pact on the performance of the Quebec trucking industry. Boucher
indicates that the interpretation given by the QTC to the test of
"public convenience and necessity" makes the requirement for a
licence a major obstacle to entry. He notes, for example the
Commission will tend to reject a permit application which is
likely to increase competition and could thereby endanger the fi-
nancial stability of existing firms. The rate approval process
in Quebec, on the other hand, appears to be largely a formality;
the proportion of requests for rate changes granted in whole or
in part by the QTC tends to generally be well over 90 percent.
These aspects, along with the significant role of the Quebec Tar-
iff Bureau in attempting to co-ordinate rate applications by mem-
bers of the for-hire trucking industry, suggest that regulation
is likely to substantially reduce competition and provide for the
realization of monopoly rents.

However, Boucher points out that a number of factors
have eroded the influence both of the QTC and the Quebec Tariff
Bureau. The availability of substitute transport services has
substantially reduced the effects of the QTC's entry restric-
tions. In this regard, Boucher refers specifically to the ser-
vices of freight brokers and leasing (or pseudo-leasing) firms,
and to the potential alternatives in the form of rail and private
carriage. In addition, "illegal trucking" has become an impor-
tant phenomenon in the province as a result of the rather 1lax
enforcement of the Commission's regulations and the low fines for
violations. As for the activities of the Quebec Tariff Bureau,
Boucher points out that it does not and could not effectively
"cartelize" the industry given its inability to enforce rates and
production quotas, and the strong incentive of individual members
to undermine any such cartel. Motor carriers in the province in
fact often take "independent action" filing rates different to
those proposed by the Bureau. Therefore, notwithstanding the
existence of institutional impediments, competitive forces would
appear to be a significant influence in the Quebec trucking in-
dustry.

An examination of various aspects of the performance of
the Quebec trucking industry was found to confirm the importance
of competitive factors. Although some permits in the province
have acquired a market value, these were estimated to be quite
low (as a percentage of operating revenue) - well below the lev-
els found for the U.S. This suggests that regulation is not giv-
ing rise to very substantial excess profits for the industry as
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a whole. A comparison of before-tax rates of return for firms in
Quebec and firms in Alberta supports this finding. More gener-
ally, the analysis of market structure and performance leads
Boucher to conclude that trucking regulation in Quebec is largely
ineffective. The availablility of intra-modal and inter-modal
substitutes has considerably reduced the impact of regulation on
industry performance and greatly diminished its negative conse-
quences for allocative efficiency. This evidence of the ineffec-
tiveness of regulation leads Boucher to question the usefulness
of the Quebec Transport Commission: "Since its provides no bene-
fit to society, but will consume an operating budget of about
$7.5 million in 1978-80, economic efficiency would dictate its
dismantling. The welfare of society would then increase at least
by the amount of the resource savings achieved."

® James McRae and David Prescott, An Econometric Analysis of the
Effects of Regulation on the Canadian Common Carrier Industry

This paper reviews previous efforts to estimate the im-
pact of regulation on the price of trucking services and attempt
to improve upon this work by running new regressions equations
using micro data from the 1975 and 1976 for-hire trucking survey.
Earlier work in this area suffers from the poor quality of the
available data, from the failure of the authors to distinguish
adequately between different provincial regulatory regimes, and
in one case, from the use of an invalid estimation procedure. 1In
their study for the Council, McRae and Prescott focus on intra-
provincial trucking rates in six provinces (Alberta, Ontario,
Quebec, Manitoba, Saskatchewan, and British Columbia). To deter-
mine the impact of regulation on rate levels they regress revenue
per ton mile on shipment distance, shipment weight, factor costs,
and a set of dummy variables corresponding to the different forms
of provincial trucking regulation. For this exercise the pro-
vinces were grouped into one of four types of regulatory regime:
entry control with rate prescription (Manitoba and Saskatchewan);
entry control with rate approval (British Columbia and Ontario);
entry control with rate filing (Ontario); and no regulation (Al-
berta). The equation was fitted to pooled shipment data for 1975
and 1976 and run seperately for each of six commodity groups.

After adjusting for differences in the type of trucking
shipments and in factor costs, it was found that there are still
very substantial differences in trucking rates between provinces
subject to different regulatory regimes. More specifically, the
results indicated that the unit prices of shipping food, fabri-
cated materials, and end products by truck are substantially
higher in Ontario, British Columbia and Quebec than in the unreg-
ulated province of Alberta. On the other hand, unit prices in
Manitoba and Saskatchewan, the provinces with rate prescription,
were lower than in Alberta. Similar results were obtained when
the authors fitted separate regressions for each commodity to
data from each of the six provinces. These analyses indicate
that numerically and statistically significant differences in
rates exist between provinces, and "the ranking of provinces by
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rate levels corresponds exactly to the ranking one would expect
by looking at different reqgulatory regimes". However, because of
the factors excluded from the analysis, the authors point out
that it would be inappropriate to attribute the unit price dif-
ferences identified to regulation exclusively.

In an extension of their original study, McRae and
Prescott looked in greater detail at the rate differential be-
tween Saskatchewan and Alberta, utilizing the fact that in Sask-
atchewan there is a large number of commodities which are exempt
from intra-provincial entry and price controls. A regression of
the same basic functional form as in the previous analysis was
fitted to data for a group of requlated and unregulated commodi-
ties in Saskatchewan and to a matched group of commodities in
Alberta. This analysis provides a useful check on the earlier
results since in this comparison there are few unaccounted fac-
tors which could influence the value of the regulatory dummy.
The results of this analysis support the implication of the pre-
vious finding that regulation in Saskatchewan has substantially
depressed the rates applying to a number of commodities. Finan-
cial data on Saskatchewan based Class III carriers (who concen-
trate on intra-provincial shipments) suggest, moreover, that rate
regulation is seriously affecting the economic health of the
provincial trucking industry.

® Robert Lord and Jack Shaw, A Comparative Examination of the
Impact of Requlation on the Operations and Costs of Intra-
Provincial Trucking Firms in Alberta and Ontario

This study focuses on a sample of matched intra-provin-
cial motor carriers in Alberta and Ontario with a view to discov-
ering what influence, if any, regulation has had on the operation
and performance of the Ontario firms. The study highlights a
number of similarities and differences between the two groups of
carriers. The authors observe that their sample carriers in both
provinces compete activity for customers, and that both groups
place a major emphasis on service competition. However, price
competition appears to be more severe in Alberta, due in large
part to the low entry barriers and the tendency for price cut-
ting by new entrants. The Alberta carriers were concerned that
new entrants did not understand the business and that, as a re-
sult, set rates too low to be profitable. Both groups of car-
riers viewed their main competitive threat as coming from private
carriage. The carriers were alarmed not only by the growth of
private carriage but also by their perception that private car-
riers were taking the "profitable runs" leaving the relatively
undesirable odd movements to for-hire carriers.

Lord and Shaw note that there are major differences in
geography and in economic conditions between Ontario and Alberta,
and these factors, quite aside from requlation would result in
differences in the operations of the two sets of intra-provincial
carriers. It is indicated, for example, that because of the dis-
tribution of population and industry, backhauls are less of a
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problem for the Ontario than for the Alberta carriers. The au-
thors, however, see this problem as being compounded by the rela-
tively large number of for-hire carriers in Alberta resulting
from the lack of entry controls. Other operating differences re-
late to equipment usage. Three unit trains which are common in
the Calgary to Edmonton run, have been illegal in Ontario. Al-
berta carriers also work their equipment over longer hours.

Lord and Shaw emphasize the difficulty of comparing the
prices and quality of trucking service in Ontario and Alberta.
They suggest that rates in the two provinces should be compared
on the basis of the price of moving given commodities over traf-
fic lanes which are reasonably comparable in terms of distance
and traffic balance. However, such an exercise is extremely dif-
ficult to carry out in practice, and efforts by the authors to
compare rates using the data published by the main tariff bureaux
in the two provinces illustrate the complexity of the rate issue.
With respect to the type or quality trucking service in the two
provinces, a number of differences are highlighted. The authors
note that the trailer to tractor rate is higher in Ontario sug-
gesting that carriers in this provinces may be more willing to
service their customers by leaving trailers with them. The Ont-
ario carriers tend to provide direct service to small communities
while the Alberta inter-city carriers instead make their deliver-
ies to regional terminals, leaving final distribution to local
pick-up and delivery trucks. The Ontario carriers indicated they
would eliminate these "pedal runs" and tranship their freight if
it were not for regulation.

Lord and Shaw raise a number of concerns about the na-
ture and consequences of unregulated completion in the trucking
industry. They note that there is no large independent carrier
in Alberta. This is attributed mainly to the extensive competi-
tion on the province's only major tariffic lane (Calgary-Edmon-
ton). The small volume of intra-provincial freight is seen to
impose significant costs on Alberta shippers. Sales and earnings
are seen to be more volatile in Alberta. This has caused car-
riers in this province to reduce their investment commitment and
to keep costs as variable as possible. Lord and Shaw feel that,
in the absence of regulation, the Ontario market would be susep-
tible to destructive competition. More generally, they feel that
there are some basic questions about the objectives and effects
of government regulatory policy which require answers before any
policy decisions are made. "Perhaps the very best action we can
take is to defer any decision while we watch and learn from the
American experience."
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1. INTRODUCTION

Since the 1930's, the extent of government regulation of
business activity in Canada has incrcased dramatically, with the pro-
liferation of rcgulatory intrusion in reccent years being parficularly
pronounced. In an increasing number of Canadian markets, resource
allocation - and thc resulting distribution of factor payments - is
no longer determined by the frec play of market forces, but by regu-
latory manipulation of market supply.

The for-hirc trucking industry in Canada is, in most
Provinces, subject to some form of government imposed economic regu-
lation. In recent ycars, thc question of whether or not economic
regulation of the industry is desirablc or necessary has received
considerable attention from both academics and government. Since 1976,
the Provinces of Alberta, British Columbia and Ontario have conducted
major studies concerning the regulation of for-hire trucking carriers.

Economic regulation entails a supprcssion or limitation of
market forces cither by the cxertion of control over the number of
producers in an industry or their levels of output, and/or the regu-
tation of sclling prices. 1t must be noted that regulation of a

non-cconomic naturc intended to sccure such objectives as safe working



conditions and product or environmental safety will also have an
impact on market prices. In this paper, the objective is to analyze
the impact on producers of for-hirc trucking services of participating
in the cxisting regulatory process.

A large amount of rescarch - much of it inconclusive - has
been directed at the question of whether economic regulation of the
for-hire trucking industry has led to ratcs that arc above the level
that would have been set in the absence of regulation.1 The aim in
this paper is more limited. Although regulation is supplied by gov-
crnments, the provision of regulatory scrvices entails costs for both
rcgulators and rcgulatees, The dircct cost of providing the regulatory
mechanism - the rcgulatory Boards and the associated legal framework -
falls on the general tax paying public, Tn many instances, the cost
bornc by the taxpayer - qua - taxpayer is only a small portion of the
total cost associated with producing rcgulatory decisions. In order
to produce rcgulatory decisions, producers of for-hire trucking services
must commit resources to activities connected with the operation of
repulatory Boards, Specifically, the producers of for-hire trucking
scrvices will face costs in relation to entry sceking (and entry

forcstalling) activities and also with respect to rate rcegulation.

Extensive bibliographies are given by Phillips (1975) and
Trehilcock (1977). =



The costs to the trucking industry of participating in the
production of regulatory decisions will only be a portion of the total
cost of regulation. From the perspective of economic theory, restrictions
on supply will lead to two scparatc effects: a transfer of surpluses from
consumcrs to producers and the crcation of dcad-weight losses resulting
from incfficient production levels. In addition, there may be large
additional losscs caused by "X'" incfficicncy stemming from the partially
protccted naturc of the industry under rcgulntion.3 That is, the cxisting
cost cxperience of carriers tends to include the "X" inefficiency imbedded
in the system.

It has becn shown that the for-hire trucking industry - over
a wide range of output - is characterized by approximately constant
returns to scale and that, given the highly divisible nature of most
production inputs, output can bc adjusted relatively quickly in response
to shifts in thc industry demand curvc.3 It is appropriate to use a
neo-classical framcwork as a reference point for thg analysis. In
markcts with atomistic producers and consumers, as would occur in a

freely functioning market for for-hire trucking services, social .

To quote Douglas (1977, p. 181) " ...in mundane terms, sloppy
management and waste'".

Sce for cxamplc, Meyer ct.al, (1969), Kahn (1972), Kocenker (1977).
The presence of constant rcturns to scale is of course not a
nccessary condition for the cxistence of an optimal solution,”




benefits - measured by the sum of producers' and consumers' surpluses -
will be maximized by marginal cost pricing. Anderson (1977) has shown
that this maximization occurs duc to thc offsctting nature of externalities
in the price system. Collusion among produccrs, as in the formation of a
cartel or consumers, as in the formation of a consumers' union, represent
attempts to redefinc the distribution of cconomic rents.

The opcration of regulatory agencics necessarily involves
a redistribution of income - and an altcrvation in the allocation of
resources - comparcd with the distribution that would have been yielded
by unconstrained market forces. The demand for the limitation - or in
somc cases the complete elimination - of market forces arises from the
desirc of market participants to incrcase their share of economic rent,
cither as producer or consumer surplus. The impact of regulation on
thce distribution of income and allocative efficiency will, of course,

bc detcrmined by market structures and the type of regulatory intervention.

2 THIE INSTITUTIONAL FRAMLEWORK FOR REGULATORY
INTERVENTTON IN TiHE FOR-ITIRE TRUCKING INDUSTRY

The powers, procedurces and policies of government agencics
involved in the regulation of highway trucking in Canada are not
homogencous across provinces. An cexamination of the operations of the

agencics responsible for the cconomic regulation of highway trucking




reveal that there are substantial and fundamental differences across
both with respect to the substance and to the form of economic regulation.

In Canada, the regulation of intra-provincial highway trans-
portation rests with provincial governments. The majority of provinces
cnacted regulation to control the supply of for-hire trucking during the
1930's in response to the oversupply of such scrvices and general disarray
of the industry.4

Although the pattern of rcgulation differs across provinces,
the featurc that is common to most highway transport regulatory agencies
1s that the grant of an opecrating authority is subject to the test of
"Public Necessity and Convenience'". (British Columbia and Prince Edward
Island arc notable exceptions: in British Columbia the Commission may
take into account the "Public Intcrest', whereas in Prince Edward Island
the cnabling legislation for regulation makes no mention of '"Public
Necessity and Convenicnce'"). The term public necessity and convenience
gives rcgulatory bodics cssentially unfettered discrétion in substantive

matters. In Union Gas v. Sydenham 1957 (SCR'85), the Supreme Court of

Canada held that the test of public necessity and convenience was purely

4
sSce Bonsor, 1977,



subjective. To quote Rand, J.:

Lt It is not an objective cxistence to

be ascertained; the determination is the

formulation of an opinion in this usc,

the opinion of the Board and the Board

only."
In a much quoted 1935 decision, Masten, J.A. wrote:

"the distinguishing fcature of an adminis-

trative tribunal is that it possesses a

complete, absolute and unfcttered discre-

tion, and is guided by its own idcas of

policy and expedicncy. Hence, acting

within its proper province and observing

any procedural formalities described, it

cannot err in substantive matters because

there is no standard to judge or correct

it by."
Public necessity and convenicnce is a subjective provision (and in
conscquence once that defies meaningful definition) which allows reg-
ulatory boards unfettcred discrction.

In the highway trucking industry, cconomic regulation is
implemented by two major types of activity: entry control and rate
rcgulation. kntry control, if cffective, will necessarily reduce
the market supply of for-hire trucking services to below the level
that would have becn sccured in a free market. Rate regulation,
by itsclf, attempts to cxert a degree of administrative control

over pricing. In addition to cntry control and rate regulation,

most provinces also require carriers to file their rates with the




regulatory board.  Rate filing, does not however, yiceld regulatory

hoards any significant control over rate levels.

Table 1 presents a classification of provincial regulation

with regard to purely intra-provincial for-hire highway carriage. As

can be scen, all provinces except Alberta practice some form of

cconomic regulation.

TABLE 1:

Prince lidward Tsland
Newtoundland

Nova Scotia

New Brunswick

Quebcec

Ontario

Mani toba
Saskatchewan

Albcrta

British Columbia

REGULATION OF TNTRA-PROVINCIAL FOR-HTIRE
HIGHWAY TRUCKING

Intry Control

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yecs

No

Yos

Rate Regulation

No

Yes

No

No

Yes

No

Yes

Ycs

No

Yos

Rate Filing
Yes
Yes
Yes
Yes
Yes
Yes
Y@s
Yes
No

Yos

Ninc provinces rcgulate the entry of producers into the industry and

five provinces cxert some form of regulatory control over the level

of rates.



It should not, and cannot, be assumed that the degree of
entry control (or the level or rate regulation) is homogeneous across
provinces or indeced homogeneous across district sectors of the industry
within a given province. Across provinces, bharricers to entry will
differ duc to the difference in policies adopted by the regulatory
hoards., Given that there is no precisc definition of the terms
"puhlic necessity and conveniencce'" and "public interest'", the inter-
prectation of these '"tests" for the grant of operating authorities will
vary across regulatory hoards.5 Within a province, some sectors of
the industry will be controlled morc closely than others. In similar
fashion, rate regulation will be conducted differently across provinces
and, in somc instances, differently across various sectors pf the industry
within provinces. In addition, all provinces, except Quebec, exempt
somc commodity movemcnts or routcs from part, or all, of economic
regulation,

With rcspect to extra-provincial for-hire highway carriage,
thc Motor Vchicle Transport Act (Canada) 1954, cffectively and formally
delegates the authority to regulate inter-provincial traffic to the

provinces. The legislation was enacted as a direct result of the 1954

The former Chairman of the Ontario llighway Transport Board
stated that ... thesc words (public necessity and convenience)
arc subject to our interpretation as we sce the circumstances
of cach situation'. Ontario Sclect Committec of the Legislature
on llighway Transportation of Goods.




decision of the Privy Council in the Winner case. The Privy Council

held that under Scction 92(10) (a) of the British North America Act

that a province cannot prevent or restrict inter-provincial traffic.

Since provinces had been regulating inter-provincial traffic, and since

the Federal Govermnment did not wish to enter this ficld, the Motor Vehicle
Transport Act was enacted. It should be noted that Part III of the National
Transportation Act (Canada) 1967, providcs for Federal regulation of extra-
provincial traffic. Thus far, Part 111 has not becn proclaimed. The
prc;cnt situation is that a carricr wishing to transport goods across
provincial boundarics must obtain operating authoritics from all concerned
provincial highway rcgulatory authoritics, Table 2 presents a classification

: : ; P ey O
of provinces with respect to the regulation of cxtra-provincial traffic.

Scction 3.2 of the Motor Vchicle Transport Act states that a

Provincial Transport Board "... may in its discretion issue a

license to a person to operatc an extra-provincial undertaking into

or through a province upon the like terms and conditions and in the

likec manner as if the extra-provincial undertaking operated in the &
province were a local undertaking'. It must be noted that many
Provincial Transport Boards do trcat intra-provincial undertakings
differently from extra-provincial undertakings. TFor cxample,
Manitoba and Saskatchewan regulate intra-provincial rates but do

not regulate extra-provincial rates. Alberta does not automatically
grant cntry for extra-provincial movements as it does for intra-
provincial movements.




TABLE 2: REGULATION OF EXTRA-PROVINCIAL FOR.HIRE
HIGHWAY TRUCKING

Entry Cpntrol Rate Rcgulation Rate Filing

Prince Edward Tsland Ycs No Yes
Newfound land Yes Yes Yes
Nova Scotia Yes No Yes
Ncew Brunswick Yes No Yes
Quebcc Ycs Yes Yes
Ontario Yes No No
Manitoba Yes No No
Saskatchewan Yes No No
Alberta Yes No No
British Columbia Yes No No

All provinces control cntry, wherecas only two provinces
- Newfoundland and Qucbec - excrt control over extra-provincial rate

lcvcls.7

3. A BRIET ANALYSIS OF REGULATORY MECHANTSMS
ACROSS PROVINCES

Prior to assessing the costs to producers of for-hire trucking
scrvices of participating in the regulatory process, it is necessary to
bricfly mention the manner in which the various provincial regulatory

8
bodics opcratc.

4 In both instancces, some cxtra-provincial movements are cxempt from

ratc regulation.
A dctailed analysis of provincial regulation is given by House et al (1977).
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British Columbia

Under the authority of the Motor Carrier Act, highway trucking
in British Columbia is regulated by the Motor Carrier Commission. The
Motor Carrier Branch of the Ministry of Transportation and Communications
is responsible to the Commission for the administration of the Act,

The Commission, in deciding whether to grant a request for
an operating authority, is not guided by any obligatory statutory
rcquirements, The Act states that the Commission may take into account
objections from other highway carriers, and from carriers in other modes,
the public interest and the permanence and quality of the proposed service.

The procedure followed in British Columbia is, on receipt of
an application for entry into the industry, for the Motor Carrier Branch
to conduct an investigation.9 The investigation will normally include
an interview with the applicant, his supporters and the declared objectors.
Upon completion of the investigation, the Superintendent of the Motor
Carrier Branch - acting under delegated powers « may render a decision
or he may ask the Commission to decide the case, The Commission may issue

a decision or it may call for a public hearing. In recent years, the

9 The Motor Carrier Act does not mandate the procedure the
Commission is to follow. It merely states that "... after
such investigation as the Commission deems proper, the
Commission may grant, in whole or in part, or refuse the
application'.
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Commission has held less than 20 public hearings per year,

The Act, or regulations made under the Act, exempt from the
Commission's domain, vehicles owned by the Federal, Provincial and
U.S. Governments, vehicles performing movements for the above Governments,
and movements within certain specified geographic areas. The Commission
classifies licenses into two types: Public Freight Vehicles (common for.
hire carriage) and limited Freight Vehicles (contract carriage), The
Commission has the power to attach any condition or restriction to a
license that it deems appropriate, Restrictions typically take the form
of specifying routes and delivery points, commodities that may be carried,
shipment size and named shippers,

The Commission has a wide ranging power to prescribe highway
trucking rates, In the majority of cases the Commission relies on
market forces to set rates and has exercised little direct control over
rate levels. The degree of control has tended to be largest over rates
in the household goods movers sector of the market., No control is
cxtended over extra-provincial rates,

A notable feature of the regulatory process in British Columbia

is that the role of legal counsel in proceedings is very small,



Albcrta

The industry in Alberta is rcgulated by the Motor Transport
Board undcr authority of the Motor Transport Act. In a de facto sense,
intra-provincial for-hire trucking in Alberta is exempt from entry
regulation, An applicant for a licensc must show that he has met the
requisite insurance and rcgistration rcquirements and is a resident
of the Province.

The Board does cxercise control over inter-provincial highway
trucking. 1In assessing applications for intcr-provincial operating
authoritics, thec Board has no statutory criteria to which it must
adhere, Decisions on most applications are decided at a public meeting,
The public meeting is essentially an informal procedure where the
application is discussed in a non.advisory manner, If the application
is refused, thc carrier can apply for a formal public hearing, In
1977, thec Board dealt with approximately 390 extra-provincial appli-
cations, of which only 11 resulted in public hearingé.

The Board does not cxert any regulatory control over inter

or intra-provincial ratc lcvels,

Saskatchewan

3 - .
The Saskatchewan liighway fTraffic Board regulates trucking

in the province under the authority of the Vchicles Act,
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The overriding statutory objective of the Board is to
"promote the public business'". All commercial vehicles must obtain
a license and a certificate of registration from the Board. The Board,
howcver, issucs a number of "blanket" cxemptions, notably for intra.
provincial private carriage, urban movcmcntslq minor for-hire carriage
by farm trucks and crude oil transport up to 35 miles from the well,
that has the cffcct of removing a large number of vehicles from the
Roard's economic regulatory domain,

The Board issues licenses in four categories: A, AG, C and
D. Classes A and AG are basically for-hire freight categories and C
and D are basically for commercial (typically private) carriage. With
respect to general merchandise, class A and AG vehicles must possess
specific authorities for intra-provincial movements. However, vehicles
do not neced to possess specific authorization to haul what is termed
Group 1 cxempt commoditics intra-provincially., (Group 1 includes items
such as coal, grain, gravel, sand, wood and road construction material),
For cxtra-provincial hauls, class A, C and D vehicles need specific
authorization to haul Group 1 commoditics, (Class AG is not allowed
cxtra-provincial authority). Class A and D vchicles do not need
specific authorities to haul Group 11 commodities intra-provincially.
(Group 11 commoditics include lumber, fro-zen fish, concrete blocks,

scrap metal, and orc concentrates. The list of commodities is in

Within the corporate limits plus a 5 mile radius.



excess of 45). In addition, class AG vehicles may haul - without
specific authority - Group II commodities up to 35 miles from their
home basc. [Extra-provincial specific authorities are required by
class A and D vehicles.

Upon request for a specific authority, the Board will order
a public hearing. The exception to this gencral procedure is for
unopposcd applications for class A and AG specific authorities, the
movement of owners' goods, and closcd door corridor authority., The
hearings bhcfore the Board will only accept verbal evidence. (In cases
where the applicants and objectors agrece, the Board will dispense with
a public hearing and accept evidence and arguments in written form) .
It is to be noted that thc Board docs not provide written reasons for
decisions.

The Board prescribes general merchandise freight rates for
intra-provincial movements of milk, chcese and household goods. The
Board allows carricrs to sct ratcs between a prescribed maximum and
minimum rate. In a few instances, the Board has accepted filed

rates that differ from the prescribed rates.
Mani toba

Under the Highway Traffic Act, the Motor Transport Board
rcgulates highway trucking activity in the province. The Act requires

that all commercial trucks bc licensed by the Board. The Board,_




however, cxempts from cconomic rcgulation most private trucks, and the
movements of grain, unprocesscd forest products, sand and gravel, the
first movement of fruit and vegctables and other farm related products.

The statutory criteria that the Board follows with regard to
entry decisions is that, the grant of an operating authority is dependent
on the finding that the existing transportation facilities are insufficient
or that public convenicence will be promoted, The Board rigorously follows
these guidelines and requires applicants to prove their case,

Although not compelled by law, the Board holds public hearings.
Thesc hcarings arc formal in naturc, with parties generally being rep-
rescnted by counscl. The Board docs provide written reasons for decisions,

The Board has very gencral powers with regard to rates, As
a matter of policy, the Board has prescribed a Single Price Structure,
based on a distance-density-wcight tariff, that allows carriers little
flexibility in sctting rates. The Board has allowed some carriers to
file special tariffs, mainly for the movement of bulk commodities, The
ratc adjustment procedurc involves public hearings that arc adversary
in naturc. The Board docs not cxcrt control over cxtra-provincial

ratces,

Ontario

| A—————————

The Ontario lHighway Transport Board, togcther with the Ministry
of Transportation and Communications, regulate cntry into the for-hire

trucking industry under the authority of Public Commercial Vehicles Act




and the Ontario Highway Transport Board Act.

The Public Commercial Vehicles Act requires that no person
shall operate for compensation a commercial vchicle for the transpor-
tation of goods unless hc has obtained an operating license.ll The
Act dictates that prior to the Minister of Transportation and Communi -
cations issuing a license, a certificate of Public Necessity and
Convéniencc must first be obtained from the Ontario Highway Transport
Board. - Private carriage is thus not subject to any economic regulatory
activity. Ontario also exempts from economic regulation for-hire
trucking within (and up to threc miles beyond) the boundaries of an
urban municipality, 13the first movement of farm and forest products

14
(milk and livestock excluded), and valid lcase arrangements.

11
For-hire transportation of goods by automobiles is excluded
from the Board's jurisdiction. ’
12 . e - .
If the Board issucs a certificate, the Minister may issue a
license.
13 , o : o .
Such carriers may be subject to municipal regulation however.
14 :
As of December 1, 1979, the movement of forest products will
requirc a class "W" licensc.
15

These arisc when the lesscee has exclusive control over the
lcased vehicle and driver, provided the vehicle is not subject
to more than onc lcasc at a given time.



An applicant for an operating authority must satisfy the
Board as to his fitness and financial ability. The overriding consid-
eration is whether or not public nccessity and convenience will be
scrved by the grant of an operating authority. Although public necessity
and convenience is a vaguce and nchulous term, the O,H,T.B. - unlike
Boards in most other provinces - docs not appecar to have a consistent

16
policy for applying thc test,

The Board classifies operating authorities for intra-provincial
movements into 11 classes, varying from class '"A'" (common carrier)
through classes "C" (continuous trip movement for a severely restricted
number of consignees and consignors, typically full-truck load) and
"N" (a transport scrvice for a specific class of freight or for named
shippers) to specialized licenses such as class "T" (transportation
of bulk commodities in a tank vchiclc), 1In addition, thc Board places
numerous restrictions on opcrating authoritics with respect to commod-
itics carried, origin and destination, gross shipment weight, flecet
size and vehicle type, An added fcaturc of the licensing system is that
"privileges" - other operating authoritics - may be attached to the
basic¢ opecrating authority, Tor cxamplc, an "A'" authority may ﬁave

17
attached "C" and "D" privileges,

16 scc Bonsor (1977, pp. 112-114).

Onc license found by the Select Committee on the Highway =
Transportation of Goods runs to 80 pages in length.




Hearings before the Board are very formal in nature and
are subject to SS4-24 of the Statutory Powers Procedure Act, which
in turn provides for the application of the [ividencc Act., The Board
will only accept verbal evidence (and this under oath), with witnesses
bcing examined and cross-examined by the applicant (or his counsel) and
the respondents (or their counscl). The vast majority of applicants
and objectors are represented by counsel. 1In 1976, the Board heard
4149 cascs under the Public Commercial Vehicles Act and 934 under the
Motor Vchicle Transport Act. A high proportion - over 30% - were
heard in chambcrs.18

The Board does not attcempt to regulate rates, either intra

or cxtra-provincially,
Quchec

The Quebcc trucking industry is regulated under the authority
of the Transport Act by the Transport Commission, The only element of
the industry that is not subject to rcgulation is private trucking,

The Commission licenses fore.hire trucking according to a
number of classifications, 7The most important distinction is hetween

general trucking and restricted truching:  restricted permits only allow

S9 of the Statutory Powers Procedure Act provides that hearings
shall bhe public unless the matters to be considered are of a
confidential or personal naturc.

19 ., . p— 5 . . g
l'he description of the Qucbec regulatory mechanism relies heavily

on the work of M., Boucher (1979).




the carriage of particular commodities, such as household goods, or
contract carriage. Both types are specified as to frequencv (regular
or irrcgular) and to whcther they are local (within a named locality)
or long distance.
The Commission is not given any statutory guidance on which
to base entry decisions. However, the Commission does apply a public
intcrest test. The rulings of the Commission have, apparently, estab-
lished that applicants for a license must show that there is a need
for their proposcd service and that the existing services are inadequate.
If an application for an authority is not opposed by any
cxisting carrier, the Commission will consider a staff report. Prior
to refusing an application - and in the case of all opposcd applications -
the Commission must hold a public hearing. The hearings are formal in
naturc and the rulces of cvidence of the Civil Code arc applied to procced-
ings before the Commission. It is to be noted that the Commission's
President and Vice-President arc chosen from among thc Judges of the
Provincial Court.
The Commission has wide powers to fix rates, At present
four ratc typecs arc allowed by the Commission: agreed charge rates,
contract rates, commodity rates and class rates, Agreed charge and
contrict rates arc negotiatcd between carvrier and shipper and are

" . o T ) 1) & 3
lower than the commodity rates "fixed" by the Commission, Commodity

29 Apparently, agreed charge and contract ratces account for a

very small portion of carrier revenuc,




ratcs apply to specific commodities for movements of a given minimum
weight between specified points whercas class rates apply to less-than-
truckload irrcgular movements between specified points. The class rates
arc higher than comparable commodity rates. FEssentially, the commodity
and class rates are formulated by the Quebec Tarrif Bureau and are
submitted to thc Commission for "fixing". The Commission may alter the
submitted rates but in recent years, it has done so only infrequently,
It is to bc noted that extra-provincial rates - with the exception of

U.S. bound or originating movements - arc subject to regulation.

New Brunswick

The for-hirc trucking industry is regulated by the Motor
Carricr Board under the authority of the Motor Carrier Act.

The Board exempts, ¢ither by virtuc of the Motor Carrier Act
or by regulation, a number of movements from cconomic regulation. The
cxempt movements include sand, gravel, earth, unproceéssed forest products,
the first movement of unprocessed sca, farm and mine products, (for
sca and farm products the vehicle must hc owned by a fishcrman or farmer),
movements in some urbhan areas, and for-hiré movements in vehicles owned
by farmers, fishermen and lumbermen that are "normally' used for moving

unprocessed sca, farm, forest and mine products and private carriage.




An applicant for a license must show that the grant of an
authority will promote public nccessity and convenience. The Motor
Carrier Act mandates that the Board consider in its deliberations the
impact of the proposcd service on cxisting transportation suppliers,
the cxisting services supplied by for-hire carriers and the rail-
roads, and the probability of the proposed services being permanent
and continuous, The Board holds public hecarings on license applications
and thc hearings arc relatively formal in mature,

The Board classifics licenses into three major types: general
freight, contract carriage and speciality (such as houschold goods),

The Board has wide ranging powers to attach conditions to licenses, such
as routcs and the shippers served,

The Board has the power to sct rates, but in practice the

Board docs not control rates.

Nova Scotia

The for-hire trucking industry in Nova Scotia is regulated
by the Board of Commissioncrs of Public Utilitics under the authority
of the Motor Carrier Act.

The Board cexempts fram cconomic regulation all carriers oper-
ating with no morce than two axle trucks, thc movement of sand, gravel

and materials used in highway construction and maintenance, limestonce,



fertilizer, fresh herring, unprocessed round fish, fish offal and
unprocessed forest products, logs and pulpwood.

In considering an application for a license, the Board looks
at the sufficiency of services provided by objectors (including water,
highway, air and rail carriers), thc quality and permanence of the proposed
service, the possibility of oversupply, and the cffect of the proposed
scrvice on cxisting transportation scrvices and the public interest. In
the case of an opposcd application, thc Board will order a public hearing.
Sucﬁ hcarings tend to be formal in nature.

The Board classifies licenses into general and restricted
freight liceﬁscs (restricted licenses arc specific as to the type of
freight carried or, in the case of contract carriage, to the named shippers).
The Board also has the power to specify routes and frequencies.

The Board does not control rates.

Prince Edward Island

The Public Utilitiecs Commission, under the authority of the
Motor Carricr Act, rcgulates for-hire trucking in Prince Edward Tsland.

The Commission cxempts from cconomic regulation the first
movement of unprocessed farm and sca products, - when moved in vchicles

owned by farmers and fishermen, - movements of unprocessed forest products,




vehicles owned or used by or for a farmer, fisherman or lumberman

and usually used for the transport of unprocessed forest products

or the first movement of unproccssed farm and sea products and private
carriage. Although therc is no "official" license classification scheme,
thc Commission categorizes licensecs into general freight, contract car-
riage and speciality carriage. In addition, the Board specifies routes,
types of commodities that may be carried and also names shippers.

When reviewing an application for an operating authority, the
Commission has a mandatory obligation to consider the transportation
services supplied by a railroad or for-hirc highway carrier, the per-
manence of the proposed service and the effcct of the proposcd service
upon other transport services. The Act docs not require a public interest
tesit.

All licensc applications rcsult in a public hearing. The
typical hearing involves thc presentation of the applicants case followed
by the case presented by objectors. The hearing process tends to be less
formal than that in most other jurisdictions.

The Board docs not regulate rates.

Newfoundland

The Motor Carrier Act pives the Board of Commissioners of
Public Utilitics Control - with onc exception - over the for-hire trucking
sector. The cxception is that the Canadian Transport Commission regulates



regulates the activity of CN Roadcruiser Service (a major carrier in
the province).
The Board exempts from cconomic regulation the first move-
ment of unprocessed mineral orcs and sea and farm products, unprocessed
forest products, private carriage, vchicles regulated municipally and
movements in the Goose Bay rcgion of Labrador.
The Board, in deciding whether to grant a license, operates
a public necessity and convenience tcst. The Act allows the Board (but
does not mandatec) to consider, in deciding whether the public necessity
and convenicence will be served by the grant of an operating authority,
the ohjections of all existing suppliers of for-hire transportation,
whether the scrvice would create an cxcess supply, and the general effect
on other transport services and the public interest.
In the casc of contested applications, the Board will order
a public hearing. The hearing process is formal, with evidence being
given under oath (only verbal cvidence is accepted). . Both applicants
and objectors are normally represcnted by counsel.
The Board classifies licenses into general freight, speciality
scrvices (such as furniture, milk and controlled temperature movements) and
contract services. In addition, the Board imposes restrictions on routes,

commodities and service frequencices.,




The Board has the power to approve, fix and revise rates and
is actively involved in rate regulation, both with regard to intra and
extra-provincial movements. In somc instances, the Board fixes rates

and in others it mecrely approves filed rates

4, TIE PRODUCTION OF REGULATORY DECISIONS

In many instances, especially when rates are not subject to
control or are set by regulatory Boards above the level that would have
becn determined by an unconstrained market mechanism, entry control may
have the potential of yielding cxisting producers an economic rent.
Provided that recgulatory Boards allow ecxisting producers to sell their
opcrating authoritics, then the valuc of property rights created by
rcgulatory contrcl will be determined by the discounted present value
of producers' surplus. Whether or not thcse potential surpluses are
realized will depend, in part, on the type of rcgulation that is
pr:lcticed.21 If property rights arc valuablic, cxisting producers will

logically commit rcsources to cntry restricting activities up to the

2l It is possible that regualation, although leading to prices in

excess of competitive prices, does not yicld producers a surplus.
Aioexample of this can he scen in the regulated U.S. domestic
Airline industry. Scc, for example, Douglas and Miller (1977).



point where the marginal cost of these activities is equal to the
marginal benefit.z2
In most provinces, economic regulation of the for-hire trucking
industry has becn practiced for over forty ycars. Given this, it should
be expected that a large body of preccdents would he in existence. Leg-
islative bodies typically just prescribe general rules of behaviour when
forming laws as opposcd to prescribing highly specific rules. We have
alrcady noted that regulatory boards have a very large degree of discretion
in interpreting legislation. (In the casc of acts containing the public
necessity and convenience type clausc, the board's discretion is unfet-
tered). The policy of the board with respect to interpreting the leg-
islation would bc delineated by precedents. Precedents can be simply
defined as "something donc in the past that is appealed to as a reason

23

for doing the same thing again'. The importance of precedents is that

22 .
in cascs where surpluscs arc not present, or arce not realized,

producers will commit recsources to ontry forestalling activities
if they fear that additional cntrants will depress profit levels.
It must also be noted that some producers may have little know-
ledge of marginal costs and marginal benefits.

23

Landes and Posner (1978).




they lcad - in most instances - to a reduction in uncertainty and

in consequence to a reduction in the cost of decision making. For
cexample, if a set of past rulings indicate that a firm desiring a
license in a given casc is virtually certain of having the applica-
tion granted, existing producers will not rationally commit rcsources
to opposing the application. Similarly if past rulings clearly
indicatc that the grant of a license is unlikely, a potential entrant
will bc discouraged from making an application.

The importance of precedents in any given jurisdiction will
in part bc determined by the consistency with which boards interpret
the legislation. If boards follow a consistent policy, and in addition
publish decisions and given rcasons for these decisions, the cost of
decision making will be lower than in a situation where the board
does not follow a consistent policy. In the absence of a consistent
policy - and the associated ahscnce of precedents - a producer's invest-
ment in the production of a decision will have a depreciation rate of

100%. ‘That is, the decision will apply to that case only and to no

other (similar) casces. 1t will be shown that the lack of a consistent
policy in specific provincial jurisdictions is responsible for decision

making costs that arce higher than necessary.



DATA SOURCES

No useful data cxists in published form on the cost horne
by producers of for-hirc trucking services of participating in the
rcgulatory process. In order to obtain data on this topic, approx-
imatcly 600 scparate producers werc asked, in a mailed questionnaire,
to provide information on the costs of making applications for oper-
ating authorities in given provinces and the costs entailed in op-
posing applications by other carriers. The producers ranged in size
from very large carriers operating in a number of provinces to small
carricrs operating in a single province. Carriers were asked to give

information on the following:

(i) The cost of making thcir most recent license
application, thc type of license and the
division of the cost into legal and adminis-

trative components.

(ii) The cost of making applications over a 12
month period, together with the number of

applications.

(iii)  The cost of opposing applications over a 12
month period, togcther with the number of

opposcd applications.




(iv) The percentage of total operating costs expended

on regulatory activity.

(v) The major on-going costs of the existing regulatory

systcm.
(vi) Annual operating rcvcnues.

In order to supplement the information supplied in rcturned ques-
tionnaires, over one hundred carriers were interviewed by telephone.
In addition, a number of major shippers, provincial trucking associ-
ations, lawyers representing carriers before Boards, and members of
the various Boards werc also asked to provide information.

Given the very limited time (and budget) allowed for this
study, it was clearly impossiblc to obtain information from a very
large number of carricers. The intent, therefore, was to obtain a
samplc of carricrs that accounted for 10% of revenuc generated by
for-hirc trucking producers in cach province. The revenues earned
by carriers responding to the mailed questionnaire were aggregated
by province and wherc this fcll short of the basic coverage objective,
additional carricrs were asked to provide information by telephone.
Telephone interviews were also used to cnsure that the sample included

as many different types of carricers as possible.



I't must be noted that the number of carriers in the sample
is not proportionately representative of all revenue classes. Small
carricrs - those carning less than $100,000 in annual revenue - are
greatly under-represented in the sample. This is due to the fact
that only a very few small carricrs completed the questionnaire.

A question arises as to the accuracy of the cost estimates
reported by the small carriers (and the carrier earning less than
$2 million in annual operating revenue).24 It has been suggested
that in general these carriers have little detailed knowledge of the
administrative costs involved in applying for licenscs and opposing
applications of other carriers. The information supplied by carriers
in this context must therefore be trcated with somc circumspection.

The major problem faced in this study is that of moving
from the individual carrier level to the aggregate provincial level.
Initially, an attempt was made to provide aggregate figures by province
by typc of operating authority. A number of complicating factors
renders this approach inoperative. In somc provinces many carriers
hold multiple opcrating authoritics. Tn consequence, a portion of
the carriers providing information could not break down the costs
involved in license applications (and oppositions) by license type.
lFor ckamplc, onc Ontario carrier in our sample held cight different

types of operating authoritics. In addition, an accurate count of

This issue was raiscd by a reviewer of the first draft
of the manuscript.




the number of carriers holding each type of authority is not available.
The approach adopted in this study is to aggregate costs in
terms of operating revenues. The latest available information on
carricr revenuc from Statistics Canada pertains to the calendar vear
1977. The data on rcgulatory costs pertains basically to the year 1978.
Becausce of this, our dollar estimates of regulatory costs will be biascd
downward. The 1977 Motor Carricr Survey provides estimates of revenue
earncd by class I, IT and 111 carriers by province;o Class I carriers
arc thosc carning revenues in excess of $2 million, class Il carriers
thosc earning between 3500,000 and $1,999,999 and class 111 carriers
those earning between $499,999 and $100,000. Statistics Canada also
publishes estimates of revenue for carriers earning between $25,000
and $100,000 in annual opcrating rcvcnuc.27 The most recent data for
thesce small motor carriers is for the calendar year 1976. Although
the small motor carriers accounted for almost 78% of the total number

of firms in the industry in 1976, they earned only 13% of industry

operating recvenuc.

25 - .
In Ontario, a carrier in posscssion of a specitic operating

authority may have "privileges™ attached to the license. For
cxample, a holder of a class “A" authority may in addition have
class "C" and "D" privileges.

26
Statistics Canada 53-222.

27 =
Statistics Canada 53-0006,
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One of the major problems in using the published data is that,
at the provincial level, it is not possible to ascertain the amount
of revenue earned in movements that are exempt from economic regulation.
Given that in some provinces a large number of important movements are
cxempt from economic regulation, it is thercfore necessary to estimate
the amount of revenue earned in various provinces in exempt movements,
With the aid of the data tapes used by Statistics Canada for the 1975
for-hire trucking survey, rough estimates of the proportion of total
operating revenue derived from exempt movements have been calculated.
The estimates are crude since they assume that the relationship between

exempt and non-exempt movements was the same in 1977 as in 1975,

British Columbia

The Statistics Canada Motor Carrier Survey shows that in 1977
therc were 474 carriers based in British Columbia earning in excess of
$100,000 in annual operating revenues. In total, clags I, IT and III
carriers based in British Columbia had annual operating revenues of
$430.6 million. Over half of this revenue was due to the 21 carriers
classified as class I (earning in excess of $2 million). Class I
and IT carriers - all carriers earning in excess of $500,000 a year
in annual operating revenue - comprised a total of 114 carriers respon-

sible for 75% of total revenue.
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There are 25 carriers included in our sample who are responsiblc

for a minimum of 14% of revenue gencrated by class I, [I and [IT carriers

based in the province.

The information provided by carriers based in British Columbia

revealed that the cost to producer of applying for an operating authority

ranged between $20 and $25,000 per application. The most frequently

reported level was between $100 and $150 per application. The average

cost per application was $130, and the standard deviation was very small.

There does not appear to be any great difference in the costs of applying

for

different license types - although there was a slight tendency for

contract authority applications to be more costly than the average appli-

cation. In addition, carrier size was not a determinant of application

costs.

The cost to carriers of opposing applications for operating

authorities by other carriers was reported to be relatively small. The

carriers in our sample opposed an average of 4 applications a year at

an average cost of $200 per opposition.

The majority of carriers earning in excess of $2 million a

year in operating revenues reported that the cost to them of partici-

pating in the regulatory process, as a percentage of operating revenue

was
1/2

tor

close to zero. The highest cost reported by a class I carrier was
of 1% of annual operating revenue. Very similar results were obtained

firms classified as class II and III carriers.




The average cost of entry seecking and forestalling activities
of carricers in the sample was cqual to 1/8 of 1% of annual operating
revenuc. Given revenuc of $430.6 million, the cost to British Columbia
based carriers would be of the order of $538,000.

Account must be taken of the costs of participating in the
regulatory process that fall on carriers earning less than $100,000 a
ycar in operating revenues. In British Columbia, Statistics Canada
estimates that, for the year 1976, there were 1713 carriers earning
betwcen $100,000 and $25,000 in annual operating revenue for a total
operating revenue of $92.8 million. The information obtained from the
small motor carriers indicatcs that regulatory costs were not signif-
icantly diffecrent to thosc reported by class T, IT and ITI carriers.
The cstimated cost of regulation for the small carriers is cqual to
$116,000. The total cost of entry sccking and forestalling activities
is thercfore equal to $654,000. The low bound on the estimate is equal

to $497,000 and thc upper bound to $810,000.

Saskoatchewan

In 1977, class I, 11 and 11l carriers based in Saskatchewan
reported a total operating revenuc of $58,366,549. The 19 class I and
class Il carriers accounted for 48% of this, with the remainder accounted

for by 102 class ITI carriers.




In Saskatchewan a large number of movements are exempt from
regulatory control. Because of the specific way in which the Province
'framcs exemptions, it is not possible to determine with any great
degree of accuracy how much of the total operating revenue reported
by Statistics Canada is produced by vehicles exempt from regulation.

It is probable that between 20% to 30% of the reported annual operating
revenue is due to non-regulated operations. The revenue figure used
in this paper will be 75% of the Statistics Canada reported figure.

We werc able to obtain information from 19 carriers who were
based in Saskatchewan. In terms of the distribution of these carriers,
4 were Class I and II, 10 were class ITI and the remainder were earning.
under $100,000 a ycar in operating revenue. These carriers account for
minimum of 15% of thc annual operating revenue reported by Statistics
Canada.

The data reveals that with regard to entry seeking activity,
the cost per application varied considerably from carrier to carrier,
depending in part on the type of commodity and the route. The reported
cost ranged betwcen $2,000 and $8,000 per application, with an average

cost of $3,800 pcr application.

The carriers in our sample were very active in opposing the
license applications of other carricrs. For cxample, onc relatively

large carrier (by Saskatchewan standards) said that he opposed 20-28
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applications in 1978 at a cost of $200 to $280 per case. Other carricrs
reported a cost of between $150 to $500 per opposition. The average
cost per opposition was $220.

Almost all carriers agreed that the legal costs involved in
making or opposing applications were the major cost to them of partici-
pating in the regulatory process. For the average carrier, legal costs
accounted for approximately 65% of total regulatory costs.

With respect to the cost of entry seeking and forestalling
activitics (together with the cost associated with rate applications)
as a percentage of annual operating revenues, the range indicated by
firms in our sample was between a high of 4.1% and a low of 1/4 of 15%.
Firms ecarning in excess of $1 million in annual operating revenues tended
to spend a lower percentage of revenue on regulatory activity than did
firms of smaller size. For carriers earning in excess of §1 million,
the majority of firms indicated that the percentage was between 2 of

o and 1%. For those below $1 million in annual opesating revenues,

the typical range was between 1% and 2%. The average percentages obtained
were 8/10 of 1% for class I carriers, 1.2% for class II carriers, 1.5%

for class III carriers and 1% for those earning under $100,000. For

class I, IT and III, the estimate of revenue spent on regulatory activity

is $494,000, with a lower bound of $365,500 and an upper bound of $622,000.
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With regard to the position of carriers earning between
$100,000 and $25,000 in annual opecrating revenue, Statistics Canada
estimates that these small motor carriers carned $22.9 million in
operating revenue in 1976. Industry sources have suggested that
30% to 40% of the above revenue would be earned in movements not
subject to economic regulation. It is therefore assumed that 65%
of the annual operating revenue is earned in regulated activities.
The estimated cost of regulatory activity for these carriers is
$149,000, with a lower bound of $ 97,000 and a upper bound of
$201,000. It must, howevcr, be clearly understood that the variance
across the small motor carriers with respect to regulatory costs is

large and that the sample of such carriers is small.
Manitoba

For-hire class I, II and III carriers based in Manitoba
carned $199 million in total operating revenue in 1977. Over 76% of
this revenue was due to the operations of the 15 class I carriers,
with the remainder being earned by over 100 class II and class III
carriers. The industry in Manitoba is thus more heavily concentrated
than is the industry in most other provinces.

The carriers in our sample accounted for a minimum of 20%
of revenue produced by class I, II and III carriers based in the

province. In total, information was obtained from 8 class I and II
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carricrs, 8 class III carriers and 4 carriers with revenuc below
$100,000.

The cost for a class I carrier of making an application for
an operating authority ranged between $2,000 and $10,000 for an intra-
provincial authority and between $1,000 and $15,000 for an extra-pro-
vincial authority. The data reveals a large variance in the cost of
making an application across different carriers and also a large var-
iance across applications by a given carrier. The average cost per
application was $5,500. For class II carriers, the average cost per
apﬁlication was just under $5,000. All carriers reported that legal
costs accounted for approximately 50% of the costs involved in making
applicatioﬁs.

The carriers in our sample were active in opposing the license
applications of other carriers. One large carrier reported, for cxample,
that he normally opposed about 35 applications a year at an average cost
of $280 per case. The cost of opposing applications ranged between $50
and $2,000 per case, with the average cost being $490 per case.

An analysis of the data reveals that class I and II carriers,
(who togcther account for almost 90% of revenue generated by carriers
based in the province) spent between 1/2 of 1% and 1/4 of 1% of annual

operating revenue on entry seeking and forestalling activities 28

8 Onc major carrier estimated that he spent between $7,500 and
$10,000 a year on making rate applications. We were not able
to obtain information on this from any other carrier.
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The position with regard to class III carriers and those
carning less than $100,000 a year in operating revenues is somewhat
unclear. The survey revealed that in general, such carriers spent
a lower percentage of operating revenue on regulatory activities
than did class 1 and II carriers. towever, approximately half of
the carriers earning less than $500,000 a year reported that the
costs of regulatory activities were close to zero. Part of the reason
for this was the low level of entry seeking activity by such carriers.

Manitoba exempts from economic regulation a small portion of
for-hire highway trucking. The data published by Statistics Canada
is of little help in any attempt to determine the proportion of total
operating revenuc carned in exempt movements. We estimate that at a
minimum, approximately 10% of revenue is earned in exempt movements.

The average regulatory cost borne by class I and II carriers
in Manitoba is estimated to be equal to .35 of 1% of operating revenue.
The estimate of regulatory costs for class I and II ;arriers is $539,000
with a lower bound of $431,000 and upper bound of $647,000.

For class TII carriers, and small motor carriers earning
between $100,000 and $25,000 in annual operating revenue, it is estimated
that regulatory costs are equal to 1/5th of 1% of total operating revenue.
The derived estimate for regulatory costs is $71,000, with a lower bound

of $57,000 and an upper bound of $85,000.



Ontarig

In 1977, Statistics Canada data rcveals that class I, II
and T11 for-hirc highway carricrs based in Ontario earncd $1.385
billion in operatijon revenues. Nincty class 1 carriers earned approx-
imately 73% of the total, with 181 class I1 carriers accounting for
an additional 15%. The remainder was carned by 544 class III carriers.

Carriers in our survey accounted for a minimum of 11% of
revenue earned by carriers based in the province. The survey includes
10 class 1 carriers, 19 class II carriers, 14 class III carriers and
7 carriers carning below $100,000 in annual operating revenue.

In 1977, the Ontario Highway Transport Board received
4,343 applications for public commercial vehicle operating authorities,
including 848 applications for extra-provincial authorities. The Board
held 4,655 hearings, of which almost 2,000 were heard in chambers. It
should be noted that few of the applications for authorities are 'new",
most arc requests for cxtensions of cxisting authorities and/or the
relaxation of Board imposed restrictions.

An analysis of the data supplied by carriers in our survey
reveals that the cost of making an application for an operating
authority ranges from a low of $75 (for a class "E" authority to

transport milk) to a high of $1.5 - and rising since the application




is still in progress - for a class '"D" authority29 (allowing the
transport of goods to or from the person named in the license or
a service operated for the movement of a given type of freight).
Although both of these applications are.atypical, the variance in
the cost of applying for an operating authority is large both
across and within specific license classes.

Sufficient information was available to perform some
detailcd statistical analysis on the cost of applying for class '"D"
authorities. (In 1977, the Board rcccived 852 applications for '
"D authority). In our sample of class "D'" applications, the lowest
cost in making an application was $100 and the highest was $1.5 (and
rising). Both of these cases are unusual: the former because the
operator has started to do his own legal work and the latter because
of the issues surrounding the application. Without the above two
applications, the mean cost per application was $3,995, with a standard
deviation of $6,512. The mean numbcer of D" applications by carrier
was 1.64 per annum. Therc is, however, a wide variation in the number
of applications madc from carrier to carrier. In general, the number
of applications tended to be dircctly related to fimm size.

From information supplicd by carriers, it is apparent that
applications for class "A" (gencral merchandise), class "H'" (household

goods), class "K' (hcavy equipment) and class "X" (extra-provincial)

29
| This case is discussed bclow.
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authorifies tend to be more costly than for other types of .authorities.
With respect to class "A" applications, carriers in the sample indicated
that their cost per application ranged between $10,000 to $30,000, with
the average cost being approximately $20,000. Very similar figures

were obtained for class "K" applications. With regard to extra-provincial
applications, the cost varied for carriers in our sample between $15,000
and $60,000 per application.30 Class "H'" applications averaged $5,500
per case.

In Ontario, there are two widely used mechanisms for opposing
license applications. The first is to oppose the application on an
individual basis. Those who dircctly employed counscl to act on their
bchalf reported an average cost, per objection, of $443. The standard
_deviation was relatively small. The number of oppositions per carrier
ranged between 0 and 150 per year. The sccond method of opposing
applications is to bc represented by the Ontario Trucking Association
(0.T.A.). The 0.T.A. will rcpresent member carriers in opposing
applications (but will not represent members in making applications)
for a fec of $50. The survey of carriers reveals that firms with
opcrating revenue under $500,000 per annum used the 0.T.A. counscl

more frequently than did firms of larger si:e.

In general, the longer the number of Provincial Boards
involved, the larger the cost.




In the past ycar, a number of carriers serving certain
narrowly defined regions of Ontario have formed groups to apply for
territory cxtensions to existing licenses. The O.T.A. has vigorously
opposed this move on the grounds that if the applications are success-
ful it would be tantamount to effectively de-regulating the for-hire
trucking industry in major Canadian transport markets. Under the title
of 'Morc Rampant 'Bandwagon' Hystcria', the 0.T.A. comments, '"while every
cffort is to be made to obtain voluntary withdrawal of "mass" applications,
that, if granted, would be tantamount to an extension of regional munic-
ipalitics the Association would not necessarily be an intervenor in such
instances. It was felt that the serious implications, plus possible
cancerous growth into this case, other arcas of the Province such as
Kitchener/Niagara Falls, made intervention essential'., (Ontario Trucking
Association, 1979).

Prior to estimating the aggregate cost to carriers of partici-
pating in the regulatory process, it is necessary to look at the United
Parcel Service Canada Ltd. (U.P.S.) application for a "D" license. In
its application, U.P.S. was opposcd by 147 respondents, ranging from
large carriers such as CP and CN to small post-office sub-contractors.
h.P.S. called 352 witnesses to testify on its behalf and has estimated
that its costs for the 110 day hearing are approximately $1.5 million.
The respondents called 363 witnesses and industry observers have estimated

that opposcrs have spent between one-half and three-quarters of a million




dollars presenting their cases. The then Chairman of the 0.H.T.B.,
E.J. Shoniker, had counsel for onc of the opposers write the Board's
decision to rcject the application. In consequence, the Ontario
Cabinct asked thc Board to rchear the casc. At the present time,
the matter of whether or not the Board can rchear the case is before
the courts. :

The information supplied by Ontario based carriers indicate
that they spent between 1/5th of 1% and 15% of operating revenue on
regulatory activity.31 The variance across carriers is large. However,
two general patterns emerge. First, the proportion of total operating
revenue committed to entry gaining and forestalling activities is
inversely related to the size of operating revenue. Carriers earning
less than $500,000 in annual operating revenue spent, on average 5.5%
of opcrating rcvenue on regulatory activity. Carriers carning between
$1 million and $500,000, spent on average 3.8%, and for large carriers,
the appropriate figure is 1.6%. (The reported figures for class I carriers
wcre between 1/5th of 1% and 3%).

In Ontario, urban freight transportation and the first move-
ment of farm - except milk and livestock - and forest products are the
most important clements of the industry cxempt from regulation., It
is cstimated that approximatcly 8% of the revenue earned by class 1,

IT and 111 carricrs is from cxempt movements.

51 One carrier reported that he spent '"too much', another

"minimal” and a third that he spent 30% of operating revenue
on rcpulatory activity. The latter carrier has, it is belicved,
over estimated the real costs.




We were not able to obtain any useful information on the
costs involved in making and opposing applications for class "R"
dump truck authorities. Part of thc recason for this is due to the
highly fragmented nature of this sector of the industry. Very few
operators werc able to specify the costs to them of entry seeking
and forcstalling activities. Because of this, the dump truck sector
has been excluded from the analysis.

With respect to class I carricrs, it is estimated that
regulatory costs, hased on 1977 opcrating revenues, would be equal
to $14.2 million. The high bound placed on the estimate is equal
to $19 million and the low bound $9 million. (It ghould be noted
that costs of the U.P.S. casc have not been included).

For class Il carriers, our survey rcveals that carriers
earning closer to $2 million in annual operating revenue spend a
lower proportion of revenue on regulatory activities than do carriers
earning close to $500,000. Information on how many carriers earned
between $1 million and $2 million and how many earned between $1
million and $500,000 is not availablc. Given the above, the best
estimate for the percentage of operating revenuc spent on regulatory
scrvices is 2%. This yields an estimated cost of $3.78 million.

The lower and upper bounds placed on the cstimate are $2.98 million

and $4.53 million.



The class 111 carriers in the sample spent on average
an amount equal to 5% of operating revenue on regulatory activity,
I't is however highly probable that a relatively higher percentage
of activity for class IIl carriers will be exempt from economic
regulation than is the case for class I and Il carriers. For
example, class III carriers in Ontario in 1977 earned 6.4% of their
total revenue in the movement of exempt forest products. The
additional exclusion of the dump truck sector, plus the estimated
revenue carned in the other exempt movements, brings the estimated
percentage of revenuc excluded to 28%. The derived estimate for
thce amount spent by class 11[ carriers on rcgulatory activity is
$5.117 million with a lower bound and uppcr bound of $3.58 million
and $6.65 million respectively.

The averagc percentage of revenue expended by carriers
earning between $100,000 and $25,000 in annual operating revenue
was 6.5%. It can be reasonably assumed that approximately 40% of
this revenuc will be due to cxempt movements. The estimate of
rcvenue spent on regulatory activitics is thus $4.764 million with
lower and upper bounds of $3.8 million and $5.095 million.

With respect to the movement of houschold goods, all
"' licensed carricrs who supplicd information estimated that entry

secking and forestalling activities accounted for approximately




% of total operating revenuc. This figure, given total operating

revenuc, yields an estimate of $1.623 million for regulatory costs.
The lower and upper bounds are $1.29 million and $1.94 million.

The cost to carviers of entry sceking and forestalling
activitics is cstimated at $29.48 million, with a lower bound of

$28.8 million and an upper bound of $53.68 million.
Quchec

Class I, IT and I1J carriers based in Quebec earned, in
1977, $720.99 million in operating revenue. The 55 class 1 carriers
carncd 54% of the total, with 160 class Il carriers accounting for

23% and the 476 class 111 carriers the remainder.

The carriers in our sample included 8 class I carriers, 15
class I1 carriers, 9 class III carriers and S carriers earning less than
$100,000 a year in annual operating revenue. The sample of carriers
account for approximately 11% of operating revenue earned by Quebec
based carriers.

The average cost of making an application for an operating
authority was approximately $2,000. Legal costs were generally of
the order of $700 to $800 per application. For a large application
- one that covers a big route or a large number of commodities -
legal costs will rarely exceed $7,000. Carriers applying for intra-
provincial authorities agreed that the largest cost to them of the

application procedure was for administrative as opposed to legal
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cxpenses. It must, however, be noted that many companies were not
ablc to estimate with precision thc administrative costs involved in
making an application. Although nearly all said that they were large,
few could translate this into dollar amounts. The few who did came
up with figures ranging between $575 to $1500 per application.

The carriers in our sample were generally active in opposing
the applications of other carriers. For carriers earning in excess of
$2 million in annual operating revenue, the number of oppositions ranged
between 5 and 40, with an average of 9 per carrier. The number reported
by class II and III carriers were between 2 and 20, with an average of
5 per carrier. The cost of opposing an application ranged between §$1,250
and $160, with an average of $260 per opposition. The most costly oppo-
sitions were those related to the movement of household goods.

It is very difficult to derive estimates of the cost of entry
foresecking and forestalling activities as a percentage of annual oper-
ating revenues, primarily because administrative costs are the largest
component of such costs. Carriers who were able to ﬁrovide estimates
of regulatory costs as a percentage of tofal operating revenues thought
that they ranged between 1% and 2%. Senior executives of 3 major Quebec-
based carriers were asked if, in the light of their experience, this
appeared reasonable. All indicated that they thought it large, but

were not able to accurately judge how much they spent on entry seeking
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and forestalling activities since they judged the major costs to be
rclated to time delays and administrative costs rather than to legal
costs.32

Given the above, our best estimate is that the cost of entry
secking and forestalling activities is equal to 1% of annual operating
rcvenues. This yields an estimate for regulatory costs of $8.i5 million,
with a lower bound of $6;1 million and an upper bound of $12.2 million.
The lower and upper bounds were calculated on the assumption of a

minimum cost of 3/4 of 1% and a maximum cost 1 and 1/2% of operating

rcvenues being cxpended on regulatory activity.

Maritime Provinces

Prior to estimating the costs of regulation on a provincial
basis, a number of considerations with respect to the fdr—hire trucking
industry in the Maritime Provinces need to be noted. First, the absolute
size of the for-hire trucking industry in the Maritimes is small. In

1977, total operating revenue earned by class I, II and III carriers

32 Six carriers - all of large size and all serving more than

three provinces - opined that the Commission was ''tough'
in granting license applications, especially compared
with the Maritime Provinces and, to a lesser extent,
Ontario. One of the biggest problems cited by carriers
was the lengthy time taken to process applications.
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based in the Maritimes (excluding revenue earned by the movers of
houschold goods) was only $170.6 million - less than the revenue
generated in any single province except Saskatchewan. In total,
there are only 50 class I and II carriers based in the Maritimes.
It is estimated that the 40 carriers in our sample account
for a minimum of 17% of the revenue earned by Maritime carriers.
The sample includes 8 class I carriers (out of a total of 12) and
in consequence the sample is very biased due to the over representa-
tion of large carriers and the under representation of small carriers.
Many of the class I carriers in the sample operate in more
than a single Maritime Province. In some instances it is believed
that such carriers have arbitrarily apportioned some of the total
costs incurred in entry seeking and forestalling activities to specific

provinces.

Nova Scotia

Nova Scotia based class I, II and III carriers carned
$67.8 million in operating revenue in 1977. Approximately 40%
of this was earned by 5 class I carriers and 27% by 20 class II
carriers.

In our sample of carriers, the cost of applying for an
operating authority ranged between $225 and $3,500 per case, with

legal fees accounting for approximately 70% of the cost. One very
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large carrier cstimated that a typical application cost his company
$500 to $2,000, rhe exact amount depending upon the type of license
and the degrec of opposition. The average cost per application for
carriers in the sample was $1,165, The majority of carriers thought
that they averaged less than 1 application per year,

The cost of opposing a license application ranged between
$200 and $700, with an average cost of $310 per application. Costs
for extra-provincial authority oppositions were judged to be slightly
higher.

Carriers reported that the cost of applying for and opposing
license applications ranged between 1/6th of 1% and 2 and 1/2% of
annual operating revenue. The majority of carriers believed that the
cost was between 1/2 of 1% and 1%. There was little evidence to sug-
gest that carriers of small size spent proportionately more or less on
producing regulatory decisions than did large carriers.

Carriers spent on average 3/4 of 1% of opgrating revenue on
entry sceking and forestalling activity. The reported operating revenue
for class I, Il and III carriers, together with revenue earned by housc-
hold goods movers, was $67.8 million in 1977. It is estimated that
approximately 15% of the above revenue is earned in exempt movements.
The estimate for regulatory costs is thus $432,000. The low and high

bounds placed on the estimate are $339,000 and $670,000.
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For small carriers, the reported operating revenuc for 1976

was $11.27 million. The estimated cost of regulation to such carriers

is $71,000, with bounds of $56,000 and $112,000.

New Brunswick

In 1977, class I, II and III New.Brunswick based for-hire
carriers earned $84.73 million in operating revenue. The 19 class I
and IT carriers accounted for 80% of the total operating revenue.

For carriers in our sample, the cost of applying for an
operating authority ranged between $10,000 and $150. Although there
was a large variation in costs across carriers, the typical cost per
application was between $2,000 and $600, with the average cost being
$1,100. Approximately 75% of the cost was for legal counsel.

The carriers in our sample spent between $1,100 and $100
per case in opposing the authority applications of other carriers.
The average cost per objection was $310. The number of oppositions
made by carriers varied between 1 and 15 per year, with carriers
making an average of 3 oppositions per year.

All carriers reported that the cost of applying for operating
authorities and opposing the applications of other carriers was less
than 1% of annual operating revenue. For class I carriers, the cost
was gencrally less than 1/4 of 1%. There was no strong evidence to

support the hypothesis that small carriers spent a larger portion of




revenue on regulatory activities than did large carriers.

It was very difficult to obtain an estimate of revenue earned
by carriers in movements that werc excmpt from economic regulation. Part
of the reason for this is that some of the exemptions relate to movements
in vehicles that are owned by persons in designated professions, such as
farmers and fishermen. Because there is no apparent way of estimating
how important this type of exemption is in terms of revenue generated,
the estimate of revenue generated in cxempt movements must be treated
with considerable suspicion. For the purposes of this study, it is
assumed that 15% of reported revenuc is earned in non-regulated
movements.

The carriers in our sample spent an average of 1/5th of 1%
of annual opecrating revenue on entry seeking and forestalling activities.
The estimate of regulatory costs for all New Brﬁnswick based carriers
is thus $163,000. The lower and upper bounds placed on this estimate

are $122,000 and $240,000 respectively.

Newtfound Tand

Statistics Canada reports that in 1977 there were only 65
carricers in Newfoundland and Prince BEdward lsland earning in eoxcess of
$100,000 in annual operating revenuc. These carriers carned $25 million
in opcrating revenue in 1977, Three Newfoundland class T carriers
accounted for 37% of the total revenue. Unfortunately, because of a
contidentiallity requirement, Statistics Canada does not distinguish

between Newfoundland and Prince Bdward Tsland based class IT carriers.




At a minimum, Newfoundland based class I, II and III carriers earned
$18.6 million in operating revenue in 1977, with Prince Edward Island
based carriers earning a maximum of $6.44 million.

With respect to the costs entailed in applying for operating
authorities in Newfoundland, thc reported figures vary greatly - from
a low of $500 per application to a high of $7,000 - from carrier to
carrier. Approximately 60% to 70% of the costs were attributable to
legal fees. Carriers of larger than average size were spending far
more on each application than were smaller carriers. It is believed
that the large difference in costs were due mainly to the fact that
the larger firms in the sample were attempting to expand at a faster
rate than were the smaller firms, and were attracting considerable
opposition from other carriers.

The number of oppositions to applications for operating
authorities varied greatly from carrier to carrier. One large carrier,
for example, reported that he opposed 20 to 30 applications per year,
whereas another relatively large carrier did not oppose any applications.
The cost of each intervention fell between $150 to $300.

Carriers indicated that they spent between 6% to 1/10th
of 1% of annual operating revenue on entry seeking and forestalling

activities. The variance in the sample was very large, making accurate



estimation of costs very difficult. The best estimate would be in
the range of 1.5% to 1/2 of 1%, with an average cost of 1%.

It is estimated that approximately 20% of revenue is earned
in the movement of exempt commodities. Thus our best estimate of
the costs of regulation falling on carriers is $188,000, with lower

and upper bounds of $94,000 and $282,000.

Prince Edward Island

_Because of the very small number of class II and III carriers
based in Prince Edward Island (a maximum of 18), it was not possible
to obtain sufficient usable information of the cost to carriers of
entry seeking and forestalling activities. Carriers serving this
province from other provinces offered the opinion that there was, to
quote one company President, "less hassle" in Prince Edward Island

than in Newfoundland.



B THE AGGREGATE RESULTS

The cost to the for-hire trucking industry of entry seeking
and forestalling activitics arc cstimated to be in the range of $28.8
million to $53.68 million. The "best' estimate is that these costs are
of the order of $40.39 million.

We have no illusions that
It is, however, believed that it is rcasonably suggestive of thc mag-
nitude of "the cost". As was previously discusscd, the estimates of
costs reported by individual carriers were based on their 1978 experience.
The data for operating revenues are for 1977 and 1976. In consequence,
our cstimates of aggregate costs are probably biased downward.

Irrespective of the above caveats, it can be seen that the
costs incurred by carriers in the regulation of entry are large. From
the perspective of allocational efficiency, such costs must be viewed
as deadweight losses. The costs estimated in this paper arc, of course,
only a portion of the total dcadwcight losses that flow from the economic
regulation of the trucking industry. For cxample, we have not taken
account of the very rcal, and potentially large, deadweight losses
entailed by the regulatory system in terms of "X-inefficiency" or

"empty miles'".

“"Empty miles'" was stated by a number of Saskatchewan carriers
as being the major cost to them of thc regulatory system,

3



The study reveals that the level of cost to producers of
participating in the regulatory process is directly related to the
type of regulatory procedures adopted by the various boards. It has
been shown that the cost of entry sccking and forestalling activities
to highway carriers is, as a proportion of operating revenue, lowest
in British Columbia and highest in Ontario. If, for example, the
Ontario procedurcs were adopted in British Columbia, it is estimated
that the cost of regulation falling directly on carriers based in
British Columbia would be approximately $9 to $10 million, instead
of the estimated $654,000. Conversely, the adoption of the British
Columbia procedure in Ontario would reduce costs falling directly
on carriers from the estimated $29.4 million to around $2 to $3
million a year}4

Three major reasons can be cited for the low costs to
British Columbia carriers of entry seeking and forestalling activities.
First, the regulatory process involves a minimal input by the legal

profession. 1In only a limited number of cases do carriers applying

The cost of providing the regulatory mechanisms will clearly
change. VFor cxample, the cost hornc by the general taxpayer
of the Ontario system.



for authorities or opposing applications for authorities hire legal
counsel. Second, since the regulatory Board in British Columbia
rarcly holds public hearings, carriers are not faced with meeting

the cost of supplying witnesses. Third, the Motor Carrier Commission
has bcen relatively consistent in rendering decisions and thus

the Commission's policy is known to carriers. 1t was argued above
that consistency will reducc uncertainty and in consequence reduce
the cost of decision making.

In Ontario, the cost to carriers of participating in the
'regulatory process is large due to the large involvement of the legal
profession in the process, the length of public hearings and the apparent
lack of any objcctive or consistent standard for entry. With respect to
the involvement of the legal profession, Palmer (1974) has observed,
bascd on information supplicd by the then Chairman of the Board, that
75% of all applicants were represcented by counscl. Based on the data
supplied by carricers in our sample, it is belicved that the percentage
of applicants rcpresented by counscl would be at a minimum 80%. Carriers
were almost unanimous in citing legal fees as the major cost of applying
for, or opposing an application for opcrating authorities. In this
contcext, it should be noted that lawyers who specialize in Board hearings
charge between $900 and $1,200 a day.35 Since the Board will only accept

verbal cvidence, both applicants and opposers typically supply a large

number of "witnesses'" to present "evidence" in support of their positions.

These figures were supplied by carricers and by lawyers,



In recent yecars, there has been an escalation in the mumber of witnesses

supplied by partics to hearings and this has led to longer (and more

expensive) hearings.

The Ontario Select Committec on Highway Transportation of

Goods (1977) hcard testimony attributing the high cost of proceedings

to the following:

i)
ii)

iii)

iv)

uncertainty and unpredictability of Board policy
over rcliance of counsel in minor matters

reliance on quantity rather than quality of evidence
presented by parties to the Board

lack of prehcaring disclosurc of cvidence

Onc of the outcomes of the Ontario process has been the large

number of bizarre restrictions that are placed on operating authorities.

As examples of the type of restrictions placed on licenses, the following

are taken from Ontario operating authorities:

It s

"No individual drum, pail, bin or bag of the produce

to weigh less than 25 1lbs.".

... llighway 2 between and including (place A) and the
castern cxtremity of the said highway (no local business
permitted between place A and B, restricted to pickup

or dclivery of goods from or to therein).'" (In this

casc, the license i1s 80 pages long).




Eckert (1970) and Hinton (1972) have hypothesized that regulatory
commissions attempt to minimize the number of complaints from firms

in reguiated industries. In many cases where there are sharp conflicts,
regulatory agencies tend to make compromise decisions. Douglas and
~Miller (1974) refer to this as "squawk" minimizing. It is hvpothesized
that the reason for thc existence of the many bi:zarre restrictions on
operating authorities in Ontario is a direct result of the '"squawk"
minimizing objection. Such restrictions also result in carriers
applying to the Board to have the restrictions relaxed. This invtufn

leads to new hearings and to additional costs to applicants and oppoSers.

In Provinces where the mechanics of the regulatory procedure
are similar to thosc in Ontario, notably Saskatchewan, Manitoba and
thc Maritime Provinces, the costs to carriers of participating in the
rcgulatory process is not as large, in terms of the percentage of
operating revenue cxpended on regulatory activity, as it is'in Ontario.
The rcasons for this are belicved to be threc-fold. First, the length
of hearing§ arc shorter than in Ontario primarily because applications
attract fower objectors. This is largely duc to the smaller sizc of
the trucking sector in these Provinces. Second, the fees charged by
lawycrs arc belicved to be much lower than those being charged by
Ontarié specialists. For example, the highest fee per day charged by

counscl to partics before Board hcarings was $700, Third, carriers




appear - especially in Manitoba and Saskatchewan - to believe that

the Boards have handled applications in a fairly consistent fashion.
One of thc major rationales for the existence of quasi-

judicial regulatory agencies is that, compared with the courts, costs

to participants arc assumed to be lower. The judicialization of the

regulatory process is very costly to participants and negates one of

the major assumed advantages of administrative tribunals. In addition,

regulatory agencies of the type involved in economic regulation of

the highway trucking sector are not asked to decide on matters that

are even remotely related to law. As constituted in almost all

Canadian Provinces, the objective of regulating highway carriers

is to promote '"the public interest'. It was noted earlier that the

courts have decided very clearly that this is a subjective matter

to be intcrpreted by the regulatory agency, i.e. it is not an objective

fact that is to be decided. Given that the objective of the regulatory

agency - however vague - is to look at questions of an economic nature

and given that the substance of the process and decision is outside the

rcalm of law, the judicialization of the regulatory process is to a

; 36
large extent inappropriate and very costly.

58 For an interesting discussion of judicialization of the
regulatory process, sece Bernstein (1955).
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1. INTRODUCTION

The Province of Quebec has a long tradition of regulating
rates and issuing permits in the transport field. As early as 1909,
in fact, a government board was given the power to set rates for the
carriage of goods by tr,amways.1 In 1926, the Quebec Legislature
amended the 1920 Act creating the Public Services Commission of Quebec
to give the Commission jurisdiction over public highway transport ser-
vices. Although the new act required a permit for the operation of a
public goods delivery service, it was not implemented until about 1935.
Not until 1949, however, did a specific agency dealing exclusively
with highway transportfservices emerge: the Transportation Board. The
Board acquired the power to amend rates and revise its by-lLaws. In
. 1972, the new Transport Act created a new agency to oversee and control

transportation: the Quebec Transport Commission.

The aim of this paper is to describe and analyze the basic
aspects of eqonomic regulation in Quebec trucking industry, identify
jts consequences and thus be able to evaluate the allocative efficiency
of these public policy measures.'2 The first section of this paper de-
termines the role played by the Quebec Transport Commission in issuing
permits. This is accompanied by a description of the procedure for set-
ting rates and tariffs used by this regulatory agency and by the Quebec
Tariff Bureau. The development of these two themes permits us to esta-
blish the scope of trucking regulation in Quebec. The second part eva-
luates the actual importance of these regulatory measures and thus the
extent of the leakages that erode the formal constraints introduced by
the Commission. The third section attemps to identify the consequences
of regulation on the industry's economic performance. The market struc-
ture is examined primarily through an evaluation of the barriers to en-
try introduced by the Commission and the consequences of this board's
practices on the industrial structure. The elements of conduct analyzed
are the rate and tariff levels allowed by the regulatory agency and the
Level of the rate of return on capital received by Quebec common carriers.

Finally, the industry's performance is evaluated by judging the scope of
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regulation and its possible ill effects on resource allocation.

2. THE NATURE OF REGULATION

Bafore going into details of the Quabec Commission's regu-
lation of trucking activities, it seems relevant to briefly review
the main impacts of regulation in the common carrier industry. These
consequences on resource allocation derive mainly from analysis and

empirical studies of the U.S. experience.

The interpretation of the "public interest" concept by the
Interstate Commerce Commission has led to the establishment of very
~strong barriers to entry.3 The resulting artificial scarcity places
a significant market value on permifs.4 Another observed consequence
of US regulation is higher rate levels. Some comparisonss with
firms hauling exempt agricultural products and some control experiments6
resulting from a series of court decisions show that the level of rates

is much higher for regulated carriers than for unregulated carriers.

The effect of regulation on the rate of return on capital ap-
pears to be indeterminate. From a theoritical point of view, a major
reduction in competition could be expected to increase the rate of re-
turn on capital. However, empirical studies7 show the absence of higher
rates of return because regulation aléo raises the cost of providing a
given amount of service. The inefficient practices in common carrier
trucking arise in general, from commodity and route restrictions. These
are further augmented by the costs of nonprice competition, which in-
cludes, for the example the use of better equipment and the provision of
more freguent service than in a free market (because price competition
is virtually impossible), the costs of cross-subsidization and the direct
costs borne by trucking firms operating in a regulated environment. An-
other significant effect of regulatory practices lies in increasing the
degree of concentration.8 As the natural growth of a dynamic firm is

prevented due to the difficulty of acquiring new permits, the take-over
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or merger becomes the sole means of expansion. As the trucking indus-
try is not subject to substantial economies of scale, the combined re-
sult of restricted entries and the many mergers approved by the Inter-
state Commerce Commission is growing concentratidn as compared to the

evolution of carriers of exempt agricultural products.

The overall consequence of these effects of regulation is to
generate an inefficient allocation of resources and a serious waste of
resources. In other words, these social costs are important and subs=

tantiaL.9

Now that the main consequences of regulation on the traditional
analytical framework have been clearly described, we proceed with the
first objective of this section, namely to describe and interpret the
administrative standards used by the Commission members when issuing
permits. To achieve this, the actual decisions of the regulators are
examined. We then present the existing rate and tariff structure, ex-
plain the role of the Quebec Transport Commission in setting up this
structure and, finally, describe in detail the role of the Quebec Tariff

Bureau in all of these procedures.

2.1 The Issuance of Permits
Although the Commission has the authority to deal with a wide
range of transportation modes, this paper is limited intentionally

to the trucking industry.

Permit Nomenclature

One of the main activities of the Commission in public trucking
consists of granting permits. A schematic presentation of their
classification and an explanation of the main components would be in
order. Table 1 shows a permit's determining factors: class; type
of services; frequency of service and the various types of specialty

permits.

Both general and restricted permits carry the same type of spe-
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TABLE 1

CLASSIFICATION OF PERMITS®

1. CLASS

a) General Trucking
b) Restricted Trucking
¢) Transport Broker
2. TYPE
a) Local (within the limits of the locality mentioned and

a radius of 5 miles)
b) Long distance (radius, territory, route, restricted route)

3. FEREQUENCY

a) Regular (hours, days, weeks or intervals)
b) Irregular (on demand)

4. SPECIALTY PERMITS

a) Milk and cream

b) Explosives and dangerous materials
¢) By floats

d) By tank trucks

e) By temperature-controltled trucks
f) By armoured vehicles

g) For moving

h) For transport of motor vehicles

i) Contract

5. HAULAWAY
Source: '"General Order No. 4995 on Trucking', ss.38 and 41, in

Lois, reglements et ordonnances des transports, Volume 2,
Quebec Official Publisher, 1977.
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cifications on the type and frequency of service. The general per-
mit authorizes carriage of commodities excluding explosives, other
dangerous materials and industrial, commercial or agricultural was-
tes. To illustrate, the firm Champlain-Sept-Iles Express holds a
permit to haul goods from Montreal to Quebec City that contains two
particular clauses: the first reads ''general transport - long dis-
tance - restricted route - via Highway 138 - on aregular frequency";
the second carries the same stipulations but instead specifies "High-
way 116". The restricted permit authorizes the holder to carry par-~"
ticular commodities (elements a and b of the specialty permits sec-
tion), or to use special equipment (element ¢ through h of the same
section), or to haul commodities for the account of one or more
shippers (element i of section 4). For example, Guilbault Transport
Inc. holds a transport permit from Quebec City to Montreal that reads:
"restricted fransport - long d{stance - restricted route - under con-

tract for Legrade Inc." This permit allows the firm to carry animal
fat to Montreal in tank trucks on demand; it does not grant the right

for a Loaded return to Quebec City.

Finally, the haulaway trassport permit gives the owner of a trac-
tor the right to haul a trailer owned by the holder of a transport
broker permit issued by the Commission. A single carrier may be au-
thorized to operate two or more different classes. 1In 1977-78, the

Commission listed 3,687 firms holding 12,487 permits.

The Concept of Public Interest

As in the case of quasi-judicial agencies, the Transport Commis-
sion's procedures for issuing permits centre on the requirements of
the "public interest'. Although this concept is not specifically men-
tioned in the founding act, continuous jurisprudence has established
an obligation to give fundamental consideration to the public interest
when making a decision. The Quebec Transport Commission is the sole
judge of this concept; thus, the basis for interpreting this concept
is subjective and depends on the particular circumstances of each si-

tuation. This is not to say that the Commission operates in a purely
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artitrary fashion, but rather that the Commission members have a
certain degree of latitude and flexibility in interpretation. Jus-
tice Pratte summarized this position fairly well in Giroux vs.

Maheux:1

Thus, authorization can only be requested,
and the Board will grant or refuse the request
based on what it deems appropriate in terms of
the public interest; it will deal with the re~
quest not on the basis of a pre-established ob-
jective and independent standard, because none
is provided by the Act, but instead according
to a standard established by the Board corres-
ponding to the Board's idea of what the public
interest requires. Of course, the Board's de-
cision may well depend to a certain extent on
the submissions made by the parties, but after
all is said and done it is the public interest
that will determine the Board's action...

An operational definition of this term can in fact only be
drawn from analysis of the Commission's decisions. Only through
the Commission's actions can we discover the interpretation given

this term by the Commission and its members, since no official de-

finition exists.

Interpretation. in Practice of Public Interest
in_the Context of an Application for a Permit

When an applicant requests a general or restricted trucking
permit, either to offer new services or to add services to his pre-
sent permit, the Commission seeks to ascertain whether this new
operation meets a public or demand need. If, in a public hearing, -
it decides that the service requested is necessary and can be pro-
vided or is already provided by present carriers and/or that the
introduction of an additional carrier could endanger existing firms,

the Commission will reject the request.

Three cases from the Commission's files support this view. In

Freeport Transport vs. Husband Transport Limited et al.,11 the Com-

mission did not approve the applicant's request to add new services
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to his permit since some opposing companies already offered the

service and since others could provide the required service through

; : : e
interchange. In Marc Caron vs. Fournier Transport Ltée et al.,

the Commission denied the applicant's request to carry small parcels
since no one could establish a real need for another carrier in ad-

dition to those already authorized. In the third case, Forga2t Trans-

i ’ 3 5.3 ]
port Inc. vs. St-Jerdome Express Ltée et aL.,1 the Commission reject-
N\

ed a change in a clause in the applicant's permit since the volume

of traffic, although it had grown in recent years, had not increased

enough to justify the issuing of a new permit.

These cases indicate that the Commission forms an idea of the
number of existing carriers necessary to ensure a certain level of
service and a certain balance. This number of carriers varies ac-
cording to the Commission's evaluation of the intensity of present
or potential needs. This allows us to formulate a first underlying
principle of the Commission's perception of the public interest:
any request for a permit that would increase competition from present

levels will generally be rejected.

The granting of new permits for new territories or new activities
will reveal a second implicit principle of the Commission's concept
of public interest. For James Bay, the Commission issued, under its
own authority, general and restricted trucking permits to existing
firms carrying goods in the Northwest Quebec region.14 For Mirabel
Airport, the Commission granted permits to existing firms that already
held a local transport permit within the region and to air freight
firms that previously provided regular service from Dorval Airpor‘t.15
In the event of any sudden increase in the demand for for-hire trans-
port resulting from either the opening of a new territory or the crea-
tion of new activities, the Commission meets this demand by resorting

to existing firms.

The third implicit rule that governs the concept of public inter-

est is the Commission’s refusal to accept price competition, since this
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tactic could endanger the financial stability of the firms. This

rule generally takes two forms. First, the Commission operates on
the belief that an applicant's ability to lower rates and tariffs

does not constitute clear proof of ineffigiency and inadequacy in

the services provided by existing motor carriers.

The second form of this opposition to price competition is
found in the procedure for issuing or extending a permit to a con-
tract carrier. If this operation is profitable for the applicant
firm and is Lliable to affect the services provided by holders of
general trucking permits, the Commission shows extreme reluctance
and may even refuse to issue the request permit. The case of Thet-

ford Transport Limitée vs. Bécancour Express Transport Inc. et al.,17

gives a good illustration of this philosophy. The Commission refused
on the basis that the rates reduested, which were lower than the ra-
tes of the public motor carriers, would reduce the applicant firm's
profitability and thus create an unjustified tariff imbalance for pre-
sent public carriers as well as their users. In brief, its implicit
emphasis on preventing bankruptcy among Quebec carriers leads the Com=-
mission to reduce or minimize price competition; this explains its re-
lative intransigence toward a potential competitor who uses this ar-
gument, and its close surveillance of the awarding of a contract clau-

se.

A fourth factor considered by the Commission in defining the con-
tent of public interest is related to the so-called inadequate present
physical services test. The Commission generally rejects requests for
extended services or new permits made by a potential or existing car-
rier unless the applicant presents convincing evidence that the facili-
ties of existing carriers are physically inadequate. This can take se-

veral forms. 1In Cartier Transport Inc. vs. Gravel et Desbiens Inc.,18

the applicant party obtained a restricted trucking permit - long dis-
tance - restricted route, although the opposing party already provided
satisfactory service, strictly because the latter did not plan to meet

the considerable and prowing needs of the region. In another case,
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Gérard Nolin Ltée vs. Provost Cartage L'nc.,19 the Commission granted

a permit requested by the applicant, even though the opposing party
already provided the service because it had been shown that the avail-
abte physical equipment was deficient and_inadequate in relation to

the shipper's needs.

However, it should be noted that the articles of proof accepted
by the Commission for satisfactory services provided by existing car-
riers have been fairly summary. They have ranged from mere allega-
tions by protesting carriers that a sufficient number of trucking
firms already provided the service, to findings that underutilized
facilities existed. This test is implicitly contained in the first
criterion dealing with the Commission's opinion on the optimum num-
ber of competitors. However it indicates that the Commission places
emphasis not only on a firm's 6utput, but also on certain inputs in

the production process.

It can be inferred that this diszrimination against protential
competitors does not mean that the total inflow of new resources in
the public trucking industry is hampered. The share of the new mar-
ket acquired by the existing carriers, as well as their new invest-—
ments is determined by competition. The existing firms guarantee ex-

pansion of the sector.

To-sum up, the existing motor carriers constitute the field of
reference used by Commission members in developing their concept of
public interest. The four principles developed here only reflect
this preoccupation, namely to protect the interests of the existing
firms. The full burden of proof rests solely on the potential compe-
titor, who must prove that he can provide the service while the exist-
ing firms cannot adequately and efficiently. In other words, a new
permit or clause is granted only where a new shipper need has deve-
loped and where this new authorized service will not divers customers

away from the existing carriers. Consequentiy, new permits or permit
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clauses granted will contain many restrictions on the commodities
carried, the route to be used and the shippers to be served, since
this i1s the only means for any carrier to overcome the full range
of obstacles. ALlL these formalities create an image of anti-compe-
titive prejudice, in that competition is éeen to run counter to the

public interest as defined or parceived by the Commission.

Determination of Rates _

The present rate and tariff structure is made up of agreed char-
ges, contract clauses, class rates and commodity rates. An agreed
charge constitutes a firm rate resulting from a particular and spe-
cific agreement between a carrier and a particular shipper that can-
not be extended to the rest of the industry. An essential part of
this arrangement is shipber's guarantee of providing the motor car-
rier with some agreed percentage of his traffic, affected by the
agreed-on rate. The agreed charges are less than commodity rates.

It seems that this pricing arrangement is now a very negligible ele-

ment of the present structure.

Contract clauses occur in signed contracts between a carrier
and a shipper, but covered by a contract carrier permit. The main
difference with the former pricing process is that the volume of
shipment is not specified in advance. The advantage of this for-
mula is to meet the irregular needs of a shipper whose products
must be shipped to various locations in the province. A summary
compiled by the Department of Transport in 1976 indicated the exis-
tence of nearly 5,200 contract carrier permits. Of these, 744 were
for hauling general commbdities on long distance for the account of
one shipper. So 42% of the permit authorizations granted by the
Commission were of contract carrier permit type in 1976. In a study
conducted for the Quebec Transport Commission, it was found that in
practically all contracts analyzed, the negotiated rates were Lower
than the commodity rates registered with the Quebec Tariff Bureau

and fixed by the Commission. Thus, for identical conditions in terms

of distance and tonnage carried, it was found that the negotiated rates
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covered by a contract carrier permit were lower than the commodity

rates by as much as 60 per cent.

The third element of the structure is the class rate, which ap-
plies between specified origin and a spec%fic destination to irregu-
Ltar movements of goods shipped in less than truck load. Tha class
rates are higher than the commodity rates. Finally, there are commo-
dity rates that apply solely to a precise commodity of a minimum es-—
tablished weight, generally in loads of 5,000 pounds and over, for
regular movements between two stipulated points. The commodity rate
results from negotiations between a shipper and a carrier, but when
accepted by the transport commission, it becomes an industry rate that

all public carriers must apply in identical situations.

A survey conducted by the Quebec Tariff Bureau of a certain num-
ber of bills of lading for 23 Quebec trucking firms with revenues bet-
ween $500,000 and $3,000,000 provided some information on the relative
importance of these four elements in the composition of their revenues.2
In Table II, we find that the weight of goods carried under the class
rates represented 21.8 per cent of the total weight while the revenue
generated by the same goods constituted 57.8 per cent of total revenue.
The weight of goods carried under the commodity rate constituted 72.4
per cent of all tonnage while they procuced only 38 per cent of total
revenue. Goods carried under an agreed charge or a contract clause re-

presented 5.78 per cent of the total goods carried.

Rates and Tariffs: The Role of the Quebec Transport Commission

This regulatory board is responsible for analyzing and establish-
ing rates from tariffs submitted to it by carriers or their represen-
tatives.21 No carrier may afterwards charge tariffs other than those
in force. It must be pointed out, however, that the Commission's role
in establishing the rate and tariff structure tends to be a formality
only, since it approves almost all requests submitted for both rate in-

creases and decreases. Table III shows the percentage distribution
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TABLE 11

PERCENTAGE DISTRIBUTION OF REVENUES
AND GOODS CARRIED BY RATES AND TARIFFS:
A SAMPLE OF 23 QUEBEC CARRIERS, 1977.

RATES & TARIFFS REVENUES
Class Rate 5.8 %
Commodity Rate 38.0 %
Contract Claude &

Agreed Charges 3.6 %
Miscellaneous 0.6 %

TOTAL 100.0 %

Source: Quebec Tariff Bureau, Montreal, 1978

TABLE III
PERCENTAGE DISTRIBUTION OF DECISIONS HANDED
DOWN BY THE TRANSPORT COMMISSION
FOR FIXING OF RATES
(general and specialized trucking)

1975/76 1976/77

Requests granted in whole

or in part 96 .4 89.7
Requests rejected 2.4 5.3
Requests withdrawn 1.2 5.0

& 18
2.4 %

O i

100.0 %

1977/78

975
0.7
1.4

Source: Report of the Activities of the Quebec Transport Commission
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of the decisions handed down by the Commission over the 1975-78
period. Of particular note is the high percentage of requests
granted in whole or in part. Except for 1976-77, when the rate

of acceptance dropped to 90 per cent for generat and specialized
trucking combined, the percentage of requests granted in whole

or in part has remained at about 95 per cent. Finally, the en-
forcement of rates and tariffs is done by the Department of Trans-

port and not by the Commission. .-

The Quebec Tariff Bureau Inc.

At this stage in the description of rate setting, we must
ctarify and evaluate the particular role of a private entreprise,
the Quebec Tariff Bureau Inc. This firm represents approximately
230 permit holders who conduct the major part of general public
transport in Quebec. Membership is not compulsory, however, so
that a public carrier holding a Commission permit may canduct bu-

siness without being a member.

The formal objectives of this private corporation are numerous.
First, the Bureau offers a general or collective service to its mem—
bers, namely the determination of rates and tariffs to be submitted
to the Commission for approval. Since the Commission almost automa-
tically approves requests submitted to it, this particular task cons-
titutes a very important function. In addition, it lobbies the go-
vernment and the regulatory agency and represents the interests of
carriers before groups of shippers and manufacturers. The Bureau
also provides consulting services to its members as well as techni-
cal services such as data processing for account billing, a manage-
ment system for vehicle fleets, a centre for research on operating

costs and occupational training services.

By usually approving requests from the Tariff Bureau for rate
and tariff changes, the Transport Commission actually gives this
private agency a de facto role of cartelizing the trucking industry.

Since the Bureau gathers the support of the large majority of carriers




= o

behind universally applicable decisions, it actually causes the
industry to behave like a monopoly. This monopolistic power is
nonetheless limited by the very nature of the cartel. A cartel

is a formal agreement reached by a certain number of producers

who wish to avoid the hardships of competition. The goal is to
restrict output through quotas, for example, and to obtain mono-
poly profits. Thus, if cartelization of public trucking in Que-
bec occurs through the action of the Quebec Tariff Bureau, all
firms in the cartel will receive a monopoly profit from the con-
secutive rise in the price of their products. This profit would
constitute a collective good of the cartel. But because of the
large number of firms involved, a reluctant firm could sell a
greater quantity at this non-competitive price and receive the

full benefit of the higher price without paying any of the costs
through reduction of its outpuf. This explains why no success—
ful cartel of Quebec highway carriers has ever been formed. While
all public carriers have an interest in high prices for transport
services (a collective good) and a reduction in the level of out-
put in terms of ton-miles to maintain artificial prices, each would
gain by increasing their output to sell it at monopoly prices (pri-
vate interest). Each has an interest in breaking the operating ru-

les of the cartel and not participating the agreement.

To summarize, since membership in the Quebec Tariff Bureau is
not compulsory and no one can deny a public carrier the benefits of
the collective action of this private organization, its contribution
to the activity of the whole will be small, while the interests of
its members will lLead them to undermine the very foundations of the
cartel. This explains the Quebec Tariff Bureau's relative lack of
success in forming a cartel, and the emergence of several means to
reduce its effectiveness: independent action and other forms of
highway carriage of goods such as so—called "illegal" trucking, truck
leasing firms or "pseudo” leasing arrangements, the services of trans-

port brokers and private carriage.
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Through "independent action', a public carrier may require
the Quebec Tariff Bureau to submit a rate proposal to the Commis-
sion even against its will. In other words, there is room within
the cartel for dissenting action. Independent action, which in
reality constitutes price competition, shéuld in principle reduce
the severity of tnhe obstacles that the Quebec Tariff Bureau may
raise against competition. According to some sources, recourse
to independent action has not occurred more than more 15 times
since the Commission was created. There is always the risk, how-
ever, that a public carrier who is discontented with the tariff
level in effect may resort to independent action. Like Damocles'
sword, this possibility, while difficult to quantify, still re-

mains present in the minds of the Bureau's members.

Since the other possibilities will be discussed extensively
in the following section dealing with the extent of regulation in
Quebec they will be mentioned only briefly here. A public carrier
may, for example, offer services extending beyond the classes in
his permit. This "illegal activity' is particularly common because
the system of control and penalties presents little discouragement.
Another means a public carrier may employ to increase his volume of
output is to form a truck leasing firm. Finally, there is intra-
modal competition from freight forwarders and inter-modal competi-

tion from private carriers such as Steinberg's.

General Considerations

This overview of regulation in Quebec has revealed that the
current practices of the Commission in issuing permits incorporate
prejudices against any potential new competitor. By requiring proof
of public convenience and necessity and a demonstration of inadequate
physical facilities among existing carriers, the Commission actually

places the burden of proof on any potential entrant.

Two organizations are responsible for setting rates and tariffs.

The Commission analyzes and fixes rates, which become official rates;
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no trucking firm may then charge different rates. However, this
procedure is only a formality since in reality the Commission al-
most always approves the requests submitted by the Quebec Tariff
Bureau. This latter, a private institution, attempts to represent
"~ the interests of carriers before the public board. However, a wide
range of reasons and circumstances considerably hinders all its at-

tempts to form a cartel.

3. THE EFFECTIVENESS OF REGULATION

Our description of the formal regulation of trucking would

lead the reader to believe that entry into the industry is fairly res-~
tricted and that the natural function of the Quebec Tariff Bureau is fo
~cartelize the industry. On the other hand, there are good reasons to be-
lieve that the protection offered by the entry control is not as tight as
the description in the previous section would seem to imply. The climate
of tolerance or lax enforcement of the rates and tariffs also appreciably
lessens function of cartelization attributed to the private Quebec Tariff
Bureau. As these general considerations suggest this section will evaluate
the actual effectiveness of regulation and consequently the extent of lea-

kages that limit the formal constraints.

3.1 The Substitutes
There exist various agents and mechanisms both inside and out-
side the industry that act as a sort of release valve since they di-
minish the effectiveness of the Commissjons protectionist measures.
Before analyzing them separately to attempt to determine their rela-
tive magnitude, it would be relevant to comment on the market for

transportation of goods.

There is not, strictly speaking, a Quebec market for transpor-
tation of goods, but a collection of sub-markets. As these various
sub-markets can be determined by geographical criteria such as the
Montreal—Quebec corridor, for example, or by the type of commodities

shipped such as copper castings, and so on, the substitutes will vary
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according to the determining factors that have generated this given
sub~market. Our analysis will seek, to a certain extent, to specify
the context of relevant substitutability of a given transport mode

Wwith a common carrier.

Intra-modal Substitutes
Among the substitutes endogeneous to the tfucking industry, one
can think of leasing or "pseudo-leasing' companies, freight brokers

and the so-called "illegal" trucking services.

So-called "illegal" trucking. "Illegal" trucking generally is that

conducted either by a carrier not holding any permit or one who goes
beyond the clauses of his permit. A trucking firm will offer this
type of illegal service if the probability of arrest is low and if the
punishment per offense is smali in relation to the profits derived

from the illegal activity.22

Two indicators we found suggest that the probability of arrest
is relatively low. 1In the first place, the enforcement of the Trans-
port Commission's by-laws and regulations is one of many responsibi- )
lities of the Department of Transport's inspection service. Until 1977,
surveillance was relaxed at night when the Department's inspection sta-
tions closed. Second, the permits granted are so complex that only
the possession of their complete description such as granted by the
Commission could allow the surveillance officers to decide on the le-
gality of an operation; unfortunately, they do not possess this type
of information. Finally, the fine is generally about $50, a mininat
and even ridiculous sum for certain carriers. In fact, a survey con-
ducted between January 1976 and May 1978 revealed that "illegal"
truckers were fined for 1,104 infractions and that 62.5 per cent of

these fines were $50 or less.

In addition to this context that influences a firm's behaviour,
two other facts must be remembered: each complaint is considered as

an isolated occurrence since the Department never makes note of repeat
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infractions; moreover, the Commission has yet to withdraw or sus-

pend the permit of a carrier convicted of "illegal" trucking.

In conclusion, the description and analysis of the mechanisms
set up to counteract so-called "illegal" érucking only confirm the
profitability of this activity in relation to the costs. Although
some may consider this substitute to be negligible due mainly to
the difficulties of quantifying its impact, this activity seems to
compete with the common carriers of general commodities operating
in the peripheral zones of Quebec's urban centres. This activity
constitutes a significant release valve for the Commission's obs-

tacles to entry.

Freight Brokers. The freight broker, in the strict sense of the

term, is not regutafed by the Commission. His activity consists

of picking-up small shipments (LTL) from several shippers and having
them moved in a full load either by truck or rail. A score of for-
warders operate mainly in the Montreal-Toronto and Montreal-Quebec
City corridors, because small shippers feel the class rates are too
high and because brokers offer a different price-quality ratio than
public carriers. These intermediaries, by offering the same servi-
ces as a general carrier, namely to pick-up and to deliver small
shipments of commodities, constitute an important substitute in this
particular sub-market of small shipments (LTL). They therefore pro-
vide additional competition with the dozen common carriers of gene-
ral commodities operating in the Montreal-Quebec City corridor.
Though this subsfitute is concentrated in certain corridors and spe-
cializes in handling less-than-truck-load shipments (LTL), it remains
a potential threat that general trucking firms cannot ignor with im-

punity.

Leasing. Leasing (or pseudo-leasing) firms lease the services of a
truck and driver rather than the transport service as a common car-
rier does. The most common practice at present is to lease the same

truck to a certain number of shippers. The truck will be used to
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carry several full loads or for round trip journeys. Since these
firms are not subject to economic regulation by the Commission,
their services cost less than those of public carriers. This in-
tra-modal substitute gains some advantages in terms of quality of
services offered. Having no territorial constraints as common car-
riers do, the leasing firm can ship everywhere without interchange
or transhipment of merchandise, which reduces considerably transit
time and the risks of damage to goods. It is not unusual, however,

to find a public carrier who also owns a leasing firm.

Quite recently, the Government of Quebec passed a regulation
that it claimed would reduce the scope of this activity. However,
motor carrier owners believe that it probably will not curtail this
substitute activity for public carriers; at best, it will only de-
fine this form of transport more clearly and thus legalize many ope-

rations of certain existing firms.

This mode currently provides a very good substitute for hauling
truck loads (TL) on long distance runs%3 It appears to be common
in the Montreal-Toronto corridor and relatively widespread in Quebec
province, since the Quebec Transport Commission listed 1,044 firms

holding leasing permits in 1977.

Inter-modal Substitutes

Other substitute modes that are exogenous to the public trucking
industry also reduce the effectiveness of the obstacles to entry. Our

analysis of the role of private carriers and railways will be brief.

Private Carriage. Shippers may react to conditions imposed by regu-

lation by substituting other means of transport. O0i and Hunter24 have

shown that private trucking in the United States acted as a direct

. . . . 5 3 25
competitor with public carriers rather than with railways. McLachlan

shows that Canadian shippers located in the regulated provinces make
greater use of their own fleets of trucks than their colleagues in

provinces where the market forces are working freely.
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The shipper will only make this substitution after he has
assessed the inconveniences of the new price quality-of-service
relationship created by regulation, the consequences of a diver-
sion of resources from the primary production effort of the firm
and the high costs of private trucking. Private carriers must
cope with a lower utilization rate for trucks, and since a pri-
vate carrier i; not authorized to solicit traffic on a commercial
basis and the normal flow of his goods is only in one direction,

trucks often return empty to their point of origin.

Since data on the subject do not exist for Quebec, two stu-
dies, one from the U.S. and the other from Ontario, will be used
to support this view. O0i and Hunter reveal that the average
weights of loads in tons per vehicle-mile for a private carrier,
regardless of vehicle size, are lower than average payload weights
for all public carriers.z6 The second study confirms the fact
that the median gross weight of private trucks is lower than that
of for-hire trucks on the basis of research conducted for the Se-
lect Committee of the Ontario Legislature.27 In brief, a certain
share of private truck transportation is conducted in spite of its
high costs. Private trucking nonetheless enjoys a comparative ad-
vantage in small shipment/short haul freight movements by keeping

terminal expenses low.

The actual sharing between the for-hire motor carrier and pri-
vate motor carriage is partly a result of the existence of regula-
tion.29 However, it is impossible to specify the precise conditions
of the emergence of private carriage as a substitute for public car-
riage other than by the variables employer by 01 and Hunter: the
quality of transportation ("service') and the costs of using public
carriers. As in the United States, it seems that some major indus-
try groups such as the petroleum, printing, food, furniture and
Lumber industries make significant use of private trucking. More-
over, it would appear that, for a given industry, it is the small

firm that reports the most intensive use of proprietary trucking




because its transportation requirements entail a high number of

short-haul freight movements.

Railways. The comparative advantages of .rail are based on the
capacity for heavier loads over long distances but with much

slower delivery times than by truck. The legal framework of rail-
way rate structures means that the rail carrier is now subject to
jncentives as well as market fluctuations. Since the railway is
becoming increasingly restricted to hauling raw materials over long
distances, the range of substitution possibilities is narrowing.
Moreover, this substitution would require a shipper to make adjust-

ments, to inventory levels, for example.

This substitute is particularly relevant for the peripheral
regions of the province. Ffor example, the railway competes with
motor carriers in the Saguenay-Lac St-Jean region for the transpor-
tation modes also compete in northwestern Quebec for the transpor-
tation of copper and forest products. The same phenomenon may re-
peat itself to a lesser degree, in the Gaspé peninsula. Finally,
the railway constitutes a good substitute for the for-hire motor

carrier in the carriage of automobiles.

Considerations on the Substitution Phenomenon

Although the Transport Commission has allowed a cartel to
exist, its power has been limited. The various substitutes, both
intra-modal and inter-modal, constitute external indicators of
this gradual erosion. The former reveals immediate opportunities
for bypassing the Commission's formal barriers while remaining in
the context of the trucking industry itself. The latter indicates
that shippers could marginally adapt to conditions possibly result-
ing from regulation by resorting to modes outside the industry.
Moreover, they operate in different sub-markets according to their
comparative advantages and the circumstances. There is always a
possibility that some specific market segments allow fewer substi-

tutes. As mentioned previously, it occurs when a shipper does not
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wish to particibate in illegal or leasing operations owing to their
permissive nature nor to allocate scarce resources to private car-
riage operations, the rate of return being too low. Further the
less than truck lead shipper and those situated beyond the main ur-
ban areas may have no alternative if the substitutes to the cartel
exist primarily for truck load traffic and traffic in high density

Lanes.

However, this would not appreciably affect the conclusion of
this research, namely that the trucking industry, broadly defined,
is relatively open since these various substitutes introduce a cer-
tain flexibility that shippers use to their advantage. This real
erosion of the market held by public carriers forces them to adapt
and move towards criteria of efficiency that differ Little from

those that would prevail in a competitive system.

Lax Enforcement of Rates and Tariffs

The erosion of the effectiveness of Quebec's trucking regula-
tion is discovered not only when considering access to the industry,
but also when examining the rates and tariffs applied in the indus-
try. Enforcement of the official rates is definitely lax, and the
by-laws are indeed violated, although no one dares measure to what

extent.

Two observations can help to describe the environment of this
industry. Because of the complexity of the rate and tariff struc-
ture, inspectors with the Department of Transport only investigate
following a compltaint. Detection of unauthorized rates and tariffs
becomes extremely difficult since it is based almost exclusively on
accusations, primarily by licensed operators. Just three infrac-
tions for "unofficial” or '"unaccepted" rates were recorded, out of
a possible 1,107 infractions registered between January 1976 and
May 1978.

In addition, the description of the Quebec Tariff Bureau's role



shows that this private firm does not have the coercive means to
force trucking firms to respect the non-competitive rate and ta-
riff levels. Consequently, it comes as no surprise that the
Transport Commission, during an internal investigation of rates
and tariffs charged at Mirabel Airport, concluded that the rates

and tariffs it has established were generally not respected.

3.3 General Considerations

The previous section on the nature of the Quebec's trucking
regulation implied a certain amount of difficulty in obtaining a
permit and establishing rates and tariffs when the indicators ana-
lyzed were considered separately. This section, which deals with
the actual effectiveness of the regulation, reveals, on the other
hand, the presence of definite Limits to the strength of these
constraints. The account of the general environment in which this
industry operates revealed the broad spectrum of "lLeaks'" in the
system. These '"lLeaks' seem to indicate that the trucking industry,
broadly defined, is relatively free of impediments; although inef-
ficiencies may exist in some segmented markets owing to the absen-
ce of genuine substitutes. The fairly common practice of tolerance
in the enforcement of rates amplifies the competitive nature of
this industry. Due to all these leaks, it is quite reasonable to
claim that Quebec's regulation is not as stiff as the description

of its official extent would indicate.

4., THE CONSEQUENCES OF REGULATION IN QUEBEC

By referring to the paradigm of industrial organization --
"market structure - conduct-performance' -- we will attempt to determine
how the Commission's various actions in issuing permits and setting rates
and tariffs could have consequences on the performance of the trucking in-
dustry in Quebec. In other words, we will now determine with the help of
empirical analysis whether the set of constraints imposed by the Commis-

sion is as ineffective as the description of the 'leaks” implies. Our
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analysis of the elements of the market structure component will concen-

trate on two specific points: evaluation of barriers to entry intro-

duced by the Commission and the implications on the number and size of

firms. Two elements reflecting the industry's. conduct will be examined:

the rates and tariffs authorized by the regulatory board and the rate of

return on capital earned by carriers. The industry's performance will

be measured against the general criteria of economic efficiency.

4.1

The Market Structure

We are now inra position to ask whether the Commission's admi-
nistrative standards make access to the industry more difficult for
newcomers and expansion more difficult for existing firms. The ans-
wer for new firms can be derived from external indicators of bar-
riers to entry such as the actual market value of a permit. The pos-
sible consequences on the number and size of firms can only be deri-

ved if we know the cost structure of a typical firm.

Barriers to Entry

A first indicator tends to suggest that the tests of public
convenience and necessity and inadequate services constitute real
obstacles to entry into the trucking industry: some permits or per-
mit clauses appear to have acquired a certain market value. This
constitutes an indication of fully discounted future excess profits
that the Commission's barriers to entry may procure. Examination of
a new corporate financial statements reveals that the market value
of some permit clauses varies between $3,000 and $15,000 while some
permits that change hands through a merger or transfer may attain a
value of $25,000 to $125,000.

This same phenomenon exists in Ontario,31 with the minor dif-
ference that permits change hands at lower prices. This would seem
to indicate that the data compiled for Quebec reflect not only the
market value of the permits but also certain intangibles such as the
goodwill. Since it is impossible to separate the market value of a

permit from a firm's goodwill, the figures provided overestimate the
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real value of a permit. Because the goodwill and permits cannot be
separated, another point tends to diminish the importance of these
data: the low value of the permit and goodwill compared to the
amount of annual revenues. The transactiqns analyzed by Moore32 re-
veal that the gross rents generated by the operating rights granted

by the Interstate Commerce Commission represent 10.7 per cent of gross
operating revenue. Since this type of information is not available

in Quebec, we must proceed indirectly. Various calculations based

on regression results of before-tax profits on total operating reve-
nues for a sample of Quebec firms show that the value of the permit
and the goodwill involved constitute only 5.2 per cent of total re-
venues. In the extreme and improbable assumption that overall before-
tax profits come from the rights only and that there would be no re-
turn due on investment, the gross rent received by the Quebec truck=
ing firms would be just 5.2 pef cent of operating revenues. This
percentage, in absolute value, 1s substantially lower than the U.S.
estimates obtained by Moore. Moreover, our result includes elements

other than the right itself.33

The second indication results from the observation that acqui-
sition of new permits is almost totally reserved to existing firms.
Cross—checking of the data on requests for permits contained in the
1975-76 and 1976-77 annual reports indicated that close to 85 per cent

of all new permits were issued to existing firms.

To sum up, although the Commission may have conferred a market
value to some permits, the consequences on the allocation of resour-
ces should be minor. As a matter of fact, the value obtained for the
permit and the goodwill represents a low percentage of operating re-
venues, contrary to the transactions observed in the United States.

So the estimate used far overestimates the true value of a permit.




The Industrial Structure

Regutation of entry to the trucking industry can influence its
structure, in this case the number of firms and their relative size.
Several studies, conducted mainly in the U.S., have analyzed the
cost structure of the trucking industry to learn more about the typi-
cal firm. They have generally reached the same conclusion, altnough
they used various methodologies: an absence of major economies of
scale, or fairly constant average costs. Under these conditions,
small trucking firms can therefore operate just as efficiently as
ltarge firms. A brief review of the major studies is necessary to

unterstand the process leading to this conclusion.

Some researchers recently tackled directly the actual cost struc-
ture of a trucking firm. By using cost structure specifications that
take into consideration factors such as heterogenous output, quality
of output and the existence of joint production, these authors disco-
vered the existence of a plateau at which a trucking firm operates
at an approximately constant average cost.34 Their findings indicate
that standardization of shipment characteristics causes the difference
in costs between small and . large firms to disappear. Thus, omission
of qualitative variables, such as the percentage of tons shipped in
LTL lots and the actual composition of the output, would explain why
certain statistical studies concluded that some economies of scale

did exist.35

Economists whose research goes back to the mid-1950's used me-
thods that relied instead on the relationship between output indica-
tors and financial data. Their conclusions approached the observa-
tion that beyond a certain minimum level of operation, a firm's size
does not noticeably affect unit costs. It should be pointed out that
Meyer36 obtained a negative but small coefficient of correlation bet-
ween cost per ton-mile and the annual income of inter-city carriers,
while Roberts37 pointed out the total absence of correlation between
the operating ratio, measured simply as the ratio of operating reve-

nues to operating expenditures, and operating revenues. According to
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Sloss,”  the profits of the major Canadian public carriers are not

excessively high in relation to the rest of the industry.

If a typical trucking firm has approximately constant average
costs, then the number of firms as well as their relative size is
indeterminate. On the one hand, a fairly constant average cost
does not necessarily mean that the firms are of equal size. On the
other hand, since no reference sector exempt from regulation, such
as U.S. carriers of agricultural products, exists in Quebec, and no
historical data on the industry exist, it becomes extremely diffi-
cult to develop and verify precise hypotheses on the consequences of

regulation on the level of concentration.

Since the Commission rarely refuses to transfer permits held by
operating carriers, the quickest and surest way of becoming a public
carrier appears to be acquisition of an existing firm. For dynamic
and aggressive firms seeking new markets, acquisition of a carrier
already holding a coveted permit provides a means of minimizing costs
or lost earnings caused by legal procedures and the waiting period
for obtaining a permit, if indeed one is finally granted. In a regu-
lated environment of entry control, mergers, acquisition and take-
overs constitute the main instruments of expansion. For this very
reason, U.S. economists39 presume and demonstrate expirically that

regulation has increased the tevel of concentration in the industry.

The Commission does not allow the purchase of firms holding com-
mon permits. So existing firms may only be purchased for the purpose
of completing and filling in missing portion of permits already held.
In other words, mergers make it easier to achieve full economies of
density and network utilization. The hypothesis of this research is
that the present regulatory practices of the Commission aim at limit-
ing the concentration within some given networks. However, they do
not remove the clear incentive for firms to merge in order to have

more commodities to carry and more routes to travel.
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To provide an indication of the level of concentration in the
industry, we compiled some percentage distributions of carriers and
their operating revenues among the three major classes of firms,
the full results of which are shown in TaBLe IV. Looking at 1976,
we see that thz 46 firms with over $2 million in opa2rating revenues
account for 41 per cent of the revenue in the industry although they
represent only 1.2 per cent of all firms in the industry. 1In all,

17.4 per cent of the Quebec firms earned 79.2 per cent of the revenue.

TABLE IV

DEGREE OF CONCENTRATION OF THE QUEBEC
TRUCKING INDUSTRY 1975 AND 1976

Number of Regulated PERCENTAGE DISTRUBITION

Carriers by Operat- 0f Operating
ing Revenues Class. 0f Carriers Revenues
1975 1976 1975 1976 1975 1976
$2 million & over 30 46 1.08 1.27 37.31 41.00
$500,000 to $2 million 152 154 LA 1420 2472 125481
$100,000 to $500,000 459 437 12:66 11.93 1715 1436
TOTAL: 650 637 10393 17240 798 7997

Source: Calculations based on Motor Carriers—Freight and Household
"Goods Movers and on For-Hire Trucking Survey, Statistics
Canada.

It may be possible to draw a better configuration of the indus-
trial structure in referring to the various sub—-markets. If the spe-
cialized common carriers are considered, it can be seen that a car-
rier holding a specialty permit by tank trucks earns nearly 80 per
cent of the operating revenues in this group; the largest trucking
firm in automobile hauling accounts for roughly 60 per cent of reve-

nues of this class of carriers. If geographical criteria, such as




the number of regulated truckers who share the traffic between two
major points are considered, it appears that about a dozen motor
carriers of general commodities operate daily between Quebec and
Montreal. On the other hand, a light-density route as Montreal and
Sept-Iles is served by only four motor carriers of general commo-

dities.

The trucking industry nonetheless remains one of the least con-
centrated industries in Quebec or Canada, compared to certain manu-
facturing industries where the number of producers is limited. For
example, the four largest Canadian firms in the brewing and distill-
ing industries control 94.6 and 84.2 per cent of Canadian shipments

respectively.40

Since Quebec, unlike the United States, has no reference sector
for analyzing the changing behaviour of firms exempt from regulation,
it becomes difficult, if not impossible, to measure the consequences
of the Commission's actions on the present structure. However, our
hypothesis remains valid: since the typical firm operates at appro-
ximately constant unit cost, the incentive for dynamic firms to ob-
tain new operating rights through merger and acquisition may contri-
bute to increased concentration in the industry. But if the mergers
in Quebec are aimed at better integration of the various local seg-
mented markets into an efficient network, the concentration effect

will actually be reduced.

General .Considerations

The consequences, if any, of Quebec's regulation on the market
structure are negligible, minor and of little importance. First of
all, the main result obtained on the effectiveness of the barriers
to entry are highly different from the estimates observed in the Uni-
ted States because the market value of a permit, right and goodwill
included, constitutes a low percentage of the operating revenues
earned by a motor carrier. The influence of regulation on the size

and number of firms proves difficult to evaluate. U.S. economists
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have shown empirically that regulation tends to increase concentra-
tion when merger and acquisition of existing firms are the sole

means of éxpansion. Due to the regulatory practices covering ac—
quisition of existing firms, we stress that the concentration effect
will be lessened i7¥ mergers can allow firms to achieve full economies
of density and network utilization since transport is a local ser-

vice.

In brief, then, the market structure of Quebec's public trucking
industry should approach that of a competitive market. The elements
analyzed clearly indicate characteristics that do not appear to dif-

fer noticeably from the reference structure, a competitive industry.

The Industry's Behaviour
The second stage in our analysis of regulation is a diagnosis
of the actual behaviour of Quebec's trucking industry. It is accom-
plished by comparing rate and tariff levels and the rate of return
on capital for Quebec firms with the same variables for firms located

in competitive provinces.

Rate and Tariff Levels

Since the extent of regulation differs by province, the hypothe-
sis that regulation could explain the price differences observed bet-
ween public carriers in the regulated provinces and those in the com-
petitive provinces can be tested. Several empirical research papers
have been written on this subject and a brief review of the results

would be appropriate.

The first comparative studies cover the 1958-1963 period.41 The
main conclusion that emerges from their empirical analysis is that pu-
blic carriers operating in the regulated provinces charge average ra-
tes 10 per cent higher than those charges by public carriers in the
competitive provinces. The Province of Quebec, however, is included
among the provinces allowing the market forces to operate freely.

These empirical studies therefore indicate that the former Transporta-




tion Board exerted little influence on rate and tariff setting in
Quebec. Sloss attributes this result to the large number of agreed
charges in force at the time and to the Board's unusual liberality

in permitting entry of new firms.

A second series of studies dealing with the influence of regu-
lation on rate and tariff levels covers the period from 1970 to 1975.
Firss; Sl.ossl’2 updated his study for the 1970-72 sub-period. Although
his model 1is fairly different from its predecessor in terms of speci-
fications and level of aggregation, the author could not prove the
existence of a statistically significant price difference caused by
regulation. Maister's wor'ks,l’3 which cover the 1973-75 sub-period,
cannot statistically indicate the existence of higher rates and ta-

riffs in the provinces assigned as regulated. He obtains there se-

sults despite the fact that the specification of his equation inclu-

des, in addition to the traditional independent variables such as
distance and weight, dummy variables that explicitly consider the
various forms of regulation reflected in the existence of barriers
to entry, rates and tariffs presented by the regulatory agencies and

the approval of increases in these same rates and tariffs.

Qur own results for the same sub-period clearly indicate that
the new conditions now pervailing in Quebec are no different than
those that existed under the former Transportation Board.44 The va-
rious statistical tests applied were, first of all, a classical hy-
pothesis test on the existence of a difference in the average resi-
duals obtained for the regulated provinces and the compatitive pro-
vinces, second, an x2 test on the distribution of the signs of the
residuals for the regulated provinces compared with the distribution
of the signs of the residuals in the classified competitive provin-
ces and finally the introduction of dummy variables that explicitly
take into account the status of the provinces. These results all
agreed; we can therefore confirm that regulation does not constitute
a statistically significant variable affecting the determination of
rates and tariffs as practised in the various de jure regulated pro-

vinces, including Quebec.
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Finally, a recent study,45 using a pooling of the 1975 and 1976
individual shipment data for each of six commodity groups, compares
the revenues per ton-mile received by the common carriers of six
Canadian provinces. Though the authors find that the unit prices of
trucking services do differ substantiaLLy.between the provinces for
commodity groups, they are not prepared to attribute the differences
exclusively to regulation. However, the message of this research 1is
clear cut: the analysis of sub-markets, defined according to-dis-
tance or/and commodity criteria may provide a more accurate picture

of the influence of regulated and competitive systems. 5

Rate of Return

The theoretical prediction that generally emerges from analysis
of regulation is that a reduction in competition induces an increase
in the Level of profits and the rate of return. However, empirical
studies indicate that regulation appears to exert an unspecified in-
fluence on the sector's profitability because of certain ambiguous
factors. First, the monopolistic power given to carriers may produce
extraordinary profits by allowing the tariffs to exceed the actual
costs. On the other hand, it must also be realized that the regula-
tory agency would force carriers to bear additional and artificial
costs. Further discussion of the possible forms these assumed addi-

tional costs could take would be in order.

The first element of these possible supplementary costs invol-
ves the content of the permit that does not strictly correspond with
a firm's choice. Although it is not as restrictive as the Interstate
Commerce Commission in granting permits,46 the Quebec Transport Com-
mission nonetheless imposes certain restrictions. These generally
deal with the authorization for and content of back hauls, routes to
be travelled and list and weight of commodities to be handled. Al-
though difficult to quantify, these additional costs resulting from
the Commission's permit specifications in place of the market forces
appear to constitute a negligible quantity. Second, regulation would
eventually generate cross-subsidization elements. This term desi-

gnates the arrangement whereby authorization to provide a profitable
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service is made fairly explicitly conditional on extension of the
service to customers unable to meet thetcosts.47 This means that
while it generally costs more to carry goods to certain places,

even higher prices would not always produce higher profits. But

a certain knowledge of the procedure for the determination of rates
and tariffs in Quebec and of statistical resuLts48 reveals that this
phenomenon is far fﬁom common and is in fact marginal. A third set
of elements, of bureaucratic origin, would be the costs inherent in
implementing and operating the regulatory system; these would be
borne by the regulated firm. Of particular note are the costs asso-
ciated with public hearings, company staff whose time is devoted to
the Commission's rather than the firm's business as well as those

inherent in the industry's reduced flexibility.

In brief, the situation of Quebec firms is as follows: the pro-
cedure for setting rates and tariffs in Quebec proving to be no dif-
ferent statistically than in the competitive provinces, it would not
be possible to differentiate the profitability of the Quebec firms
from that of trucking firms operating in the competitive provinces.
In other words, the Quebec trucking firms should adopt the same be-
haviour as carriers operating in a competitive environment since the
Quebec regulatory system has been shown to impose relatively few

constraints.

Verification of this hypothes}s was carried out for the 1974-
1976 period,49 through a hypothesis test of the difference between
the mean levels of the corresponding before-tax rates of return for
firms operating in a competitive context and those in Quebec. The
left side of Table V summarizes the results. Only Quebec Class I
carriers have a lower rate of return than that observed among unre-
gutated firms; this difference is statistically different at a 5
per cent confidence level. The two other classes showed no statis-
tical difference in the average rate of return. Quebec's regulation
thus would have no effect on the rate of return on capital, except

perhaps for certain Class I firms.




«~ 100 =

The hypothesis of achieving more stable rates of return for
the Quebec motor carriers cannot be retained in view of the sta-
tistical results obtained for each of the three carrier classes
analyzed. The degree of fluctuation in the rate of return of
Quebec trucking firms does not differ froﬁ that observed in the
provinces classified as free market. It is noteworthy that these
statistical tests differ from those applied by McLachl.anSO over
the 1958-1968 period. In his study, this author shows that truc-
kers' profits have differed under competition compared to regu-
lation since, although the regulatory agency conferred privileges
upon a chosen few, it also gave rise to additional costs. Conse-
quently, it proved impossible to differentiate the mean levels of
profits and the variability of profits of the competitive provin-

ces from those prevailing in regulated provinces.

TABLE V

COMPARISON OF BEFORE-TAX RATES OF RETURN ON CAPITAL
FOR FIRMS OPERATING IN COMPETITIVE PROVINCES*
AND IN QUEBEC: 1974-76

Size Class Rate of return Variability of

of Carrier Level (m) Rate of Return (V)
Class I ' Ta < "¢ VQ = Vc
Class I1I Ta = "¢ VQ = Vc
Class III Ta = T¢ Va = Ve

* The competitive provinces are Nove Scotia, New Brunswick, Ontario
and Alberta.

Source: M. Boucher, Une analyse économique de la réglementation qué-
bécoise de l'industrie du camionnage', op. cit. p. 69

General Considerations

The indicators of the Quebec trucking industry's behaviour do
not diverge systematically from those observed in provinces operat-
ing under competitive forces. Based on rate and tariff levels or

the level of rate of return, the statistical analysis is unable to
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distinguish clearly between the industry's behaviour in Quebec and
in the other competitive provinces. Thus, the rates and tariffs
applied in Quebec would tend to be determined by the market forces;
the rate of return obtained by Quebec carriers would also be the
result of the same competitive forces operating in the other pro-

vinces ctassified as competitive.

The Industry's Performance

What conclusions can be drawn on the trucking industry's eco-
nomic performance? The variables used to analyze the market struc-
ture and the industry's behaviour allows us to conclude that no ef-
fective regulation process exists. Operating in a market structure
where access to the trucking industry in general is relatively open
although some social costs may persist and where the typical firm
operates at fairly constant average costs, the behaviour of Quebec
firms in terms of rates and tariffs as well as rate of return on
capital is no different systematically and statistically than that
of other Canadian trucking firms operating under competition. In
other words, the Quebec regulation process imposes few restrictions
and the consequences on resource allocation are negligible and of
little importance though the initial description of its nature let
us something different. For instance, if Moore's methodology51 is
used and that the social costs of regulation are computed, the es-
timates obtained give a total of income transfert of $51.6 million
for 1976. This figure represents 6.5 per cent of the total operat-
ing revenues for the industry. This éstimate of the social costs
of regulation gives only an indicator of the size of the inefficien-
cy and it represents, in all probability, the upper bound of the
social costs. Consequently, Quebec trucking firms tend to adhere
to standards of economic efficiency that are not far removed syste-

matically from those prevailing in a competitive environment.

This economic performance of Quebec firms differs radically
from that registered by motor carriers regulated by the Interstate

Commerce Commission. Since this regulatory board appears to have
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cartellized the fndustry, it obtains large monopolistic revenues
for the factors of production involved. - As a matter of fact,
Modresz‘believes that the income transfers to lLabor and capital
involved in trucking lie between $2.5 billion and $3.3 billion

on total operating revenues of $16.8 billion. The obstacles to
entry are very strict and trucking firms are strongly encouraged
to join a tariff bureau. In addition, this public board has coer-
cive tools that prevent recalcitrant firms from breaking the car-
tel. The penalties imposed are very harsh, and some fines for not
respecting the rates and tariffs can reach several thousand dol-
lars, for example. Infractions for "illegal trucking” may lead

to temporary suspension of a permit. This combination of reasons,
although reviewed only briefly, explains the persistance of the
inefficiencies related to regulation of the U.S. trucking industry.
Since none of these conditions are found in Quebec, detection of

economic inefficiency proves extremely difficult.

If the trucking industry tends to behave as competitive in-
dustry, we are justified in questioning the usefulness of the Que-
bec Transport Commission. 'Since it provides no benefit to society,
but will consuhe an operating budget of about $7.5 million in 1979-
1980; economic.efficiency would dictate its dismantling. The wel~
fare of the society would then increase at least by the amount of

resource savings achieved.
5. CONCLUSION

The use of a traditional reference framework for industrial
organization permits us to conclude that the economic performance of the
Quebec industry does not differ clearly from that which would prevail 1in
a competitive industry having a Large number of firms operating at fair-
ly constant average costs. In other words, Quebec's regulation is not
effective and has no harmful consequences on resource allocation such as
those found under regulation in the U.S. Analysis of the market struc-

ture demonstrates that the cartel power permitted by the Commission is
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weak and quite loose since intra-modal substitutes may easily take
over a certain percentage of the market.' The consequences of the
Commission's practices on the industrial structure are extremely
difficult to determine. Since the average firm operates at fairly
constant average costs, the number and size of firms is indetermi-
nate. In the absence of a reference sector such as the exempted
carriers of agricultural products in the U.S., we make the following
.conjecture: a merger does lessen the impact of concentration in the
industry if it allows firms to achieve economies of density and net-

work utilization.

The analysis of the Quebec industry's behaviour shows that the
two variables analyzed, tariffs and the rate of return on capital,
do not differ statistically from those in the free market provinces.
The overall performance of this industry shows that its members ad-
here to standards of efficiency very similar to those commonly in a
competitive industry with similar characteristics, althopgh the ana-

lysis has detected, here and there, some inefficiencies.
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1. INTRODUCTION

The November, 1978 announcement by Premier William Davis of "
Ontario that his government will not at this time proceed with a limited
selective deregulation bill (Bill 78) for the intraprovincial motor
carrier industry caused the Globe and Mail to editorialize that, "when
the captains of industry oppose dererulation, we have reason enough to
examine the benefits of it" [Globe and Mail, Nov. 23, 1978]. This most
recent interest in examining the benefits and costs of trucking regulations
in Ontario stems from events in 1976 when the government passed the Public
Commercial Vehicles Amendment Act, 1976. The purpose of this legislation
is to hinder the further development of lease market operators who were
circumventing provincial entry controls by a series of imaginative schemes.
Friction between licensed and these unlicensed lease carriers led to the
establishment of the Ontario Legislative Select Committee whose two-
volume report was tabled in the Legislature in 1977. The interest in the
effects of economic regulation on the structure and performance of the
trucking industry has by no means been limited to Ontario. In 1976, the
Alberta Select Legislative Committee on Intraprovincial Trucking Legis-
lation tabled its report on exactly these same issues, and the Department
of Economic Development in British Columbia has recently carried out an
exhaustive investigation in that province. In the United States, following
the lead of the Civil Aeronautics Board (CAB), the Interstate Commerce
Commission (ICC) chairman A. Daniel O'Neal recently announced his intention
to eliminate the Commission's control over truckload carriers, and allow
much more price competition in the remaining sectors of the industry

(Fortune, Dec. 18, 1978]. In turn, this more liberal position on regulation
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in the motor carrier industry probably has been influenced by the de-
regulation experiments already carried out in the United Kingdom, Belgium,
Sweden and Australia.

The need for an efficiently operating motor carrier industry {is
important in both a direct and an indirect sense. Directly, shippers
have the right to expect a mix of cost ba:ccd rates and service character-
istics which sail a middle course between low short-run prices and higher
longer-run prices and profits which are needed for expansion and techmolo-
gical improvement in the industry. With this socially correct set of
transportation prices and service levels, a healthy motor carrier industry
will be able to pay competitive wage rates, and provide continuous employ-
ment for existing and new entrants into the labour force. By this criteria,
the operation of the motor carrier industry 1s worthy of investigation
directly, as evidenced by the fact that in 1976 it employed 82,378 workers,
paid out 1.06 billion dollars in wages and salaries and had total earnings
of 2.86 billion dollars. However, in addition to the importance of
the motor carrier industry on its own, there is its iﬁdirect importance
as a necessary input into nearly all other sectors of the economy. If
transportation costs and service levels are not cost based and responsive
to changing market situations, there will occur a whole series of distortions
in other industries as firms make sub-optimal location decisions, move
too soon into private truéking operations, or make socially incorrect
factor input decisions.1 In a macroeconomic sense, it clearly would be

inappropriate to assign exclusive blame for current high levels of inflation
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and low levels of productivity growth to non-optimal trucking rates,
but given the importance of transportation as an input into nearly
all other production activities, any distortions take on a larger

significance.

The next two Sections, which are taken from a study

originally prepared for the Centre for the Study of Inflation and

Productivity, look at the econometric evidence on the effects of

requlation on trucking rates. After extensively discussing the
previous econometric work in Section I, the following Section focuses
on a comparison of the intraprovincial rate structure in the belief
that if economic regulation causes a cartelized industrial structure
and/or operating inefficiences (more empty backhaul, lower levels of
technological innovation) this, and the more direct costs of
regulatory hearings, will show up in rates. 1In the third Section we
present an analysis of the level of rates in Saskatchewan. The
presence of a fairly large group of unregulated commodities in that
province provides a unique opportunity for examing the effect of

requlation on the level of rates.




= 113 =

2. RECENT ECONOMETRIC ANALYSIS

Several attempts have been made to estimate the effect that
economic regulation of the Canadian trucking industry has had on the
price of trucking services. Regulatory regimes differ markedly
between provinces, varying from no economic regulation to various
combinations of (a) entry regulation and (b) price regulation. This
variety of structure provides the opportunity of comparing the impact
that these different regimes have had on the price of trucking
services. In this section we will discuss the recent studies that
have looked into this issue.

The first group of studies used what can be described as
aggregate data, while a report prepared by Maister (1977) for the
Anti-Inflation Board analyzed micro shipment data. The step from
aggregrate to micro analysis is, in our opinion, an important one. A
key problem that emerges from all of these studies is the difficulty
of separating the effects on prices of (a) regulation and (b) other
province-distinguishing variables such as the cost of fuel, labour and
other inputs. In fact, the nature of the currently évailable data
precludes an adequate treatment of this difficulty. We argue that
failure to recognize this point resulted in Maister presenting quite
meaningless results in his A.I.B. report. Specifically, Maister found
that at the micro level none of the province-distinguishing variables
(including the regulation variables) were statistically significantly

in explaining the price of trucking services. 1In fact, as we report in
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Section 3 of this report, the micro data show clearly that there are
large and statistically significant differences between the price of
trucking services in different provinces, although there are serious
difficulties in attributing these differences to the effects of

regulation or other province-distinguishing variables.

2.1 Aggregate-Data Studies

Sloss (1970), McLachlan (1972) and Palmer (1973) all used
essentially the same data base, which covered the period 1957~63, and
similar approaches to estimating the price effect of regulation.
Sloss, for example, regressed revenue per ton-mile (unit price of
trucking services) on (i) average length of haul, (ii) average net
weight per loaded vehicle, (iii) average fuel tax per gallon, (iv)
average annual licence cost per truck of tractor, (v) average annual
wage per employee. Sloss ignored the first year's data and used eight
observations -~ one for each province excluding Newfoundland and Prince
Edward Island - giving a total of forty-eight observations. He then
tested for the difference between the mean residuals for the regulated
and unregulated provinces. The difference between mean residuals is
then attributed to regulation. Of course, the difference in means is
actually a measure of the effect onprices of all province-
distinguishing variables that have not been included in the model.
This criticism applies to all empirical work done on the basis of his
tests Sloss concluded that the effect of regulation had been to raise
intraprovincial rates by 0.68 cents per ton-mile.

McLachlan (1972) modified sloss' analysis by replacing em-
ployee's wages with the average provincial wage rate. The reasoning
here is that if regulation has an effect on prices, some of the ad-
ditional revenue might be channelled into wages rather.than profits.
One would tend to underestimate the effect of regulation on prices if

the regulation effect is measured by comparing prices in regulated and
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unregulated provinces oﬁce they have been adjusted for employee wages

and other costs. McLachlan also introduced a dummy variable to distin-
guish between regulated and unregulated provinces rather than use residual
analysis. Again, this dummy variable will pick up the effects on prices
of all omitted province-distinguishing variables that should be ir the
regression in addition to the effects of provincial regulation. MclLachlan
found that the coefficient on the dummy variable was statistically
significantly different from zero, and he concluded that regulation had
raised intraprovincial rates by 2.6 cents per ton-mile.

Palmer's (1973) major contribution was to replace the average
length of haul by its inverse which he argued is more appropriate on
theoretical grounds. He also introduced a time trend and a provincial
miles per gallon variable which he hoped would account for additional
provincial cost differences. Palmer examined various specifications of
his basic model, and concluded that regulation had raised intraprovincial
trucking rates by between one and two cents per ton-mile. l

Maister (1978) has criticized these three pépers in detail. le
points to three key issues:

1. First, he discusses the definition of regulation. All three
studies grouped each province into either a regulated or unregulated
group. This obscures the distinction between entry and rate regulation,
and led Sloss to classify Ontario as being unregulated while McLachlan
decided to omit Ontario from the analysis. However, one could reasonably
argue, as Maister does, that entry regulation alone is likely to lead to
higher rates than the combination of entry and rate regulation, since the

former can lead to the creation of essentially unregulated monopolies.
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2. The second is concerned with model misspecification. The
most serious problem here is the use of aggregate data which obscures
the different product mixes within the provinces. Aé an example, take
the category Live Animals which can be split into Cattle, Poultry,
Swine and Other Live Animals. The 1975 and 1976 For Hire Trucking
surveys, together, recorded c~ly one shipment of cattle in Quebec while
over 94% of the sample consists of records of poultry shipments. How-
ever, 887 of the Alberta sample consists of cattle shipments. We have
estimated that in Ontario and Alberta, for a given weight and distance,
it costs about 35% more to ship poultry than to ship cattle. Conse-
quently, when the data are aggregated to the level of Live Animals, a
comparison of revenue per ton-mile between provinces could be very mis-
leading.

3. Finally, Maister questions the quality of data. The key
variables (revenue per ton-mile, average length of haul and average net
weight per loaded vehicle) were taken from the D.B.S. publication Motor

Traffic Transport. It was recognised that these data were of question-

able quality. This ultimately led to the discontinuation of the publi-

cation.

2.2 Maister's Analysis of the 1973 Data

In 1976, Statistics Canada published the For-Hire Trucking
Survey - 1975 which was the result of several years work to improve the
data on truck transportation. Maister (1978a) used the information in
this document to revisit the issues that Sloss, McLachlan and Palmer had
addressed. Maister hoped the improved data, the inclusion of more

explanatory variables and a more careful treatment of regulation would
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yield more meaningful results. The latter two improvements are clearly
aimed at achieving a more precise separation of the effects on revenue
per ton-mile of (a) regulations and (b) other factors, such as factor
costs. It is worthwhile to consider this problem in some detail since
it essentially reduces to the question of the information content of
the available data with respect to central issue - can the effects of
regulation and other factors be separated? First, let's look at the
nature of the data.

The basic unit is a singlg record of information on a particular
shipment. The information relates to such characteristics as revenue,
origin, destination, origin-destination mileage, weight of shipment,
commodity name and three digit standard commodity classification (SCC)
code. The information is taken from a sample of shipments which are
selected randomly according to a two-tier design. First, a sample of
carriers is selected, and then, for each carrier, a sample of shipments
is chosen. Statistics Canada publishes the informa;ion in aggregate form.
Thus Maister used information on (i) revenue per ton-mile, (ii) average
length of haul, and (iii) average shipment size in tons. Such informa-
tion is available in the publication for all ten provinces, and up to a
detail of six broad commodity groups: 1live animals; food feed, beverages
and tobacco; crude materials, inedible; fabricated materials, inedible;
end products, inedible; general or unclassified freight.

Maister's expanded list of explanatory variables comprised the

following: xl = inverse of average length of haul; X, = average shipment

2

size in tons; X, = index of provincial wages; X, = licence fee per

3 4

= maximum weight limitation on provincial highways; x6 -

= provincial sales tax; Xs = a unit

vehicle; x5

fuel tax per gallon of diesel; X7



= 118 =

variable if rates are prescribed by any regulatory agency, zero other-
wise; X9 = a unit variable if rate increases are subject to approval,
zero otherwise; xlO = 3 unit variable if filing is required by any
regulatory agency, zero otherwise.

Note that Maister's 1list of explanatory variables has reached
ten, but there are only six provinces. Consequently, there are onl, six
observations for each of the variables if attention is limited to intra-
provincial movements. To increase the effective number of observations,
Maister is forced to consider interprovincial shipments if his full 1ist
of explanatory variables is to be retained. This, however, raises
new problems. Is it reasonable to assume that the effect of regulation
on prices is exactly the same for interprovincial shipments as it is for
intraprovincial shipments? The specification problems do not end here.
What is the appropriate wage rate, fuel tax, etc. for interprovincial
movements? Maister does deal with these issues, but one can't help
thinking that too much i8 being asked of the data. Indeed, none of the
province-distinguishing variables have statistically significant coeffi-
cients in any of the single commodity group regressions, and many have
implausible signs. We conclude that the introduction of interprovincial
movements into the analysis is a questionable way of expanding the informa-
tion content of the data with respect to the issue of isolating the effect
of regulation on trucking rates.

An alternative approach, examined by Maister, is to pool all six
commodity groups and fit a single regression. When attention is confined
to intraprovincial movements, there are 36 observations (six provinces
and six commodity groups). Augmenting the ten original variables, and a

constant term by five commodity dummy variables seems to imply 36-16~20
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degrees of freedom. Apparently, Maister believes that these data can
yleld estimates of the effects on prices of four regulatory regimes .and
five other province-distinguishing variables. This is not so. Each
province-distinguishing variable has the property that its numerical
value varies only across provinces, but for all observations within a
province its numerical value is constant. With only six provinces, at
most six province-distinguishing variables including a coanstant term
can be introduced into the regression. The introduction of more than
six such variables will result in exact multicollinearities, and thus,
a breakdown of the least squares estimation procedure. Note that Maister
used a step-wise regression method and that some coefficients were
estimated to be zero. This is a direct result of the éxact multi-
collinearities that exist in his data.

The following example ic intended to clarify the point that is
being made in the previous paragraph. Suppose there are just two
provinces, one of which is regulated and the other unregulated. Informa-
tion is available on six commodities which are trucked within each of
the two provinces, so that twelve observations are availahle on average
revenue per ton-mile; average weight of shipments; average distance
shipments are transported, where all averages are computed over each
province's sample of individual shipment records. The researcher wants
to estimate the affect that regulation has on revenue per ton-mile.
However, he knows that fuei costs are quite different in the two provinces.
To separate the effects of regulation and fuel cost differences, the
researcher plans to regress average revenue per ton-mile on (i) Xl, a
constant term, (i1) Xz, average weight, (1i1i) X3, average distance,

(1v) XA, a dummy variable which represents the presence of regulation,
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) XS’ provincial fuel costs. Since the presence or absence of
commodity dummy variables is not relevant to the current issue they are
ignored. The researcher plans to interpret the coefficient of the
dummy variable as representing the additional revenue per ton-mile that
would be earned in the regulated province for transporting a shipment
of given weight and given distance if fuel costs were the same in the
two provinces.

Unfortunately, the data described do not contain sufficient
information to yleld an answer to the researcher's question. The use of
ordinary least squares will fail to produce coefficient estimates. If
the researcher turns to a step-wise regression procedure one of the

three variables X., X, or X, will not be introduced into the regressionm,

1’ 74 6
i.e., it will be given a zero coefficient. This is precisely what
Maister found. To see why this is so, let's examine the data matrix.

It will have 12 rows and five columns.

Obs. No. X X X X X

1 2 3 4 5
1 1 11 dll 1 f
% W 83
6 1 w16 d16 1 fl
1 v21 d21 0 f2
8 1 w22 d22 0 f2
12 1 w d 0 {3




The first six observations are from the regulated province where
the cost of fuel is fl' Observations 7 through 12 are from the unregulated
province where the cost of fuel is fz. The exact linear relationship

between X XA and X_ is now obvious. In particular,

g 5

*X, =X

S (f1 - f2) 4 5

2 1

If the intercept were omitted, then the researcher could fit
his regression model and his interpretation of the coefficient of the
dummy variable would be correct. However, he would not be able to incro-
duce further province-distinguishing variables into his regression.
Thus, if he had data on wage rates, licence costs, maximum weight, etc.,
these could not be introduced separately into the regression. The
argument generalizes. With cross-section data collected from six provinces,
it is not possible to include more than six variables (including the
constant term) of the type that do not vary within a given province.
Consequently, it is asking the impossible to demand that the data separate
the effects of four types of regulatory regimes and five other province-~
distinguishing variables.

Finally, we should note an interesting result that Maister found.
He estimated a model very similar to the ones investigated by Sloss (1970),
McLachlan (1972) and Palmer (1973). That is, the data were aggregated
to the provincial level. A commodity mix variable was introduced along
with a single dummy variable to distinguish regulated from unregulated
provinces. Since there is only one observation per province, inter-
provincial movements had to be introduced. This specification yielded a

statistically significant negative coefficient on the regulation variable.
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Maister is certainly correct in suggesting that this result is due to the
process of aggregation, since such an effect was not found in his more
disaggregated analysis. This serves to underscore the danger of basing

statistical analysis on aggregate traffic flows.

2.3 A Time-Series Cross Section aralysis

One way to enrich the data is to pool cross-section and time-
series observations. This was done in Maister (1978b) where separate
equations are fitted to each of the six commodity groups to avoid as far
as possible the problem of commodity mix. At the time of this study,
only three years of data were available (1973-1975) giving a total of
3 x 6 = 18 observations on intraprovincial traffic flows. Since this is
not sufficient to estimate all the separate factors that one would like
to isolate, Maister again incorporated interprovincial traffic flows into
the analysis. As we pointed out above, this greatly increases the number
of observations (to 108), but at the cost of having to make additional
assumptions.

However, the results of the exercise are interestiﬁg in that for
three commodity groups, the set of regulatory coefficients are statisti-
cally significant. Entry control and rate filing (inttg-Ontario) seems
to raise rates for food, fabricated materials and end products by 1.44,
1.31 and 6.05 cents per ton-mile respectively above rates in an
unregulated market (intra-Alberta). The rates on fabricated materials
and end products are also significantly lower in the rate prescribing
environments (Manitoba and Saskatchewan) than in Ontario. A surprising
result i3 that rate approval, when added to entry control, appears to

raise rates rather than lower them. Maister offers the suggestion that
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"the mechanics of rate control might provide the forum for collective
rate making that would not exist when no rate control existed" (Maister,
1978b, p. 55).

The author warns that these results are c. be treated with caution
since the usual qualifying comments apply. For erample, the model is a
poor representation of the true cost structure which is reflected in the
fact that "very surprising coefficients (both of sign and statistical
significance) continue to plague efforts of this kind" (op. cit., p. 60).
However, for all their shortcomings, these results must be considered
the best available estimates of the impact of regulation on trucking

rates.

2.4 Maister's A.I.B. Report

In contrast to earlier work, Maister's A.I.B. report made use of
the individual shipment records that Statistics Canada collected for the
1975 For-Hire Trucking Survey. Maister's report addressed two distinct
issues. The first is the effect of regulation on the level of rates.
The second is an analysis of rate structures, and in particular, whether
regulation leads to crossjsubsidization of high-cost operations by low
cost operations. This is analysed through an examination of the relation-
ship between rates and population density, shipment size and value of
service. We will confine our comments here to the first issue.

This part of the statistical analysis involved the estimation of
a single equation which was fitted to 37,238 observations. The data
w;re confined to intraprovincial shipments within six provinces west of
and including Quebec. The dependent vafiable, rate per ton-mile, was

explained in terms of: the inverse of distance; the weight of the
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shipment; maximum allowable weight on provin;ial roads; licence fees;
provincial fuel and sales taxes and labour costs. In addition, dummy
variables were included to account for different commodities (26),
different regulatory regimes (3 or 5 depending on the model), population
sizes of origin and destination (3) as well as eleven others to describe
such things as the use of a heated or refrigerated van.

Maister's main conclusion is that all the variables that relate
to provincial differences (namely the regulation dummies, wage and fuel
costs, etc. which number either 8 or 10 depending on the specification)
have "highly insignificant coefficients". This is due to the fact "...
that the high degree of variations in rate per ton-mile within each
province is so high that any attempt to detect differences in provincial
average rates will fail, since these differences will be insignificant
compared to intraprovincial variations in rates" (p. 36, his emphasis).

This is quite simply incorrect. As we show later, average
provincial rates are significantly different, but the data do not allow
a clear separation between regulation and provincigl cost differences.
What is surprising is that Maister was able to obtain any coefficient
estimates for his two specifications. As we have pointed out above,
when cross~section data from six provinces is fitted to a model it is not
possible to include more than six variables which vary only between
provinces without introducing exact multicollinearities. Apparently
it 1is the case that either Maister's province-distinguishing variables
in fact vary within a province (contrary tc¢ his assertions), or the
manipulation of the huge data set involved the accumulation of sufficiently
large rounding errors to allow a mathematically singular matrix to be

inverted. 1In Appendix 2, we present a more formal treatment of the
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above argument and also show that Maister's five dummy variables which
represent de facto regulation themselves form a singular system. In
other words, the inclusion of these dummy variables alone will cause the

least squares procedure to break down completely.

&5 A Summary

The first group of studies that looked into the question of the
impact of economic regulation on trucking rates did find statistically
significant effects. These studies, Sloss (1970), McLachlan (1972)
and Palmer (1973) have been thoroughly examined in Maister (1978a) where
it is concluded that the results should be considered tentative at best.
The most serious problems concern the quality of the early data and its
aggregate nature which obscures important differences in the mix of
commodities transported in each province. 1In addition, Maister criticized
the oversimplified categurization of provinces as being either regulated
or unregulated and he felt important explanatory variables which could
explain difference: 1i ;- vincial trucking rates had been omitted.

In 1976, {uy.1 0 21 iata became available and Maister, in a series
of papers, attempte.! 1o correct some of the defects of the earlier work.
It should be pointed out that Maister himself indicates the weaknesses of
his own work which stems from the difficulty of adequately modelling the
complex market forAtrucking services and the unavailability of data to
estimate a satisfactory model.

Maister (1978a) and Maister (1977) both used cross-section data
from a single year; tlie former employs aggregate data while the latter
analyses disaggregared data; i.e., observations refer to individual

shipments. Maister s vwn caveats notwithstanding, there seems to be a
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fundamental oversight in both of these papers concerning the nature of
the information contained in the sample of intraprovincial traffic flows.
By refining the concepts of regulation so that four kinds of regime are
distinguished and by introducing several variables which may explain part
of the difference in intraprovincial trucking rates, Maister has asked
too much of his data - it simply camnot separate the effects of so many
factors. This is reflected in zero coefficient estimates which are
reported in Maister (1978a) and in his conclusion in Maister (1977) that,
with micro data, no provincial differences in trucking rates can be
detected because "... these differences (are) insignificant compared to
the intraprovincial variations in rates" (Maister, 1977, p. 36). This
conclusion is based on what we believe to be two spurious regressions.
Indeed, we find that the micro data show provincial differences in the
price of trucking services which are often large and statistically
significant. We admit, however, that separating the effects of regulation
and other factors on these differences is hazardous with the currently
available data.

Maister (1978b) makes use of pooled cross-section and time-series
data which are aggregated to the level of six commodity groups. To
minimize the problem of different commodity mixes within provinces, six
separate regressions were run. However, because Maister wishes to
isolate the effects of so many explanatory variables (14) and since there
are only 3 years by 6 provinces which equals 18 observations on intra-
provincial movements, he is forced to consider interprovincial movements
also. The potential number of observations is now increased to 3 x 36 =
108,but not without cost. Additional assumptions have to be made about

the equivalence of the effect of regulation on intraprovincial and
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interprovincial traffic as well as the appropriate method for computing
cost data for interprovincial movements.

The results are nevertheless interesting in that statistically
significant regulatory effects are found in the three commodity group
regressions which show the best statistical fit. Moreover, apart from
the case of entry control and rate approval which seems to result in
higher unit prices than entry control alone, the estimated effects of
regulation do not contradict prior expectations. This set of six
regresiions probably represents the best specification yet estimated
despite the problems mentioned above. We would conclude, therefore, that
there is some evidence to suggest that regulation raises the unit price

of trucking services.
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3. ANALYSIS OF THE 1975 AND 1976 MICRO DATA

The data that we have available to us are the individual shipment
records from which the statistics in the 1975 and 1976 For-Hire Trucking
Survey publications were computed. We would like to stress that the
information released to us by Statistics Canada does not reveal the
identity of any carriers.

The objective of our analysis is to examine the intraprovincial
rate levels and structures in each of th; six provinces west of and
including Quebec. In particular, we are interested in establishing whether
or not there are statistically and numerically significant differences in
trucking rates between the provinces. If there are no significant differ-
ences, as Maister's micro analysis apparently showed, then there seems
litrle point in trying to explain the role of regulation and the other
factors which are usually considered to be relevant.

In fact, we do find such differences, but as we have indicated
earlier, to identify the source of such differences would require an
amalgamation of cross-section data and a reasonably long time-series.

One can think of the time-series dimension as estimating the effects of
wages, fuel costs, etc. and the cross-section dimension as ylelding infor-
mation on the effects of regulatory structure. (The number of time-
invariant province-distinguishing variables, such as regulation dummies,
maximum weight and some provincial sales tax rates could not, however,
exceed the number of provinces.)

The samples of shipments taken from the provinces often differ
markedly in their mix of commodities. This means that aggregation of the
data into broader commodity groupings can generate possibly misleading

values for such variables as revenue per ton-mile. For this reason we
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analyze the data in the most disaggregated form available to us; i.e.,
at the three digit standard commodity classification code level. An
advantage of this approach is that it may allow us to point to specific
instances where the rate applicable to a given commodity in a given
province seems out of line and therefore worthy of further analysis.
Regarding the structure of rates, our attention focuses on (a)
the weight and distance elasticities of unit price, and (b) the variance
of rates across commodities within each province. Evidence on the former
would indicate possible cross-subsidizations between (a) short and long
haul traffic, and (b) truck load and less than truck load shipments. With
regard to the latter, one would expect to find that rates in Manitoba and
Saskatchewan are less variable than in the free market of Alberta since
the prescribed rates of the first two provinces apply to broad commodity
categories. In Ontario, however, where there is entry control but no
rate control one might expect to find monopoly power being reflected in
value of service pricing. In these circumstances, trucking rates will
vary across commodities not merely with costs of ptéduction but also with
the value of the goods Leing transported. Consequently, one would expect

to find more variable rates in Ontario than in Alberta.

3.1 An Analysis of Rate Levels

Since the work of Palmer (1973),the inverse of distance rather
than distance itself has been introduced into equations which explain
revenue per ton-mile. But apart from this variable, the specifications
appearing in the literature are linear. One would expect, however, that
revenue per ton-mile, or unit price as we prefer to think of it, would

also exhibit a nonlinear relationship with weight simply because of the
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huge range over which shipment weights vary. For example, we would not
expect the difference in the unit prices of one thousand and two thousand
pound shipments to be the same as the difference between thirty nine
thousand pound and forty thousand pound shipments. We therefore decided
to experiment with a double-logarithmic specification and found it to

be far superior to the linear model.

To get a straightforward answer to an apparently simple question -
do trucking rates differ between provinces?, one has to make simplifica-
tions, some of which are relaxed in the following section. The basic
equation that we have estimated and report in this section has the

following form:

4y~ y = ABWPLERE

3 3 NC=-1 8
where Z = I r R, +tT+ L s (TR,)+ L d, C, + L eN, +u
{=1 i1 el 1 i =1 5 (R (=1 S50

The dependent variable, y, is revenue per ton-mile.-
A 1s a parameter
D 1is the distance the shipment is transported
W 1is the weight of the shipment
L 1is labour cost (the provincial wage rate)
R, is unity for Manitoba and Saskatchewan, zero otherwise
R, is unity for Quebec and British Columbia, zero otherwise
R, is unity for Ontario, zero otherwise
T 1is unity for 1976 and zero for 1975
C, is unity for the 1th Qammodity and zero otherwise

NC is the number of commodities represented in the data set




= 131 -

Ni is the ith member of a set of dummy variables which
represent various characteristics of the shipment. These

variables will be discussed separately in Appendix 3.

u 1s a random error term with usual classical properties.

This equation has been fitted to individual shipment data (1975 and
1976 are pooled). Separate regressions were run for each of six commodity
groups. For each commodity group the weight and distance elasticities
are constrained to be equal across all provinces and across all commodities
included in the commodity group. The commodity dummy variables allow for
the fact that within a given province and commodity group revenue per ton-
mile (unit price) will differ across commodities. Similarly, given the
commodity, unit price will differ between provinces. Rather than include
six provincial dummy variables (and no intercept) we decided to combine
tiie provinces into four groups according to the regulatory regime:
absence of regulation (Alberta); entry control with rate prescription
(Manitoba and Saskatchewan); entry control with raté approval (British
Columbia and Quebec); and finally, entry control with rate filing (Ontario).
By grouping the provinces we hoped to be able to account for the different
levels of wages and fuel prices across the provinces. (See Appendix 1).

The time variable, T, and the interaction terms RI1*T, etc. allow
for changes in unit prices over the period 1975/76 within each of the
regulatory regimes over and above that which can be explained by changes
in the included input prices.

While this specification imposes certain restrictions on the data
that one might want to relax, it does have the advantage that it yields a

single estimate of the ratio of the unit price of trucking services between




Variable

Weigh. -
Distance
Alta.

R1 (M&S)
R2 (B&Q)
R3 (Ont)
Wages
Fuel
Alta * T
RL *# T
R2 * T
B3 *1T
§2

No. Obs.

* Dependent variable:

= -Ld =

TABLE 3.1

*®
GENERAL FREIGHT

Run 1

-.437 (.003)
-.597 (.006)
5.21 (.445)
4.63 (.432)
4.83 (.441)
4.96 (.440)
-.765 (.097)
1.10 (.047)

0.764
10,614

Revenue per ton-mile.

Run 2

-.436 (.003)
-.616 (.006)
2.45 (.441)
2.01 (.478)
2.25 (.438)
2.31 (.436)

.562 (.081)

0.752
10,614

Run 3

-.439 (.003)
-.610 (.006)
11.9  (.637)
11.6  (.624)
12.1  (.638)
12.2  (.634)
-1.30 (.120)

.881 (.041)
«73L (.066)
+385 (.0a0)
A72 (.022)

0.767
10,614

Standard errors in brackets.
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any pair of regulatory regimes. That is, given the commodity group,
these ratios are independent of the commodity chosen, the weight of the
shipment and the distance transported (as long as these are held constant
across regulatory regimes). Our estimates of these ratios are given in
Table 3.3, but first let's examine the individual regressions.
Table 3.1 reports the results nf three regressions fitted to the
General Freight shipments. This commodity group comprises just one three
digit S.C.C. commodity, namely General Freight (S.C.C. code 995). 1In
these regressions the intercept was dropped and replaced by a dummy
variable representing Alberta. The first two specifications suppress
the c¢ime variables so that changes in unit prices between 1975 and 1976
are explained only by the included factor prices. In the first regres-
sion the wage variable has a negative sign while the fuel price elasticity
is implausibly large - the estimate implies that a 1% increase in fuel
prices leads to a 1.1% increase in unit price. The omission of fuel
prices results in a more plausible estimate of the wage elasticity but
does not materially affect the weight and distance elasticities nor the
ranking of the provinces by the level of their unit prices. From high
to low, the ranking is: Alberta; Ontario; B.C. and Quebec; Manitoba
and Saskatchewan. This ranking is consistent with the results obtained
from fitting separate regressions to the six provinces (see Table 3.4A).
The inclusion of the time trend and the interaction variables
results in an implausible sign on the wages variable. The multicollinearity
between fuel prices, wages, the regulatory dummy variables and the time
variables is reflected in the instability of the sign and size of the
wage elasticity rather than the standard errors. The latter are relatively

small because of the large number of observations involved (10,614).
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Moreover, if the third regression were used to compare unit prices

after adjusting for wage differences between the provinces, the coﬁélu-
sions would be misleading because of the large negative coefficient on
wages. For this reason the comparisons reported in Table 3.3 for Gemeral
Freight are based on the second specification.

Table 3.2 shows the results of fittin, equation (i) to the other
five commodity groups. The live animals gruup comprises four commodities
while the other four commodity groups each comprise twenty, individual
three digit (S.C.C.) commodities. The coefficients on the commodity
dummy variables are not reported.

Our main interest in this section 1s to estimate the relative
prices of trucking services across the four regulatory regimes, after
wage differences have been accounted for. The results are presented in
Table 3.3. Since the ratios represent averages over all the commodities
within a given commodity group the estimates are meaningful only insofar
as each commodity is adequately represented in each province. It should
be pointed out, for example, that there are only two cattle shipments
within Quebec during 1975 and 1976. Elsewhere cattle shipments are a
large proportion of the sample. Similarly, within the Crude Materials
commodity group there is very little overlap in the data in that most
observations on individual commodities tend to be confined to one or two
provinces. In order to judge the comparability of the provinces we have
computed a measure of the provincial overlap in the data. For a given
commod ity group, let nij be the number of observations on commodity i in
province j. The index

f [min(n

i i

ij)] / minlf nij]
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TABLE 3.2*
Live Crude Fabricated End

Variable Animals Food Materials Materials Products
Constant 4.32 (1.02) 2.30 (.085) 6.56 (.106) 4.70 (.068) 6.01 (.068)
Weight -.287 (.006) -.376 (.002) -.543 (.005) -.483 (.002) ~-.400 (.002)
Distance -.592 (.010) -.684 (.005) ~-.675 (.006) -.523 (.003) -.573 (.003)
R1 (M&S) .368*?.054) -.193 (.022) -.105 (.020) -.289 (.017) =-.159 (.019)
R2 (B&Q) .261 (.031) .128 (.019) ~-.078 (.020) =-.031 (.012) .257 (.014)
R3 (Ont) .388 (.027) .325 (.019) -.157 (.023) .089 (.013) < 30d (019
Wages -.225 (.191) .358 (.012) ~-.059 (.012) .048 (.010) ~-.017 (.010)
i S R0 ) .203 (.029) <244 (.017) .063 (.013) .349 (.015)
R1*T -.049 (.093) -.009 (.036) Ag3 (0305 176 (.022) ~-.103 (.024)
R2*T s (2086) .191 (.032) =-.154 (.024) .143 (.017) -.314 (.018)
R3*T -.063 (.036) -.175 (.033) ~-.087 (.031) =-.010 (.017) -.350 (.020)
ﬁz 0.621 0.762 0.700 0.810 0.749

No. Obs. 54325 19,755 13,083 41,884 40,602

* Dependent variable: Revenue per ton-mile. Standard errors in brackets.

** Manitoba only since live animals are exempt in Saskatchewan.
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is bounded between unity and zero. Unity implies a high degree of overlap
i.e. all provinces have observations on all commodities within the
commodity group. For Food, Fabricated Materials, and End Products
the value of the index is 0.74, 0.82 and 0.63 respectively. On the other
hand, the value of the index for Crude Materials is just 0.03 which

indicates that commodities within this group tend to be province-specific.

TABLE 3.3
PROVINCIAL PRICES AS A PROPORTION OF ALBERTA'S PRICE
1975/76 AVERAGE

Live Crude Fab. End General
Animals Food Materials Materials Products Freight

Ontario 1.43 Joo27 .82 1.09 1.24 0.87
B.C. &

Quebec 1.56 1.26 .86 1.05 1.11 0.82
Man. & ‘

Sask. 1.41% .82 .98 .82 .81 0.64

* Manitoba only

While the measure we have cited is not the only one that could
be constructed, it does alert us to possibilities of making unfounded
comparisons. A second factor one should consider is the sign and size of
the wage coefficient. A large negative coefficient is a spurious result
and does not provide a sound basis for accounting for provincial wage
differences. These considerations lead us to suggest that the most
meaningful results have been obtained for the Food, Fabricated Materials,

End Products and General Freight commodity groups.
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If we confine ourselves to these four groups, the fullowing
conclusions emerge. First, General Freight is alone in that this
category of goods is apparently more costly to ship in Alberta than in
any other province. 5ince this is the exceptional case, one is tempted
to search for an explanation. We do not have one, except to suggest
tha~ General Freight is possibly a more heterogeneous group of commodi-
ties than other three digit commodity classes so that we may have detected
this rather than the differences in unit prices for identical shipments.

The results for the other three commodity groups are more systema-
tic. Unit prices in Manitoba and Saskatchewan are just over 80% of prices
in Alberta. Since wage differences have been accounted for and fuel
prices are lowest in Alberta, it is tempting to suggest that the strict
control of rates in Manitoba and Saskatchewan has depressed them below
the level they would be in a competitive market. A larger time-series
than is currently available would allow one to test for the effects of
(a) regulatory lag in the rate-setting provinces, and (b) demand factors
in Alberta which presumably raise rates to attract capital into the
growing industry.

The results of Table 3.3 also indicate that unit prices are
higher in Ontario, British Columbia, and Quebec than in Alberta, with
Ontario having the highest prices of all. Despite the fact that this
order corresponds to what one would expect on the basis of the regulatory
regimes we are not prepared to attribute the unit price differences to
regulation exclusively, since demand conditions and other relevant factors
have not been accounted for. We can be sure, however, that, contrary to

the assertion made in Maister (1377), the unit prices of trucking services
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do differ substantially between the provinces. This conclusion will be

confirmed in the following section.

3.2 The Structure of Rates

In this section, the results of fitting separate regressions to

the six province. are reported. The functional form is

ab 2 NC-1
(11) y = ADWe , 2 = [ dici + t°T
i=]1

where the symbols represent the same variables as before. Equation (ii)

was fitted to each of the six commodity groups for each of the six
I provinces, i.e. a total of thirty six regressions. Again, except for
General Freight and Live Animals, approximately twenty commudities at the
three digit S.C.C. level were included. For all commodities but one,
there is a corresponding commodity dummy variable; the exceptional commodity
| is the base case which is accounted for by the intercept. Of course, there
are observations on the base commodity from each province.

First, we examine whether or not the separate regressions are
consistent with the results of the previous section. Table 3.4A shows
the predicted unit price for Cattle and General Freight according to the
fitted equations. The commodity, Cattle, is the base case in the Live
Animals regression. Quebec 1s excluded from the table because of the
paucity of data. Cattle shipments are generally truckloads so that the
most relevant comparisons are at 40,000 lbs. A particularly interesting
result is the similarity of unit prices in Saskatchewan and Alberta
since the transportation of livestock {n Saskatchewan is exempt from

regulation. This suggests a hypothesis that we plan to test at a later
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date, namely that trucking rates in Saskatchewan and Alberta are identical
for commodities which are exempt from regulation in Saskatchewan but
rates for regulated commodities are lower in Saskatchewan than in Alberta.
With regard to General Freight, the information in Table 3.4A
confirms that Alberta rates are highest for shipments weighing in excess
of a few thousand pounds. For shipments of all sizes, ~ates in Manitoba
and Saskatchewan are well below the rates in Quebec, British Columbia
and Ontario. These results are broadly consistent with the conclusions
drawvn in the previous section.
Tables 3.4B through 3.4E and Charts 3.1A through 3.3B contain a
considerable amount of information on the structure of trucking rates in

the six provinces. Let us examine each commodity group in turn.

Food

Twenty two commodities within this category were included in the
regression. The top panel of Table 3.4B shows the predicted revenue per
ton-mile by province for shipments of different weights which are trans-
ported 100 miles. The predicted revenue per ton-mile is averaged
over 1975 and 1976 and over all twenty two commodities in the Food cate-
gory. There seem to be three distinct groups of provinces. For all
weighfs, the highest rate provinces are Quebec, Ontario and B.C.,
followed by Alberta and in turn by Manitoba and Saskatchewan.

We have also computed average revenue per ton-mile for a subset
of eleven commodities within the Food group. These eleven commodities
comprise most of the 19,755 observations in this Food group. The figures
are presented in the top panel of Table 3.4C. The conclusions drawn above

remain in force, except that for shipments in excess of about 5,000 pounds
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CHART 3.1.8
FOOD (11 Commodities)

UNIT PRICES RELATIVE TO ALBERTA
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CHART 32.B

FAB. MAT. (11 Commodities)

UNIT PRICES RELATIVE TO ALBERTA
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CHART 3.3.B

END PROD. (11 Cummodities)

UNIT PRICES RELATIVE TO ALBERTA
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rates are lower in Quebec than in Alberta. Chart 3.1A gives a visual
representation of the relationship between average revenue per ton-mile
(over the 11 commodities) and weight. The righthand panel shows this
relationship for Alberta. The lefthand panel shows unit prices in the

other provinces as deviations from Alberta's unit price at each'weight.
Distance is specified to be 100 miles in all charts and tables. Chart

3.1B gives the same information in a different form. We can see
immediately, for example, that, for all weights, unit prices in Saskatchewan

are 20Z to 257 lower than in Alberta.

(rude Materials

We pointed out in the previous section that commodities in this
group are province-specific so that meaningful comparisons are difficult
to make. Observations on the base commodity, Other Crude Non-metallic
Minerals (S5.C.C. code 279), are available for all provinces so we have
presented revenue per ton-mile figures for this commodity in the lower
panel of Table 3.4C. However, the figures should be treated with caution
for two reasons: (a) this is likely to be heterogeneous commodity class
and (b) the regression was fitted to 18 commodities in the Crude
Materials group so that unit price predictions for this single commodity
may be unreliable. For this reason we have not included charts for

this group.

Fabricated Materials
Eighteen commodities were included in this regression. The top
panels of Table 34D and Table 3 .4E reinforce the view that rates in

British Columbia, Quebec and Ontario are higher than in Alberta, which in
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turn has higher rates than Manitoba and Saskatchewan. In addition,
Chart 3.2B shows that the ratio of unit prices in Ontario to those in
Alberta is much greater for less-than-load (LTL) shipments than for
truckload (TL) shipments. Assuming the relationships between cost and
weight are similar in the two provinces and that there is no price
discrimination in Alberta, this sucgests that TL traffic in Ontario is
being subsidized by LTL traffic. This finding is consistent with
Maister (1977) and a report prepared by the Ontario Ministry of Trans-
portation and Communications. It has been suggested that this may be
the result of rail competition for TL traffic.

In British Columbia the contrary situation seems to prevail, i.e.
using Alberta as a basis for comparison, TL rates in B.C. are relatively
higher than LTL rates. This is consistent with the view that more
profitable TL traffic is subsidizing less profitable LTL traffic. It
must be admitted, however, that at the present time this is more specu-

lation than conclusion.

End Products

The observations made in the two previous paragraphs can be
repeated here, with the further comment that the ratios of rates in
Quebec, B.C. and Ontario to those in Alberta are much higher for End

Products than for Fabricated Materials. One might be tempted to cite

this as evidence that regulation in Quebec, B.C. and Ontario leads to

value-of-service pricing. In fact, if the chart were based on a length
of haul of say 200 miles rather thanm 100 miles, the picture would change
somewhat, since the distance elasticies in Quebec, B.C. and Ontario are

much larger in absolute size than in Alberta (see Table 3.5A).
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Weight and Distance Elasticities

Table 3.5A reports the weight and distance elasticities by
province and commodity group along with their respective standard errors.
Two points seem to emerge, namely that British Columbia consistently
shows relatively small (in absolute value) weight elasticities while the
same can be sald of Alberta's distance e:-~sticities. Table 3.5B reports
the sum of the weight and distance elasticities. Alberta clearly has
smaller elasticities than the other provinces, which implies that in
Alberta the unit price of trucking services declines less rapidly than
elsewhere as weight and distance increase. Ontario and Manitoba are
at the other extreme. This could be interpreted to mean that there is
price discrimination in these two provinces to the disadvantage of users

of short-haul, LTL services.
TABLE 3.5B
SUM OF WEIGHT AND DISTANCE ELASTICITIES BY COMMODITY GROUP AND PROVINCE

Live Crude Fabricated End General
Animals Food Materials Materials Products Freight

Quebec 1.014 1.140 1.133 1.019 0.951 1.060
Ontario 0.973 1.041 1.009 1.110 1.062 1.201
Manitoba 1.042 1.107 1.268 0.995 1.080 1.077
Sask. 0.824 1.015 1.028 0.846 1.065 1.099
Alberta 0.821 0.860 1.114 0.919 0.781 0.671
B.C. 0.797 1.032 1.590 0.939 0.948 0.981

Variability of Rates by Province

The nature of the prescribed rate structures in Saskatchewan
and Manitoba suggest that the variability of rates over commodities should

be less in these two provinces than elsewhere. We also argued above that
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value-of-service pricing is likely to lead to greater variability in
rates compared to situations where rates are cost determined. Tablé
3.6 shows the variance of commodity dummy coefficients for each of the
provinces. Meaningful results can be obtained only if observations on
all commodities within a commodity group are available in all provinces.
Accordingly, figures have been computed for: Food, Fabricated Materials
and End Products.

The calculations do indicate that revenue per ton-mile has less
variability in Manitoba and Saskatchewan than in the other provinces.

However, no other systematic results seem to emerge.

TABLE 3.6

VARIANCE OF COMMODITY DUMMY COEFFICIENTS

Que. Ont. Man. Sask. Alta. B.C.
Food 1.58 iL,cp Lk 1.26 1.09 0.79 1.23
Fab.
Materials 1.13 1.61 0.91 0.54 0.96 125
End Products 1.24 1 438 0.94 1.28 3.50 14143
Mean - 1,372 1.37 1.04 0.97 1.75 1.20
33 A Summary

The statistical analysis reported in this section has made use
of the individual shipment information which is collected by Statistics

Canada and forms the basis of the For-Hire Trucking Survey. This is the
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second study-which has made use of these data, the first being Maister
(1977). These two studies can be distinguished from other investiéations
into the level- and structure of trucking rates in that the latter have
used data which have been aggregated into broad commodity groups and
are therefore.open to the criticism that biases of unknown sign and size
have been introduced. As we discussed in detail in Section 2, Maister
was unable to detect provincialrdiffetences in rate levels using micro
data and claimed that these differences are insignificant compared to
the variability of rate levels within provinces. We have explained at
some length why Maister was unable to detect such differences and we
have provided evidence which shows that numerically and statistically
significant differences do in fact exist.

With respect to the level of rates the provinces fall into three i
groups. Ontario, Quebec and British Columbia have higher rates than
Alberta which in turn has higher rates than Manitoba and Saskatchewan
(where rates are prescribed). This conclusions holds even when account
is taken of the level of wages in each province. We have not, however,
been able to attribute rate differences to the effects of regulation
exclusively. For example, a longer time-series is required to detect
the effects of regional differences in rates of economic growth. 1In
addition, we have not been able to address the issue of regulatory lag

in the rate-setting process.

Except for one commodity group, we found that rates in Saskatchewan
are well below comparable rates in Alberta. The exception is Live
Animals (cattle in fact). For this group, rates were very similar in

the two provinces. Since Live Animals are exempt from regulation in




Saskatchewan this result suggests an interesting hypothesis, namely
that there are no differences in rates for exempt commodities, but
regulated rates in Saskatchewan are lower than comparable rates in
Alberta. We plan to examine this hypothesis in the next section.

With respect to rate structures, we have examined the
relationship between the price of trucking services and (a) the weight
of shipments and (b) the origin-destination distance. We find that in
British Columbia weight elasticities are relatively low, while weight
elasticities are large in Ontario for the Fabricated Materials and End
Product group. The latter observation is consistent with views
expressed elsewhere that in Ontario the market for TL traffic is more
competitive than for LTL traffic. In British Columbia, on the other
hand, our evidence suggests that if there is price discrimination it
has the effect of raising TL rates relative to LTL rates. Certainly
these issues are worthy of further investigation. Taking the weight
and distance elasticities together, it is clear that Alberta emerges
as the low-elasticity province. This implies that in Alberta the unit
price of trucking services declines less rapidly as weight and
distance increase than elsewhere.

Finally, we looked into the variability of prices across
commodities within each province and foupd, as expected, that prices
vary less in provinces that prescribe rates (Manitoba and

Saskatchewan), but no other distinctions emerged.
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4 A CASE STUDY OF SASKATCHEWAN

4.1 Introduction

In the papers by Sloss (1970), McLachlan (1973), (1977,
1978a, 1978b) and our own work in Section 3, the hope has been to
explain differences in provincial trucking rates in terms of factor
costs and other relevant province distinguishing factors such as
maximum allowable weight on public roads. Remaining differences in
rates, after netting out the effects of these variables, are
attributed to the influence of the separate regulatory regimes. For
all of those papers, the available data have not allowed researchers
to adequately separate the effects of regulation and cost differences
despite vigorous attempts. Essentially two approaches to correct for
this problem are available. The first is to wait until more years of
the origin/destination survey are available so that a reasonably long
amalgamation of cross section and time series data is available. One
can think of the time series dimension as estimating the effects of
factor costs, and the cross section dimension as yielding information
on the effects of the regulatory structure. A second approach is to
link the origin/destination information to the financial data by firm.
Since neither of these sources of data is currently available to us,
we present a third option which uses only the origin/destination data
tapes for 1975 and 1976.

The approach utilized here builds on the fact that in

Saskatchewan there is a fairly large number of commodities which for

hire trucking firms are permitted to haul intraprovincially without
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being subject to either rate or entry regulation. Thus, within
Saskatchewan commodities may be classified as falling into either a
regulated or unregaulated group for purely intraprovincial traffic. A
listing of unregulated commoéities is given by R.K. House and
Associutes (1977), and is presented in Table 4.1. For our purposes,
only those unregulated products which could be described in terms of
the 3 digit Standard Commodity Code (SCC) are included in the
analysis. These commodities and their associated 3 digit SCC numbers
are presented in Table 4.2.

The discussion of the Econometric specification in Sec. 4.2
and Appendix A explains the nature of the test, but to aid
understanding, an intuitive explanation is provided here. As was
discussed fully in Sec. 3, the revenue per ton mile earned by firms
operating in Saskatchewan or any other province depends upon
provincial cost and demand factors, the industrial structure and
requlation, if this is applicable. To neutralize the effects which
different provincial levels of these types of variables have on the
rate structure in entry and rate regulating Saskatchewan when compared
to Alberta, we proceed as follows. First, from the set of regulated
commodities moving intraprovincially in Saskatchewan; three groups of
19 commodities are randomly chosen so that <ach group may be compared
to the 19 unregulated commodities listed in Table 4.2. These sets of
commodities are presented in Table 4.3. This produces a total of
three sets of thirty-eight commodities moving intraprovincially within
Saskatchewan. One half of any set of 38 is the 19 unregulated goods,
and the other 19 are the randomly selected regulated ones. These 38
commodities are matched to the identical group of 38 which move

entirely within Alberta.l.

.
>

INot all commodities are represented in the data, see Tables 4.2

and 4.3,
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TABLE 4.1

Commodities Exempt From Regulation in Saskatchewan

iy, Gravel, Sand, Stone
.2. Livestock
B} Lumber, Wood, Telephone Poles, Wooden fence posts

4. Eggs, Egg crates

S. .Chemicals used for pest and weed control
6. Fresh and frozen fish
7k Coke

8. Scrap metal, ore concentrate
9. Ice, Water
10. Grain

11. Cement, Concrete blocks

Source: R.K. House and Assoc. (1977)




=2 " IRGIl =

TABLE 4.2

Commodities Exempt From Regulation in Saskatchewan

S.C.C. Description* S.C.C. Code
ks Sand, gravel and crude stone (1) 276
20 Cattle (2) 001
3. Other crude wood materials (3) 239
4. Eggs (4) 053
5. Other insecticides and rodenticides (5) 419 **
6. Fish steaks, blocks, slabs and sticks (6) Q851
7% Coke of petroleum and of coal (7) 435
B Iron ores concentrates and scrap (8) 251
9. Water and ice {(9) 278
10. Swine (2) 003
11. Other live animals (2) 009
1.2.. Boulesy (2) 006
13. Cereal grains unmilled (10) 061
14. Lumber and sawn timber (3) 331s
15. Cement and concrete basic products (1l) 475%*
16. ‘Zinc in ores, concentrates and scrap (8) 2AS77%%
17. Copper in ores, concentrates, matte and scrap (8) 258
18. Other crude non-metallic minerals (8) 279
19. Other metal bearing ores (8) 259

* Number in parentheses refer to the itums listed in Table A.l.

** Not included in regression analysis due to absence of observations.




Regulated Commodities Included in Regressiocas
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TABLE 4,3

1y 2 and-3

Regression 1

Commodity

Meat

Sugar, molasses
Sugar preparations
Tobacco products
Pulpwood

Bldg. paper and board

Paints and paint prod.

Fuel oil
Lub. oils

Steel bars and rods
Alum. and alumn. zlloy
Pipes and tubes

Wire and wire rope
Autos and chassi's
Trucks and chassis
Boots, shoes

Cleaning preparations

Floor coverings

Shipping containers

Code

011
101
104
183
236
8157
428
432
433
444
451
448
449
581
583
791
807
841

951

Regression 2

Commodity

Canned vegetables
Ferm. a%coholic bev.
Wood pulp
Paperboard
Inorganic acids
Adhesives
Plate etc. steel
Bolts, nuts, etc.
Valves

Tile flooring
Electrical generators
Heating stove
Batteries

Household furniture
Hand tools

Cosmetics

Soap

Office paper supplies

Paper products

Code
095
172
341
356
401
421
445
465
468
49¢.
50 %%
653
693

741

964

Regression 7}

Commodity

Non-alcoholic bev.
Distilled alcohol
0il seeds

Natural gums

Paper for printing
Tissue paper
Gasoline

Insulated Wire
Glass basic prod.
Engines

Tractors

Tires

Audio equipment
Air condition. equip.
Plumbing fixtures
Light fixtures
Business machines

Sporting equipment

Books

** Not included in regression analysis due to absence oi observations.
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If it may be assumed that the cost and demand factors affect

all 38 commodities moving entirely within Saskatchewan equally, it may
be stated that the only difference on rate per ton mile between the
randomly selected requlated and unrequlated groups in Saskatchewan is
the influence on rates of the regulatory board. This is not at a
strong assumption for all it says is that wage costs, fuel costs, road
conditions, maximum allowable gross vehicle weights etc. apply equally
to all goods transported within Saskatchewan. A similar assumption is
made for the 38 goods moving within Alberta, but of course, there is
no distinction between regulated and regulated categories.

Given these arguments, it seems reasonable to attempt to
estimate the average provincial differentials between the price of
trucking services for the two groups of commodities, namely the group
of commodities which are regulated in Saskatchewan and the group which
are unregulated in Saskatchewan. If regulation has an effect on
prices in Saskatchewan then we would expect this to be reflected in
the two average provincial price differentials. For example, consider
the unregulated commodities, if the net effect of the supply and
demand factors is to maintain the price of trucking services in
Saskatchewan above those in Alberta then our estimate of the average
differential will pick this up. The results of Section 3, suggest
that in the two years for which we had data, 1975 and 1976, regulation
in Saskatchewan led to lower rates than would otherwise have
prevailed. If this is correct, then for regulated commodities,
Saskatchewan rates will be closer to or even below Alberta rates than

are the rates of unregulated commodities.
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When equation (4.1) is fitted to this data set, the dummy
variables will provide an estimate of the average provincial differentials
between the price of trucking services which are regulated in Saskatchewan
and the group which are unregulated in Saskatchewan, and comparisons to
the equivalent commodities when shipped entirely within Albertaf By
repeating the experiment three times with the three randomly selected
groups of regulated commodities we believe we have covered a sufficient
number of commodities to render a consistent set of results very strong
evidence on the effect of regulation on trucking rates in Saskatchewan

over the period 1975/76.

4,2 THE MODEL SPECIFICATION

In order to estimate the price effect of regulation, the

following functional form was fitted to the data.

(4.1) y = w? ar
4 NC
= - - .(T*D )+t . (T* + *
where Z E diDi E ciCi tl 15 Dl) tz (T DZ) ‘t3 (T D3) +u
i=1 i=2
y = Revenue per ton mile D1 = ] if Alberta, 0 otherwise.
W = Weight of shipment in pounds. D2 = 1 if Saskatchewan, 0 otherwise.
H = Length of haul. D3 = 1 if Regulated in Saskatchewan,
0 otherwise
u = A disturbance term with D4 = 1 1if a surcharge 1s included
classical properties in revenue per ton-mile, 0 otherwis
NC = Number of commodities in Ci = 1 if ith commodity, 0 otherwise.
the sample.
T = 1 if 1976, 0 1if 1975.

The functional form specifies that revenue per ton-mile depends

on the weight of the shipment, the length of the haul, the commodity
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being shipped, the province, and in the case of Saskatchewan, whether

or not the commodity is subject to economic regulation. In additionm,

there are dummy variables included to allow for the presence of surcharges
and to allow for increases in rates between 1975 and 1976. The functional
form also implies that when all other factors are held constant a one per
cent increase in shipment weight results in a percentage change in

revenue per ton mile equal to the parameter a (which will be negative).
This means that as shipment weight increascs, revenue per ton-mile

falls, but at a decreasing rate. A similar interpretation can be given

to the length of haul parameter, b. The shape of the relationship

between revenue per ton-mile and weight and distance is specified to

be the same for all commodities, and for both provinces. However, the
vertical height of the weight and distance curves is allowed to vary

from one commodity to another. Moreover, for each commodity the vertical
height of the weight and distance curves depends on the province, and
whether or not the commodity is regulated. The restrictions that have
been imposed are that, for all unregulated commodities, the ratio of
revenue per ton-mile between Alberta and Saskatchewan is fixed. This is
also true for the commodities which are regulated in Saskatchewan. An
algebraic treatment uf these restrictions and a derivation of the equation

we estimated is given in Appendix 4.

4.3 RESULTS

Table 44 reports the results of fitting equation (4.1) to
each of the three sets of data. Note that this Table does not report the
37 estimated commodity coefficients. There are at most 37 commodity

dummies because the base commodity has no dummy variable.
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TABLE 4 .4

Run 1#* Run 2% Run 3%
Weight (W) -.426 (.004) -.420 (.004) -.397 (.004)
Distance (H) -.556 (.007) -.593 (.008) -.549 (.006)
Saskatchewan (Dl) 4.24 (.051) 4.34 (.054) 3.93 (.052)
Alberta (DZ) 4.28 (0.49) 4,37 (.053) 395 (.051)
Reg. Dummy (D3) -.301 (.031) -.173 (.040) -.050 (.029)
T*Saskatchewan (T*Dl) .310 (.027) <311 (.027) .310  (.024)
T*Alberta (T*DZ) .200 (.011) .235 (.012) .210 (.011)
T*Reg. Dummy (T*D3) .057 (.035) -.203 (.051) -.144 (.034)
No. Obs. 14,939 11,439 12,699
g? 0.751 0.810 0.791

*Dependent variable is revenue per ton-mile. Standard errors in parentheses.

Commodity dummy variables were included in the regression, but the estimated
coefficients are not reported here.
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A number of indicators suggest that the regression results are
sound. First, the overall fit as measured by the §2 statistics 1is good
in all three cases. Second, the weight and distance parameters are stable
across regressions which indicates that forcing the same parameters on all
commodities in a given regression is probably reasonable. Third, the
coefficient on T*Sask is essentially unchanged from one regression to
another. This is as it should be since this coefficient represents the
percentage Increase in unit prices between 1975 and 1976 in Saskatchewan
for the unregulated commodities. This group 1s unchanged from one
regression to another. In order to interpret this coefficient, one needs
to exponentiate the coefficient value and subtract unity to give the
percentage lncrease in revenue per ton-mile i.e. [exp (0.31) -1] x 100%
= 367%.

Now, let us turn to the effect of regulation on revenue per
ton-mile. The first regression shows that in 1975 regulation in Sask-
atchewan kept the price of trucking services -[exp (-.301)-1] x 100Z = 26%
below the level they would have been in the absence of regulation. However,
the rates for this first group of regulated commodities rose on average
447 between 1975 and 1976, while the Saskatchewan rates for unregulated
commodities rose on average by 367 - as we mentioned above. The regression
results for the seccnd group of regulated commodities again shows a large
and statistically significant regulation effect which, in 1975 and 1976
depressed rates below what they would otherwise have been. The third
regression tells a similar story except that for this group regulated
rates were only marginally below what they would otherwise have been in

1975, but substantially below in 1976.
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All three regressions show statistically significant
effects of regulation. It appears that the extent to which regulation
depresses rates below what they would otherwise have been varies from
year to year, suggesting that there may be a regulatory lag involved.
In order to present a clearer picture of the effect of regulatibn, we
have computed the relationship between unit prices in the three markets
averaged over the years 1975 and 1976. This information is presented
in Table 4.5.

Recall that in each regression the set of unregulated
commodities is the same so the three regressions should produce
similar estimates of the ratio of unit prices in Alberta and Saskatchewan
for those commodities which are unregulated in Saskatchewan. This is indeed
the case. OQur estimates suggest that for this group of commodities, rates
in Saskatchewan are between one and three percent higher than in Alberta.
With respect to the regulated commodities the situation is quite
different it is clear that, an average over 1975 and 1976, rates in
Saskatchewan were substantially below those in Alberta for the same com-
modities.

Charts 41 through 4.3 in addition to illustrating the decreasing
negative relationship of the estimated parameters a and b, make the
same point as Table 4.5. Chart 4.1 for example, shows the relationship
between revenue per ton-mile and (a) shipment weight in pounds and (b)
the length of the haul in miles. Three relationships are shown for a
particular commodity, in this case fuel o0il. The solid line represents

the Alberta relationship. The dashed line, which is the lowest, represents
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TABLE 4.5

Unit Prices as Percentage of Comparable Alberta Unit Prices

1975/1976 Average

Run 1 Run 2 Run 3
Alberta 100.07% 100.0% 100.0%
Saskatchewan - Unregulated 10 « 5% 101.2% 103.0%

Saskatchewan - Regulated 77.3% 76.82 91.27%
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the actual Saskatchewan relationship. The dotted line, which is slightly
above the Alberta curve, is an estimate of where the Saskatchewan curve
would have been had fuel oil not been regulated. Charts 4.2 and 4.3 show
similar curves for paper end products (regression two), and paper for
printing (regression three). Inspection of Table 4 .2 does not suggest any
characteristics peculiar to the regulated and unregulated groups, other
than that they are either regulated or unregulated, which could possibly
account for the substantially d;fferent relationships between Saskatchewan

and Alberta trucking rates.

44 CONCLUSIONS

The approach followed here utilizes the fact that in
Saskatchewan there is a sizeable group of commodities which are not
subject to economic regulation. By comparing the relationships between
rates in Saskatchewan to those in Alberta for the regulated commodities
and the unregxulated commodities we are able to estimate the effect of
regulation without the use of cost information. We find large and stat-
istically significant regulation effects which on average over 1975 and
1976 depressed rates in Saskatchewan by between 9% and 23% of what they
would otherwise have been.

At the present time, with only two years of data, it is
impossible to say whether or not this is a short run phenomena - reflecting
perhaps a regulatory lag in having rate increases not match factor cost
increases - or a longer term problem with rate regulation as it is
currently practiced in Saskatchewan. Exact answers must await more time

series data, Lut some tentative information may be gained from Table 4.6.
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TABLE 4.6

Percentage Change, 1975/76, in Financial

Variables for Class III Carriers by Province

QUE. ONT. MAN. SASK. ALB. Bl C '
Total Current -17.8 -6.2 -8.7 -45.0 +24 -13.5
1
Assets
Revenue 5 = Bud -3.6 103 -34.0 +21.5 - 8.3
Equipment
Total Current =116 =i, (0) = ~27:8 +25.5 = En 8
Liabilities3
Long Term - 8.0 -1.3 -11.6 ~-29.4 + 9.1 - 1.4
Debt
Retained Earnings 4 -13.3 2.2 +23.7 -26.1 + 2.0 -26.1
Capital Stockb =108 W 3k +34.7 -84.4 g = = M -32.0
Notes:
1. Total Current Assets include Cash, Accounts Receivable,
Prepaid Expenses, Materials and Supplies, Inventory and
Other Current Assets
2. Revenue Equipment is evaluated at original cost
3. Total Current Liabilities include Bank Loans, Accounts Payable,
and Other Liabilities.
L
4. Retained Earnings plus Capital Stock equals Total Assets at
book value net of depreciation minus Total Liabilities.
Source: Compiled from Statistics Canada - ''Motor Carriers,

Freight and Household Goods", Cat. 53-222.
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This Table is complied from Statistics Canada (53-222), Motor

Carriers, Freight and Household Goods Movers for the years 1975 and

1976. The financial information is for Class III carriers (revenue
between $100,000 and $5,000,000 annually) who are located in the
provinces as specified. Work currently being undertaken by the
Canadian Transport Commission shows that in 1975 for Canada as a
whole, 73.3% of the Class III carriers were purely intraprovincial

. carriers with only 17.4% and 9.3% engaged in extraprovincial and
international business respectively. Thus, financial information for
Class III carriers alone is compared to our findings on rates for
intraprovincial traffic in Saskatchewan.

Simple inspection of Table 4.6 reveals an accentuated down-
trend in the economic health of Saskatchewan based Class III carriers
when compared to the other provinces, especially Alberta. For ex-
ample, total assets and revenue equipment at original cost decreased
dramatically for carriers based in Saskatchewan. Reflecting the fact

‘ that Saskatchewan trucking firms are probably winding down their oper-
ations at a rapid rate, is the observation that total current liabili-
ties and lonyg term debt fell further in Saskatchewan-than in any other
province. Finally, note the large decline in retained earnings and
capital steck for Saskatchewan. For all measures, Alberta based Class
III carriers appear to be enjoying favourable economic indicators.
These results confirm an observation in the earlier section
that rate and entry regulation in Saskatchewan have been combined in
such a fashion that the net effect is lower rates than would otherwise
have prevailed. It would be desirable to perform an identical test on
an entry regulating province like Ontario, but unfortunately, the list

of unregulated commodities is far too small.
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APPENDIX 1

GASOLINE AND DIESEL PRICES (INCLUDING ALL TAXES) BY PROVINCE

Gas
1975
1976

Diesel
1975
1976

Index
1975
1976

Source:

1975
1976

Source:

FOR 1975 AND 1976, EXPRESSED IN DOLLARS

Que. Ont. Man. Sask. Alb. B.C.
.788 177 .762 .710 .681 .736
.851 .840 .822 .800 .741 .809
.737 717 .669 .625 .577 .668
.800 .780 .729 «735 .637 .715
774 .754 .740 .704 .669 .725
.837 .817 .800 .791 .729 .793

Gas and diesel prices come from a major Canadian oil company.
The weights used to produce the index are the actual consumption
levels of diesel and gas by province from Statistics Canada,

"Motor Carriers - Freight and Household Goods Movers", Cat.
§3~222.

INDEX OF WAGE AND FUEL COSTS

Que. Ont. Man. Sask. Alb. B.C.
318.8 323.9 297.0 295.2 314.4 350.2
353.47 359.5 330.5 338.2 356.5 391.8

A major Canadian oil company and Statistics Canada, "Motor
Carriers - Freight and Household Goods Movers", Cat. 53-222.
The weights used to construct this index are the actual

proportionate expenditures on labour and fuel by province
and year.
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Appendix 2

The question we examine here is: how many province-distinguishing

| variables can be retained in a model fitted to cross-section data that
has been collected from a number of provinces? A province-distinguishing

} variable is one whose value varies only across provinces, but for all

- observations from a given province these vari-hles are constants.

Examples are: diesel fuel and_provincial sales taxes; provincial wage
rates and dummy variables that represent the regulatory regimes. The
assertion is that the maximum number of this type of variable that can
be included in the model is p~l, if an intercept is included, of p other-
wise, where p is the number of provinces. To be specific, we will con~-
sider an example in which there are six provinces and show that the
inclusion of seven province-distinguishing variables leads to a data
matrix which has a rank deficiency of one.

Suppose that there are n observations on each of the k explanatory
variables. The data matrix, X, therefore has dimensions n x k. Existence
of the least squares estimator requires the rank ofvx to be k. For
convenience, assume that the seven province-distinguishing variables occupy
the first seven columns of X. Further, the observations are arranged so
that the first n

rows of X are from province 1, the next u, rows are

1T

from province 2 and so on, where ny + n, N n, = n.

We will now consider the matrix formed by the first seven columns

2

of X and show that its rank is at most six which will imply that the rank
of X i{s at most k-l.

By the nature of the province-~distinguishing variables it is clear
that the first n, rows of our n x 7 matrix are identical since they refer

to the first province. Similarly, the next n, rows are identical, and so

2
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on. Consequently, there are only six distinct rows in the n x 7 matrix
so that its rank is at most six.

This completes the first argumeat. Now we will look at the five
dummy variables which describe de facto regulation. According to

Maister (1977), p. 20:

X.~ ®= 1 1if shipment is within a province with strict
entry controls, 0 if not
(i.e. = 1 for intra-Quebec, intra-Ontario)

Xg1 = 1 1if shipment is within a province with less strict
entry controls, 0 if not
({.e. = 1 for intra-B.C., intra-Manitoba, intra-

Saskatchewan)
DE FACTO X = 1 1if shipment is within a province with strict rate
REGULATION controls, 0 if not
(i.e. = 1 for intra-Manitoba, intra-Saskatchewan,
intra-Quebec)

X., = 1 1f shipment is within a province with less strict
rate controls, 0 if not
(i.e. = 1 for intra-B.C.)

x., = 1 1if shipment is within a province with only rate
filing required, 0 if not
(i.e. = 1 for intra-Ontario)

If we set this up in matrix form we have

X50 X51 X52 X353 X54

Q 1 0 1 0 0
0 1 0 0 0 1
M 0 i 1 0 0
S 0 1 1 0 0
A 0 0 0 0 0
B.C 0 1 0 1 0

Visual inspection shows: XS51 = X52 + X53 + X54 - X50. Consequently,
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the de facto dummy variables are involved in z perfect multicollinearity

which should have caused the least squares method to break down.
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Appendix 3

Equation (i), which is described in Section 3.1, includeé
eight dummy variables which have yet to be discussed. These variables
describe various characteristics of the shipment such as whether or nor
a charge for a roundtrip or a transportation-related surcharge was
included. Table A.1 shows the eight regression coefficients for each

commod ity group.

TABLE A.l

REGRESSION COEFFICIENTS** - EQUATION (i)

Dummy Live Crude Fabricated End General
Variable Animals Food Materials Materials Products Freight
Interlined .313 .122% .309* .050 .048% .024
Heated Van -.892 .151% .079 -.065 .025 ~.019
Refrig-

erated Van .130 .106%* N.A. -.020 -.272 -1.36%
Piggy-back 2.13 .062 N.A. .057 -.497 -.418
Fishy-back «233 .167 .503 .490% L443% 118
Container N.A. .184 .008 -.033 -.210 .136
Surcharge -.080 .120* .172% .288% .118% 173%
Roundtrip -.037 .522% .037 .088 .466 «102

** Coefficients denoted by an asterisk have t-statistics greater than
4.0 in absolute value.

If attention is confined to the statistically significant coeffi-
cients, only one of these fourteen has a surprising sign (the refrigerated

van coefficient in the General Freight equation). To illustrate the
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interpretation of these coefficients consider the cost of trucking Food
in a refrigerated van. The exponential of the point estiuite, 0.166, is
1.11, which implies that there is an 11T surcharge for the use of a
refrigerated truck. Similarly, the surcharge for a roundtrip is

[exp(0.522) - 1.0] = 69X for commodities in the Food group.



= g2 =

APPENDIX 4

In this appendix the estimation form of the model of Secrion 4 is derived
K
The total number of observations is NS =I L NS where NS _
jw] fe1 1 tJ

is the number of observations on commodity j in province i. Note NC is the
total number of commodities and there are two provinces (i = 1 for Alberta,

i = 2 for Saskatchewan). If the equations which relate revenue per ton-mile
to weight and distance are allowed to have different multiplicative constants

for each commodity in each province then the full set of equations has the

form
e w? Hb eZ,
2 NC
where Lt =2 L ¢ Xij + u
{=] j=1 *J
where X,, 1is a dummy variable which has unit value for commodity j in

ij
province i and zero otherwise. Note that each of the vectors y, W, H, xij
are NS x 1. Also for convenience we have omitted the surcharge and time
interaction variables that appear in equation (i) of the text.

The restrictions that we impose in order to estimate the effect of

regulation in Saskatchewan can be described in the following way.

clj = c2j = du 3 i = I ses NCu 5

c,. - ¢,. = 4d o ) BEANGE o NG
r

where NCu is the number of commodities which are unregulated and NCr = NCu Gt

is the first of tue regulated commodites which are indexed NC rto NC. The

T T
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first set of restrictions forces the ratio of unic prices in Alberta to those
in Sastachewan to be identical for all unregulated commodities. In fact
[exp(du)—ll x 100% is the percentage by which Alberta rates exceed Sask;tchewan
rates for unregulated commodities. A similar interpretacion can be placed om

the second set of restrictions. The effect of regulation is measured by du - dr'

To derive the estimable form, substitute for CZj to give
NC NCu NC
Z= ¥ ¢ . X + I (c,, = d )X + & e =d )X
j=1 1lj 1] j=1 1] u’ 23 j'NCr 13 r = 2j
NC NCu NC
a [ &, (X.. #X2.)=d T X, -d 921k
gl 1j 1j 23 u joil 23 r j*NCr 2j
Now define ¢y e and clj = e + ej i "2 W HE, 9B
NC NC NCu NC
2 =gl (X .+ Xy ) =0 W e K red. TR, Eildesl i) T X
a1 1j 2] =2 b 24 ujtl 2] u u r j*NCr 2]
NC NC NC NC
= el X ,+L eC, +(ed)I X,,+(d -d) I X
ol 15 j=2 a)d: u qal 2] u r j’NCr 25
Hence,
NC
Z = ‘Z ejCj + eD1 + (e—du) D2 + \du - dr) D3
j=2
where Cj = le + sz is a commodity dummy
NC
D, =L X is an Alberta dummy
LS o
j=1
NC
D2 =L Xz. is a Saskatchewan dummy
j=1
NC
D3 = I ij 13 a Saskatchewan dummy for regulated commodities.
j=NC
r
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A Lomparative Examination of the Impact of Regulation
on the Orerations and Costs of
Intra-Frovincial Trucking Firms

Charter 1 RATIONALE FOR THIS STUDY

INTRODUCTION

Ever since the national railroad strike in the earls 1950'sy
when the long-haul trucking industry was born in Canaday truckinsg
has rlaved an increasindgly imrortant role in the Canadian
economy, Truckind has chansed the location of Canadian industrys
and modified how industry orerates. Truckindg rrovides an
efficienty reliable, flexible service not available from other
forms of transrortation., With the rail strike shierrers found
that goods could reach Winnired in half the time by truck, Ever
since the influence of trucking has escalated--the truck as s
warehouse on wheels has become very real,

Irn the last 20 uearssy the develorment of better roads and
bigger and better highwsy vehicles has led to the evolution of a3
sustem which allows the auto industry to orerate wvirtuslly
without in-flant rart inventories, Evolution has also led to
specialization and imeroved efficiency., Gone are the dass of
exrensive man handling of badded drain and fertilizer, With the
develorment of the +tarmk trucks bulk handlind has become an
effectivey inexrensive means of distributing many cardos,

Trucks elay an important role in the lives of Canadians.
Almost everwthing we eat and wear will have moved in 3 truck
sometime during its travels from Srowery or manufacturer to our
local droucers or retailer. And many Canadians are derendent uron
trucking for their livelihoody both as members of the trucking
industry and as members of firms derendent uron trucks to rrovide
raw materials and to distribute finished doods.

Eecause the trucking industry is so imrurtant to Canadar» it
recently has become the heart of a8 sidnificant controversy
concernind the extent of dovermnment involvement in this industru.
One side im the controversy surrorts a mador rveduction in
government interference in decisions concerning where carriers
orerate their vehicless what commodities carriers hauls what
cammunities and customers carriers serve and at what costs. The
other side of the controversw surrorts dovernment redulation of
these decisions and is orposed to any sidnificant move toward
deregulation.,
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Government is involved in redulation of the trucking
industry to different dedrees across the rrovinces of Canada,
However, with the excertion of Albertay it can be stated that the
trucking industry 1in Canada 1is extensivels redulated. The
history of redulation in Ontario is indicative of the route to
such controls.,

Redgulation of the Trucking Industry in Ontario

Regulation of the automotive transrort industry in Ontario
began in 1928y initally as 2 resronse by the railwaus to the
comretition they faced from the fleddind truckind industry,
Further rressure for redulation orought on by the derression lead
to the 1934 Public Commercial Vehicles Act divindg control aver
entry to the truckindg industry to the Ontaric Municiral Roard,

Even rrior to the derression there had been a3 decrease in
truck shiprind rates in Ontario. An inadeauate understanding of
business princirles caused srices to falls even furthery as firms
comreted for the little freight available. This situastion was
escalated with the fall in industrial outrut., As the derression
continued entry barriers into the trucking industry declined for
two reasons. The cost of used eauirment fell as the rrice of
scrar metal fells and the cost of labour fell due to widesrread
unemprloument, The number of truckind firms increaseds and 3
reriod of destructive rate cutting ensued. It was sadainst this
backdround that the Automotive Transrortation Association and the
railroads lobbied for and succeeded in detting redulation of the
trucking industry,

ARGUMENTS FOR REGULATION

The maJor arduments advanced for resulation of the +trucking
industry are!

1) to rrevent reoccurrence of the destructive
competition observed during the derression

2) to ensure adeauate service to 2ll shirrers
and communities

3) to rrevent discrimination in rates between
larde and small shierers
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A mador ardument for redulation is that without controls &
reriod of destructive comretition will again result, It is felt
that new antrants into the industry will only be able to attract
business by rate cuttind, Without redulation the number of
inderendent owner orerators can be exrected to increase. As 3
results either because these owner orerators do not understand
their costssy or because they are willing to subksidize the shirrer
by not withdrawind a reasonsble wadey the owner orerators will
undercut established carrier rates, Such rate cutting will lead
to diminished services as carriers eliminate costly terminals and
LTL movements.

It is 8 concerns that wave after wave of unsorhisticated
entrants will enter the markety that extends the eerhars
unrealistically simrle destructive comretition argument.,
Deredulation means more than meeting the threat of 3 rate cutting
competitor, The threat 1is having to face continuing waves of
such comretitors,

An owner/orerators buws 8 trucks and to enter the markets he
cuts price below a2 level necessary to rprovide a2 reasonable return
or to rrovide for adeauate maintenance or rerlacement. For the
established carriery unable to comrete at these uneconomic ratess
the freight is done wuntil the owner/orerator fails, Then the
freight may returns and the rates may even firm wuntil the next
unsophistocated orerater attacks, The extablished carrier should
pe 3zble to fend off the first wave of comretitiony because he is
established and has other freight to haul. He may survive even
two or three wavesy but continued assaults wiil eventually cause
his collarser and the collarse of service exrected by shirrers
and communities, ‘

A second ardument for redulation is cross subsidizations
where more attractive loads and larde coamunities helr to rpaw for
less attractive loads to smaller communities throush higher
rates, Those in favour of redulation ardue that overall rates
are not higher under redulationy but that the rates have 3 lower
variance than thevy would have under deredulation,

[ied ir with the cross subsidization ardument is the concern
for service to small towns. Under regulations small towns must
bhe served redardless of freidht volume. There 1is no such
sressure under deregulation., With deredulationy it is safe to
sssume that new entrants will be attracted to the high volunme
lanesy thouse that are presently subsidizing the "less attractive®
lanes, Thus the benefity if there 1is anyy from increased
comretition will do to the larde shirrers and communities,




s 100 =

Rationale

There are several other ardusents wused for redulations
althoush many seem to be lackirg in hard substance. Under
deredulations it is ardued that hude companies will form» reluind
on predatory pricing to keer out comretition. UPS is often
mentioned as an example of this threat, It is also ardued that
labour is better rpaidy and eauirpment is keet in better order
because of redulation.

ARGUMENTS AGAINST REGULATION

The protadonists of deredulation ardue primarily that
redulation is inefficients and that it provides the licensed
carriers with an undeserved monorolw which results in excessive
shippind and transeortation casts.,

Deregulators ardgue that redulation leads to 2 misallocation
of resources. Manadement time and amoneyr are exrended in
securind orerating ridhts and then protecting these rights. Ands
the cost of enforcement is substantial, The recent Ontario
Select Committee Rerort on highway transportation indicated that
at the rresent time some $2 million annualls is beind srpent on
enforcement of Ontario highway transrport regulations. This use
of firm and dovernment resources, it is arduedy provides little
tenefit to societwy.

Deredulators have also ardued that redulation leads to
inefficient orerations and causes needless emprty backhauls,
Carriers with rishts to a market may not have eauivalent rights
out of that market, This imbalance raises the costs to the

community served.

In denerals those in favour of deredulation ardue that the
free enterrrise system should be diven an oseportunity to work in
the motor carrier industry, Thew ardue that free enterrprise 1is
the only way to ensure that resources are allocated correctly
that labour and carital earn the prorer return and that
technolodical innovation takes place. In a free market the hish
degree of mobility of resources in this industry should allow for
any imbalances to be ridihted throudgh the market mechanisnm, Low
entry costs will 3llow for new entrants where there is excess
demand and high carital turnover will cut surply where a3n excess
oceure,

Generallysy the erroronents of deredulation consider the
arduments for redulation as either wunsound or outdated. The
deregulators simerly do not believe that the industrs would fall
rrey to the destructive comretition that occurred during the
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derression, It is ardued that it is not reasonable that new
entrants would be so foolish as to commit economic suicide by
orerating at uneconomic ratesy nor Lhat successive comretitors
would not learn from the failures of those unfortunate enoudgh to
be part of the early waves adainst the existind carriers,

Furthery it is ardued that additional conmretition would
improve the orerations of existind carriers, The industry is
accused of failures to innovate and of caritulation to excessive
labour demands, Thus additional comretition would encourade
carriers to orerate more efficientlw,

Redarding the rrovision of services and rate discrimination»
deregulators arrear residgned to accertindg hisher costs for soame
doods and markets and lower rates and levels of service for
others. lieredulation would lead to competition for hidgh volume
traffic and eresumably would lead to reduced rates for that
traffic, As a results howeversy the carrier who previously could
afford to provide service to smaller communities and shirerers at
rates similar to those raid by the larde shirrer would no londer
be able to do so. Each shirrer and community would be exrected
to ray transrortation rates related to the costs of the service
rrovided or see their service levels decline,

Critics of reaulation also clasim redulation inhibits aotor
carriers eroductivity, They ardue restrictions in orerating
authorities leads to excessive interlinind and to the inhibition
of the develorment of efficient intermodal orerations. Other
adverse effects are surrosed to include unduly comrlex rate
structure2s 2nd high barriers to entry due to the difficulty of
obtaining orerating authorities.

THE REASON FOR THIS STUDY

Because the trucking industre is so imrortant to Canadas the
controversy petween the orronents and sroronents of deredulation
is far more than an academic ruestion, We live in 3 time when
the involvement of dovernment in business 1is beind challended
outside dovernment and even by dovernment itself. The 1978
meetind of the Canadian Frovincial Premiers and Federsl Prime
Minister resulted in 3 request to the Economic Council of Canada
to undertake studies of dovernment redulation which aerrear to be
having substantial imract on the Canadian economu.
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The First Ministers expressed 3 concern that?

‘The burden of dovernment redulation on the erivate
sector should be reduceds and the burden of overlaeeing
federal and erovincial Jurisdictions should be
eliminated."

This concern poses many auestions about the imract of
dovernment redulation uron Canadian industry. It roses
auestions concerning?

- the extent of redulation

- the form of redulation

- the effectiveness of redulation

- the desirability of redulation

- the erocedures for reducing the level
of regulation or improving its
effectiveness.,

In order to address these auestionsy the Economic Council
has undertaken 3 series of investidations of redulation
throushout the Canadian economs. One of these investidations is
a studey of the economic regulation of the for-hire trucking
industru, This investidation focuses on the rationale and
effects of eprovincial control over entryy tariffs and conditions
of service., It consists of a3 series of studies which?

Qutline the structure of the redulatory process
across Canada’s provinces.

Examine the legal and administrative costs aof
particirating in the regsulatory process.

Examine the effect of redulation on the orerations
of the industry in Quebec.

Comrare the trucking rate structures betueen
the erovinces.

and this studys which contrasts the orerations of
unredulated intra-erovincial carriers in Alberts
with similar redulated carriers in Ontario.

The rurrose of the Economic Council’s examination of the
tor-hire trucking industry is to eprovide dovernment with 2 well
develored analysis of the redulation/deredulation issue as 8
basis for establishing future rolicies, The eroronents of
deredulation would have dovernment extract better serformance




- 193 -
Rationale

from the induystry by reducing controls over who can orerate in it
and the services and rates to be provided. The orronents of
deredislation argue that any such chandes would seriously harm the
industryy if not destroy its and that if imeprovement is to comey
more redulationy or at least more effective redulation and
enforcement may be necessary.,

Obviouslyr before dovernment can move in elther of these
directions a3 clear understanding of the imepact of any Prorposed
chandes must be understood and evaluated, The rractical esroblem
1s that wvery little real information e:iists in Canada about
eirther the i1mract or effectiveness of regulation of the for-hire
motor carrier industry.

Arduments a3dvanced by both rproronents of redulation and
deredulation often rersresent only the rosition held by the garoups
speaking, Evervyone 1involved 1in the discucsion arrears to have
their own bilasis or vested interest to protectsy and there 13 very
little data to substaniate strondly held beliefs., The Cowuncil’s
studies are intended to develor information by means of which the
position for and a3d3inst redulsation can be addressed.

THIS STUDY

This study addresses the auestion: Is there any rationale
for having ecornomic regulation of truckingd? by contrasting the
orerations of unredulated c3arriers in Alberta with redulated
carriers in Ontario.

The basic auestions 3asked by this study are found 1in  the
arduments of the sropononents of Jderedulation., They contend that
deredulation should reduce transrartation costs throudh i1ncreased
competition and imrroved carrier efficiency. The purrpose of this
studgy 1is to examine this contention by exeploringd the orerat:ions
of 3 limited samrle of unredulated carriers 1n Alberta and to
contrast these orerations with the orerations of redulated
carriers 1in Ontario, Its intent is to establish i1f wunredulated
firms orperate differently and/or have different oreratind costs.
Furthery 1t attemepts to establish 1f any differences 1dentified
can be attributed to srecific redulations or lack there of.

In this investidation a comparative case study methodolody
1s wutilized, A detailed examination of a limited riumber of
firmsy 1n details 1s approrpriate due to the exploratory nature of
this investidation. Answerind the auestion - whether redulated
carriers orperate differently than their unredulated counterparts
-- reaulires 3 comeprehensive understanding of operations,
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roliciesy procedures and asttitudes which can only be sained
through a8 case study aerroach.

Secondlyy this study 1s concerned with orerating costs.
While some orerating statistics can be obtained from Statistics
Canada (J3)» these statistics are highly adgdregateds and tend to
be out of date. This study was concerned with collecting data
which is as current 3s rFrossible because of recent sidnificant
chandes 1n enerdy and eauirment costs., But obtaining orerating
cost information can be difficult without the exrlicat
cooreration of the firms studied., Obtaining this cooreration was
possible througdh the cese study methodolodgdy.

Finallyy this study was concerned with z2eneratind comrarable
information amond the firms studied. Eeczuse there are no
standardizced accounting practices for the trucking i1ndustry, the
comrarability of accounting data between firms can be susrect,
Understanding the 1idiosvyncrasies of an individual firm’'s
defirniation of costs so that comrarisons between firms are
meanindful reauires a3 case study sepeproach.,

OUR AUDIENCE

This rerort has been rrerpared with scveral audiences in
mind, For the Economic Councily this <tudy is +to rrovide
detailed emrirical evidence which may assist the Cowuncil to nmore
readily interrret and wunderstand the more comrle:: analuses and
models develored by its other 1nvestidations., Our hore 1s thsat
our detailed information: about the few firms we have studied,
will helr place in persrective the overall ratterns arrarent 1in
the other studies. In additiony because we have had access to
detailed oreratind and cost dataz and have had e:itensive
discussions with carriers» we hore to rrovide insights 1nto the
reasons fors and manadements’ attitudes towardss any differences
which may exist.

We have alsu written this study for the for-hire carriers.
During our preliminary investidations » we were astonished by the
lack of dats existind about the orerations and economics of the
Canadiarn truchkins i1ndustry, More importantly, during our
discussions with members of the industry, we have been aware of
deerly held fears about the future of the industry due to the
uncertainties surroundindg future dovernment action. OQOur hore 15
that this study will helr alleviate some of these fears. It
outlines some of the conditions which exist in an unresulated
market., It rerorts Fow firas have adarted to these conditions
and indicates that it 1is rossible to be successful without
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redulation. I deredulaetion becomes dovernment rolicyrs this

study may suddest how the orerations of redylated carriers may
have to chande.,

Finallys this rerort roses a3 challende to other academics
angd students., The trucking industry 1s essential to the Canadian
economy., However» throughout our studys we have been made aware
of 1ts fradmentation and lack of saphistication. More
imrortantlyy 1t 1s 3n i1ndustry which arpears to have attracted
little academic interest and for which 1little theoretical or
rractical helep 1s available. Givern the serious challendes the
industry faces from raridly rising costsy chandes in  3Jovernment
attitudes: shirrer behaviours a3nd erivate fleetssr the for-hire
industry 1s in need of study and assistance.

PLAN OF THE REFORT

The remainder of this reeport 15 structured as follows. In

the next charter we develor a descrirption of the motor carrier
industry and identify areas of carrier orerations as 3 duide to

our field data rerported in subseauent charters.

Charter three discusses why this study 1s focused on the
Albertas and Ont3rio 1intra-provincial for-hire marhketsy and
provides 3n overview of the regulatory 3and economic conditions 1n
these two markets.

Charter four discusses how the firms in the study were
selected and prrovides extensive descrirtions of each of the
firms. In this chartery we describe how the firms are ordanized,
the markets thew serve and their rhysical orerations,

Charter five continues the rerorting of the data dathered.

It summarizes the data 3bout the firms and then focuses on their
finarncial rerformance.

In addition to financial snd descrirtive datas the study
also collected oerinions and rercerptions durind our extensive
interviews with officers of the firms studied and with _ other
particirpants 1in the industry, Highlights of these orPinions are
summarized in Charter six.

In Charpter seveny we directly address the aquestion of the
imp3ct of redulation uron rates and levels of service. Charpter 7
contrasts Alberta armnd Ontario tariff rates for 3 select sameple of
auantitiesy lanesr and mileades.
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Charter er1ght rerorts our analusis of the data dathered and
our i1ntererretation of that analysis. In this charters we isolate
the significant differences 1identified between the Alberts and
Ontario markets and the orerations of the Ontario and Alberta
carriers., In additiony we attempt to evaluate these differences
and to relate why they occur to differences 1n market conditione
and/or to the differingd redulatory environments.,

Finallyy in charter nine» the conclusions to bhe derived from
this study are reported, and our recommendations: both to the
Ecoromic Couricil and to the for-hire industryy are discussed,

An Important Caveat

This study has only been prossible throush the extensive
cooreration of the firms studied. The firms rerorted in this
study were not comrelled to coorerate with wus, They have
coorerated only due to their deer concern for the future of their
industry.

As researchers we are deerly indebted to these individuals.,
We have been extremelwy concerned throughout this studys and
throudghout the drafting of this rerorty not to violate tne
confidences in - which much of the data rerorted herein was
provided. It has been our very real concern that wide
dissemination of some of the data dgathered could be harmful to
the carriers studied., For this reason we have not identifiedr» by
namey the data rerorted. We arpreciate that this form of
rerorting ma3y be frustrating to individual readers interested in
the orerations of srecific carriersy 1n srecific marketsr or the
rrobleme of srecific lanes» but we have throughout this rerort
orted for rrotection of the firms included in i1t. Horefully, the
reader will arpreciate this reason for our lack of fully detsiled
rerporting and will find our analysis of the overall patterns
presented in Charter eidht a3 satisfactory substitute for dreater
detail.
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Charter 2 THE FOR-HIRE MOTOR CARRIER INDUSTRY

Assessing arduments that sreater comretition will lead to
dreater carrier efficiency and thus lower transrortation costs
requires an understanding of the orerations of the motor carrier
industry, Fortunately for the rurroses of this study, previous
researchy rarticularly by  Darul Wuckoff in  his unique
studies(1+2+3) srovides wuseful insights into the trucking
industry, The following descrirtion of the industry is
summarized from the Wyckoff studies.

OPERATIONS

The orerations of the deneral-commodity carrier handlind
less~than-truckload (LTL) freidght may be described as follows:

10) Collect freight from shirrers in resronse to
srecific telerhane reauests or standing orders in local
pick up and deliverys (P & I') trucks.

2) Unload freight at oridin terminal and assemble into
trailer-load lots for inter-city movement. It is this
sorting oreration which characterizes LTL movements,
Freight from multirle shirrers must be addredated bw
destination.

3) Inter-community movement (the linehaul)

4) Unloading freight at destination terminaly with
consolidation by considnee for loading in local
delivery eauirment.,

5) Delivery to consignees.

Normallys truckload (TL) freight does not ra3ss through the
terminal but is collected at the shirrer’s dock and moved in the
same trailer to the consignee.

While these descrirtions are turical of the traditional pure
LTL or TL carriersr hybrid combinations are also rossible. At
originy multirle pick urs on an LTL basis mayw be assembled into 3
sindgle shirment to one considgnees so that once loadeds the
trailer can be delivered direct to the considnee. The inverse of
this form of oreration occurs 1if one shirrer has doods for
multirle destinations in a2 deodrarhic  area. In these
circumstancess the trailer may be loaded for the linehaul at the
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shirpers’ dockss but the load will have to be broken (reassembled
for delivery) a% the destination terminal, A third variations
the 'eedal run'sstarts with one or more shieprers’ doode on 3
trailer which is then rulled to several communities where the
freight is delivered to a series of customers,

There are three distincty but interrelatedr stades in motor
carriade oreration: pick wup and deliveryy terminal orerations
and linehaul or over the rocad movement, Backing ur these key
stages are a variety of secondary functions! rating and billind,
dispatchind» claims processingy maintenancer sales and marketing
and deneral manadement.

Terminals are located throughout the orerating suystem in
relatively close proximity to centers of shirpers and considnees.
Rerresenting a high rercentade of the total carital investment of
any LTL carriery efficient use of terminal facilities is
corsidered 3 crucial factor in motor-carrier success.

Local pick up and delivery 3na terminal orerations are
critical because thew are the area of orerations where the
dreatest rroductivity losses or €3ins can occur. Local arerating
problems occur because rick ur and delivery trucks must orerate
durind the height of daily traffic condestion in urban areass or
because many terminals orerate at maximum losdindg at night when
it is often difficult to attract the best workers.

Imrrovements in endines and vehicle design and constructions
investments in labhour-saving eauiement and work methods» and the
rractice of orerating eauirment for shorter lives before
trading-iny have all contributed to increases in maintenance
productivity,

Inter-city rroductivity dains are a3 coawrlex combination of
more rowerful eauirment (thus faster on drades)s better highwaus
(reducing condestion on grades)y gradual relaxation of size and
weight limitstions and sreed limits, In addition, some carrier
prerating practices have contributed to the overzll imrrovement
of inter-city (or over-tha-road) sroductivity, Durind the past
three decades: there has been 2 denersal prodression from
'roll-and-rest® orerationss where one driver drives until he has
consumed his allowed driving hoursy then rests wuntil he may
legdally drive adains to ‘"sleerer' orerationsy where 3 team of
drivers trade off driving and sleerind to eliminate idle time for
restindy to "relaw® or ‘'slir-seat® orerationsy where drivers
puchande units at desidgnated divisions points on tight schedules,
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Motor carriers have traditionally stressed rpersonal sellinsg.
This has come about becasuse of the rather intandible nature of
service, - For many uears» salesmen have relied heavily on
interrersonal relations with shirrers, Howevers in recent uvears:s
these interrersonal relations have tended to be increasingly
built on erofessional proficiency and assistance rendered to the
shirper’s traffic manader by the salesman,

COST and FINANCIAL STRUCTURES

Motor carriers orerate on relatively thin srofit mardins.
Wuckoff’‘s U.S. data illustrates that orerating ratios (the
rercent that orerating costs before financingd costs are of
revenue) exceeds 95 rercent. Relatively slight variations in
exrenses or levels of revenues can lead to substantial losses,

It has been observed that the rprofitability of motor
carriers 1is variasble with comepany size. The transrortation
(truck driversr fuely and rents)y wmaintenances derpreciationy
traffic (and sales) and license exrenses are denerally the same
prorortion of revenue at all levels. OGeneral and administrative
exrensess because of s larde comronent of fixed costsy decrease
as 3 prorortion of revenue for larder comranies. Howevery the
rrorortion of revenue exrended on terminal orerationss sorting
and consolidatind of less-than-truckload freight tends to
increase with increased revenues.,

Motor carriers have traditionally relied on internally
denerated funds and debt financing through commercial banks and
equirment manufacturers, For many uearsy eauirment
manufacturersy who were willing to finance trucks and trailers
because of their desire to sell them and ability to resell them
in cases of financial failures provided the bulk of eauirment
financing for the industry,

As the industry has matured bankind arrandements have
provided motor carriers with dreat flexibility for eauirment
expansions but have done nothind for financindg of terminal
rrorerties and buildindsy workind caritaly» or Purchase of
orerating authorities, Raridly drowind carriers have turically
been limited on these asepects by their ability to denerate funds.
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Chaeter 3  THE ALBERTA AND ONTARIO MARKETS

Motor carriers in Alberta and Ontario orerate in different
redulatory enviornments. Alberta and Ontaric carriers also serve
different markets, For this reasony this charter rrovides 3
contrast between tha Ontario and Alberta economies,» motor carrier
markets and redulations of the motor carrier industru,

REGULATIONS

Under the BNA Act the provinces have exclusive Jurisdiction
over intra srovinecial truckind., While the Federal dovernment has
Jurisdiction over extra provincial trucking it has deledated the
mechanics of this control to the provinces. Because of the
Federal Motor Vehicle Transeport Acts all of the rrovinces have
redulatory adencies involved in the licensing of extra eprovincial
transrortation.

The province of Ontario redulastes intra eprovincial truckind.
In contrasty Alberta exercises only 3 nominal control over intra
rrovincial carriersy 3 control which does not liait entry,

Alberta

The Fublic Service Vehicle Act of Albertz empowers the
Alberta Motor Transeort Board to regulate the trucking industry
in the Frrovince, Althoush the AMTE could regulate intra
provincial carriersy it has been dovernment rolicy to 3llow the
intra industry to orerate with minimal regulatory reeuirements,
As a3 result the erocedure 1involved in obtaining an intras
Pprovincial orerating suthority and commencing 3 for-hire trucking
oreration in Alberta is relatively simrle.

The Albertz Motor Tramsrort Roard stirulates?
~ residency recuirement
- the rurchase of 8 Fublic Service Vehicle licence rlate
~ rroof of insurance

- rosting of a fidelity bond
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Meeting the four basic reeuirements permits any erorerly
licensed resident of Abertz to commence an intra provincisl
for-hire truckind oreration with no restriction on routesy ratesy
commodities transrorted or eauirment, (1)

Ontario

Irn Ontario no rerson shall orerate 2 for-hire conmercial
vehicle on 3 hidhway unless an orperating license has been issued
by the Minister of Transrortation for that vehicle, Eut the
Minister of Transrortation shall not issue an oreratindg license
unless the Ontario Highway Transrort Boards after 3 rublic
hearindy arrproves the issue nf the license. Licences may only be
issued on the dround that epublic necessity and conveniernce
warrant their issue.

Having received an orerating authoritys any Ontario carrier
with over four licensed vehicles is reauired to file his rates
with the Ontario Hidhway Transport Roards and by 1law he cannot
charde anuy rates other than those filed,

Finallysy having received his 1license &2 carrier mas not
discontinue orerations or transfer ownershir of his license to
another orerator without ministerial rermission, In addition to
continued servicer other conditions necessary to maintaining a
rarriers’ license 1include adeauate 1insurances and financial
solvency » (2)

In summarys Ontario redgulates entry into the for-hire
trucking industry throudh an extensive hearing PTOCESS,
Potential carriers must aprly for oreratind rights and existing
carriers have an opportunity to defend their services, O0f 15235
arrlications considered at hearings in 1975 onlwy 1010 were
drented (3)., For this reason entrance into the for-hire nmotor
carrier in Ontario is considerably more difficult than is entry
in Alberta.

THE MARKETS

Trarnsrortation is essential to modern trades and the
converse 1s also true, The motor carrier industryy to orerate
efficientlysy reauires rroducts to carry, Ands it needs these
sroducts flowing in both directions. Balanced movements imelu
rorulation centres with diversified manufacturing facilities and
industries connected by s hidhly develored roazd network, UWhile
both Alberta and Ontario Prrovide these elements of 2 mwmotor
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carrier markety the two rrovinces are ruite different.

Three Princirle differences exist between Alberts and
Onterio azges rporulations and ecoromic base. Ontario has been
referred to as Canada’s middle aded rrovince (4,3, The
| province’s location and natural resources have eprovided 2 massive
industrial base that erovides half of the nation’s manufactured
d00dss and suprorts 8+500,000 Canadians. Albertas on the other
hands 1is still a boisterous vound province. Its real drowth has
occurred only since discovery of oil in 1947y and its economw is
still highly natural resource and asriculture oriented.

Porulastion

Perhars the most readily arrarent difference between the two
pravinces is the difference in porulation. Alberta’s raridly
drowing population (1,985,000 in 1978) resides in five cities, of
which onlwy twoy Caldary and Edmontons had rorulations of over
100,000 in 1977 (Table 1). In contrast Ontario’s 895005000
peorle live in more than 30 cities including 17 with rorulations
in excess of 100,000 (Table 2).

Table 1
Porulation and Percentade Chande
of Forulation

Ontario Alberta
FPorulation yA Porulation 4
Chansde Chande

1951 4597542 939501

1936 5404933 17.6 1123114 19,5
1961 62346092 15.4 1331944 18.6
1964 6960870 11.4 14463203 9.9
1971 7703106 10.7 1627874 11,2
1976 8264465 7.3 1837849 12.9
1977 8354000 1.1 1895600 3ted
1978 8443800 1.0 1985200 4,7 P

Source! Canada Yearbook 1978-1979 (table 4.9)

Labor Costs

In recent vears Alberta’s porulation has been srowing more
raridly than Untario’s {(Table 1) as the rarid develorment of
massive rrodects like the Athabasca tar sandss risind increases
in eetroleum srices and the Alberta dovernment’s efforts to
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Table 2
Number of Municiralities

Number of Communities

Ontario Alberta
1976 1977 1976 1977
Forulation
+10000 689 677 313 311
10000-49999 b6 76 12 14
50000-99999% 13 14
>100000 14 17 2 2

Source! Canadz Yearbook 1978-1979 (table 3.4)

diversifv the Alberta economy have eprovided strond economic
drowth, Alberta’s unemrloument rate rewains considerably below
that of Ontario (Table 3).

Table 3
Emrloyment and Unemeloument Rates
Ontario Alberta
Emrlosment Unemrloument Emrloyment Unemrloument
(00073) Rate (000's) Rate
1971 3114 9.4 643 547
1972 3248 5.0 648 Seb
1973 3400 4,3 702 5)h%S
1974 3550 4,4 747 3.5
1975 34613 6.3 778 4,1
1976 3489 6.2 822 3.9
1977 3714 7.0 868 4.5
1978 3847 T2 215 4,7
1979 3850 7.4 915 4,9
Source! Canada Yearbook 1978-197%9 (table 8.3)

As a resuylt of low unemeloument and an exrandind economy
Alberta’s labor rates are higher than Ontario’s. Hourly rates
have been continuously higher and only in 1979 have Ontario’s
szlare rates caught ur with Alberts (Table 4.)
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Table 4
Averade Weekly S3laries and Hourly Earninds
Ontario Alberts

Weekly Hourly Weekly Hourly

Salaries Earninds Salaries Earninds
1974 181.43 4,54 178.72 4,44
1975 204.85 5.18 207.38 5.53
19764 228,72 5.87 236.89 6,25
1977 249,446 261,96
1978 251,76 268,03
1979 274.84 269.79

Source! Canada Yearbook 1978-1979 (tables 8.16, 8.19)
Infrastructure

The much hisher porpulation density in Ontario (9.27 reorle
per sauare kilometer versus 2.85 in Alberta in 1976) has led to 3
more hishly develored hidhway and street network. Hore than 40%
of Ontario’s highways are paved versus only 13X for Alberta
(Table 9).

Table 5
Roads & Streets
Ontario Alberta
Kilometers y4 Z Kilometers y4 A

1973 1974 1973 1974 1973 _1974 1973 1974
Paved 61400 65188 40 42 19801 23918 12 14
Gravel 87125 84345 56 54 108975 108502 65 62
Earth 6261 6147 4 4 38283 41324 23 24
Total 134786 155700 100 100 167059 173746 100 100

Land Area 891000 SQ KM 644000 SQ KM

Source! Canada Yearbook 1978-1979 (Table 4.10)

Economy

Since the first census in 1871y Ontario has had Canada’s
largest rorulation. Far this reason» Ontarioc is the biddest
eroducar in almost everw field., Though it is the most highly
industrialized and most highly urbanized erovince it has the
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lardest number of occuried farms and farm income significantly
exceeds Alberta’s (4)y (Table é).

Table 4
Cash Receipts § Net Income
From Farm Operations

($000'S)
Ontario Alberta

Recirts Income Receirts Income
1972 1422481 917333
1973 1992585 717447 1201211 671735
1974 2486908 878548 14686475 790799
1975 2649785 999222 1874103 893013
1974 2769932 813528 1847473 722652
1977 2855037 19468235

Source! Canada Yearbook 1978-1979 (tables 11.1y 11.3)

The manufacturing outrput of Ontario (Table 7) is many times
greater than its value from farming, Ontario’s manufacturing
outrut eaquals that of the rest of the country combined.

Table 7
Yalue of Shirments of Goods of Own
Manufacture

($00050003)
Ontario Alberta
1974 41404 3821
1975 44422 4726
1974 50291 7.3
1977 55893 6118

Saource! Canada Yearbook 1978-1979 (table 17.1)

Ontario’s industrial develorment has been influenced bw its
spsition orn the Great Lakes waterway and by the diversity of
avatlable raw materisls (Tables 8 & 9).

fintario’s manufacturing industries are distributed across
the #ravince. ine "Golden Horseshoe's Torontoyr Hamilton» Niagars
Fslls =ortion of the srovinces is tihe most hidhly industrialzed:
however most communities have industry of some kind. Canadian
automobile rroductiony almost all of which is concentratad in
Ontario is disrersed from east of Toronto to Windsor.
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Table 8
{Lusber Production & Shipments
Value of Shiraments ($00G s)
Ontario Alberta
1974 152841 57197
1975 117256 48706

Source! C(anada Yearbook 1978-1979 (table 10.6)

Table 9
Value of Metallicsy Non-metallics» Fuels
and Structural Materials

($000°S)
Ontario Alberta

1975 1976 197% 1976
Metallics 1948966 2153488 40
Non-metals 56186 75742 100802 72935
Fuels 11554 11788 55469399 4829529
Structural
Material 333300 353024 76330 93048
Total 2350004 2594042 5746571 6995572

Source! Canada Yearbook 1978-1979 (table 12.7)

Other leading industries include textiless» food #rocessindg,
industrial and farm machinerys electrical doodss rubber and
synthetirsy aircraft components and furpniture. Ontario has &
diversified industrial base, For this reason it has a8 wide
variety in the size of its industries (Table 10).

Table 10
Manufacturing Establishments - 1875
Classified by Number of Emxlouvees

Ontario Alberts
Number of Emrloyees
»20 4724 588
20-99 34670 649
100-499 1464 233
<500 243 112
Total 12245 1821

Source! Canads Yearbook 1978-1979 (table 17.3)
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Alberts is second only to Saskatchewan in area of
farmland, but livestocksy plus dairy and poultry products rroduces
60 eper cent of farm income and crors (includind wheat) only 40 7.
In total farm incomes Alberta or Saskatchewan rank second or
third to Ontarioy derending on the volume of wheat exeorts in the
particular wear.,

The 1947 discovery of oil at Leducs near Edmontons chanded
Alberta from an adrirultural to an industrial eCONOmY
Manufacturing in Albertas howevers is closeluy related to the
adricultural and retroleum industries. The total value of
factory shirments is decertively hidh in terms of contribution to
the economy because meat rpackind and retrochemicalsy two
industries that rate low in terms of value added and labor
contenty are the province’s leadind manufacturind industries.

Alberta’s industrial activity is highly concentrated.,
Edmontor, is the industrial hub of the rrovince. Four out of five
new industries and Jobs in Alberta are beind created in the
northern half of the rrovince dominated by Edmonton. Another
reason for Edmonton’s dominance is the fact that Edmonton is on
the Canadian National Railwaw wmainline. Much of Alberta‘s
manufactured doods from the east come to Edmonton by rail for
subseauent distribution across the srovince. It 1is this rail
link that explq}ns why the Calgary-Edmonton traffic lane is
unbalanced with more freight flowins from Edmonton to Caldary,

Traditionally Edmonton has been Alberta’s lardest
manufacturing hase. Caldaryy where head offices are
concentratedy iias heen more service oriented, Caldary has had
some success in increasing its manufacturing baser but drowth is

still concentrated in distribution and food rrocessing.

Red Deery in the centre of ti:e erovince is an ideal
distribution centres but Jlittle manufacturing is located there
and the freight on the Red Dlieer lane 1is strictly one way
(inbound)., Medicine Hats in the southeast corner of the rrovince
is beind edded out by FRed Deer 3s a3 distribution centrey but
demand still remains stronmg in Medicine Hat for warehousingy
light industry and food srocessind, Lethbriddes Alberta’s third
largest cityy has an adricultural base that surrorts a3 strong
food rrocessind industry (7).,
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THE MOTOR CARRIER INDUSTRY

The significant differences in porulations size and economic
tase have had a sidnificant imract on the motor carrier industry,
The industry in Alberta 1is wmuch smaller than its Ontsrio
counterrart (table 11),

Table i1
Canadian For-hire Trucking Firms
With Annual Revenues in Excess of $100,000
Excluding Household Movers

(Values In $000'S)

Ontario Alberts
1975 1976 1975 1974
Establishments 739 703 369 349
Operating
Revenues 1051532 1158240 322415 354980
Expenses 994814 1112455 307417 3366864
Inconme 56718 45784 15198 18294
Employees 34197 34081 7981 8147
Equirnent!
Trucks 7144 6440 1915 1538
Tractors 12881 12959 2852 3115
Semi~trailers 25342 26372 6406 46839
Full-trailers 2178 2600 378 473
Other 1506 1266 278 429
Total Eauirment 49051 49437 11829 12394

Source! Canada Yearbook 1978-1979 (table 15.19)

Alberta has half the number of firms earnind more than
$100,000 rper uear and the Alberta carriers are considerably
smaller (Table 12), Based on table 11y Alberts carriers averadged
$940,000 in revenue in 1976 while the averade for the Ontario
carriers was in excess of $1.6 million.,

The second sidnificant difference between east and west is
the routes over which thew orerate. Alberta’s motor carrier
industry is concentrated in & north south corridor connecting
Edmonton and Caldgary, Extensions distribute doods north of
Edmonton and south of Calgaryy but little balanced traffic exists
outside the corridor,
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Table 12
For-hire Carriers with Revenue over $1005000 - 1974

Classified by Size

Ontario Alberta
Size ¥ YA $ %
Revenues
Over $25000+000 79 11 23 7
500y000-25000,000 171 24 84 23
Under 500,000 453 65 260 70

703 100 369 100
Source: Statistics Canada -- Motor Carriers Freisht and

Household Movers 1974 (Catalogue 53-222)

Crntario also hes 1t main hidhwassy 401 creatind s
corridar from Windscr to Montreals but Ontario’s extensive
industrial base allows for smcre comrrehensive traffic ratterns,
Ontario’s carriers tend to serve broad areas of the srovince
rather than simrle to and from movements, Unlike their Alberts
counterrarts Ontario carriers are 1involved in ‘'redal runs®
serving several communites around the mador centres they serve,

No discussion of the Alberta si;tuation would be comrlete
without & discussion of the imsact Canadian Freidghtwaus has on
the industry in Alberta, Canadian Freidhtwaus 1is the dominant
carrier 1in Alberta boths because it is well orerated and because
i1t esrovides the srovinces srimary link with the U.,S+ Durind the
Anti-inflation rrodrem Canadian Freightwads Lecame insnarled in
the dnvernment controls and was forced to tield its rates at
arrroximately 1977 levels, The constraint on Freigiitwaus’s rates
was effentively a constraint on the rates of 2ll carriers whu run
in the same lanes as Freidghtways, For this reason ceveral
Alberts carriers suffered financial losses wunder the anti
inflaticn redulations.

In Drtario the industry does not asrrear to be 3s vulnerable
to domination. Their are larde carriersy like Laidlawss but the
market 15 so diversified that there does not seem to be &
dominant carrier 2s there is in Alberta.

A final commenl concerns the stability of the industry, In
Aloerta the AMTRE has besun to track motor carrier entry and exit
retes., 1! 1x asta 1s summarized in Tahle 13,

Simitar entry and exit data is not kert for the industry 1in
Ontsrio so it difficult to directly comsare the Alberta
statistics to Ontaria,
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Table 13
Alberta Motor Carrier Turnover
For the Six Month Period October 1v1978 to March 31:1979

Intra-Provircial For Hire!

Arrlications for? AGranted
new authority 1752 100
reinstatements 160 100
Total arrlications 1912

Cancellations for!

dormancy 331
transfer of eauirment 136
Total cancellations 4467
Frorortion of turnover 247

Source! Alberta Motor Transrort Roard

The limited data that 1s available concerning Ontario’s
Class A {(deneral commodity) carriers is summarized in Tables 14
and 15,

Table 14
Orntario Class A Motor Carriers
as at March 31

1975 357
1976 35S
o L1y 349
1978 334
BT 339

Source! Ontario Ministrw of Transerortation and Communications

While any vonclusions asbout turnover in the two rrovinces is
tenuousy the high activity in Alberta is imrressive, Ruring the
six month reriod rerorted neariy 2000 carriers entered the
Alberta market., Recause the Alberta intra market is unredulated
all of these new carriers are (if thew desire) deneral commodiity
o3I T1Iers.,
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Table 135
Ontario Hidhway Transrort Board Activity
Class A Motor Carriers 1978
Arplications! %2 of Existing
Carriers

for transfer of shares 4 i
for transfer of licence 21 b
Extensions of authority 37 11
Total chandes 62 18

Source! Ontario Highway Transeport Board

In the same reriod over 400, or nearly 25 rercent of the
number of entrants withdrew froa the market. Obviously a number
of these fsilures were recent startsy the loss of which might not
be serious except that 1t is this turn over that reerresents where
rressure on rates comes from for the ondoind carriers.

Unfartunatelyr for the Alberta shierper it is not Just the
new comers that faily even larde carriers run into trouble.
During the course of this studuy two associated carriers serving
traffic lanes east of Caldary to the Sackatchewan border failed.
These two failures left two lanes (and areroximately tuwentyu
communities) without motor carrier service and it was not clear
when service would be restored.

The conclusions for Ontario are much different. Ontario
Class A carriers are very stable. There has been some
contraction of the number of carriers durindg the rast five uearsy
hut basically the industry has dgrown as existing carriers arprly
to the Eoard for exranded authorities or aceuirer smaller
carriers. There is not the rush of entrants into the Ontario
gqeneral commodity market that tnere is in Alberta.
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Charter 4 THE FIRNMS

We bedan our search for firms to be included in this study
by attemeting to wunderstand the overall structure of the
industry, Trucking firms can be classified 8 number of waus,
One wawy is by the nature of the commodities they carry, In
Ontario this classificetion takes the form of letter classes
which establish whether 3 firm can srecialize in LTL (less than
truck load) movements or in TL (truck 1load) chirments. Other
classes a3llow carriers to move everytning from deneral freight to
to livestock and dravel. In Alberta no such class structure
existsy so in selecting firms we conformed to the Ontario c¢lass
structure as mruch as rossible,

Size also has & significant imract on the orerating
efficiency and profitability of truckind firms (1), For this
reasony we attemrted to include both larde and sma3ll firms in the
study, Finallyy srecialty haulerssy such as firms srecializing in
floatsy tankers and reefers may have different orerating
characteristics a8nd eroblems (2)., We had hored 3lsno to innlude
specialty haulers in the studu,

Firms were selected through examination of Motor Carrier
directories published by the srovincial trucking associations
(354) and discussions with the Executive [Dlirectors of the Ontario
and Alberta Trucking Associations. With the kind 3ssistance of
these dentlemen we were able to select a3 drour of carrierc Yor
study in the twn rFrovinces, In additionsy these Association
Officers introduced us to the firms and encouraded the carriers
to rarticirate in this study.

During the #rocess of matchind the firms 1t became arrarent
that the Ontario class structure would be difficult to match
tegond the class A level (deneral commodity carriers), Finding a3
srecialty hauler in Alberta similar in size or business to
Ontario class C or I' haulers was not rossible:. It i« for this
reason that the firms in this study are rredominantly deneral
commodits carriers. 0

In this charter each firm studied is described in detail.
For the reader who 1is not interested in all of the detaily 3
summary of the firms is included at the end of the charter.
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ONTARIO CARRIERS

Carrier A

Orerations

The present orperations of the company are sidnificantly
chanded from five wears ado in terms of the territorv served. At
one time the company denerated 80 rpercent of its business between
Pickerings AJax and Metro Toronto., With the exransion of the
Metro Toronto Cartade Area to include Adax and Pickerindy the
firm was overwhelmed by the influx of new orerators into their
market. revenues., For this reasons the company a3rrlied for and
received an A suthority from Oshawa to Toronto. At this time the
Oshawa to Toronto portion of the business denerates some 70
rercent of the comranu’s orerating revenue. The company still
serves the AJax Pickerind areasy where the remainder of orerating
revenyes are dgenerated.

The comrany is allowed to travel on Highway 401 in transit
with no eirck up and delivery enroute, Alternatelys, it can run
between roints on Highwaus 12 and 2 with pick ur and delivery at
roints 2nroute. The comeany also has C suthorityy which allowus
for trucklcad movements out ofs or tos AJax» Oshawa and Whitby to
all rpoints within Ontsrio. The truckload rortion of the business
has been on the 1increase over the 1last five uwears., Now
truckloads account for 70 rercent of revenues. Manazement
exrects the trend to truckload movements to continue 3s shirrers
continue to consolidate shipments to take advantade of the lower
rates offered for trucklozd movements.,

The comrany is a short haul carrier and attemrts to avoid
any movements that reauire 3 driver to remain overnight on the
road, Manadement would define s lond haul for the comrany as une
to Londony Ontario from the home base of Whitbyy 2 distance of
243 kilometers (150 miles).,

The comrany is 3 deneral freidght carriers fFrimarily moving
rackaded doods, It has no caracity to haul either rerishable
food stuffs or bulk items, The comrany has also avoided other
srecialized servicesy such 3s steel haulinds maintsining that the
extry investment in eauirment cannot be Justified by the existing
level of rates.
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History

The comrany 1s 3 relative newcomer 1n Ontarior havind been
ztarted i 1948y by two eprinciralsy who drove the company trucks
dJuring the dagytime and did the bookleerind at ni1s3ht.,

Other than the asuthority charndes described 1n the Freceedind
sectiony the comr3ny has rnot made sny <i1s3nificant changes 1n  1ts

orerating area, There have been no acauwilsitions to exrand the
areratind zuthorite of the comrany., Growth has come from only
two SQUTCEeS Y 85 1 (0] (Lot VT ) shirments Ny ezx1stind customers and

ara3nsi100 of marvet -hare., It 1¢ rnot rossible to ascertain from
ewiactindg comrang records which factar has had the dreatest
1mFract.,

Cistomers

Presently the comrany has arrroxi1matels 400 active asccounts:
with ten customers accounting for some 30 rercent of the
comrany’s revenue. Manadement meintains that i1its customer base
has been fai1rly :ztable cver timer althoudh there are indications
th3t zome <cccounts have been lost recently.

The mauor custcomers are billed weeklys while the rest of the
sccounts 3re 1lled crnce 3 month, Hanadement would live to see a
siystem+ such 3s tihe Americans haver where 3ll Pfrei1ght 1s due 3nd
ravable within seven dz9s.

Mariadement feels that their maJor comretition is nrnot other
~ublic cerriers but ~rrivate carriers., ShirFrrPers which are lost
Jre rnormally lost bec3use the shirrer 3cauired his own 1n-house
fleet., Other customers st3y with the firm because of the high
ayality of service that 1s offered, which led one member of
manadement to claim *that to krow wus 1s to love us',

Fleet

At this timesr the comrany 1s orerating five strai1dht truckse
11 diesel hiznhw3dy tractors 3nd 19 d93s ci1ty tri3ctors., The fleet
15 3 m1:ture of General Motorss Ford arnd Intermational Harvestery
3lthoudh the andines 3nd drive triins have beern standardized.
The tractors are courled with 3 fleet of 47 tratlers which
ircludes two riiFrsy three container chassise four stake and racks
arnd thirty-e13ht 30 foot snd 45 foot dry vans., The m3gori1ty of
the trectors are 1773 vintade or newers with an aversde ade of
Pour sears.
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Maintenance

At this roi1nty the comrany 1s doing 90 erercent of 1ts
maintenance wort 1nside., This 11ncludes rebui1lding the d:ecel
tractor endines 'at arournd 200,000 miles. The das endines are
rresentls causing some rfroblems and are having to be rebuilt 3t
around 70,000 mi1les 8¢ 3 result of srecifying horserower too low
for the weilght to be rulled,.

Labour
The comrany emrloys 36 uniionized frivers. Untal recently
relations with the wuniorn have been fairly go0o0dr however rFressure

for wade 1ncreases could rotentially rose difficulties.

Other than ardumerits over wadesy» manasement feels that they
have & 4003 grour of workers, The comrany maintains a policy of
only hirind e:reriencedy cualified drivers rather tham training
drivers within the comrany.

Mariagement

Mariedement 1s sresently underdoing s tranmsition from i st
ceneration to second generation., Under the first generations» not
o dreat deal of 1nformation was derierated for decision mabins.
Now with the transitions an 1ncreasind emrhasic 1s beingd placed
on denerzatindg rerorts for manademernt. Mornthly rrofit and loss
cststements and halance sheets are now rrerared,

Burdgetind was 3ttemrted for 3 short reriocdy but due to the
el Tty of rredicting economic conditions, e was
iliscantinued.

Carrier R

Orerations

The comrany has a redular route (Class A) authority between
the mesor roi1nte 1 Southwestern Ontarior a3s well as full load
(Class C) asuthority from a3 mauvor named rPol1nt, The 1licenses
include roints in betweern the turningd PoOlntse allowing the
comra2ny to run reddle runs, rather than Just roi1nt to roint. The
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comeany 1s basically 3 short haul carriery with an averssde run

beind 70 miles. The comerany orerates one terminal which serves
3s the hub of the entire oreration.

Manaidement Jefines the comrany as ‘a dlorified cartade
come3ng®. [t 15 estimated that the comeany Jenerates 70 rercent
of 1ts revenuye on an LTL basis with the remainder of the busirness
beind denerated on the C asuthority, The company has no caraclty
for ei1ther =rerishable food stuffs or for the movement of bulk
cemmodities,

LT G )

The comrany was started in the 1920°Sy rrior to the advent
of entry control in Ontario. Management was not active i1n the

formation of the OTA or i1n the rush towards control of entry for
the 1ndustry.

Through scquisitions 3nd arrlications to the OHTE, the
companys 3rdded Hamiltons Erantfords O3kville and Toronto to 1ts
orerating zuthorities., Its most recent license w3s aranted by
the Board st a cost in eiicess of $25,000.

Customers

The comrany has 1500 3ctive customersy of which 300
rerresent the core of the busira2ss, It 1is estimated by
manadement that this 30 sercent denerates 70 rercent of revenuer
Nhowevers, o information on customer volumes 1c maintained on 3
resulaor b3asis., Customers are whoever controls the =method of
transrortations which means that the company has boith shirprPers
and considnees os customers.,

The customer b3se has been f3irly stable over tiaes a3lthoush
there 15 some turnover on the frin3es. At one times the comPany
lacved 3 diversified customer base which caused 3 certain asount
of seassonality 1inm their revenues» but they have eliminated this
spasonadlity through the sttraction of rew customers,

Service is the basic comretitive edse that the comepany
st aumiet s Lo LI, (= % W A= (% EARIL shirments are delivered overnidght.
Cu:tomers that have left the comrans h3ave done so0 in search of
luower ratess ot for better zervice.
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Fleet

The comrany has 75 tractorsy including ten gdas for city use.
These are matched with 160 trailersy which 1include stake and
racks end contsiner chassis but no surs or reefers, The comrany
also has 30 straight trucksy rFrimarily for in-town wuse.

Comerany rolicy is to maintain the tractors for wur to ten
Years. It is estimated that the averadge tractor in the fleet 1s -
five wears old. FRerlacement cost for the Hhighway tractors 1c¢
ecstimated to be $39,000 when bouaht in batches of three from
Gerieral Motors or Ford, The comrang 1s 1n the frocess of .
specifyuingd ensine and drive train comronentsy and it is estimated
that 25 rercent of the fleet 1s now standardized. When disrosed
of at the end of ten yearss the tractors sell for between $1,000
and $1+200 without tires,

The tractors are irn use arrpro:imately 50 hours rer weel sy
while the trailers» because of srottings, are only in use tomn" 29
hours. On averades a3 tractor is driven 50,000 miles 1i1n a8 wear
and a3 trailer moves 3about half that distance,

Mearntenance

The comrany has its own rerair shors where 90 percent of all
rersairs are done. The diesel engines are rebuilt at between
250,000 and 320,000 miles. The dae endines are not rebuillt but

rerlaced with purchesed endires.
[ ]

Lsbour

The comrany emelovs 95 drivers and ten dock workerse who are
211 wrnion members. The drivers earr an averase of 418,000 rer
yeary based on &sn hourly rate of $7.65 plus $.192 rer mile.
I'rivers bid for routes on the basis of seniority, with sone of
the wmore attractive routes allowing & driver to increase his
earrings to $25,000 rer wvesr.

Mznadement feels thst labour relations are very dood. It
coints to the labour turnover of one person Per year as evidence,
The maJority of worbers have been with the comerany for five years
or nmcre. Manadement attemsrts to hire only exrerienced drivers
and 15 rresentls in the rositiornn where thew have exrerienced
drivers worbing on the dock waiting to set into a truch.
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Maradement

The comrany 1s presently chanding from second derierstion to
third deneration family marnsdement. There 135 not 3 dreat desl of
control 1nformation available because of the extensive exrerience
of the ~rresent manaders, Mernagement has been able to run the
comP3ang by ‘feel®y byt 1t 1s realized thast this situatiom carnot
continue., Flans are erresently urderway to i1imelenent new
information systems. A compruter has recently beem 3cauired, It
15 exrected that aver the next two sears the comrputer will be
develored Lo 31id 1n marnadement of the comrany.

Carrier C

Orerations

The comeany 15 located Just 40 miles from downtown Toronto.

Fifty rercent of 1ts business 15 denerated within the
Metro-Toranto Cartade Area. The comfrany serves 33 small
cemmunities amid seven medium to larde communitiesr 1ncluding
Toronto.,

Truckload movements account for 40 rercent of the comrany’s
business, Manadement would srrefer LTL movementss but 1s harry to
iet customers. [lue to the larde number of carriers i1n the areay
the truckloasd movements are extremely competitive.

: The comsany is 3 ‘sour to nuis® carriery offerind both
heated and refrideratea service to 1ts customers. The conrany
Joes not have ans caracity to move bulbk commodities,

History

The ~resent owner riuurchased the busimess 1n 1945 after beind
involved in the trucking industry for several years.

The comrany did not always orerate in the Hetra-Tpronto
Cartasde Arear but 3s the Area exrpanded 1t arew to itnclude the
comrany’s zone of ozeration.
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Customers

The firm has an active customer base of 450 accounts. Si:ity
customers account for 70 rercent of reverue and one customer: in
the deregulated area» accounts for 25 erercent of revenue,
Management of the comrany has not noticed a8 dreat deal of
turniover in the customer basey in srite of the influx of carriers
into the area.

The firm offers its customers one day delivery on 1ts entaire
rouste, Manadement maintains that service 1s the onrly factor
which bkeers the customersy as the comrany does not cut rates from
the CTTR tariff for LTL movements. In the case of large
trucktloed shirrersy manadement will nrnedotiate a3 srecial rates
tased wron the cost of rrovidiriga the service.

Fleet

The comrany orerates a3 fleet of eidht tractorsy 21 trailers
and ten straight trucks. Two tractors and nine straidhts are
4as. The trailer fleet 1includes four stake and racks. The
tractor fleet has an averade ade of four yearsy) and the trailer
fleet i1s around nine wears old., To rerlace 3 highway tractor
would cost around $45,000.

Mainternance

The comrany emrloys one full-time mechanicy insicting that
anything that can be done inside 1is chearer tham having it dore

outside. Comrany rolicy 15 to rebuild the diesel ensines at
around 220,000 miles for an arrFroximate cost of $6+,000,

Labour

The comrany 15 not wunicnized. The comrany has 1% draversy
one mechanicy one disratcher and one secretary., The drivers work
on a8 draduated e3y scale reunnindg from $7.10 rer hour for the
strei1dht truck drivers and $72,32 rer hour for the tractor
drivers, All of the drivers start out on the straight trucks and
work their was wur to the tractors. The company has a3 small
family stmosrhere about ity with 3]l1 workers willing to rut an &
little eitra effort to set thinds done.
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Mamnagement

Manadement of the comrany 1s strictly 3 orne man orperation.
The comrany 1s small enoudhy that with the nels of the dissatcher
"o further mariaders are reaquired, Marnadement’'s maJor =roblem 1is
the constant stream of exits a3nd entry 1nto the a3rea by other
c3rriers., The rroblem 1s that many of the firms do riot appear to

briow wh3t they a3re doindy and they needlessly depress rates,
often Lelow the totasl cost of srovidind service,

Manadement rrers3res monthly profi1t and loss statements Rawn
RO Sl | s e, There 1s rno vuiddeti1nd dome at this timer nor 1s
there any lsne or customer rrofitability 3nalysic.

Ca PP .

Orerations

The company 15 neadauartered about 70 miles from Torento and
orerates as a3 redular route carrier between Toronto asnd rotnts 1n
Eaks terin ‘Grta i, It also has truchk load suthority at several
ricmwen roints, The comrans derierates the mauvority of i1ts business
arther 1nto srorsy out ofy» Torontos rather than between the smaller

rolrnts on the raoute. The comrany hauls mostly truckload
movements out of the small cities 33nd LTL movements back from
TOPe 6 o .

The comrany has three terminals., It 1s a3 derneral frei1dht
carrierr» havingd casra3cits for 31l p3ckasded do0a0dss refriderated
servicey heated services cnd bulk commod.ties.,

History

The comrany wes started in the twenties» before the i1ndustry
was reduylated. Since 1ncestion 1t has acauired three carriers
and Nas merded with 3nother carrier in order to expand 1ts
routes.

The comeanyd made its 13ast 3cauisition 1n 1976 and hasas
deci1ded to discontinue growling until the uncertsinty regarding
the 1ndustey 1in Ontari1o 15 resolved.,
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Customers

The comrany has 300 te 400 customerssy of which 150 would be
termed active. The lardest customer sccounts for aonly 10 rercent

of the <comreny’s revenue., This is a situation which manasdenent
feels 135 desirable. Over time» the customer base has been fairly

stabley with the comrany losind accounts to rrivate carriage
rather than to comreting truckers.

The com: s5iv5 rprovides overnidht delivery to all the roints
that 1t servec Manadement feels that this i1s required. If they
couldsy the <comrany would hold outbound shirments to consolidate
them and reduce runnindg costs.,

The comrany maintains that only a3 few of its 1lanes are
rrofitable but LbLecasuse of the terms of its orerating authority,
the comerany must serve the small unerrofitable centres. For the
nost rarts, the comrany maintsins a3 fairle dood talance in and out
¢f Toronto. FRecords are kert of the volume of each shirments and
they 1indicate thet for 3 yearsy the trailers are S0 rercent full
into its ecastern terminal and 40 rercent full outbound from that
terminal.

Fleet

The comrany rrecently orerates 14 tractoreyr» althoush 1t owns
| Eloevernn of the orerating tractors are diesel acauired since
NSz The des tractors are older than 1970. The comrany also
crperates 11 das straight trucks for local fick up and delivery,

In terms of trailercsy the comrany has 41, brokern down 3¢

follows.
1¢ AS foot vans

6 46 foot vans

2 45 foot stake and raclks
& 40 foot stake and racks
7 tandem dums trailers

1 storade trailer

Labour

The comrany emrlovees 20 rnion-unionized drivers, Fresently,
the comrany rays 1ts straight drivers $5.90 per hour and 1its

hishway drivers $6.90 per hour, Labour manadement relations have
been do0o0d with no expectations of future trouble. Manadgement 1is
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rleased with the acuality of i1ts drivers and receives numerous
comrliments from its custcocmers. The non-union labour dives the
comrany some flexibilitss for unlike union labours the drivers
will heler unload shirments arnd are rot comnstrained by strindent
Job classifications.,

Mznadement

The comerany i1s rresently chandind from second derneration to

third seneration family manadement. At the rresent timer» the
comrany 1s denerating excellent internal rerorts on c3racity
utilizstion costs of servicer equirment utilization Ind

Frrofitsbility, This srocess was started by the second dermeration
of manadement 3and will be continued by the i1ncomind deneration,
The comrany does formal buddetindy comraring 3ctual results to
forecast results., As wells the comrang has comeiled lond randge
#lans outlinind the rrorosed directiorn for the comrany.

Carrier E

Orerations

This comranyg n3s the most extensive orerations of angy of the

Comranles surveged., It h3s orperatind a3uthorities in south
western Ontario includind most of the mavor centres between
Lomndorn 3nd Toronto. Within this 3rear the comrany srovides
overniiht delivery of all shipments, In addition to 1ts A

suthorityy the comrang has C asuthority from and to several named
FOints., '

The comrany 1s ~rimarily an LTL carrier. LTL freiaht
reprresernts 60 PrPercent of the volume and slightly sore than 50
rercent of revanue., The comeany maintains that 1t Frovides

ayalits service to 1ts customerss which 1s the reason for 1its
continued suCccess.

The comrany carries 3 full range of bulk commodities, It
3150 #rovides heated amd refrideiated service,
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History

The comrany was started in .he early twenties. Throwushout
i1ts historygy the company has exranded orersations throusgh
scauisitions and hearings hefore the DHTEH, The Frrocess of

territory e:xra2nrncion has been very rationals, with all additions to
authority a3ddind to the orerations of the comerany. Not 31] of
the comrany’s acaulsitions have staved within the company --
those that di1d mot worbk out were disrosed of.

Customers

In 1ts lsst ba1llingd reriocdy the comrany 1ssued 3¢500
customer statements. The comrany does not maintain records
indicating the breskdown of revenue by customers: but they do
bnow that no one customer accounts for more than three percent of
totel revenue . The comrany is rresently billing its customers
weekly but will soorn be changing to bimonthly billing,

Over i1ts historyy the comrany has had very dood relatiorns
with 1ts customerssy resulting in very low turnover of accounts.
Of the accounts that 3re losty the mavority d0 to Frivate
carriade.

The comrany sets 1ts LTL rates accordind to the CTTE tari1ff,
For maJor trucbkload movementes» the comrPany nedotiates the rate
directls with the shirrer.

The comrany does not maintain any redular rrofitability
analysis for either customers or lanes served., O0Only ad hoc
arnaluyses of srecific customers are wundertaken to determine
Jhether the chardes for the account should be chanded.

Fleet

The comrany has a fleet of 100 tractorsy which are not
srecifically designated as higshway or city tractors., The comrany
orerates a3 fleet of 300 trailers includindg:

2 stake and racks
) reefers
15 container chassis
2 tanters
6 dry freidht vans
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amaond the dry vans are numerous rups which are used in the
cities for rfi1ck ur 3nd delivery wartb. The comrany uses adents
for LTL city work in the maJor centres in 1ts territory, For
truckload shirments the comrany does its own rpick wup and
delivery,

Maintenance

All of the routine and light maintenance work is done within
the comrany. Any work reaquirind sreclialized eauirmernt suych  3s
LETINdS is sent outy for the comrany feels that its volume of
work cannot uustify an investment in the necessary eauirment.

The comrany sttemets to roll over its linehaul fleet every
three wears» before an endine rerlacement 15 required., At the

cresent timer» the comeany receives around $7,000 to $9,000 for 3
ysed limehaul tractor, Mew units cost $39,000.

Latour

The comrany emrloys 120 driversy 30 dock hands: ten shor
warkers and 20 administative staff all of whom are iunionized.
llrivers earn $7.60 =2r hour rlus $.183 rer mile. Orivers bid for
routes or. the basis of seniortity, A senior driver with a3 choice
reute csr earn $29,000. At this time» there is only 3 small
Jifferential between the dock workers and the drivers. The
comFany has exreriernced drivers workind on 1ts docks,

Management

The company is manaded Dy second gereration family
nanadement. [tye to the larde 3mount of epractical exrperience of
thae manaderss the comrany has been orerating with few nanagement
rerortsy however the comerany 1s =resently urdating 1ts conputer
facility to rrovide more 1nformation.,

Mirnadement of the came3any does not believe 1n buds3ets.



Carrier F

Orerations

This Ontario carrier 1is a long haul <carriery orerating
betweern rnortherr and southern Ontario. The company has redular
route authority in northern Ontarios serving the area with
severdal terminals, Aside from the rnorthern terminals the comrany
leases terminal srace in Toronto.

The comsans orerates on a3 50 rercent truck load basis
becasuse the southbourid movements are primarily truck loads of raw
materials., North bound movements are fredominantlys LTL.,

In terms of commodities the comrany 1is very diversified.
Mauor ravloads include raw moterials (timber and steel) as well
as a8 full ranse of manufactured doods.

History

Py Ontario standards the comrany is relstively news having
been rurchased by 1ts Frresent owners 1n the early 1960°’s.,
Oridinally the comrang’s limited orerating authority confined its
orerations to serving 1ts home community to and from Toronto.
The rnew owners have 3adorted 3 starnce of addressive exFansior
both throudgh acauisitior of small carriers and throudh hearings
before the OHTEH.

The comrang has beern able to extend 1ts networt bevond
Toronto 1nto several maJor roints 1in Southern Ontario. In
sgdgditron to its A authoritys the comrany a8lso has C suthority
from and to its northern communities.

Custonmers

The comrany has 21500 active accounts: rnome of which account
for asriv more than five percent of revenue,

In the rast the comrany Had billed maJdor accounts weekly but

has recently changed to bimenthly billing for all accounts., The
comrany felt that the weekly billing wa3s confusing to 1ts
cuctomers and di1d not result in 3 shorter collection reriod, A

recent analusis of receivablesy by manadements indicated that the
lendth of the collection reriod has drorred since the switch to
bimonthly billing,
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The comeany is 3 member of the CTTR and ecrices to tariff.
In the case of maJor accounts the comerany does nedotiste directly
with the shiepeper to 3rrive 3t a3 rate. In manadement’s opPiniony
the comrany 15 sellind service to its customers rather than low
rates.

Overnidht delivery is rromised for all deliveries within the
company’s 3rea of oreration.,

Fleet

At this time the comesny owns 45 ci1ty trsctors., Irn addition
to its own tractors the comrsny deals with ouwner/orperators who
rerform lond haul worb. Tho comeany a2lso nwns 21 straight trucks
and uses additional owner orerated str3aights.

Since the comrangy uses brokers for lond haul work and Freers
its own tractors only 3s back uepysr the fleet 1s relatively old.

Aversde ade of tractors at this time would be between four and
flve Years.,

For 3 rnumber of reasonsr Hut erimarily because of recent
reductions in the availability of brokersy the compPany 13
cresently urdating 1ts tractor fleet with the intention of taking
over the line haul.

In bteeri1nd with 1ts diversified customer bases the comrany
hss 3 varied fleety» comerosed of:

1 reefer
27 vans
52 deck and rack trailers
tsnkers

Maintenance

In the past sear the comeany has acauired 3 new facility and
15 irn the erncess of movimg 1ts maintenance work there., Prior to
this moves two thirds of the maintenance was beind done near the
home communits arnd the remainder at the new locatian, Initial
-ost 3malusis of the nmew facility 1ndicates that there will be
srdnificant savinds due to this chande. At the Present comepany
rolicy 13 to rurch3se rebuilt diesel 2ndines for for 1ts tractors
3t around 2S0+,0G00 mi1les.




- 230 -

Ealinvins
Labour
In addition to 1ts own worbt force the comeany deals with 3
number of contract surrliers of labour, All of the wort force 15
NON=—Urn10n. Freserntley there are B3 driverss 21 warehouse seorle
11 rerair reorle and 40 administrative rersonnel. Averade

driver’s wades are $7.39 rer hour rFlus $.18 rer mile,

Mariagement

The level of manadement sorhistication arnd the a@uality of
orerating rerorts are 1mpressive for this industry. Management

1¢ well 1nformed of the comrany’s srodress on 3 weebly hasis and
is a3nticirating 3n 1ncrease 1n the level of orerating rerportsy 1n
the near futurer with 1ts rurchase of 8 riew comruter.

This managenenl performs receivables a3dindgd analysisy monthls
+rofit arnd loss rerortsy carital buddgeting and exrense reducticon
analwyses orn 8 resulsar ongoind basis.,

ALEERTA CARRIERS

Carrier A
Orerations
The comrany orerates rick-ur and delivery vehicles in

Caldgary and 1in two regional urban centres i1n southern Alberts.
It relies on lessed owner/orperstors to do all of the line haul

betweenn these communities. [luring the dayvy comrany drivers
deliver and richk ur loads within the cities and the i1mmediate
surrounding areasy and then return to the terminals. At the

terminalsy the outbournd freight 1s consolidated and loaded onto
comrany trailers which are then hawled by the leased orerators:
during the nights to the destination city.

The madority of movements outbound from Caldary are LTL
shirments. Calzars surrlies southerrn Alberta with most of its
consumer rroducts. Loads from the redional centres to Calgary
are frimarily truckloads of manufactured doods coming from local
manufactures.
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As 3 ruyley the comrany m3i1nti3ins 3 fairly doo0d balance
tetween 1ts communitiesy 1melying a3 S0:50 serlit betweern truckload
snd LTL movements.,

History

The comrany was started 1in 1961 throush 3 takeover of
:nother c3rri1er’s aorerations 1n one of the redional centres. The
2cond urpan centre has been 3dded recently.,

Customers

In the lecst billingd reri10d the comrany mairled 1300 1nvolces
although they have 3erpro:imately 1500 customers. The customer
base 15 fairly stable., Many of the customers have b=2en with the
comrany since 1t started,

Customers 3re billed twice monthlyy with managdement of the
arFi1ni1on  that their comretitors are billing at least 3s often.
Nesrite this freauerncs of billindy 1S rercent of the receivables
are 60 days old or older. A lsrge rortion of the alder
recel1v3bles are for 1ntterline movementssy or clsims 39a1nst other
C3rt1ers.,

f'ricing

Fricing 1s based on the Western Tari1ff» a3lthough the comrany
1s not a3 member, Tari1ff 1s not the sole criterion for setting
rates. The comrany recelves a3 monthly profi1t and loss statement
from ¢ data service: 3nd this 1s monitored to determine 1 ifF
addustments to the r3te schedule are required, The comrPany does
rnot routinely Vvriow 1P certain customers are more profitable than
vtherssy Nowewver sreclal studies have been undertabken and 3 larde
ceer haul was drorred because of 1ts uneprofitasbility.,

Fresent Fleet

[lye to the uce of owrier/orerators for a3ll of the line hauly
thoe ~resent flact does not 1nclude any hi1dhway tractaors. The
comrany Joes ovuwn 19 citlwy tractors: 14 of which are 4dasoline
~owered, In addition to the tractorsy the comepans orerates 13
strai1zht trucks ond three half-tons for richk ur and delivery.
The wmasoritty  of the rower unitts are 1972 or newer, with the
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Manasement

The dedree of manadement <sorhistication 1n this firm 15
1nFTrEessive., Fresent manadement has been 1n pPlace since the
incertion of the comrany., The manaders have drouwn ur with thear
comrarns and are familiar with 311 of 1ts asrects. They have 3lso
tebernn 3dvantage of rnew techniaues: such as EDF, in the1ir
orerations.

Marnagement teels 1t has 3 =ystem which erovides much of the
informstion rneeded to run the comranygsy bt 39reed that 1t was
lacking detsiled 1nformation regardini running  costs rFrer mile
(witn the e:xcestion of bhichwday miles) the srofitability of
customersy the revenie «~ercentade of mauor customers and
maintenance records,

The comeany snnually rrerares 3  buddet for the following
year’s orerations. The budset 1s prerared from the °‘bottom uprs®
nesdning that a level of e=rofit based uron the level of 1nvestment
15 the firct 1tem that 1s decided., This 1s then backed ur to
arrive at the levels of sales that must be denerated. The sales
are then troken down by terminaly by dayg 3s targets for the
thhree salesmen a3nd terminal manaders, Dai1ly totals of revenue
generaticrn are bert and compared to the targets, Allowances 3re
made for seasonal wvariatiorn in the business when the buddets are
drawn Ur.

Mcrnthls 1rncome <tatements sre receaved from 3 data centre.
The statemerits compare actual resuylts for the comrany and the
terminals to the annual budget ra3ather than to monthly doalsy
which 1limits the usefulness of these rerorts for monitoring
~erformarnce.

Claims

This carrier comrlained of hidh claims, They feel that 3
larde rortion of their <claims are 3 result of being the last
carrier on 3 chain that stretches from eastern Canada. They are
the ones that deliver the go0o0ds to the firmal customery» and a8s a
results they roy damegdes for 3n sccident that may have occured
arndwhere 1n transit.
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averade ade beind five wears. The rerlacement cost for the city

tractors 1is rresently around $20,000y with the straights costing
about $12,000.

The rower units are courled with a3 fleet of 35 trailers:
includindg:

4 45’ reefer units
14 457 dry vans

3 S’ decks

2 24’ dechks

2 267 ary wans

The 12 small 26’ vans are run as two trailer ®*trains® for line
haul.

Maintenarice

The comrany does its own maintenance in rented darage srace.
It does no maintenance for the owner/orerators and as 3 result,
maintenance of the line haul fleet is not included 1in the
comrany’s maintemnance costs. At the erresent time» the comrany
has a rolicy of rebuilding their gas tractors when the encgine
starts usind oil.

Labour

The cost to the comrany for its line haul is $.51 rer mile
for one wvan and $.52 rer mile for a3 *train®. The comrany also
rays for the brokers’ licanses (@ $1,281 rer tractor) and
insurance,

Aside from the sii owner/oreratorss the comrany has 35 to 40
of 1ts cwrn unionized drivers, Manadement feels that thewy do not
have any serious labour rroblems a3s a result of the wunion.,

Precentlyy the hourly rate for drivers 1is $8.15/hour, and
the averade driver earns arournd $195,000 rer vear., Manadement has

not calculated the cost of the benefit packade that they provide
Lo the emrlovees.
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Carrier E

Orerations

This company orerates on rrobably the most comretitive route
in Albertar, between Caldary and central Alberta., On one of the
company’s lanes 40 carriers serve Red [leer which only has a
rorulation of 30,000,

The firm‘’s oreration 15 strictly roint to rointy with the
company’s eaquiFment doind the pichk wup and delivery worby» and a
broker doing 3ll of the line heul. The comrany leases ore

terminal in central Alberta and shares a common carrier terminal
in Calgary.,

The comrany does not srecialicesy but moves denersal freight,
There 1is no caracity to hsul either perishable food stuffs or

bullb commodities. The maJdority of ¢the comrany’s revenuer 95
rsercenty comes from LTL movementss mostly from Calgary. There 1s
8 shortade of backhaul freight due to the surplus of carriers.,
The comrang’s trailers return to Caldary emrty most of the time.

History

The comeany has existed for over 25 vearsy a3lthoudh the
rresent owners have had the comrang for only about a decade.
Whern the rresent owners rurchased the comrany i1t was & one man
orerationy running fruits and vedetables from Calgary., The new
owners took advantade of the established name and diversified
into other commoditiesy to the Ppoint where the comrany now hauls
onlys generzl freightr» and no fresh food., Aside from diversifsing
the commodity basesy the nmnew owners have 1increased volume by
interliningd with other carriers.

Customers

The comsany has 1:700 accountsy of which 1,100 to 1,200 are
active. There 1is no largde concentration of revernue among the
customersy althoudh four or five would account for 10 .to 15
rercent of revenue. Over the yearsy the comrany has been able to
keer the maJority of 1ts customers while 3ddind new ones.
Mariagement attributes this to the comrangy’s nrname and the hidh
level of service, In an ares where there is such a high carrier
turnovery an established name helrs create 3 favourable
imrression with the shirrer,
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The comr3any bills 1its customers every two weeks., The
maJority of the customers 3are small shirrersy with 3an averade
shiFrment weidhing around 850 erounds.

The comrany feels that their high 1level of service helrs
maintain their customersy even 1n the face of severe srice
comretition. Masnadement feels that rresztt ratesr set by the
Tari1ff FBureaus barely cover costs. For this reasons they will
rot cut this rate on anvythindg under 10,000 rounds., For larder
volumes the comrany 15 willing to nedotiate rates with a shirrer.
There 13 no analvirs of the frofitability of 1ndividual customers.,

Fleet

The comr3ny 15 crerating five city tractorse two straights
and 12 rurs, The tractor fidure does not include the leased
highway tractor. Of the rursy si1;t are new 28 foot FRB’s» four
are three to six sear old vansy and the remainind two are decks.,

The leased orerator is r31d $.53 rer mile for twor two
hundred mile round trieps rer ni1ght 3t least five mi3zhts af the
weel , The owner/orerstor thet the comerany dealcs with 15 a former
amrloyee of the comrany., The compans ~rovides the license plates

for the hidhway tractor.

To rerlace the ci1ts tractors would cost $14,000 to $15+000
and the strai13ihts would cost $12,000. The highuway tractor would
cost $44,000.

Haintenance

The maJority of the maintenance 1s done outside of the
COMPAnyd., The comrany has sronsored a3 local mechanic 1n car
ricingy 3rnd 3s 3 resulty obtains rerair worbk 3t reasonable rates,
Minor reralr works such a3s lubrication and 0il chandessy are done
in the shared terminal service bay 1n Caldary,

Leoour

The comr3any emrlovys <i:t ron-unioan drivers/handlers and some
rart-time dock hel~. The drivers are p3id 3 monthly salary aof
31+350 rlus 3 Christmas bonus of $25 for every month worked 1n
the ydear.,
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The lack of a8 wunion dives mansdement a8 dreat dea] of
flexxibility, There are no time clocksy and the worbkers will
ofternn worl. more than the rrescribed work dayv. In return,

management 1s lenient with redgard to time off for rersonal
reasons., The d900d working relationship is shown in low turnover,
All of the drivers have been with the comrany for five years or
more.,

Management

Manadement 15 & family affairy with several family members

active within the comrany, Records are kert of daily weidght
movementsy both morth arnd sowuth boundy as well as daily revenue
filures., Trends in the volume of the business have been

identifiedr and attemrts are beind made to level seasonal Feal s,

At this timer the volume of business does not warrant the use of
EDF.,

E:i:ransion rFlans are dorne lardely on intuition rvather than
with ans formal system of analusis. The new FRE’s were rurchased
because theyw would ‘surrly 3 little more volume®'s but this was
not formally weished adainst their cost,

Manadement has considered exranding the orerating territory
of the comranyry but is not favorably cisrosed to do so. It 1s
felt that ans enransion would result in manadement being srread
too thin and could result in reduced rrofitability. Because of
the extreme comretitiveness of the 1lanes which this <carrier
servesy managsement believes that orerations have to be controlled
very carefully,

The comrans has nc buddeting srocedure 3nd there 3are no
rlans for one.
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Carrier C

Orerations

This comrany serves Vulcan and Lethbridde from Caldary., All
pick ur and delivery work is done during the dawr» with the
linehaul done at nisght using company tractorss owner/orerators
and subcontractors. Subcontractors own their eaquirment but gut
the comepang’s name on the door, In returns they receive 735
rercent of all billinds they handles but are resronsible for all
orerating costs,

The comrany is rrimarily an LTL carrier receiving at least
95 rpercent of revenue from LTL movements. In spite of the larde
amount of LTL shirmentsy only 10 to 15 rercent of the freight
moved is cross-dockeds becausey in the maJority of instancesy the
loads sre single pick ur and are loaded right on the rurss 3t the
shirrer’s docky for delivery, There 1is more movement from
Caldary than to it, The comrany is 3 deneral freight carriers
with no caracity for either ererishable food stuffs or bulk
commodities.

History

The comrany Wwas started in 1945 by the rreserit
owner/manasger., Since that time» the business has drown
substantielly to where it now owns two terminalsy one in
Lethbridde and a new one in Caldary, Since it was started, the
comranye has exranded its routeyr sgoind from High River to Vulcan
and Lethbridder but 1in the rprocess drorred the High River
service.

Customers

The comrany rresently has 1,000 accountss of which B00 to
200 are active, O0f the active accountsy 300 form the backbone of
the comrany, There has been some turnover in the accountss
lardely 35 3 result of customers seekindg lower rates,

The comrany is 3 member of the Western Tariff Bureaur and
for the most rarty prices to tariff, The comrany was orprosed to
the recent eight percent rate increase rassed bw the BRureau for
two reasons. In the first rlaces they did not feel that they
needed the increases and secondluys thew feel that the nembers
which voted for the increase do not charde to tariff anvuay,
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The company is sellind service rather than rates to its
customers, All deliveries are made the next dawy or if the
customer reauires ity the same day., The customer =34ys a3 ereaium
for same dag service.

All accounts are billed once 2 month, Manadement is of the
opinion that more freauent billind does not hele with cash flows
and is an unnecessary exrense.

Fleet

At this times the company orerates four hishway tractors and
seven city pawer units, The highway tractors are two wuears old
on averager and the city wunits are six uears old., The rpower
units are matched to a fleet of 22 trailers» which includes 17
pursy two 40 foot vans and three decks. The comrans rresently
has on order six new FRB Ppurs and two decks., The hidhway rower
units have a rerlacement cost of $48,000., The city tractors are
boudht used because of eprice and could be rerlaced for between
$5+000 and $7,000,

Labour

The non-union workforce includes 23 drivers and handlers,
The hourly rate is $6.25 per hour with a benefit rackade of 18
percent.,

The owner/orerators receive 15 rpercent of ;he bill in-touwn
and $.60 rer mile on the hidhway, The owner/orerators fas all of
their own costssy including licenses and insurance.

Manadement is denerally rleased with the workforcer but
there is some problem with turnover.

Manadeaent

The comrany is run with each of the terminalss linehaul and
the administration centre a3s rrofit centres. Each of the srofit
centres is allocated 2 rercentade of revenue against which its
costs are compared, This provides the cowmeany with 3 eprofit
analysis hy terminal. A rotentisl rroblem with the sustem is
that the revenue allocations are arbitrary.
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The comrans has an in-house computer which pProvides 3 wealth

of oreratindg information. Coust i1nformaticn is all rresented on 3
~er truchk basis each month.

At this roint rno budgetindg 1s beind done.

Carrier D

Orersations

The comrany Na3s recently become rpa3art of a3 lardge e:tra
rrovinclal carriery but this has rot 3ltered the orerations
within Alberta si13nificantly., The compPany serves communities
aath north and south of Caldary and conpetes in the

Calaary-Edmonton corridor., The comrangy has terminals 1  four
Nlberta communities.

Pick ur and delivery work 1is done duringd the daur and line
haul work 1is completed durind the night., In a3ll areass» the
comrany offers overnidht deliverwyv.

At orne timer the carrier w3as Ffrimarily an LTL carrier but 1s
rresently undersoind 3 transition to trucklaads. At this rointy
truckload movements a3ccount for 80 rercent of the weight moved
and 70 rercent of the ravenue. The reason for msking the
tramsition seems to be to reduce the amount of cross dockindg of
shirments.,

Fresentlyy the comrany 1s well balanced between Edmonton and
Calaary and Calgary south. The comrany is a3 deneral freisht
carriers with nrno csaracity for either bulk commodities or
~eri1shable foods.

History

The company was started in the late 1950’s orerating between
Caldary 3arnd Edmontor., It was acauired by two r3artners 1in 19648
+ho diversified the customer base and exranded the orerations to
=everal other wurban centres 1n central and southern Alberts. In
1278 the comep3ny wa3s 3caquired by its rresent entra-provincial
rzra2ant to rprovide fimnancial resources for fleet wodernization.,
The comrany 15 now orfrerated 3s an autornomowus division inside
Aloerta,
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Custoners

The comrany has 2,200 accountsy but two or three mador
accounts denerate betweerr SO0 and 60 rercent of revenue. Accounts
have been stable over time.

It is comrany rolicy to bill once a weebks but 1in rractice:
the billing pPeriod is closer to nine davys. A sidnificant rPortion
of accounts receivable are over 60 davs., Fart of the reason for
for the 1long collection reriod 1is that meny customers are
headauartered in easterrn Canadar and rayment must come from
there. This is one of the reasons why the comrany is moving out
of LTL movements.

Fleet

Sirce the recent chande in ownershirs the coerany has
replaced its rower wunits with 20 new tractors at 3 cost of
$48,000 rer tractor. The rower fleet 1is standardized which
should simrlify maintenarnce. Prior to acauiring the new fleet,
maintenance was runnind 16 rercent of sales. Not enoush history
with the new fleet has been acaoulred to estimate Ppresent
maintenance exrFenses,

The compans has a3 fleet of 22 five-ton straights but 1s
rresently orerating only si: of them. HRerlacement costs of these
trucks 1is around $20,000. Trailer fleet for this rarticular
carrier 1s not relevant, for the division draws out of the parent
comrany’s fleet of 800 trailers.

Meintenance

All light maintenance work is done 1insidey and all wmaJdor
rerpairs are done outside the division. Rather than rebuilding
diesel ensinecs the division has a rolicy of rurchasing endines.
New engires cost $11,000, comrared to $9,000 for rebuilding, but
the endgine has 3 50,000 mile warrantysy and the tractor 1is not

down 3s long 3s when arn ensgsine 1s beins rebuilt,

Labour

The division emrloys 70 non-union drivers and dock workers
and has 20 administrative rersonnel. Wases for the city drivers
are $7.35 rer hours and the highwaw drivers are paid $.18 rer
mile., The dock workers are pa3id between $5.00 and $7.35 rer
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hour.,

Labour relations are described as beind fairly doo0dr» however
there 1s 3 fair amount of turnaover:s lardely due to wWworkers
aultting 1N the summer to return to their homes 1n eastern
Cenada.

MHanadement

The comrany belonds to the Western Tariff FEureau and LTL
movements are rated a3t tariff. On truckload movementss» the
division rnedgotiates the rate with customers.

Manadement does a3 3reat deal of 3n3lysis of the cost of
service for the various customers and has decided on a standard
cost of $.895 rer mile for 31l rPrick up and delivery, However: 3
recent check of 79 loads revealed an actual cost of $,72 rer mile
for the freight handled. To arrive 3t 3 cos® fidures records are

bert of driver’s times linehaul costsy and rick ur and delivery
time. These are collected by the office in Caldary and then

comrared to the revenue denerated, If the reveriue 1s not high
ernoudhy the customer is told that there will e an increase 1in
rates.

There is no formal budgetind erocedure in this firm,

Carrier E

Orerations

Since this comrany w3s started ei1dht wyvears 3490 it has
chanded ownershir twice arnd sltered 1ts routes sidnificantly, It
has recently been acauired by 3an extra eprovincial carriery to

orerate 3s 3an autonomous intra-rrovincial division. Since
reducing the number of communities served during the rast tuo
we3arsy 1t is row serves Edmontorn: Caldary and Lethbridge.

Atandorment of lares was due to competition. The company decided
1t could not #rofitsbly orerate 1n the discontirnued lanes.

Ori3inally the comepany started 35 an LTL carrier Pproviding a3
hidh level of service. At ore time the comr3ny had 69 rercent of
311 LTL movements betweern Caldary and Cdmonton, Now the comepany
1s movind to truck load movements, This was accomrlished by
ratsini the rates on LTL movements 1n an attemrt to drive
customers 3Way.
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The carrier is basically a deneral freight carrier but the
bulk. of its movements are of rerishable foods. This has beern
true since the incertion of the comrany, The comnpany has no
caracity to handle bulk commodities.

History

Started eigdht vears ador the comrany was acaeuired by 3an
industrial firm which orerated the company for two wears and then

sold it recently to its rresent owners for the book value of the
equirPment plus @& small epremiun. The comrany had lost F

sidnificant amount of money over the last vear and 3 half.

When it was oridinally started the company served Edmonton
and Caldary, Marnadement later exranded orerations to all of
central and southern Alberta. It arrears to have been this rarid
increase in costs for terminalse: with no corresronding volume
increasesy that caused the comepany financial difficulties.,

The comrany has contracted its orerations to cut overheads.,
They rnow 1nterline with the parent within Alberta for eutrs
grovincial movements and they interline with other intra
Frovincial carriers to serve communities no londer served
dJirectly.,

Customers

At orne roint the comrany had 55000 accqunts» of which 2
rrovided the bull of revenues.

(&)
o

In the early vears the customer base was fairly stables but
with the ¢trend towards truchk load movements a3 number of the LTL
customers left seebing lower rates.

The comrany has maintained a policy of billing 1ts customers
weelkly., This does rnot asrear to have dorie much ¢to shorten the
length of receivables however.

Originally the comrany rpriced 3ll LTL movements to tariff
and negotiated the rates of ¢truck 1load movements with the
shirrer, UWhen the decision was made to move out of LTL movements
rates were set above tariff,
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Fleet

The fleet has underdone maJor chandes., At the same time
that the comrany moved to discourade LTL movements i1t converted

1ts fleet to rurs., With the move to rurPs a truck 1oad moveament
became defined 3s any movement over &+000 rounds.,

The comrany had five highway tractorsy 42 city rower wunits
83 twenty-eight foot rurs and four 45 foot vans. All of the
highway power units and ruFrs were rew. The furs run in ‘trains’
of three between Caliary and Edmonton.

Mai1ntenanrce

M3intenance was done 1nside for 311 excert srecialized
reP3irs. No records were nma3intained as to how often servicing
was reauired or how lond 3an endine was run before rebuilding was
necessard,

Labour

Hanadement was denerally rleased with 1its 75 rnon-union
driverssy whao were raid rates compar3ble to Teamster rates of
37.29 rer hour and $.13 rer mile for lirne haul drivers. At times
l3sbowur turnover rposed rroblemssy caused mandement believed by the
transient nature of the Alberts worbk force.

M3anadement

As would be exrected there was 3 high level of manadement
turnovery 3ssociated with the <chandges in ownershir of the

COMmFAany., As 3 results there 3rrears to have been some confusion
in orerating rerorts and decisions. The decision to dget out of

LTL movements is 3rn examrle of this confusion., This move was
m3ade to reduce the rortion of reverues doind into terminal costs.
It w3s decided to eliminate Jock workers to reduce costss but at

the same time the company trai1ler fleet was changed to one suited
to LTL movements.,

Intern3s]l orerating rerorts were erovided by an in  house
comeuyter system. A wealth of orerating i1nformation was surrlied
to manadement. In sr1te of this the company did not buddet, did
no lane 3nalysis or customer profitability analusis., This lack
of analysis 1s rarticularly surerising in light of the
substantial office erersonnel the come3any had at times,
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Charter S The Diats

A significant amount of datay both aualitative and
euantitatives has been collected from the carriers rarticirating
in the studs. At 311 levels of management: in both *®rovincecg:
the cooreration we received was excellent, To 8 larde desree
this attitude of coorerztion reflects the imrortarnce of the

deredulation issue to the industry.,

Mot withstending the cooreration we receivedy there are some
caveats sbout the dats in this studyg., One rroolem was with the
records thst are kert by the firms, Much of the detziled
information which we soudght was simeply ot available., However:
this should not detract from the imrortance of what informestion
there was.

Secondlyy in any studysy orne must deal with the biasses of the
sources of informatiorn., In 311 but two cacesy» those 1interviewed
were strondly in favour of resulation and have mo doubt let this

creer into some of their observatiorns., This 1is inevitabley Just
as 1t 1s for those that orrose redulstion to see the facts in 3

light most favourable to their case. In order to nullify any
rossible bizsecsy every attemrt was meade to collaborate
informations either within the firm or with an outzide scurce.
To the bect of owur kriowleddey the firms interviewed did riot
discuss the research with one another and in no waw tried to
rresent & united front.

Finalley this was an exrloratory studye wundertaken within
only a3 very few weeks to meet the recuirements of the Economic
Council. For this reason the number of firms studied is
rectricted,

We attemsrted to include 3 cross-section of firms 1in  both
Frovincecy but because of the the reacuirements that the Alberts
firms be only intre srovincial and that the Ontario firms be as

cimilar as erossible to the Albertas firms, this study does rot
include the oreratione of any of the large carrierse like
Canadian Freigshtways in Albertas or similar larde carriers in the

east.

Fecauce owur samrle size 1is smally conclusions redarding
differences 1in the orerations of the firms in the two Provinces
muet only be taken as tenmastive. It will requyire a3 much more
e tensive stude to amrlify and clarify the arrarent differences
between the motor carriers in Alberta and Ontario that this study
hee i1identified,
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The data collected from the firms will be srresented in the
followind format. Under each headindg both rrovinces will be
discussed in order that similarities and differences will be
evident, Tables will be used to facilitate comearisons. In all
instancesy no information will be diven to indicate the identity
of the firm under discussion. It is for this reasons the firms
are not sresented in the same order 2s in Charter 4 and we switch
to identifyind the firms by numbery» rather than by letter as in
the last charter.

AN OVERVIEW

Ontario

All of the firms interviewed in Ontario were deneral
commodity carriers, When asked to define the rmature of the goods
carried most resronded that their’s was 'a sour to nuts®
oreration. The carriers covered sedments of Ontarior 3s defined
by their orerstindg asuthorities, In rno casse did 3 carrier’s
authority allow the carrier to serve two mador centres without
serving 3dditional smaller roints., The carriers a3ll orerated on
the basis of some deometrical ratterns whether it rerresented a
circles cquarer rectandgle or triandle,

'Alberta

Here adainy the carriers defined themselves as deneral
commodity carriersy althousdh their fleets are rot a3s diversified
as their Onterio counterrarts., Unlike their Ontario
counterrartss the Alberta carriers orerate intercitys from roint
A to roint R.

History

Crntario

Several of the Ontario firms were founded in the twenties.
Ornls one of the 0Ontario c3arriers Wwas started after 19460,
Territorial drowth of the comranies has occwured srimarily throudh
3caulisition since redulation hinders unilateral exepansion of the
service area by s carrier.
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All of the firms indicated a3 very rational arerroach to their
aceuisition rrocesses. A csndidate for acaeuisition sbove 311 hsd
to have suthority that added to the firm’s existing authority,
without any significant durlication. In the abtserice of drowth
throudh aceuisitions arrlications for new authorities or
amendments of existing authorities was attemrted, This method of
territorial exrpansion seems to be less favouredy largdely due to
the unrredictable nature of the OHTE’s decisions.

Alberta

The samrle firms in Alberts are sidgnificantly youndger than
their Ontario counterrarts, All, excert oney of the firms
interviewed has been started since the 1late fifties. The one
excertion has been in business for 26 wearsy but only under 1ts
rresent owner since 1968,

I At is desired:y territorial srowth 1in Albertsa is &

straightforward matter. All of the carriers have authorityg to
run anygwhere in the rrovince and can chandge their territors at
will, None of the firms interviewed have attemrted to iricrezse

their area of service. Orie had recently collarsed 1ts service
area by drorring Medicine Hats Lethbridde and Red Deer from its
oreretions.

Ownercshir

Ontario

All of the Ontario firms studied were familw owned and
manadged., In only one instance had any of the ownershir left the
femiley a3nd that wes not a8 controlling interest. Excert for the
gounger firmsy all were either chanding to second or thirdg
deneration family manedement,

Alberta

The Alberta firms were not as uniform in terms of owrnershir.
Two of the firmss the two lardestr» had recently been acouired by
extra-rrovincial ~carriers. For one firm, it was i1ts second
charde of ownershis within two wears, Of the other carriers one
is 3 sartnershiry while the remsining two are family owned and
menaded.,
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Comretition

Ontzrio

In Ontario the maJor emrhasis of comretition is on service.
Overnighty or same day delivery was mentioned by 23ll the carriers
as one of their most imrortant comnsiderations. In much the same
manner they mentioned treatment of claims and any other =robtlems
that arise.

This does not rreclude the imrortance of the cost of the
service thast the <carrier #Provides., In 3ll casesy the carrier
charded at a3 maximum what the Ontario tariff 3llows. In the case
of the volume shirrers rrices below tariff could be nedotiated 1in
order to receive the business, Althoush it has been ardued thsat
reduylation dives the carrier unwarranted monoroly rowersy the
carriers do rnot see 1t this way. In all of the interviews it was
stressed the carrier was forced to rrovide adeauate service at =z
reasonable rrice b9 the shirrer, F3i1lure to do so would result
in the shirrer transferrindg the business to a carrier that would.
In norne of the markets studied did a3 redulated carrier have 3
monoroly due to the lack of 3 comrpetind carrier, a

Orne of the carriers dernerated S0 rercent of his business in
the Metro Toronto Cartade Area. The metrorolitan Toronto sedment
of this market is 3 free entry area for a3ll intents and rurroses.
in his orinion the mador criterion for maintaining 3 customer was
service., While he had lost customers in the rast due to lower
ratesy he had found that the maJority returned because the
service wes not adecuate at the lower rates.

The mador comretition that the carriers feel they have 1is

the pPFrivate carrier., In many instances they cannot understand
whny the decision to do0 eprivate is mades but they all adree that
they 1lose the madJority of their accounts this way. This is
sarticularly damading in the smaller communitiess where the loss

of freizht to the rrivate carrier hurts the lane.

Alberts

lLike the Ontario carriersy the Alberta carriers claimed to
comrete on service rather than on rates., lliscussions with rPeorle
involved in the industrysy howevery indicated that 3 substantial
amount of r3te cutting does take rlace.
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The firms interviewed were either members of the Western
Tariff BRureau or used the Tariff a3s 38 #rricing dguide and

maintained that thew were rFricing to this tariff, Larde volume
shirrers cowuld get volume ratesy and the recultant rate wowuld be
filed with the Eureau. In some cases the carriers maintz:ired

that thes wowuld charge more than the tariffy» 35 3 result of the
awhwardness of the commeodity or becauce of 8 hidh claims rate for
a8 commodits,

There 1s a3 dreat desl of rate cutting tabing rlace in
Alberta as established firms attemest to hold and exrand their
customer base and as newcomers attemrt to lure business away from
established carriers, All of the ~carriers claimed that the
rroblem with new entrants was that theys did riot understand the
business and their costs., As 38 result rew entrants often set the
rates too low to be srofitable. This problem was rarticularily
severe on the Caldary/Red [eer lane.

As in Ontario:s the ©frivate carrier has &8 rFarticularils
nedative imract on the for-hire service to the smaller
communities. A Froint common to both rrovincecs was the demand for
service from a3 rrivate carrier whern his fleet wa3s wunable to
orerate or meet demznd.

Fricineg

Untario

Not a3ll of the firms surveved were sarticirating members of
the Teriff Buresauw but a8ll used the tariff as a duide for settins
rates. From the 1interviewe 1t @arrears that the costs of
rroviding service are not of srimary imrortance when i1t comes to
rate setting, Insteady consideration is diven to the samount of
comretition, the nature of the commnodity and the amount of
freight that the commodity can absorb. No rate ic cet:, however
without some consideration of cost.

The c<hirrer holde 3 dreat amount of market FOwerT. He has
the 3bility to shos around for 8 carrier who 1s willing to move
the freight at the rcost that he desires., This eractise is

rarticularly evident in the case of truck load movements.
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Alberts ’

Not 3l1ll of the firms interviewed in Albertsa were
#articirating members of the Western Tariff Buresau, Those that
were noty howevery maintein that they srice to tariff. The

Western Tariff 1s based on the cost of providing services taking
into 3ccount the commodity and the volume on 3 rarticular 1lane.

This results in 38 high tariff for many of the smaller communities
that are not volume centres.,

Like their Ontario countersartsy 3ll of the firms expressed
3 willirngness to make deals with volume shirrers, They would
base these dezls on cost and file 3 serarate rate with the Bureau
for the commodity and customer.

Backnauls

It must be realized that backhauls or return shirments are
lardely the function of the ecornomyg within which the carrier
orerates. BRasicallysy the 1issue of backhauls is one of
accessability to traffic to carry. It rerresents an imrortant
issue 1n this industry., If 3 carrier is to survivey there 1is 3
mirnimum c3sh flow required from the volume carried to rpa3w for all
orerating costs &and to comrensate the owner or investor,
Ultimatelsy this cash flow must be rrovided by the shirrers
served., That 1sy» esch shirrer must r39y 3 Ffrice for the service
which ultimately comrensates the carrier for that service, If 3
linehaul 1is arrrorriately balanced -- with backhaul volume
adeaquately related to fronthauls =-- so that the trucks oar
trailers are loeded in both directions of travely them both front
and backhaul shirFers share i1in suprorting the carrier’s costs.
Orn the other handy if 2 lane 1is wunbalanceds the front haul
shirrer 3lorne must compensate the carrier., Obwviowuslyy in such 3
situstion the fronthaul shirrer will be r3ging more for service
than 1f the truck was also earmning ‘on 1ts waw home®,

Dntario
In Ontarioy industry 1s distributed widely across the
FTOVINCEe., For this reasony and because Ontario has many

roruulation centers of sidnificant sizey there 3rrears to be less
of 3 backhaul rFroolem.
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Carriers 1y 2y andg 3 indicated that for the most s2rt theu
were running between 75 and 100 rercent balanced for all of their

LTL movements. This is of course a3 flexible situatiorn with the
belarice chanding with “he activity of the shirrers that the
comeranies serve. Carrier 3 sy who 1is rresently carrving mostly

truckload movements indicasted a3 balance rFroblem with return
shirments from roints outside his A authority, A lack of shirrer
contacts resulted inm his trucks moving emrty on the inbound
Journeys at least to 2 roint where the A authority allows for the
collection of LTL shirments., Carrier S orerates &8 balsnced
crerationy with truckload movements in one direction and LTL in
the other. Carrier 6 orerates a verw short haul business and is

not corncerned with backloads.

Alberts

In Albertzy the distances involved are dreater than 1in
Ontario. Sirmce the distances involved rerresent sidnificant

costs to the carriers: every effort is made to achieve balanced
loads., Carriers 1y 2y 3 and 4 have had success with load

balancinmd. Carrier 5» howevers serving Red Deer from Caldary 1is
running emrty from Red Dleer 3 high rercentade of the time. This
is caused by two factorss the hidh concentration of carriers in
Red Deer and the lack of outbound shirments from the city,

Eauirmernt Utilizetion

Like the auestion of backhaulsy eaquirment utilization mas be
3 much a8 function of economic circumstances as redulation. This

should be concidered when looking st the differences between the
two rrovinces.

Ontario

All carriers in the survewy orerate rrimarily ten hours rer
day., This means that ecuirment sits 1idle for more than 50
rercent of the availsble time. Aside from this common sense
observation: none of the comranies maintained statistics
regardging utilization of ecuirment. As a8 Froxy geasurey
statistics describing sales deneration per Fiece of equipment was
sei. The resulte of this ansivsic are showir in Table 1.
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Dats
Tasble 1
Eauirment Utilization

Firm 1 7 3 . 4 S Mean
Sales rer

Tractor

(000’s)

Ontario $54 $92 $52 $50 $110 $71
Alberts $352 $58 $66 $93 o n/s3 $67
Alberta

All of the Alberta firms orerated on the basis of 24 hours
rer dav, Orders were ricked up and delivered during the day and
the lire haul was done 3t night. This leads to an increase in
trailer wutilization. In the maJority of cases the line haul was
not done by comrany owned tractors but by a3 broker who was
drivind for himself. When determinind sales per tractor the
broker fleets were included in the total rnurber of rower units.

Overhead Levels

Ar attemrt was made to examirie overhead costs and overhead
statfing levels by calculating sales rer total number of
emrlovees (Table 2.)

Table 2
Gales rper Employee
($000’s)
Firm 1 2 3 2 S Mean
Ontario $36 $48 $34 $35 $42 $39
Alberta 326 $29 431 $35 n/a $30

As well the ratio of drivers and terminal staff to asdministrative
staff was also examined (Table 3).

Financial Characteristics

A substamtial amount of financial data was dathered froa the
firmsy althoush for some carriers the several vears of data we
sousht simely did not exist. A&ll of the data we were provided is
summarized in the following tables.,
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feble 3
Ratio of Line Workers to Administrative Staff
Firms 1 2 3 4 S Averade
Ontario 4,5 9.3 10.5 n/s 3.4 6.0
Alberts 2.4 5.0 4.9 4,3 n/a 4,0

The firnencial data is rresented in ratio form eFrimarily to
highlidht comrarisons between the firms and the rrovinces. In
additiony this form of rresentation 3llows us to present the dats
without violating our promises to keer actual +Yinancial dats
confidential.

Fimancial Structure

We bedin our examination of the fimancial information with
an examination of the firms’ balance sheets (Table 4), In
rreraring this table we calculasted the total working assets for
each firm. Working assets were defined as the sum of the working
carital (current assets less current liabilities) rlus fixed
sceets and ans other miscellareous assets., Each element of the
balance <cheet wa2e thern divided be the amount of the working
asscetes to denerate the ratios in table 4.

Orerating Staticstics

Orerating results for the firms a2re rerorted in tables 9 é
and 7. Tables &5 usnd & summarize the most current sear’s
oreratiorns for each carrier. Table 7 then hidghlights imrortant
trends in the firms’ orerastions over the past several wvears.

Irn ereraring the oreratind statisticse rerorted 1in these
tables we have attemrted to classify cost elements as
consistently 25 rossible across the firms. In table 7 we have
gernerally calculsted sales and earninds trends using 1977 2s our

base year,

Firnaller tables 8 and 9 rerort in more detail two asrects of
orerating coste with which the studw was rarticularily concerned
-~ mainternznce and insurance costs.
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TABLE 4

as at 1978 fiscal year end

All Components Expressed as a Ratio to Working Assets

Alberta Ontario
Firms
1 2 3 4 Avg* 1 2 3 4 5 Avg
Working Capital 5 (10) 9 (7 2 2 63 (11) 45 (6) 18
Fixed Assets 73 110 90 105 90 ]102 33 106 30 89 72
Other Assets 20 2 2 & - 4 5 24 17 10
Working Assets 100 100 100 100 100 j100 100 100 100 100 100
Long Term Debt 20 166 54 31 '&9 52 7 41 - 59 31
Equity 80 (66) 46 69 65 | 48 97 59 100 41 69

*Excluding firm 2




Data
TABLE 5
Income Statement
Ontario Firms
All costs expressed as a % of revenue
for fiscal year 1978
Firm
1 2 3 4 5 Avg

Sales 100.0 100.0 100.0 100.0 100.0 100.0
Variable Costs
Direct Labour 48.9 27l 46.1 (307 14.0 315.6
Leased Cperators 1.0 37.0 0.6 NA 37.4 19.0%
Fuel and 0il 10.0 Sradl 9.6 NA 3.6 7.1%
Maintenance 10.7 3148 ST NA 11.1 8.1%
Total Variable 70.6 7380 63.8 NA 66.1 68.3%
Fixed Costs
Administrative 5416 16.4 162477 NA 11.6

Salaries
Advertising and U 0) o) 1.1 A 0.4

Promotion
Bank Charges 2.0 @ 3., NA 28
Bad Debts ) O3 @ NA O%S
Claims 0.2 0.6 0.2 NA 0.8
Depreciation Sl 1.0 9.6 NA 4305
Insurance 159 0.9 il 7 NA 1.2 1.4
Licence 246 1.0 203 NA 152 1.8
Warehouse 4.5 1.7 0.4 5.0 NA
Other 3.0 (4.8) JUA NA 10.9
Total Fixed 26.3 17.4 R7I0) 3854 27.4%
Total Costs 96.9 90.4 96.4 83125 99.5 95147
Average Operating

Ratio 93.34

* Based on four firms
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TABLE 6
Income Statement
Alberta Firms
All costs expressed as a % of revenue
for fiscal year 1978
Firm
L 2 3 4 Avg*
Sales 100 100 100 100 100
Variable Costs
Direct Labour 39.4 30.6 4753 37.0 41.2
Leased Operators 202 10 18.9 .6
Fuel and 0il 6.9 6.9 6 1 2.9 )
Maintenance (87 16.5 6.8 Sk )
Total Variable 53110 66.2 61152 64.3 9955
Fixed Costs
Administrative 13158 (A NA S
Salaries
Advertising and 1550 @58 1.0 1.4
Promotion
Bank Charges U8y 4,8 249 0.6
Bad Debts 0.4 0.8 NA 0.4
Claims 1.0 LowB 0%6 2 62
Depreciation 9.8 Sl 6143 9
Insurance 2.8 ) o 3.4 2.5
Licence 0.8 5.4 S 0.6 0.6
Warehouse 81 31258 NA 0.7
Other 3.0 293 18.6 9.5
Total Fixed 41.9 63.0 ) 30.1  34.4
Total Costs 94.9 129.2 92.5 94 4
Average Operating BO2a73
Ratio
(Excluding carrier 2) 913.9

Includes all NA costs

* Excluding Carrier 2
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TABLE 8
MAINTENANCE/TRACTOR
Alberta
Firm
1 2 3 4
$/Tractor 3000 3463 3788
7% of Revenue 6.7 16.5 16.8 6.8
Ontario
Firm
1 2 i) 4 5
S$/Tractor 4914 2600 3003 7675
» of Revenue 10,7 3.8 7.1 11.1
TABLE 9
INSURANCE/TRACTOR
Alberta
‘Firm
1 2 3 4
$/Tractor 529 936 244 923
% of Revenue 2.8 3) N/ 1.3 354
Ontario
Firm
1 2 3 4 5
S/Tractor RIS 195 255 907
% of Revenue 2.6 1.0 2.4 1.2

A
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Motor Carrier Statistcs

Recause of the limited amount of data available to this
study and a3 concern about deneralizing beyond the few firms
studiedyr an attemet was made to comrare our results to Statistice
Canada’s comrrehensive  survey of the Motor Carraer Industry
(rublished by the Transrortation and Communications [livisior
reference 53-222). We faced two difficulties 1n undertaking this
COMFA3ri1sor., Recause of the i1mmense task irn comriling the Survey:
currenty 1778 data 15 not avsilable, We were only able to obtain

the 1977 rerort and 1t is this 1977 data that 1s wused in our
analysis.,

The second di1fficulty arices from the lack of denerally
accerted accounting definitions 1n the 1ndustry. We have
attemrted to reclassify the Survey data to mabte 1t comrarable to
the data collected for this study, but differences may exist in
how cocst accounts are defined between the two studies.

Table 10 rerorts balance sheet comronents for the Survew
firms., Comrarison of Table 10 with Table 4 sudggests that the
carriers in our study have characteristics similar to the Class I
and Class Il carriers 1ncluded in the Survey. This suddestion 1s
not unreasonable since the firms we studied also had sales in the
$500:,000 to $5+000,000 randge.

Table 11 attemrts to comrare the orerating statistics for
the firms studied. Here we were handicarred because the data
dathered (tables S snd &) are for the firm’'s 1978 orerating
yearsy» while the Survewy datas is from 1977, While for this reason
the data 1s not comrarablesr 1t 15 interesting that the denersl
Fattern of costs for Lhe samrle firns 1s similar to that rerorted
11 the Statictics Canada Survey. Eoth our firms and the Survewy
firms orfrerate at arrro:imately o0 rercent direct costsy» a3lthough
our Ontario firms are above this averade and our Alberta firms
sre belowu, We cannnot exrsrlain this differencer» but suspect 1t may
well be cttributasble to rroblems 1n cost definitions.

Secondlysy our samrle firms have oreratind ratios which are
similar to the Survey statistics. In drawing this conclusion we
are obviouwsly assuming that no maJor chandes in cost structures
took rFlace betweernn 1977 and 1978 and that chandes in fuel and
oreratind costs have been matched by corrsrponding revenue or rate
1increases,
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In Table 12 asset and return trends are summarized. While
Jirect comrarisons between this table and Table 7 are tenwuous:
the Survey surrorts the 3Ireater asset and sales drowth in the
west.

The earninds and return statistics for the samrle firms
3re23r more volitile than the national data., This is reasonsble
g1ven the small sice of the samrle 1n this study, On the other
hand the firms we studied 3rre3r to denerate slightly better
raturns than those rerorted i1n the Survewy,

Finalls, Ta3ble 13 summarizes the Suyrvey data i1n finer
dataily by class 2and tyre of c3arrier, In this comrarison the
firms 1n this study a3rrear similar to the Common Carriersy
Jlthough the returns on 3ssets and eauity for our firms are below
those 1n the Survey samrle,

The firms rerorted im this study were 1ncluded because they
had characteristics worth studyiing and because they were willing
to coorerate 1n the study, Because these firms were not selected
throudh a erobability samerling pProcesss the reader may have
legi1timate concerns redarding how rerresentative our firms are of
the truckind 1ndustry., The comeparison aof our data with the
Statistics Canada Motor Carrier Survey seems to sugdest that the
firms we studied are similar to the remainder of the industry and

ths3t ue can have confidence 1n the conclusions reached from this
stindy.,

A Methodolodical Question

The existernce of the Statistics Canada Motor Carrier Survey
raises the auestion -- i1f such national statistics are availaoler
could auestions about the relative srofitability and efficiency
of the Ontari10 and Alberta 1ndustries not be answered by means of

the Survey data, An 3nalysis of Tables 12 and 13 sugdest that
the 3nswer to this auestion 1s the Alberta carriers are faster

growind (1n 3ssets and sales) andr with the excertion of the very
small class IIl carriersy generate better returns (on 3ssets and

eaiuity) then theair Ontario counterrarts. Unfortunatelyr the
#roblem with these obervations is that they can only be made
about Wer7272% We 340 rot Vvriow how recent orerations compare, Nor

does the Survey reflact directly on the redulation/deredulation
1ssue because results for 1ntr3 and extra-rrovincial carriers are
At sedredated, Finallyy the Hotor Carrier Survey srovides few
1n3130ts into why oreratindg r3tios J1ffery and 1t these insights
Wwith which we 3re cancerned,




Data

It is only throudh detailed, firm by firmy analusis that the
information rieeded to exrlore the auestions of orerating
differences can be addressed.
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Working Capital
Fixed Assets
Other Assets
Working Assets
Loag Term Debt

Equity

Legend o
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TABLE 10
MOTOR CARRIER

BALANCE SHEET COMPONEN{§
as at 1977

Ontario

Size Class

I It 1pgL

(5) (4) (17)

68 85 9L
37 19 26
100 100 100
43 B b4
5\ 6l 56

Revenue > $2,000,000
Revenue from $500,000 to $1,999,999

Revenue from $100,000 to $499,999

Elus) ICanaday, 5 3=t

Alberta

Size Class

InE
(3)

96

BEE
(1D

P
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Charter 6 ORSERVATIONS

[luring our interviewss 3 number of areas were discussed that
the manadement of the carriers felt were imrortant. While we
were rnot asble to substantiste much of what was saidy it should be
noted that these orinions are common to a3ll the carriers
interviewedy excert where noted.

Comretition

fis has alreadws been discusseds the carriers 3ll feel that
their maJor comretition is the rrivate carrier. This is 3 form
of comretition that the carrier is rowerless to combat, In most
casesy the decision to do0 to rrivate carriade by a shirrer has
nothing to do with the individual carrier. The transition occurs
at a roint when the orerations of the firm can Justify & comrany
fleet, Normallwy this means that rather tham dealind with
several common carriersy the shirrer will only have to deal with
one internal carrier,

While this trend 1is mnot rarticularly harmful 1n mador
centresy it has a detrimentsl imeact on smaller communities, In
lLhe case of the small communitysy the use of 3 rrivate carrier by
the grucery outlet» the mador retailers and the beverade
comranies can remove most of the inbound freight from the common
carrier, This has a detrimental impact on both the carrier and
the commmunity which suffers a2 loss in the level of service
rrovided to it A roint common to all the interviews was that
noet only did the rrivate carriers remove 3 significant roartion of
the markety but they demanded high levels of service from common
carriers for odd movements, Thic means that the srivate shirrer
takes all the *srofitable® runsy and then exrects the common
cerrier to rick ur any of the undesirable movements,

fnother area that all of the carriers adreed on was the
neture of the comretition among the common carriers., All of the
firms compete with one another on rrice and service, What they
pbdect to is comreting adzinst reorle who do not comrete in a
rstional manner., The Alberta carriers maintzin that to & larde
dedreey the firms entering the industry do not comrete
rationalls, Srecificalluys the newer firms do not comsrehend the
f:11 costs of sroviding their services, As 3 resultsy thevw will
#rice their service below the actual costs of sroviding ity in an
attemrt to attract business, From an economic theorw standroint,
this zshould not occurs as zrice should never fall below mardinal
coste, Howevers in this wearticulsr industrysy new manadement
lacks the neressary understandind of business and economic
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factors to adeauately orerate 3 business.,

The Alberta dovernment acknowledded this facts in the Reror?
of the Select Committee of the Ledislative Assemblu! Reviewind
Intra-Frovincial Trucking Redulstionss in recommendation (5)»
where all new entrants to the industry were to be encouraded to
enroll in 3 basic msnadement course, The AMTE has riow develored
this courses hut to dates have not had the necessary enrollnent
to offer it.

Without understanding the costs of orerating his businessy
an owner/manader cannot orerate in 3 rational manner. The result
is that in an oren entry systemy these uninformed orerators
needlessly derress rates.

In Ontariosr the dumr truck inducstry followed the same
rattern, liscussions with the Ontario Trucking Association
indicated that rates now charded by dumr truck orerators are the
same as they were five years ado. Kather dramatic imrrovements
in orerating efficiencies must have been achieved if dumr truck
orerators have been able to meet the rarid acceleration in fuel
and eaquirment costs while not introducing rate increases, While
imrroved orerations masw account for holdind sricess 2 more
rlausible exrlanation is that dumr truck orerators turn over
raridly because the demand for the service is such that the
customers don’t care whose name is on the trucks Just as long as
there is 3 truck there to rerform the service, Continual
turnover surrresses rates,

The following exchande with an OTA executive should clarify
this roint?

*What’s harrened in the dumr truck industry is that the
third and fourth wave of orerators keer the rprice downs so that
the rrice ra3id rer ton mile for a2 movement of dravel todayw is
about the same as it was five wears ados which has dot to be
below cost.,

*Nowsy there are some shirrers who recodnize thisy and are
willing to 3y the extra eprice for reliabley assured service. On
the other hands the dumer truck brokers who dets a2 contract at 3
stated rrice and then sroceeds ta contract it outr to sa3ll
owner/oreratorss 1is after the lowest rate he can find., This
works out beautifully for the shirpers because he doesn’t care
that the vreorle in those trucks are chanding like 3 revolving
door, He only cares if the dravel is moved from the rit to the
Job site. The fact that the guys who’ve been orerating those
trucks aren’t the same wear after uvear doesn’t matter--a truck is
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a truck, It’s dot a drivery and he doesn’t care about anything
else, The fact 1is that he’s been sble to hold his rrice. The
dume truck orerstors orerate helow cost because thew don’t know
whet their coste are. In the dume truck industryy the biddest
Fressure now is to unionizey so that we can collectively bardain
#s truckers for our rates and conditions of work,

*The rroblem is too many truckers believe what they earn is
what thee collect (less the cash thes’ve srent for fuel and the
odd rerair), Thew Just don’t understand that their equirment 1is
wesringd outs or thet thee should be savind ur for maJor rerairs
-- its onls the cash that counts, And we’ve seen 1t harren overy
and overs and overy adsin., As for the ledgitimate oreratory he’s
dgot to comrete against the rrice surpression effect of the duy
who doesn’t krow what he’s doing®,

Uncertainty

There were two different tuyres of wuncertainty that we
encountered in tie study., In Albertar the firms are uncertsin as
to  their future, due to the ease of entrw and exit, A firm does
not krnow what comretition it will be facind on its routes the
next day, This 1s rarticularly damsding to the smaller firms,
Their orerating environment does not denerate the confidence
wecessary for exrension rlans and for rerlenishment of ecuirment.

In Ontarior the uncertainty 1ic 3 direct result of
dovernment ., Until action 1is taken one wayr or anothers on the
auestion of regulstiony the firms are wunsure as to how they
stiould rlen for the future. All of the firms a3dree that the rlan
for their orerstions wunder deredulation would be comrletely
Jifferent than under redulation, Chandes in the euality of the
service that the carrier sresently srovides will have to be mader
4% well as chandes in the aress that the comranies serve.

Rate Setting

In Albertay the rate structure is essentiallws based on the

cost of +rrovidind service, If 3 trailer must run back from 3
voint emerte because no backhauls are availables the inbound rate
will reflect this, The carriers maintain that there is ro

subsidization of any routes.
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At first dlance one is willind to accert this 3s tbeind the
caser but discussions with the AMTER indicated thats while there
maybe no intra srovincial subsidizations there mays well be extras
rrovincial subsidization, At this roint not 3 dreat deal of
information has been collecteds but the theory 1is that onrce 3
carrier reaches s certain size the extra rrovincial authority is
reauired for the carrier to remain profitable, WUithout the extra
authority the carrier is constantly fighting 2 reardguard action
adainst the smaller 1less sorhisticated carriers. The extra
srovincial suthority rrovides the carrier with 3 service
advantade which 1in turn eprovides the necessary edde to charde 3
premium to the customers., It should be noted here that the tuo
lardest carriers in Albertar that we studied» recently became
parts of extra rrovincial carriers. Managdement adreed in both
cases that without the extra eprovincial connection the oreration
was not economicallw viable,

Irn Ontario there are claims bw the carriers that their
tigher +traffic lanes must susrport the lower traffic lanes. In
the asbsence of lane analysiss however this 1is difficult to
substantiate. A more ridorous analusis of the Ontario rate
structure is reauired to answer this auestion. The carriers did
indicate that there are some cost based rates. The Stratford to
Kitcherner rates for examrles is hidgher than the London to Toronto
rate simrly because aof the lack of volume on the lane.
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Charter 7 RATES

It wes not our oridinal intent to become involved in 2
comrarison of rates petween the two rrovincess however in light
of some of the dats collected an investigation of rates became
imrortant, The erimary reasorn for lookind at rates was to
csuybstantizte the findinds of McRae and Frescott (1) concerning
dgeneral rcommodity rates, The McRae study suddested that Alberts
deners! commcdity rates were higher than Ontario ratesy st least
in 1975 and 1976, We were interested in attemrting to establish
if this rate difference still held true,

Discussions with industry 3ssociation officials suddested
Lhat rezle comrarisons between rrovinces are 3t best euestionable
undertakinds, In srite of these warninds the auestion was of
such sidnificance that the following rate study was attemrted.

Comr sranle Lanes

Fhe (irst rart of the study wase to attemrt to find
comFarable traffic lanes for comearison. The 1imrortance of
Caldzr: snd Edmonton in Albertsy and Torontos in Ontario is  such
thaet these centres serve to distort rates. Therefore it was
uesired bto mateh cities off the msinlines, In Albertas Lethhridde
and HWedlcvine Hat were chusen and in Ontario St, Thomas and
Barrre, These two cets of cities are both srrrosimately 180
miles arart 4md are similar in total rorulation.

Tte Rete Comrsaricons

Bether than look at srecific commodity ratesy we started
with the deneral commodite tariffs (2+3), The tariffs for the
Haerie 'Sty Thomas and Lethbridde/Hedicine Hat lanes are
cummarized in Table 1.

T interrreting Teble 1y and the other tariff tazbles in this
cnertary the first section of esch table 1is for rer shirment
mavemente  of ¢ diven weight., The second section of the table 1s
the ratess in centsy for a hundred rounds in the srecified weidht
class. The following examrle should clarify the tables.

Tu shie 3 290 round shirment from Lethbridde
te Medicine Hat would cost $14.05, To shir
73000 rounds over the same route would cost
$R1.60 £3000/100 X $2.72)
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TABLE 1

General Commodity Rates

Lethbridge to Medicine Hat

Pounds 0-100 101-150 151-200 201-251 251-300
Shipment Costs $11.00 $12.50 $12.50 $14.,05 $14.05
Pounds 301-350 351-400  401-450  451-500

Shipment Costs $15.55 $15.55 k710 $§17.10

Pounds 500 1000 2000 5000 10000
¢/cwt 342 306 272 239 205

St. Thomas to Barrie

Pounds 0-100 101-150 151-200 201-250 251-300
Shipment Costs $14.50 - $19.85 $24.05 $27.50 $30.85
Pounds 301-350 351-400 501-450 451-500

Shipment Costs $34.50 S3W.55 $40.55 S431.505

Pounds 500 1000 2000 5000 10000
¢/cwt 874 624 562 362 253
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Returnind to Table 1, it arrears that the Alberta rates are
significantly below those inm Ontario. It 1s not umtil the larde
105000 round shirments that the two rates even become claose,

The Froblem of Flad Outs

Unfortunately there are sidnificant ~rroblems with the
conclusion that +the Albherta rates are lower bhecause of the
structure of the Alberts tariff, In Alberts srecific commodities
are ‘fladded’ out and are assidned a rate hidher than the deneral
teriff, Table 2 1is & random selection of 40 of these
commodiities, Tt shows the total cost for shierring these
commodities between Medicine Hat/Lethbridde and St Thomas/Barrie.
Far the 40 shirments the Alberts rate is hidgher in four weidght
tlasces out of six,

In the Albertas tariff there are 3 total of 211 commodities
that are fladded out. Flad out factors rande from 1,25 to 5.
Arrendix A 1s 3 list of these 211 fladded out commodities. Ar
analusis of the arrendix shows that everuthing from airrlane
rarts to shrubs have been fladded out., Few commodities arrear
exemrt from the surchardes,

To sttemrt to 3ssess the imract of fladding out on ratess we
calculated the averade flad out factor for the 211 commodities in
frrendix Ay The weidhted averade flag out 1is 2.85, Arrluing
this factor to the Lethbridge and Medicine Hat rates sroduces the
rate structure shown in Table 3.

The rrocess for creating Table 3 involved multirluing the
rates for the Lethbridde to Medicine Hat movement by the averade
2.8% flasg out factor, Shirment rates are the dreater of the
stated shirment costsy or the number of rounds (divided by 100)
in the shirment class times the S00 round addusted rate, These
addustments increase the Alberta tariff., In the errevious examrle
the 250 sound movement would cost $29.25 and the 3000 roundg
shisrment would cost $232.50.

Comraring Table 3y the revised Lethbridge to Medicine Hat
rates with the St. Thomss to Barrie ratesr in Table 1s» indicates
that in most «cases the Alberta rate is hidher than the
corresrondingd Ontario rate.
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Commodity

Air Conditioners
Auto Body Parts
Plastic Bags
Wooden Barrels
(Empty)
Bicycles
Plastic Bottles
Brooms
Cameras
Carriages
Carts (Hand,
Set-Up)
Cork
Paper Cups
Cushions
Surgical Dressing
Dryers (Laundry)
Evestroughing
Filters (Auto)
Hoist Stock
Foodstuffs
Furniture
(Household)
Glass (Ladel)
Humidifiers
Ladders (Alum.)
Matresses
Scouring Pads
Paper
Radios
Empty Reels
Signs
Sleighs
Sporting Goods
Straws
Television Sets
Toilet Fixtures
Toys (Metal)
Picture Tubes
Urns
Aluminum Ware
Washing Machines
Windshields

Average

274

TABLE 2

Lethbridge/Medicine Hat versus Barrie/St. Thomas
TOTAL COST PER SHIPMENT

250

500

(in ¢)

# of 1bs.

100

0

2000

5000

10000

Alta. Ont.

2810
3573
7025
2810

2810
7025
2815
2108
4918
3573

3513
2108
7025
3513
2810
3513
4918
7025
2810
4215

2108
2810
4215
4918
2810
2810
2810
3513
4918
4918
2108
2810
2810
2810
3508
2810
3913
3513
2810
3513

3671

2750
2750
2750
2750

2750
2750
2750
2750
2750
2750

2750
2750
2750
2750
2750
2750
2750
2750
2750
2750

2750
2750
2750
2750
2750
2750
2750
2750
2750
2750
2750
2750
2750
2750
2750
2750
2750
2750
2750
2750

2750

Alta.

3420
4275
8550
3420

3420
8550
2420
2565
5985
4275

4275
2565
8550
4275
3420
4275
5985
8550
3420
5130

2565
3420
5130
5985
3420
3420
3420
4275
5985
5985
2565
3420
34]0
3420
4275
3420
4275
4275
3420
4275

3762

Ont.

4355
4355
4355
4355

4355
4355
4355
4355
4355
4355

4355
4355
4355
4355
4355
4355
4355
4355
4355
4355

4355
4355
4355
4355
4355
4355
4355
4355
4355
4355
4355
4355
4355
4355
4355
4355
4355
4355
4355
4355

4355

Alta.

7120
8550
15300
7120

7120
15300
7120
4590
10710
7560

7650
4590
15300
7650
7120
7650
10710
15300
7120
9180

4590
9120
9180
10710
7120
7120
7120
7650
10710
10710
4590
7120
7120
7120
7650
7120
7650
7650
7120
7650

7107

Ont. Alta.

8740
8740
8740
8740

8740
8740
8740
8740
8740
8740

8740
8740
8740
8740
8740
8740
8740
8740
8740
8740

8740
8740
8740
8740
8740
8740
8740
8740
8740
8740
8740
8740
8740
8740
8740
8740
8740
8740
8740
8740

8740

12240
13600
27200
12240

12240
27200
12240

8160
19040
13500

13600

8160
27200
13600
12240
13600
19040
27200
12240
16320

8160
12240
16320
19040
12240
12240
12240
13600
19040
19040

8160
12240
12240
12240
13600
12240
13600
13600
12240
13500
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Ont.

12400
12400
12400
12400

12400
12400
12400
12400
12400
12400

12400
12400
12400
12400
12400
12400
12400
12400
12400
12400

12400
12400
12400
12400
12400
12400
12400
12400
12400
12400
12400
12400
12400
12400
12400
12400
12400
12400
12400
12400

12400

Alta.

23900
29875
59750
23900

23900
59750
23900
17925
41825
29875

29875
17925
59750
29785
23900
29875
41825
59750
23900
35850

17925
23900
35850
41825
23900
23900
23900
29785
41825
41825
17925
23900
23900
23900
29785
23900
29785
29785
23900
29785

26268

Ont. Alta.

18100
18100
18100
18100

18100
18100
18100
18100
18100
18100

18100
18100
18100
18100
18100
18100
18100
18100
18100
18100

18100
18100
18100
18100
18100
18100
18100
18100
18100
18100
18100
18100
18100
18100
18100
18100
18100
18100
18100
18100

18100

41000
51250
1C000
41000

41000
10000
41000
30750
71750
51250

51250
20750
10000
51250
41000
51250
71750
10000
41000
61500

30750
41000
61500
71750
41000
41000
41000
51250
71750
71750
30750
41000
41000
41000
51250
41000
51250
51250
41000
51250

44850

Ont.

25300
25300
25300
25300

25300
25300
25300
25300
25300
25300

25300
25300
25300
23500
25300
25300
25300
25300
25300
25300

25300
25300
25300
25300
25300
25300
25300
25300
25300
25300
25300
25300
25300
25300
25300
25300
25300
25300
25300
25300

25300
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TABLE 3

Revised Lethbridge to

Medicine Hat Tariff
Pounds 0-100 101-200 201-300 301-400 401-500
Shipment Costs $11.00 $19.50 $29,25 $39.00 $48.75
Pounds 500 1000 2000 5000 10000
¢/ecwt 975 872 775 681 584
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The same srocedure was followed for the tariff rates between
Caldary and Medicine Hat and Toronto and Chatham» adain two city
pairs approximately eaqual distances arart., As can be seen in
Table 4 the redular tariff is lower in Alberta than in Ontarios
but when the flad out adiustment is arrlied the western tariff
tecomes higher., Exactly the same thing harrens in Table 5y where
Caldary ta Ked lDleer and Toronto to Kitchener tariffs are
comrared.,

Imrlications

The use of fladdindg out hy Alberta carriers roses serious
rroblems to any analysis of rate differentials, It camn not be
determined what rrorortion of traffic moves at the stated tariff
in Alberts and what rrorortion would move at some hidgher rate.
Studwing the list of exemsrt commoditiesr 1indicates that !
sidnificant amount of traffic must move a3t some dgrossed us rate.
Until 2 definite analuscis is dorne of wmovement by commodityy
howeverr anv conclusions drawn about rate differentials at this
roint must be temative,

Orn the sssumrption that only 50 rercent of the Albertz
freight moves at the fladded out rates the weighted rate
structure for Alberts is shown in Table 6. When these rates are
comrared to the relevant Ontarioc rates they arey on averade 40
rercent hidgher, However when city Fra3irs are comrared the
difference in the rates is varied. When Lethbriddes Medicine Hat
is comrared to Barries St, Thomas the rate difference is 22
percent. For the other two city ra3irsy we studieds the rate
difference is 6é1.5 rercent and 36 rercent,

Further Investidgation

Recause our interrretation that the Albertz rates are higher
has such serious imrlicationsy we attemrted to verify our
understanding of the tariff differences between the two rrovinces
through discussions with Directors of the Western and the
Canadian Transrort Tariff Bureaus., These discussions raised
several auestions which led us to extend owr investidationn.
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TABLE 4
Calgary to Medicine Hat
Pounds 0-101 101-200 201-300  301-400 401-500
Shipment Costs § 9.90 $12.35 $14,80 7.2 91970
Pounds 500 1000 2000 5000 10000
¢/cwt 394 328 295 243 187
Toronto to Chatham

Pounds 0-101 101-150 151-200 201-250 251-300
Shipment Costs $13.40 $15.00 216.75 S18:55 $20.50
Pounds 301-350  351-400  401-450  451-500

Shipment Costs $Zd .08 $24.30 $25.80 $26.90

Pounds 500 1000 2000 5000 10000
¢/cwt 495 455 385 245 170

Calgary to Medicine Hat (Adjusted)

Pounds 0-100 101-200 201-300 301-400 401-500
Shipment Costs $28.22 $35.20 $42.18 $49.16 $56.15
Pounds 500 1000 2000 5000 10000
¢/cwt 1123 935 841 693 533
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TABLE 5

Calgary to Red Deer

Bounds 1-100  101-150 151-200 201-250  251-300

Shipment Costs $ 8.90  $10.30  $10.30  $11.65  $11.65

Peunds 301-350  351-400  401-450  451-500

Shipment Costs $13.05  $13.50  $14.45  $14.45

Panmds 500 1000 2000 5000 10000

o fowt 289 242 221 179 138 )

Toronto to London

Pounds 1-100 101-150 151-200 201-250 251-300
Shipment Costs $12.80 $14.05 $15.80 $18.05 $19.25
Pounds 301-350 351-400 401-450 451-500
Shipment Costs $20.95 $23151:0 $24.45 $25.20
Pounds 500 1000 2000 5000 10000
¢/ewt 475 385 315 205 145

Calgary to Red Deer (Adjusted)

Pounds 1-100 101-200 201-300 301-400  401-500
Shipment Costs $ 8.90 $16.48 $24.72 S82.96 $41,20
Pounds 500 1000 2000 5000 10000

¢/ewt 824 690 630 510 393
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TABLE 6
'FLAG OUT' MIX ADJUSTED RATES
Medicine Hat to Lethbridge
Pounds 0-100 101-200 201-300 301-400  401-500
Shipment Costs $21.18 $24.,07 $27.05 $291.93 $32.92
. Pounds 500 1000 2000 5000 10000
¢/ewt 659 438 389 342 395
Calgary to Medicine Hat
Pounds 0-100 101-200 201-300 301-400  401-500
Shipment Costs $19.06 S28157.8 $28.49 Si33h21! $137 .93
Pounds 500 1000 2000 5000 10000
¢/cwt 759 627 568 468 360
Calgary to Red Deer
Pounds 0-100 101-200 201-300 - 301-400  401-500
Shipment Costs $17.14 $19.83 $22.43 §251. 12 ST .82
Pounds 500 1000 2000 5000 10000
: ¢/cwt S5 466 426 345 266
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The first concern raised was that neither the
Barrie/St.Thomas or Medicine Hat/Lethbridde lanes are leditimate
traffic lanesy in so far ass no carrier services these
communities directly, Insteads Medicine Hat/Lethbridde traffic
is routed via Caldary and Barrie/St.Thomas traffic would move visa
Toronto and/or London.

We acknowledde this criticisims Our reronse can only be
that the aovements are similary they are Just not direct. More
importantlyy this criticisim reflects the resl difficulty of
finding conparable lanes for analuysis -- it 1is veryyvery
difficult, In additions it is because of this criticisim that we
extended our analysis to the additional city rpairs rerorted.

The second concern with our anualuysisy raised buw our Western
discussanty was that it made no sense that the O0Ontario carriers
do not adJust their rates for bulky and/or esrecially valuable
commodities, ‘Surely they charde more for television sets which
are so hidghly suscertible to damade® was the illustration used.

The answers to these auestions arrears toc be nmixed. The
CTTE tariff does incorrorate a2 density reauirement., Ontario
deneral commodity rates are *subdect to 3 minimum density of 10
rpounds rer cubic foot'. In contrast the Western tariff is
subJect to a minimum density of 15 Ppounds rer cubic foot.

Redarding adJustments for commodities» there is no deneral
flags out component in the CTTB tariff similar to the commodity
flad outs srecified in the Western Tariff, But this does not
mean adJustments do not exist, It only means they are not
deneral., In Ontario adjustments are the result of inderendent
action by 3 specific carrier for a srecific commodity in a3
srecific lane.

To understand the impact of inderendent actiorns in the CTTE
tariffy we extended our investigation, Our first concern was to
ensure that the comparisons rerported rreviouslys in this charters
were not invalidated by inderendent actions. To address this
“concern we dilidently searched through the CTTE tariff to
identify 3l1 inderendent actions for all of the commodities
included in Table 2. Qur intent was to determine if any
inderendent actions existed far the lanes we were analusind, . We
found no inderendent actions for the commodities included in
Table 2 on either the Barrie/St.Thomas lanes or the
Toronto/Chatham lane., Ands for the Toronto/ London lane the only
action was for truckloads of washing machines. Our
interrretation is that fladouts are wmuch wmore rrevalent in
Alberta than inm Ontario.
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Eut the fact remainsy inderendent actions are taken in

Ontario, This raises the cuestiony what is the imract of these
actions on the CTTB tariff? Ta address this question we

identified 3ll1 1inderendent actions related to the 1list of
commodities imcluded 1in Table 2. UWe examirned these inderendent
actions and comrared them to the redular deneral merchandise
tariff for a3ll shierments in central and western Ontario. The
results of this araluysis are rerorted in Table 7.

Qur interrretation of Table 7 is that while there a3re some
snomolies in the inderendent actionss these tariff revisions
~redominantly rerresent reductions from the deneral tariff, The
meJority rerrecent either truckload or larde weidht rates. More
sracificallys the direct answer to our UWesterrner’s auery about
television sets a3rrears to be that the Ontario tariff does not
rate them higher because thewy are more fradile.

This extension of owur investidgation of the Western and CTTER
tariffs leads us to conclude that the Westernm tariff flads up and
the CTTR tariff flass down.

A further criticism of our examination of rates and the
conclusion that Alberta rates are higher comes from 3an Ontario

Himnistry of Transrort official. His concern with our conclusions
g S B

*the rates rublished in item 7267 CTTE ¢<90-I 3re not
riecessarily resresentative of 3ll Ontaric deneral
merchandise rates. Many movements occur under Ontario
Grouring Triff No. 1y which contains an excertion
listy very similar to Alberta’s 1list. This causes
Ontario rates to bte subdect to the same wuruward
factoring 3s Alberts’

‘the commodities on the excertion list cover only a
small rortion of the totsal amount of Zoods movindg,

Thus only 3 minority of doods a3ctusally moved 3re
"subdJdect to urward factoring in both Fravinces'.

Finally ‘rates in item 7267y CTTR 20-D are subdect to
the 10 round ser cubic foot rule, e.d, if 8 commodity
shirred weidhs only S lbs., rer cubic foots weidht of
the shirment is doubled (to reflect 10 1lbs rer cubic
oot ) which in effect doubles the rate, Most
commodities in the Alberta excertion list are bulky
items. For this reasons the comrarisons in Table 2 maw
not e wvalid®.,
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Our resronse to this criticism must be to agaim admit the
comrlexity of the rate issue. The existerice of multirle tariffs
in Ontario for similar commodities seems incondurousy but does
indicate & further reason why inter-erovincial rate comrarisons
are so difficult,

Within the context of thic study we were unable to establish
the extent to which freight moves under the CTTR 90-DII tariff or
under the Ontario Grouring Tariff. Becasuse we do not krnow what
the relative movements arer it is difficult to Juddae the extent
to which Ontario soods are suscertible to excertion surchardes,
Nors in Alberta» do we know the rate structures of the non-tariff
bureau firms,

Because of the limited samrling of rates undertsken in this
studgysy and the extreme comrlexity of the rate rrocessy it is not
rossible to draw definite conclusions about rate differernces
between Ontario and Alberts. The only conclusion that can be
drawn 1ic thsat attemrting to make comrarisons between the two
Frovinces 1is an extremely difficult task., HRates are not solely
set based on the dictance travelleds but are derendant on other
factorsy one of which is volume of traffic, Therefore for any
rate comrarison to be valid it must attemert to 1look at rates
betweern rpoints an eaual distance arart and with similar volume
movements on both the front and the backhaul, Anyg rate
comrarison that ends wur comparind Northern Ontario datas with
rates in Southern Alberta ic doing to be misleadind, And it is
very difficult to estsblish wmatching lanes. The effect of
Caldary and Edmonton and the corridor between them has a3 rrofound
impact on rates., A similiar situation in Ontario does not exist.
Ry the same tokemn Yoronto dominates Ontario in & way wunlike any
citw in Alberts dominaetes that market.

These factore must a3ll be considered when discussing rate
comrarisonsy and because of this comrlexity it may simrly not be
possible to do 8 macro comrarison of rates betweern the two
Frovinces., To arrive at useful conclusionsy based on realistic
dete the study may have to be dorne at the micro levely comraring
like lanes and commodities.
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Charter 8 INTERFRETATION

THE MARKETS

Even on the basis of the brief summary of economic
information rresented 1in Charter 3y some conclusions and useful
insights can be drawn asbout the for hire motor carrier markets in
Alberta and Ontario.

Forulation

Forulation is one indicator that can be used 3s a3 rroxw for
the volume of traffic within a3 market. Not omnly is the absolute
vzlue of the rorulation imrortent but a3lso how it 1is disrersed
throudhout the market areas,

Charter 3 indicated Ontario has 3 much larder rorulation
located im many more communities. The rnumber 3and size of the
centres have imrortant imelications for the transrortation
industryy for they reflect to some dedree the level of economic
activity arnd its concentration. Alberta has only two centres of
sidnificant sizey Caldary and Edmonton. These two cities
dominate 311 else that occurs within the rrovince. Ontarios with
17 centres of more than 100,000 reorle does not show the same
Jjedree of corncentration,

If rorulation can be used 3as 3 seroxyw for the volume of
trafficy then the number of carriers rer c3rita should dive some

indicastion 3s to how well the rorulation is beind served, Iny
Ontarios for 1975 there were 11,000 ~reorle for every motor
carrier with annual reveriues in excess of $100,000. In Albertsa

there were 4,800 reorle for each comeparable carrier. While there
are more reorley rer carriery beind served by each Ontario firm.
t3king the rhysical sizce of the carriers into account reduces the
significance of this differernce. The Alberta carriers are much
smallery orerating 12.46 versus 27.6 trucks and tractors in 1976
(12,9 versus 27,1 for 1979). As a8 result each Ontario truck
served 426 reorle in 1976 comr3red to 395 for each Alberta truck
(408 versus 370 for 1975). '

The larder rer carita investment in eaquirment in Albertsa

suddests that there may be an oversursely of carriers in Albertsa.
The reason for this belief 1s the excessive comretition we

observed orn some lanes., The Caldary to Red Deer lane is the best
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examrle. It had such an excessive surrluy of carriers that firmss
we studiedy had ceased oreratins to Red Ileery and we were told
other larde carriers had been unable to rrovide viable service to
other markets in the rrovirnce.

Level of Ecormnomic Activity

In 1975 there were 12+245 manufacturing establishments in
Ontario and 1,821 in Alberts. The Ontario esteblishments
rroduced doods valued at $44.4 billion wversus $4.7 billion in
Alberta. Once again these fidures can be used as & rroxw for the
volume of traffic that is beind moved. In Ontario there was $60
million of manufactured doods available for everwy motor carrier,
In Alberts the figsure was $12.7 wmillion. Of course much of this
freight would move by alternate forms of transrortation., but the
fact remains that there is more traffic available to the Ontario
carrier,

In 1976 en exranding economy and 3 decrease in the number of
carriers in both frrovinces changded the fidures but not the
conclusions. In Ontario the value of manufactured go0o0ds rer
carrier rose to $71.4 million and in Alberta to $14.4 million.

The value of manufactured doods does not rerresent the
entire a8mount of economic activity, When farm receirtsy lumber
production and natural resource activity are addedy 2 more
comrlete erovxy for the wvolume of freidht 1is estimated. In
Orntario for 1975 these sctivities accounted for $5.1 billien and
in Alberts for $7.6 billion. In Ontario this accounted for 10
percent of ecomomic activity and in Alberts 62 rercent.,
Obviously the matural resource and agricultural movements account
for & much larder srorortion of the Alberta economy and we would
susrect 8 larder rrorortion of Alberta freisht movements.

A short didression on rates and tyres of wmovements is in
order at this time, Given the importarnce of natural resource
movements and farm rroduce in Alberta it would seem likelwy that
rate rcomretition would be more severe for these commodities., By
the same reasonind the deneral commodity rates in Ontario should
reflect the imrortance of the movement of manufactured doods.,
This could helr exrlain why the Ontario deneral commodity rates
masbe lower than the Alberts rates. It is aquite conceivable that
redulation of the inductry does rot have the imeact on rates thsat
many believey but that rates are primarily influenced by the
structures of the market place and commodities to be moved.
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Exxtra-Frrovincial Movements

The rrevious discussion rrovided some 1insidhts 1into the
factors affecting the tramsrortation industries in Alberta and
Ontario., One wowuld be either very brave or very brash to attemrt
to draw definite conclusions based on this information. It would
be rparticularily misleadind to do so because of the 1little
information available about the volume of doods that move on
eitra-rrovincial versus intra-esrovincial carriers within each
Frovince. It 1is 31l well and good to roint to Alberta and say
that they have 3 deredulasted intra 1nductry and 1t 3arrears to be
adequately meetindg the Frovinces shirrping needs., Buty if only 20
rercent of the doods that move within the rrovince move by means
of the unredulated intra-rrovincial carriersy then any
conclusions may be mislesading,

Unfortunatelyy we have no data concernind the distribution
of freidht between intra and extra carriers in Alberta. However
diven the recodgnized dominance of Canmadian Freidhtways and the
fsct that many larde trans-continental freight lines (often from
Oritario) slso serve the rrovircer there 1is 3 sidnificant
likelihood that onls a3 small Pportion of Alberta’s freidht is
moved by the unredulated fleet,

THE CARRIERS

History

The Ontario firms 3are much older than the Alberta based
carriers., This 1s rossibly 3 result of redulation creating 3
more stable environment for the firms in Ontario but the mador
contributing factor asrrears to be the difference in the economic
Jjevelorment of the two rrovinces. Alberta has not develored to
the same extent a3s Omtario. Ands the Albertas ecoriomy would have
relied heavily on r2il transrort throudhout its develorment,



= 2188 =

Interrretation

Comretition and Service

Right from the starty we would like to meke clear that from
the evidence that we have seeny comranies in both esrovinces
actively comrete for customers.

While the nature of this comretition may be differenty we
saw no evidence that would suddest that the Ontario firms feel
more comrlacent about the need to attract new customers becsause
of any perceived protection under redulation.

The carriers in both #srovinces maintain that the basic
method of comretition 1is service. In both markets manadement
believes that only by rroviding the level of service that the
shirrer demands can the comrany hore to retain customers,

Without doing an actual shirrer survew it 1is difficult to
draw any conclusions about manadgements’ service claims» however
there are some rroxies that may be used. One of these is revenue
per foot of caracity (Table 1), Table | shows that revenue rer
trailer foot of the Alberts carriers 1is hidgher than for the
Ontario firms, The reason for this difference 1is difficult to
identifyu, Iata redarding shirment weightsy cubic caracity
utilizations tons shirred or time srent on movements might have
cshed some light on the cause of the difference. Unfortunatelyvy
for the firms we studiedy this information wa3s simels not
available. One rlausible exrlanation for this difference maybe
that the Ontario carriers are not able to consolidate shirments
3s extensively 3s the Alberts carriers becsuse of the need to det
the freisht on its wayv.

Table 1
Sales rer Foot of Trailer Length
Firms 1 2 3 4 ] Averade
Ontario $744 $816 $516 na $1080 $789
Alberta 896 1099 1120 395 878

Another asrect of service is the willingness of carriers to
‘gpot’ trailers at a8 shirpers dock in order that he may load on
his own schedule. Adain in the absence of any shirrer data a
PTroXy measure was calculated-- the ratio of trailers to tractors,
In Ontario the averade is 2.5!1 whereas in Alberta the ratio 1is
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2¢1, The higher trailer to tractors ratio 1im Ontario suddests

that the carriers are more willing to service their customers by
leavindg trailers with them, O0f course this 1is not the only

rossible exrlanation for the difference between the rrovinces,

It may be that due to comretitive sressures the Alberta firms
simely can not afford to finance 3 hidgher trailer to tractor

investment, Ory» it may be that the Ontario firms’srot’ trailers

inm order to secure future shirments from mador 3accounts. This
imrlies that 3 dreat deal of ecomomic rower resides with the
sitierrer 1in Ontario.

A final asrect of service involves how freigsht dsets to small

communities., In Ontario carriers PN direct ta these
communities. Many carriers orperate *‘redal runs® where freight
for several communities 1is 1loaded on a3 trailer and then

distributed a3s the trailer moves from community to community,
Andy these redal runs are aoffered on 38 redular scheduler even 1if
the trailer 1s nrnot full which may reflect on the lower revenue
rer foot of trailer Freviously discussed,

In Alberta we did not see the same rattern. In Alberta
freight does not reach the small communities by means of the
inter-city carriers, Insteadsy each small town has its own local
one or two truck orerator who Ppicks shirpments wup a3t the
inter-city carrier’s terminal for delivery to his community. In
Albertas we have the 1imsression that only the rrivate fleets
Frovide e:xtensive distribution or redal runs. The onls time an
inter-city carrier would send a truck to a3 small community would
be when he had a full truck load to move.

The differerices in treatment of small communities between

Frovirnces arrears to be both an imract of the economic
differences between the rrovinces and of redulation, Albertsa
carriers run cits to city because that is where the rreronderance
of freight moves. Ontario <carriers run deometric ratternsy

circlessy squares and triandlesy both because freisht is disbursed
in r3tterns a3and because their orerating authorities reaquire it.,

Orntario carriers midht not serve small communities directluy if it
was not reaquired., We were told thewy would rather hold freidght
and transhir 1f it were not for redulation.

Where redulstion has an arrarent advantade faor small
communities it a3l<o mayw lead to excess levels of service. Until
recerntly rates have not been 38 comronent of the OHTR'Ss

consideration of an arrlication for an orerating authority, As 3
results the way to det a riew authority, often was to create 3 new
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ture or level of services such 2s same day delivery, We don’t
know what dislocations creatind new cervices Just to gdet licenced
has causedr however 1t 1is prossible some dislocations have
occurred.

Fricing

The whole 1ssue of service and the service/rrice tradeoff is
extremely comrlex. The carriers believe service is the hkev to
business. This may be trues however the emerdence of the rrivate
fleety 1in both Frrovincesy and the Ontario illedal fleet roses
auestions about this assertion.

We were tolds by 2 relisble industry sourcer that there are
truck brokers in Ontario who can arrande for movements of freight
at rates runnind half to two-thirds of the CTTE tariff, These
rates are rossible arrarently throudh the use of leased equirment
and throudgh the use of driver rools. If such srrandements exist
for a8 firm for several months they look like 3 private fleet,
while on 3 trirs to trir basisy or day to day basis they verde on
illedal <carriade, In Onterior a8ny shirrer can carry his own
doods in his own trucks whether that truck is leasedr rented or
rirchased, Such orerations only become illedal if more than one
shirrers’ doods are on the truck:» or if the truck asttemrts to
rick ur someone else’s freigsht for a backhaul home.

Orerators of private fleets claim many reesons for orerating
their own trucks., Reasons rande from rrices to advertisinds, to
service. Orie firm orerating 3 larde in-house fleet maintained
that its fleet costs are S to 10 rercent below what the firm
wonuld ray for comretitive common carrier retes for the volumes it
moves.,

Ariother larde private fleet distributing merchandise coast
to coast clasims that common carriers Just can not Pprovide the
service that the rrivate fleet can. Deliveries that take 3 week
via - the in-house fleet take 2 or 3 weeks by common cerrier.
Common carrier claims are higher due to dreater amounts of damase
and shortadesy and LTL rates are about double the Pprivate fleet
costs.

The managser of this esrivate fleet concluded that running to
maJor <cities the common carriers can do a3s d0o0d 38 Job as he can.
It is the small communities (and even suburbs of wmajor cities)
where his trucks can and will do» but a common carrier does noty
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that causes the sroblems of delaysr damade and cost.

Both of these erivate carriers are in businesses where they
dgernerate their own backhauls., 0One 1s over 907 loasded both ways
while the other is orerating at sbout 75%. For both of these
firms srivate <carrisde arrears to be more resronsive and less

costly than common carriade.

The whole issue of rprivate carriade a3nd the existence or
3512 of any clandistine fleetsy rFoses several auestions we have
been unable to answer corcerning the extent to which rate 1is
really 3 much more impPortant issue than the carriersy we studied,
helieve it is. It raises a@questions 3about the costs and
efficiency of private <carriade a3and leased fleets., Ferharss
because these fleets are not surrporting terminalsy are not
running rartialls loaded trucks and mas not be ravind for the
overheads rnecessary to run 3 serarate businesss thew do orerate
less exrensivelysy we Just do not krnow.

Frice comretition would arrear to be more severe in Alberta.
This should not be taken to mean that it doesn’t exist in
Ortario. A brief look at the tariff schedule of the CTTR will
1indicate Just how many srecial low rrices have been arrived at in
Ontario.

The reason for the difference in Alberta seems to stem from
the 1low entry tarriers and the resultant influx of carriers, As
8 result orne finds the same situstion in Alberts that has been
described for the Ontario dume truck industry. New orerators
enter andy in an attemrt to asttract businessr lower rates. This
forces rates down for 3ll carriers.

Finallysy we do not know what the effect of having to file
rates with the OHTE hass uron rates in Ontario. We cusrect the

imr3ct 1s very small, The CTTE tells us that its members meet
regularily to adJjust their tariff, Filind any chandes with the

OHTE does not serear to rose problemsy only clerical costs.

The whole aquestion of service and Pprice deserve much more
attenmtion. In his researchy in the United Statess Wuckoff found
that eprice accounts for only five rpercent of the decisions to
chende carriers: while various service comrornents comrrised the
other 997, Sirice the frice/service trade off arrears to be so
imFrortant it requires much more attention,
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In summaryy the following interrretations can be made!

1) As suddested by Wucoffs the carriers rerceive thsat
service is the most imrortant comretitive factor.

2) Trailer to tractor ratios susdest that Ontario firms
masbe rroviding better service to their customers.,

3) Price comretition 1is more severe in Alberta as s
result of the lower entry barriers.,

4) The price/service tradeoff is not well wunderstood.

Backhsuls

Ontsrioc carriers arrear to have wmuch better balance on
averadge than the Alberta firms, This fact reflects the economies
of the areas served more than any other factor. In Alberta there
is 8 problem with ecornomic imbalance between various aress: which
is comrounded by 38 large number of carriers. The city of Red
[leer 1s 3 dood examrle., There 1is one carrier for every 800
reorle in Red Deer. This oversurrly results in a larder number
of empty miles than is necessary to ensure that an adeauate level
of competition is maintained, This results in the industry 1in
Alberta beingd less enerdy efficient than is desirable. Another
issue that is worthy of further study,

Equirment Utilization

As has a3lready been indicated revernue rer foot of trailer
srace 1in Alberta 1is hidgnher than for Ontario. It has been
sugdested that this differerice may well be the result of a3 higher
demand for service in Ontario.

Another measure of eauirment utilizastion is revenue
generation prer tractor. To take into account the nature of the
Albert2 orerationssy brokers emrlouved orn a3 redular basis have been
included in the calculation of this fidure. Other studies which
have shown a3 sidgnificant difference in revenue deneration between
Alberta and Ontario do not seem to have included these brokers.
Failure to do so must result in wmisleading conclusionses for
without the brokers the Alberta comranies would have to purchase
their own rower units,
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There may be many explanstions why Alberta carriers use
brokers -- includind 3 lack of carital or sidnificant seasonal
reaks and valleys which may Justify only short term committments
of eauirment. For the Alberta firms» we studiedsy who use brokers

extensivelysy neither of these exrlanations arerly. The most
rrevalent user was financially able to finance eqauirmant
acauistions, The second firm’s broker was drivind a3 tractor

rreviously owned by the comepany. Neither of these comranies had
seasonal movements, There were no significant reaks and valleus
in orerations that would Justify short term committments for
temrorary rower, In facty both these firms had lond term
committments to their brokers (much the same as monthly ravmeets
had the units been owned).,

The hidh usade of brokers in Alberts srrears to be due to 3
lack of 1investor comfidence, It would arrear to make sense for
these carriers to invest in their own tractors because doind so
wouuld increase oaoverall profitability by a3t least the return the
broker is dettind on his 1investment. The reason for rnot
investing arprears to be 3 desire for maintainind as much
flexibility as rossible in order to d3in some rrotection adainst
dramatic market fluctuations.,

The fidures we have dathered on equirment wutilization do riot
ciudgest that there are any differences caused by redulation. The

one difference that has been identifieds the srorensity to dror
trailersy ceems to be the result of shisrer rower in Ont3ario

rather than any redulatory force.

Manadement

Manadement of the Alberta comranies arrears to be more
sornisticatedsy considering their extensive use of computers and
the resultind orerating data. However this 1s rrobably an
inaccurate 1imrression of the two drours of manaders., To bedin
with any comrarison of manadement exrertisey within the time
limits of this pProdect, is a risky undertaking., Secondly, the
Alberta firms are wounder (euxcert for the two yvyoumd Ontario firms
which a2re at least 3s advanced as the Alberts firms in terms of
the formal information available). This observation has led us
to the orinion that the sorhistication of maradement systems and
rerorts is more 3 function of the exrerience of maradement than
of any other factor. What is being done formally in the Younder
comranies 1s heind done informally in the older firms. With the
coming deneration chande in the Ontario firms we expect this
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situation to chansge. At the rresent time thoudgh, the Ontario

managers run their comranies more by intuition than throush
formal manadement plans amd rerorts.

Financial Condition

The baslance sheet datas» rresented in Charter 5S¢ rerhars most
strondgly hidghlidhts the financial strendth of the Ontario
carriers. Several of the Ontario firms have solid financisal
foundations. Conversely the larde Alberts carrier wac
desrerately over extended (which accounts for its subsecuent
demise) .,

As rerhars should be exrected, the carriers’ maJor
investments are in rolling stock and facilities. Accounts
pavable turically rprovide financing for accounts receivable and
nedative workindg carital ratios arrear in both rrovinces.

Orerating Results

A hetter measure of manadement rerformance is a8 cCoOmFarison
of the orerating results of the firms. One problem with the wuse
of the orerating margin is rotentially incomrarsble accounting

rolicies. There 1is no doubt that all of the carriers take full
advantade of the income tax resulations to avoid as much tax as
Fossible. To the extent» though, that thewy have used different
accounting rolicies and derreciction rates (for examrle)

discrerancies can exist inm the orerating mardins. A further ares
of difference is the remurnieration of officers and executives., A
hidher rercentade of sales is beins paid in Ontario than 1in
Alberta for executive comrensation., This does not necessarily
mean lardger staffs in Ontario. It only meancs that for rfersonal
reasons the Ontario owners are taking more revenue out (rossibly
to reduce ta: costs to the firm or for estate slanning rurroses).

"Arother rroblem with attemrting to comrare cost structures
of the firms is that two elements of cost are whollw bewond the
control of manasement -- the cost of fuel (or 3t least that
portion of rrovincial taxes in the rrice of each gallon of fuel)
and the costs of vehicle license rlates., There is as much as 3
28 cent rer dallon differernce in the cost of fuel between the two
frovinces. The Ontario firms orerate at @ 1.8 rercent (of sasles)
disadvantade simrly because their fuel costs are higher.
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Fuel 1s not the only cost that can not bhe controlled by

manadement. Another <cost 1is 1licencindy for which the Ontario
averade of 1.8 (rercent of sales) is sbout equal to the Albertsa
averade: however this ricture chandes when the obviously

excessive licensind costs for carrier 2y in Alberta (5.4%7 of
s3les) 1s removed, The Alberta sverade drors to 0.6%. Adain the
Ontario carriers are 3t a3 disadvantade.

A final uncontrollable area of cost difference is insurance.,
It has beern suddested elsewhere that 1nsurance costs are 3
function of the rnumber of miles run. From our investidations it
grrears that totzal insurance costs are more 3 function of fleet
31z 3nd the rast safetwy record of the fleet. On averade the
Ontario firms are ra3vying less for their 1insurance than their
Albarta counterrarts (1.4 wversus 2.5%Z of sales). A roscsible
exrlanation for this 1nsurance savind aerrpears to be 1in the
m3intenarice costs of the Ontario carriers., The Ontario carriers
3re srending more of their reveriue on maintenance. (8,1 rercent
versus 6,3y fadain excludindg carrier 2 in Albertal)., Literature
on the industry and common sense suddest that maintenance will
reduce mechanical failures which may lezd to asccidents and higher
insurance rates., The Ontario firms seem to be tradindg increased
mainteriance costs for reduced insurance costs.

Table 2
Comre3arison of Orerating Ratios

Alberta Ontario
Averade orerating
ratios

(siyccessfiyl firms) 93.9% 9333k

AdJustmant foriXx

Alberts fuel difference (1.8)
Alberta insurance difference ot
Albertas licence differential (@ drked)
Alberts maintenance difference (1.8)
Adousted ratios 9369 89.6

X [erived from tables S amd 6 of Chaster S
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Summaricing the orerating data it arrears that the Ontario
carriers maw be more rrofitable than their Alberta counterrarts
(Table 2), Table 2 indicates that comrerable Ontario costs (as 3
rercent of sales) are below those of the Alberta carriers by 3
factor of 4.3%Z. This four percent of additional srofits may be
accounted for by the larder size of the Ontario cerriers, We
tried to match the carriers for size but that was not rossible
because there simrly were no 1larde Albertaz intra-rrovincial
dgenerzal commodity carriers to be studied. If regulation
contributes to carriers achieving a3 size where they can be
efficientr» regulstion may be providing Ontario with larder and
slidhtly more rprofitable carriers. Arn  additional conclusiony
must be that in srite of the most dire warninds of the
deredulationists we could find no sisnificant excess or monoroly
rrofits accruing to the Ontario carriers., The Ontario firms were
well runy but they were not sidnificantly more rrofitable than
their Alberts counterrarts,

Size also exrlaince why the costs of the Ontario firms asFresr

more variable than the costs of the Alberta firms (68,3 wversus
(30 S AR The Ontario firms are larder and have more volume anno

reverniue over which to srred their overhead costs.,
Financial Trends

The financial ¢trend information rerorted in Charter S
Frortrase 3 volstile industryy rparticularily in Alberts.

Sales of the Alberta carriers arrear to fluctuate wmore

raridly than those of the Ontario Carriers. This maw reflect
cycles in the econome of Alberts. It may also reflect the i1mract
of new carrierc entering into the market. All of the Alberts

firms indicested that shirprers were trancsienty alwavye on the move
for a3 better Frice.

It i the esarnindgs trend data which is most striking. With
the exclusion of carriers 3 and Sy the Ontario earming trends are
imrroving stronsls. Andy for both carrier 3 and carrier 35 the
fall off in earnings can be attributed to deliberate manadement
decisions to sacrifice current rrofits for growth. EKoth of these
carriers have undertaken significant exransions in 1978 with
asset dgrowth of over 40 rercent.




Interrretation

For the Alberta carriersy there is no similar exelanation
for the volatility of earningds. The only exrlanations manadement
could rrovide were that comretition erodes eprofitsy that shirrPer
~rower keers rates downr and the impact of the AIE constraints on
Canadian Freidhtwads.,

The return on eauity asnd return on asset data has to be
adjusted for the Ontario firms before ans realistic comrarisaons
can be attemrted., Two of the Ontario carriersy carrier 2 3and
cirrier 4y are long established carriers orerating either out of
very old terminals or from rented termimals for which only 3
nominal rent is being raid, AdJusting arrarent income flouws for
this rent subsidization and adiusting asset and eauity values to
more realistic replacement values changes the return rates:
rerorted in Charter 5o significantly.

Allowind for the 23bove adjustments, the return to owners oft
the Alberta firms is both substantially above that of the eastern
firms and 1s much more volatile. This hizher rate of returnsy 1n
Albertas maw merely rerresent adeaquate comrensation for the risks
the carriers are takind, but 1t seems to effectively demonstrate
thst the Ontario carrier returns can rnot be considered to be
e;icessive.,



Resulte

Charter 9 Conclusions and Recommendations

We began this study intending to establish A fi the
deregulated market for intra-rrovincial motor carriers in Alberts
his led carriers to orerate differntly than carriers in Ontario.
(ur second obdective wss to determiney where rossible the
4dvsntades or disadvantades of redulation for the carriers and
the shierind rublic,

The Findings

Carrier Size

As suymmarized in the rrevious charter there are differernces
between the two rrovinces, The most outstanding difference must
be that there are no larde inderendent intra-srovincial carriers

in Alberta, We could identify several carrierss in Ontarior two
nf which ere included in this surveys with annual revenues near

$10 million. The lardest carrier we could identify in Alverta
hrae revenues of only $3+000,000 and that firm had Just failed as
an intre-frovincial carrier.

The vessons for the lack of larde inderendent carriers 1in
Alberta 1 difficult to assess. It may simrly be that roor
manssement has destroved the larder firms. Eut it is much more
likely that the very extensive comretition on that rravinces’
iy mador traffic lanes the Caldgary-Edmonton corridors rrohibits
any firm from achieving any sidnificant size. In facty the wmost
heelthy (rrofitahle and drowind) firmss we studiedy in Alberts
served communities awaw from the corridor,

The insbilite of Alberta carriers to achieve sidnificant
size  imroses costs on Alberta shirrers. The Alberta firms can
noel obtain economies of scale available to larder carriers. As a
result they have hidher fixed costs rrorortional to revenue than
their larder weastern counterrarts, These hidher costs are
arrarently reflected in Alberta rates.




= 20108 =

Results

Cost Volume Relationshirs

This discussion of costs raises a3 maJor 1issue for 3ny
consideration of redgulation and deredulatiorn, Larde carriers
have cost advantades over their smaller comretitors, But these
advantsdes are not 3 mere reflection of size., A larde rortiomn of
motor carrier costsy in srite of the belief of some economists:y
are not variable costs. Rathersy this industry is 3 discretionary
cost industry, Arrendix B rsrovides a3 detailed statistical
analysis of the relstionshis between carrier costs and levels of
activity.,

Variable costs are turically considered to be those costs
which va3ary directly with the volume of 3 firm’s activity., Most
tyres of wvarisble costs have an exelicit relationshir with
volume. One more dallonmn of dasoline refined reaquires anaother
barrel of crude o0il.,

Discretionary costsy sometimes called marnaded or rrodrammed
costs are costs that arise from rseriodic decisions that reflect
manadement rolicies. Discretionary costs may have no rarticular
relation to volume,

Motor carrier manadement faces several critical questions 1in
orsanizing its orerations,

- nature of service to be rrovided
- caracity level to be rrovided

- source of road eauirment
- orerating rolicies

How manadement decides to asnswer these questions directly effects
how 3 firm’s costs will chande 3s volume chandes,

Nature of Service

The nature of the service 3 firm decides to
rFrovide has sidgnificant imrlications for 1ts cost
structiires, Srecifica3lly the LTL (less thamn truck
load) versus truckload decision has imrlications for
terminal facility costss w~ickur and delivery (FED)
fleet costs arnd manrower costs. When 3 carrier decides
to comrete in the deneral commodits LTL business he is
committed to
- i1nvestments 1n terminals in 3ddition to his base

terminsl,
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- investments in F &8 It (rickur and delivery) fleet
- manrower reauirements to manade and orersate
these facilities.

The TL orerators on the other hand wowuld not imncur
these costs., His oreration would not require a F § I

fleety rnor would it 1likely involve 3 network of
terminals,

The manner in which terminal facilities are
frovided may make swuch infra~-structure costs arrear
variable. For if 3 terminal 1is rentedy rather than
rpuyrchased one misht ardue that the rental costs would
cease i1f manadement closed 3 divern terminmal. Likewise
fleet rentals arnd or leasing can enable fleet costs to

also arrear fle:ible.

Unfortunatelyy the arrarent flewibility inherent
in renting and leasind is hidhly illusionary, A LTL
terminal has srecial recuirements to smooth the flow of
traffic through it and to reduce handling and damase
claims. For this reasons dernerzl rurrose buildings do
not make effective terminals. Most <carriers will
design their facilities to meet the needs of their
oreretions. Few financiers will #srovide a8 srecial
rurrose bwuilding on 3 month-to-month rental basis., To
det what he needs the carrier either rurchases his own
buildind or 1s commited +to long term lease/rental

arrandements., Likewises wvehicle leasors are rot
interested in eroviding equirment for short term
reriods excert at very high rates. The leasor must

generate sufficient cash flow from the vehicle to meet
hic debt commitments anmd costsy and unless the vehicle
is rlaced into e fleet on 23 long term basisy short term
rental rates become fFrohibitively exrensive. Qur
exrerience with one maJor ecuirment leasor indicated

that four dears was 3 minimum accertable lease reriod

for a tractor. If the firm desired to cancel the lesase
before the end of the contract reriod, it could, but

only by purchasing the tractor for the value a3ssidgned
by the leazsing comrany.
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Caracity Level

The level of ~caracity rerresents 3n extremely
difficult decision. A carrier’s business cam not drowys
or rerhars even survive 1f a fleet is too small and
eaulirment is not available when reaquired by shirrers,
On the other handy 1idle caracity scauired to meet
demand reaks represents additional financindg and
mainternance costs, Comrlicating these issues is the
segzonality of rmearly 311 carriers which results in
reak loadind at least during rarticular months of the
year and rerhars even days of the weelk.,

A second issue inherent in the caracity decision
is that it is basically a one-way decision. Caracity
can be 3dded fairly readilyy 3lthoudghs in today’s
equirment markety firms are waitind six months and
londer for tractors to be marufactured to carrier
srecifications.,

While caracity can be added to meet increessed
demandy fleet reductions rose sidnificant difficulties.,
Transportation equirment desrreciates raridlyy and the
dumsgingd of excess eaquirment i1into the wused eaquirment
market often 1imelies real dollar losses for the firm
attemrting to disrose of that eauirment. Used
eauirment markets are highly volatile. In 3 reriod of
economic exransion demand for wused equirment may be
hidh leadind to dood used rieces. Likewise strande
eventsy such as the 121 braking sustem fiasco in the
U.S. can create an artificisal demand for older
eauirment (or Canadian built equirment) for which 121
systems were rot comrulsory.

It is in reriods of inactivity that fleet disrossal
is GifPlcyl®,

Sources of Equirment

Because of the difficulty of =slarnning ecuirment
caracity levelsy carriers maw ort to not run their own
tractors or even trailers. Tyrical alternatives are to
gtilize broker’s or to rent or lecse.
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Erokers are turically inderendent orerators who
own and drive their own tractors, Usually these
orerators are available on & contract basis for 3
specific haul or time reriod. They are turically

comrensated ornn 3 mileade basis.

The turical issue for & carrier who oFts for
brokers: is that the inderendent orerator may not be
reliable. Inderendents are noted for their here today,
done tomorrowy behavior, This tehavior is
understandabley if a better raving losd is available
elsewherey or if a diver broker is utilized only on 3
hit or mics bacsis.

To keer soo0d brokers: carriers mas have to makte
sctivity commitments or sguarantees which effectively
corvert arrarent variable labor and eauirment costs to
fixed costs.

The cost of renting long haul eauiment on short
term basis is also exrensive., For this reason rentals
are not sractical for carriers. Long term leases
(tyrically for a suaranteed minimum number of miles or
reriod of uwears) imrly commitments not really different

from buying and financing. Here toos arrarently
variable costs really are fixed for sisnificant reriode
of time.

Orerating Folicies

Finallys, oreratind rolicies can have 8 direct
effect on a8 firm’s costs. A decisiony for examrle to
Faw drivers’ salare rather thanm 3 mileage or bhourly
rate effectively chandes the relationshir of labor cost
to volume. If management decides that in order to

maintzin exrerienced drivers it 1is willing to r39y them
to rerform mainternancey or to sell or undertake other

duties during slow monthesy driver costs can become
fied.

A decisiorn to self-insure» that is not to insure
tractors and trailers adainst collision or other damade
losces effectively eliminates any direct relationshir

between asctivity level and volume.
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Administration and rpromotion costs are obviously
discretionary costs., Manadement decides how many
accounting staff, what level of comruter facilitiesy
what advertising buddet they are rrerared to surrort.,

An understanding of cost structures is imrortant to the
discussion of deredulation because some economists consider
trucking to be an industry with 3 hidh dedree of variable costs,
It 1s their rosition that because costs are variable (that they
naturally adJust if levels of activity chandge) that additionsal
comretition will rot indure existing carriers. Fresumablyr 1t 1is
their contention that if rew competition makes a3 diven rortion of
a carrier’s oreration uneconomicr he will merely discontinue that
orerations and that since his costs are variable thew will no
londer continue arnd he will be rno worse off.,

The issuye in this rercertion is that many carrier costs are
rot directly wvariable within 3an orerating veary and rotentially
everi over several gears, As exrlained in the srevious discussion
3 firm mayvy not be able to <chande courses dramatically without
incurring sidnificant losses because commitments for vehicle
leasessy srace rentals or leases may represent 1ledal liasbilities
even thoudh excess caracity exists.

Carriers facindg hidgh uncertainty will attemrt to make costs
as variable 3s rossible. Rather than investind in 3 new
terminaly evern thoudh service may require ity 3 carrier will mske
do with existing facilities. He will accert higher damade claims
and bottlenecks in reak reriods.,

Likewise rather than increasind his fleety or urdating
through the rurchase of new tractors the carrier will look to
trokers for additional rower.

We saw the imract of hidh uncertainty in the Alberta market.

The Alberta carriers had configured their orerations and
oreratind rolicies to create wvariable costs. Mainhaul rower
fleets were often Frovided Dby brokers, Terminals were often
shared between several carriers, And. rerhars most

significantlyy the Alberta carriers were for sale. Almost every
carrier we talked to in Alberts imrplied or stated that his firm
could be ascauired, In Ontario the firms were not for sale., The
Ontario firms were family owned with every intention of continued
family involvement.




Recsults

Attemrts by the Alberts carriers to orerate in a8 manner

which 2allows for reasdy aduustment of orerations to volume shifts
is arrrorriate to the rotential volitility of the Alberta wmerket
Flace. The issue is are these rolicies go0od for the shirrer?

Ariswers to this auestion are difficult +to establish but
several impressions were established during the study. The
Alberta motor carrier industry i1ic volatile. Carriers do come and

40, Fotentially this volatility works adainst the
shirrer/consignee since a8 reliable means of transrortation or
distribution carn noct be assured. More sidgnificantlyy carrier

failure (3s we observed in eastern Alberta) may leave communities
without freight service for indeterminate reriods of time.

Secondlys the Alberta carriers do not do "redsl runs®, All
of the Alberte carriers interline freight for communities
surrounding their terminals with small (one truck) loceal
oreratorec. This interlinind rotentiallu adds to the rossibility

of additionsl damade and to service delaus.,

Finallyy the orenness of the Alberts market seems to have
exachberated the rroblems of backhauls., One reswult mevhe higher
front haul chardes to the Alberts shirrer.

While there are significant differences between the Alberta
ang Ontsrio carriers there are also similarities, Carriers in
both Ffrovinces believe service is armd has to be the foundation of
the motor carrier 1industry, Rates are imrortant» but above &l1
else relisbility 1s what counts, Interestinglysy the Alberts
carriersy even thoudh thevy are free +to service ¢the entire
Frrovincer do not do so. Each of the firms studied attemrts to
cervice 2n estzbliched mearket arez dJdust like the Ontario
Carriers.,

The mador orerzting differences between carriers in the two
Frovinces involve hours of orerstion and the use of trains. The
Alberte carriers srrear to use their higshway rower to better
advantade than the eastermn carriers, But this may simeply be 3
function of the shorter rums mang of the eastern carriers have,

Alberta has moved heavily to the use of rur trailers and
trains. Through the coorerztiornn of the Alberta government trains

of three pPurs are resularily rulled between Calgary and Edmonton»

arnd two rFur traince are common on other highwavys in the erovince.
Thic eractice reduces line haul costs for the Alberta carriers.
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Three unit trains are not ledal in Ontario. Ferhars more
sidnificantlysy the Ontario orerators dislike trains because they
are believed to be unsafe, Whether chandes in ledislation would
lead to the economies of trains is unclear.

In demerals our imrression i1is that Alberta carriers orerate
differently thanmn the Ontario carriersy but it 1is extremely
difficult to clearluy relate these oreratind differences to the
rezxulatory structure in Ontario. More imrortantle there asrrears
to be rno clear advantade for the Alberta shirrer in the fact that
Alberta intra erovincial motor carriers 3are wunredgulated, In
sm3l)l communities the Alberta shirrer lacks direct inter-city
services He asrrears to face substantially dreater wuncertainty
over the continued existence of his carriery or aof a3 rarticular
service beind contirued. Andy it serrears he may face hidher
ratesy a8t least for deneral freight movements,

Conclusians

We bedan this study to exrlore the intra rrovincial trucking
induystry and the imract or redulation uron 1it,

Ferhsrs our most sidnificant conclusion must be that we
believe the Ontario market 1s swuscestible to destructive
comretition, We believe the Ontario motor carrier situation will
be chaotic if it i3 deredulasted without a3 dreat deal of skill and
csre -- much more care than was taken in the recent decisions to
deresulate movements of fruits and vesgetables,

In Ontario we arrear to have many rotential comronents of
destructive comretition: 1) We have excess labour, Almost every
firm we interviewed has trzined drivers serving a3s dock hands
while waiting for truchk,.

2) We have ease of entry. Easy down rauments and firnancind are
3vailable to Ffurchase trucks and tractors., Without entry control
we could exrect more drivers to try rurnnind their own ecuirment.

3) We have areparent shirrer dissatisfaction with rates and
service as reflected 1in the sigdnificant accertance of rrivate
carriadge.,

4) There 3lready exists a rerutedly larde 1llegal fleet which 1is
only too ready to move deneral merchandise.,




=F 1310/6] L=

Recults

For all of these reasons movement towsard deredulation in inhe
Ontario market should only be undertakern with dreaty dgreat care,
There are mang questions uvet to be answered. Mang of these
auestions are critical +to anvy ressoned consideration of the
reduylation/deregulation controversy,

1) It 1is not clesr Just what the obdective of
dgovernmenrnty shirFrrerss or even communitiess 1s for the
common carrier fleet.

If one accerts the imrlicit obJdectives of the
OHTEy which arrear to be to maintain an industry that
will rrovide service to 3ll communities at rates which
are not rredudiced adainst smz2l]l communities and
shirrersy then deredulation poses severe threats, We
do not doubt that deregulation will lead to cost based
rates. Lanes with high volumes will have 1low rsates.
Lanes with 1low volumes could have veruy hidh rates and

reduced service., The sigris are there now. Ontario
carriers flas down for larde volume movements and the
illegal fleet rurswes truck load shirments. To

comretey existing carriers will have to reduce large
volume rastes. To receive cervice small communities
will have to ray for that service,

The cuestion of obJectivees still remains. It may
well be the most difficult of 811 the questions related
to the regulastion/deredulation discussion.

2 The discussion of service itself raises imrortant

auestions. Throushout this study wes and the carriers,
have made asssumrtionz about what services <shirrers
desire. We have noty however desalt directly with

shirrers so we can not saw wWwhat service levels are
arrFrrorriate.

Onlwy further resesarch aof shirrers need can besgin
to reslly address this question.

3) This stude only scratched the i1ssue of rates and our
findinds are at best tenuous. A dreat deal more work
is needed to really understand what harrens to rates
uynder deredulation., The rroblem 1is that rate
comrarisoms are extremelwy difficult +to do. Finding
comrarable larnes can be very difficult and it is our
exrerience that motor carrier tariffs are not easwy to
work with,
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We do know that the kewy to the comrarisaon of rates
1is the comrarability of the .srecific lanes beind
comrFared, Anvone attemrtindg to comrare rates between
sectors of this country is most strondly a3dvised to
incorrorate lanes in their analysis.,

4) Further to the 1issue of ratesr we have ro resal
evidence concernind the relationshir between rublished
tariffs snd rates actueclly charded, All of our
carriers assured us that they onlw hauled a3t tariff and
we have no reason to disrute their statements, On the
other hand we were 2also told that rates below tariff do
exist and of how excessive refunds for claims and other
tactics can be used to reduce actual costs to shirrers.
This whole area of sricind simrle needs more studyg.,

95) The service/rprice trade off is not well understood.
The existence of sigsnificant srivate carriade fleets in
both Alberta and Ontario indicate that this is another
sroblem needing further investidation.

6) We do not wunderstand why srivate carriade 1is
becomind so rFrorFulars nor how Frivate fleets orerste,
Dimensions of this concern encomrass services costy
equirment utilizationy sromotion 3nd numerous other
cuestions., Further study of these dimensions is
needed. At the verw leacsty common carriers need to
know what they are ur a3dainst. At best daverrment may
be able to remove some barriers that will z2llow common
carriers to imrrove service to meet rrivate carriade
demands.

7)Y A further cuestion rzised by the existence of the
rrivete carriasde fleet concerns the level of alternate
modes of truckind. We Just do rnot kriow the extent of
#rivate carrier orerationss nor the extent to which
their very existence mav be contributing to hidher
common carrier costs and rates because they are
skimming the very hidh volume movements.

8) The reruted eiiistence of an 1lledal fleet raises
serious questions zbout enforcement and the committment

of the Ontzrio dovernment to maintaining its for-hire
carrier fleet. We krnow of carriers who have been badly

hurt by rredatory srricing by illedal orerators.,
{lledgal <carriers 3bout whomy» the doverrment wouldy or
could do nothing, Illedal carriers who left the market

to the mortally wourded Ontario carrier after the
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damage was done. The throusghness,; usefulrness and cost
of enforcement recuires extensive investigation.

9) Finallyy our study has raised several aquestions
about enerdy efficiencyss ecornomies of scale and
orerating efficiency, Each of these aquestions is
worthy of further extencive investisgation,

Recommendations

Thice study has raised many maJor questions about motor
carrier orerations and about the rotential imract of resgulatory
chanses, QOur first recommendation must be that understanding the
motor carrier industry and the sroblems it faces only bedins with
this study. A drest deal of work remains to be dorie. ‘

We would 1like +to see the motor carrier industry and
dovernment at both federsl snd srovincial levelss mount extemnsive
resesarch efforts to address the questions we hsve raised,

We have rnoted thet uricertainty leads motor ecarrier orerators
to modify their rlans and the manner inm which they orerate. It
ie¢ not clear whether regulation is dood or bad for this industry,
but it is very cleer that uncertainty is extremely harmful, We
thhed cerriers in Ontario tell wus that they are Fostroning
exransion rlans because they are so unsure of the wayw in which
the industry 1s doins, Andsy in Alberta we were told carriers hadg
no rlans to exrand (evernn thoush & merket maz exist) becauze
rotential comretition was so severe, This fear i not hezlthy in
either market., If firms will not drows how are the
trancerortation needs of tomorrow to be met?

Regulation in Ontzrio has led to the develorment of large
strong inderendent intra-rrovincial motor carriers, Anvorne
rrorosing to tamrer with the climate which led to the develorment
of this inducstry would be well advised to be verys very certain

about their obdectives and the imract of any Frrorosed chandes
urorn the carriers who make ur the industryg, The motor <carrier

industry 1s wvulnerable and with it so ie Ontario’s widelwy
disrersed industrial economy.

It is very unclear Just whet deredulation would wmean for
Ontario’s carriers or indeed for Ontario’s shirrers., Potentially
gt leest we would see concentration on the meJor traffic larnes
and service restrictions to outlying communities, This 1s the
rractice inm Alberta, Secondlyr cost based rates may mean lardge
increases for individual commoditiessy commurnities and shirrers --
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rates considerably higher than current levels.

At the rresent time we suffer from 3 lack of 3 comrrehensive
understanding of the imepact of deredulation on the motor carrier
industry, At the same timer the Americens through their
deregulation activities srovide Canada with 2an orrortunity to
learn about the costs and bernefits of deregulation without
carrier failures or violence on our highwaus. Ferhars the very
best actionm we czn take is to defer ans decision while we watch
and learn from the American exrerience.
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Alberta Tariff Appendix A

ALBERTA TARIFF
Commodities Flagged Out

Advertising Matter, K.D., other than flat

AGRICULTURAL IMPLEMENTS

At carriers discretion is subject to Rules 1 and 2 in Item 1010 or is
carried by special arrangement.

Aircrafts, Aircraft Fuselage
Aircraft Wings, Tail Assemblies, Fuel Tanks, Landing Gears, Pontoons,
Blishers, Domes or Turrets

Air Conditioners, Air Cleaners, Coolers, Dehumidifiers, or Washer and Blower

or Fans, combined, NOIBN, as per Item No. 56930 of classification
Aluminum Ware
Antennas, K.D., in boxes
Auto Body Parts or Panels

Bags, Plastic water carrying

Bags, slepping

Barbecue Grills, K.D.

Barrels, Wooden, empty

Barrels or Drums, Kegs, Pails or Tubs, Steel

Baskets or Hampers

Bathroom or Lavatory Fixtures, china or earthenware, toilet bowls, toilet
tanks, sinks, bathtubs

Bathtubs, sheet metal, enamelled

Batting, Batts or Wadding, Cotton Jute or Sisal, other than in machine
pressed bales
In machine pressed bales

Bicycles

Boards or Sheets, asbestos, loose, O.R.D.

Boards or Sheets, calk or slate, loose

Boats or Canoes - 2,000 lbs. each at applicable rate

Bottles or Jugs, plastic

Bottles, Thermos or Vacuum

Boxes, crates or coops, S.U.

Boxes, corrugated, K.D., Flat

Brooms

Brushes

Burial Vaults, Set up

Cabs, Tractor or Trucks, S.U.
Cameras, Projectors or Photo supplies
Canopies, iron or steel, without glass, for tractor and other equipment
Cans, tin, 1 quart or less
Cans, tin, over 1 quart
Cans, garbage, nested

Cans, garbage, not nested
Carpets and Rugs

Carriages, baby, Go Carts
Carts, hand, set up

Caskets, S.U., in boxes
Caskets, S.U., wrapped
Chimneys, aluminum and steel
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Conduit or pipe fibre, bituminized or indurated; in boxes or crates
Conveyors, Escalators or Evelators, K.D.; in boxes or crates
Conveyors, Escalators or Elevators, K.D.; loose

Coolers, picnic, sheet metal

Coolers, expanded, synthetic resin

Cores or Tubes, Sonotubes, Paperboard, not telescoped

Cores or Tubes, Paperboard, telescoped

Cork

Culverts, S.U.

Culverts, nested - subject to cube measurement and cube rating
Cups or containers, plastic

Cups;, Pdpeéry $.U.,; fnestad

Cushions or pads, expanded, synthetic resin

Docorations and/or Ornaments
Diffusers, Air, cone type or air stoffler type
Displays, Advertising, S.U.
Displays, Advertising, K.D., other than flat
Doors, wood, metal and/or plastic, loose
Doors, garage, wood, metal and/or plastic, other than folded
Dressings, surgical flat
Drums, fibre
Dryers or Racks, clothes
Dry Goods:
Comforters or Quilts
Clothing, hanging, in boxes
Coats, Fur, Natural or Synthetic
Cotton, Absorbent
Drying Machines, Laundry, household
Ducts, sheet metal, seams closed

Eavestroughs, not nested

Elbows, stove pipe, nested

Elbows, stove pipe not nested
Evergreens, decorative, cut
Explosives, Caps lasting, Safety fuse

Fans, exhaust and roof ventilators, combined
Figures, images or ornaments, other thanpaper mache or plastic
Figures, images or ornaments, paper mache or plastic
Filters, automobile, air
Filters, furnaces
Filter oil
Fireplaces, metal
Fireplaces, plaster
Fixtures, fluorescent or lighting, or parts thereof
Fixtures, store or restaurant, booths, counters, check out counters, show-
cases, reefer showcases, soda fountains and soda fountain outfits
Florist stock, flowers, fresh, cut or potted
Foam articles, sponge, rubber or plastic
Foil wrap
Foodstuff:
Break, Bakery goods, other than biscuits and fruit cake
Candy or confectionery, hollow mould
Confectionery, popped corn
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Confectionery, puffed rice
Cereals, flaked, toasted or shredded
Cereals, puffed or popped
Chips, potato, puffs or twists
Cones, ice cream
Food, frozen
Footwear, boots and shoes
Frames, door or windows, S.U., not exceeding 81 %y 7 IRte
Frames, door or windows, S.U., exceeding 8 x 7 ft.
Freezers, Household
Furnaces, Heating
Furniture or Furnishings, Household or Office
Beds, continental or roll away
Boards, Ironing
Bureaus, Dressers and Drawers, S.U.
Cabinets, Filing, Steel
Cabinets, Kitchen
Chairs, Aluminum
Chairs, S.U., Stacked or Nested
Chairs, S.U., Not Stacked or Nested
Chairs, K.D.
Chairs, Folded Flat
Chairs, Office
Chairs, Stacked (two per carton)
Chesterfields, Davenport or Sofa, or upholstered Chairs; in cartons or
polyethylene wrappers
Chesterfields, Davenports or Sofas, or upholstered Chairs; wrapped, paper
Desks, Steel or Wooden
Furniture, N.0.I.B.N., set up, in cartons
Furniture, N.O.I.B.N., setup, wrapped
Furniture, N.0.I.B.N., K.D., not flat
Furniture Parts, N.O.I.B.N., S.U.
Furniture Parts, K.D., not flat
Tables, K.D.F.
Tables, S.U.
FUr's
Glass, crated
Glass, sealed or insulated units, in crates
Glazing Units with frames, combined
Globes, glass or street lamp
Golf Carts, self-propelled, uncrated, as 5,000 lbs. each at Applicable rate
Golf Carts, crated, as 4,000 lbs. each at Applicable rate
Hats
Heaters, Space
Hides, Pelts or Skins, not dressed or tanned, dry
Hides, Pelts or Skins, dressed or tanned, and Fur or
Hair not removed, O.R. Det.
Honeycone Paper or Pulpboard
Household goods or Personal Effects released value not exceeding 10 cents per
pound per article, in boxes or crates - Also see Rule No. 380 for additional
charge. Not in boxes, crates or improperly packed
Humidifiers
Instruments, Musical and Parts for Instruments
Insulation or pipe covering, not expanded
Insulation, Cellulose, in polyethylene bags
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Insulation, expanded synthetic resin, plastic foam
Insulation, various kinds

Ladders, aluminum

Ladders, wooden

Lamps, Table or Floor, without shades

Lamps, Table or Floor, with shades

Lamp Standards, with twin cross arms attached
Lamp Standards, with single cross arms attached
Lamp Standards, curved

Lamp Standard Cross Arms, twin, curved

Lamps, Electric (Bulbs) incandescent

Laimps, Electric (Tubés) fluorescent

Lamps, X-mas Lights with or without electric cords
Loclkers), skt up

luggage

Machines, copying

Machines, set up, loose or on skids

Machines, coin operated

Machines, Merchandise vending and/or Cooler combination
Machines, Pinsetting, crated

Mattresses and Box Springs, packaged

Mattresses, not incartons

Motorcycles, crated

Motorcycles, not crated

Notions or Novelties
Organs or Pianos

Pads, chick

Pads, sanitary

Pads, scouring

Pails, Cups or Containers, paper or plastic, not nested
Pails, Paperboard, S.U., nested

Paper, corrugated

Paper, Facial Cleaning

Paper, Napkins

Paper, Toilet

Paper, Towels

P1llows

Pipe, Auto, exhaust

Pipe, Conductor, not nested (Metal Downspout)

Pipe or Tubing, aluminum

Pipe, plastic, weighing less than 15 1lbs. per cu ft.
Pipe, Stove, not nested

Preservers, Life

Radios and Record Players
Radios, Record Players, combined
Radios, Record Players and Television, combined
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Ranges, Stoves, or Micro-wave Ovens
Recorders

Reels, cable, pipe or wire, empty
Refrigerators

Sample Cases or Trunks
Sash: Aluminum, glazed
Wooden, glazed
Shades, Lamp
Signs, plastic or glass
Signs, neon
Sleighs or Vehicles, childrens
Smallware Appliances, Household Electrical, Viz: Toasters, frying pans, hair
dryers, kettles, coffes percolmtors, blenders, crech pots, slesctmical Fans,
(560G
Sporting Goods, athletic or gymnastical
Sprayers, field, garden or orchard, K.D,
Spreaders, fertilizer
Spring or Spring Assemblies, Mattresses, Davenport, Sofa, Cushion or Seat, other
than fully machine compressed
Stable, Barn or Poultry House Equipment:
Brooders or Incubators, S.U.
Brooders or Incubators, K.D., flat
Feeders or Waterers, K.D., flat
Stable, Barn or Poultry House Equipment, S.U.
Stable, Barn or Poultry House Equipment, K.D., not flat
Stamds ; N.©@. I.BuN., Sl
Straws, drinking
Synthetic Resin or Synthetic Resin Articles, foamed or expanded, N.O.I.B.N.

Tanks, Glass lined

Tanks, moulded fibre glass

Tanks, hot water, steel

Tanks, Hydro pneumatic

Tanks, air cushion or expansion

Tanks, butane or propane

Tanks, storage, fuel or oil

Tanks, plate or sheet, steel

Television Sets

Tiles, drain tile, earthenware

Tires, rubber, bicycle

Tires, rubber, passenger, truck, mobile home

Tires, rubber, pneumatic, Tractor rear wheels

Toboggans, self-propelled

Toilet Fixtures, toilet bowls, toilet tanks, sinks, bathtubs

Toys or Games, N.O.I.B.N.

Toys, sheet metal

Toys, synthetic resin

Toys,stuffed or plush

Trailers, Boat or Toboggan - 2,000 lbs. each at the Applicable Rate

Trailers, Camp or Tourist, two wheeled crated, 4,000 lbs. each at the Applicable
Rate
Uncrated
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Trailers, Camp or Tourist, for mounting on Automobile or Trucks, 10,000 lbs.
each at the Applicable rate
Trees, Shrubs or Vines, exceeding 5 ft. high but not exceeding 10 ft. high
Trees, Shrubs or Vines, 5 ft. high or less, roots,
wrapped or loose
Completely enclosed in bags or boxes
Troughs, barn, sheet metal, set up
Tubes, Picture, television

Urns, beverage or dispensing

Ventilators, chimney or roof
Vehicles, self-propelled, not named in these exceptions Special Arrangement

Wagons, farm, K.D.

Ware, Aluminum

Ware, Sheet Metal, nested

Ware, Sheet Metal, not nested

Washing Machines, household, dishes or laundry
Water softening equipment, in cardboard containers
Windshields, glass for vehicles

Windshields, crated, 0.R.D.

Woodenware

Wool, steel
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Arrendix R

Analusis of Cost Volume Relstionshirs

In this arrendix we statistically address the «question of
carrier cost behavior.

The Diatsa

This analgsis bedins by examining the detailed wmonthly
oreratind data Frovided by two firms in our samele. [ata for
twelve months of the first firms orerations are summarized in
Table 1y, while Table 2 rerorte the data for severn months of
orerations for firm II.

Cost Volume Relationshirs

The relationshirs between revenue (the measure of activity
available) and costs for these firms are summarized by the
correlstion matrices rerorted in tables 3 and 4.

Examination of tables 3 and 4 indicate that for firm 1
driver salaries: fuel and o0ily &and vehicle leasing costs are
significantly correlasted with revenue. That is these costs seen
to wvary directly as revenue (volume) changes., For firm II only
its driver costs and its rrofitability are directly related to
volume.,

The signifcance of this asnalusies is that for both firms
maJor costs are not related to revenue. For firm II rneither the
cost of its fleety nor the terminal costs vary as volume chandes.
For firm 11y because so much of its costs are basically fiued,
what fluctustes with revenue is rrofits.,

The Analysis Enxtended

Infererices drawn from statistical analuysis of only 38 few
data roints is tenuous at best. For this reasons the statisticsl
anslusis for this arrendix was extended to include data for an
additional carrier not rreviously included in the study, This
carrier‘’s data is included because it was availabler because its
records rrovided extensive data and because 3 rFhusical measure of
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TABLE 2

CARRIER 11

Summary Monthly Operating Data 1978-1979

MONTH Revenue Drivers Vehicles Other Terminal Promotion Administration Profit

1: $127932  $62686  $32752  $5364  $6497 $2842 $13434 S 4357
2 155041 73240 54948 5733 5910 1769 14385 18061
3 136N 68843 35830 5350 7508 2098 14701 ~2717
4 121227 61840 32792 5129 6894 2305 14233 -1966
5 132488 70933 37218 6324 7611 2083 14793 -6474
6 113479 59893 35378 SITSIZ 6897 2741 12797 -10219

7 137462 65196 38311 5354 6209 3126 17850 1416
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TABLE 3

CARRIER I

Revenue Cost Correlations

Revenue
Revenue 1.000
Depreciation -0.810
Maintenance 0.235
Fuel 0.705
Financing -0,328
Leasing 0.618
Salaries 0.368
Claims -0.149
Administration 0.243
Profit 0.001

TABLE 4

HIRM EL

Revenue Cost Correlations

Revenue
Revenue 1.000
Drivers 0.849
Vehicles 0.419
Other 0.143
Terminal 0.506
Promotion 0.457
Administration 0.435
Profit 0.854
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activity -- mileagey was available.

Erieflys carrier III is 3 1long haul carrier serving the
Ontario market with a8 fleet of six tractors and tern trailers.
Carriers 1I1’s dete for the rast two uvears is summerized in Table
Sy while Table 6 rerorts the relatiornshiss between costs and
revenue.

In Frreraring table 6 and the other statistical analyses of
Carrier III, two months of data (months 2 and 22) have been
e;icluded from the anslvsis. Eoth of +these months rerresented
urusual circumstances for the carrier and are not rerresentative
of the carrier’s turicsl orersting costs or cost volume
relationshirs.,

Examining table 6+ Carrier 1II’s driver manrowers leased
vehicles and terminsl costs are related to revenue. It 1is
interesting to sreculate why for this carrier terminal costs
fluctate with volume while for carrier II no such relationszhir
eisted, Cenrier TIT is a highly <seasonal businessy While
carrier II 1s much less seasonal. To decl with this seasonality,
Carrier III wutilizes a8 larde rortion of rart time terminal hels
ra1d on en hourlysy 25 needed basis., Carrier II terminal manrower
is much more stable and therefore so are its manrower costs.

The Relatiornshis Retweern Cocst and Mileacse

In addition to its firnancial recordsy Carriers III maintains
extensive milesde records for its fleet. These records frovide
an additionzl orrorturiity to examine the behavior or costsy» but
now versus 3 shysical mesasure of activity -- miles orerated.
This relstionshir is summarized in Table 7. In teble 7 mancsower:
hired wvehicles and fuel costs are related to milezce, Ferhasc
surrrizing 1s the relatively low correlation between fuel and
mileaze., This can be rartiasllwy exrlsined by the variety of
weldght the firm moves and by draiver behavior, Carrier IIl dross
vehicle weigshts wvary from 65,000 to 80,000 rounds., This weidght
difference will effect fuel concumrtion. Also fuel consumrtion
ratterns are significantly different between winter and summer.
Averasde fuel consumrtion for the summer of $-6 miles rer dallon
drors to 3-4 miles rer dallon in the winter when the tractors are
less efficient due to windy ice and cold weather.
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TABLE 6

CARRIER ITII

Revenue Cost Correlations

Revenue
Manpower
Maintenance
Fuel

Hired Vehicle
Licencing
Transport Margin
Terminals
Administration
Depreciation
Other

Profit

Revenue

|

.000
s 70
S IW/ES
.457
WAL
2328
. 746
.635
2 205
.284
. 140
S5 5)0)

o & © ©® o o L o e 9o v

TABLE 7

CARRIER III

Mileage Cost Correlations

Mileage
Manpower
Maintenance
Fuel

Hired Vehicle
Licencing
Transport Margin
Terminals
Administration
Depreciation
Other

Priofdlt

Milgag®

1.000
o A8
.187
. 9108
.629
381240
.189
=398
.056
.016
<398
SuIt/KS

O O O O ©O o O o o o o
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Further Analusis

We examined the cost volume relationshiss for ca2rrier III in
dreater detail throush redression anslysis. The results of this
analysis are summarized in Table 8. Teble 8 exrlicitly
identifies the fixed and wvariable comeponents of each cost
catedgory (1f a relationshis bhetween mileade or revenue exists).,

Irn table 8 the redression ecuations 3re of the dereral form:

Y = A + bX

These eaquations describe straigsht limes fitted through rlots
of the various costs adainst revernue or mileade, These equations
c2rn be interrrated 3s follows:

Y 1is the ecstimated value of the relztionshir. It is
eausl to

A -- which 1is 3 constant value established where the
redression line crosses the vertical axis of the grarhy

and

b -- the amount by which the value of Y increzses for
every 3dditiomnal mile drivem or dollar of revenue
earned times the miles orerated or income.

In each equation "3a" rerresents the minmnimum level of cost
wihich occurred 3cross 2ll the levels of wmileade or revenue
rerorted, It is for this reacon that ‘*a° is &n accertadble
estimate of the fixed zortiom of each cost. On the other hand
‘' tells by how much total cost is increased by addirg one more
mile or dollsr of revere, It rrovides an estimate of the real

variebiility of each cost.

Table 8 illustrates thst many of Cerrier III’s orerating
costs 3are effectively fiveds, rarticularily comrared to 3 rhysical
measuyre of activity, [lerreciation:s administrative exrenses:
terminal evrerices are 3ll uneffected by miles orerated, Ands
evern maintenance costs are not directly related te mileade. The
fact that terminal =:renses are related to reveriue effectivelwy
illustrates the discretionary nature of these costs -- 3as revernue
increases man3dement 1s willing to zcauire more terminal helr.
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Summary

The carrier orerating costs rerported in this srrendil
fluctuates but not necessarily directly with volume. Some costs
behave as we wight intuitively exrecty such 28s driver wasec
because drivers are tyrically paid orn a mileade basis. But other
costs follow different ratterns.,

Uriless an exrlicit examination is undertakern of 3 carrier’s
orerating roliciesr tyre of service and investment decisions» it
is not rossible to estimate cost volume relationshirs.
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