


A B S T R A C T 

The public and private interest hypotheses permeate contemporary regulatory analyses. 
Both theories are used to explain the inception of the first major federal regulatory agency, the 
Interstate Commerce Commission (ICC). According to the public and private interest hypotheses, 
the regulations promulgated by the ICC benefited either railroads or shippers. This paper presents an 
alternative view consistent with the multiple interest theory of regulation. It is demonstrated that the 
major regulatory instrument of the ICC, the shorthaul pricing constraint (SHPC), altered the 
equilibria of railroad markets in a way which benefitted the class of shippers (shorthaul shippers) 
facing monopolistic railroad markets. The SHPC also benefitted some railroads by increasing the 
correspondence between unregulated, cooperative and regulated, noncooperative levels of longhaul 
shipments. The proposition that the ICC benefited shorthaul shippers and railroads is supported by 
an empirical analysis of the effects of the inception of federal regulation and implementation of the 
SHPC on stock prices. The results of the paper indicate that the public and private interest 
interpretations of the ICC are neither contradictory or complete, but instead are complementary. A 
theoretical and empirical analysis of the chief regulatory mechanism of the ICC provides this 
synthesis. 
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I. INTRODUCTION 

Many positive theories of regulation posit a solitary motivation for public intervention in 
microeconomic markets. The public interest theory maintains that regulation occurs when markets 
fail (Bator, 1958; Baumol, 1965; and Head, 1962). Political governance of a market enhances 
economic efficiency by increasing consumer welfare. In contrast, the private interest theory holds 
that regulation is a mechanism of monopoly (Stigler, 1971; and Posner, 1974). Political governance 
of a market diminishes economic efficiency by retarding competitive processes and fostering 
producer profits. 

These theories of regulation are deficient on many grounds. Theoretically, a multiple 
interest perspective often seems more appropriate in assessing the positive determinants of 
regulation, particularly when either producer or consumer groups are composed of heterogeneous 
classes of individuals (Peltzman, 1974; and Becker, 1984). This approach is particularly fruitful 
when analyzing modem environmental regulation (Ackemian and Hassler, 1981; Crandall, 1984; 
Elliott, Ackerman, and Millian, 1986; and Pashigian, 1985). Empirically, the evidence seldom 
supports either the pure public or private interest theories but, rather, seems consistent with aspects 
of both (Joskow and Noll , 1981). The positive power of these theories is slight, especially when 
used to try to explain modern economic deregulation (Keller, 1984). And only infrequently are the 
implications of single interest theories consistent with the explicit mechanisms of regulatory control 
(Hilton, 1966). 

Studies of the Interstate Commerce Commission (ICC), the first major federal regulatory 
agency, exemplify the inadequacies of single interest theories of regulation. The traditional 
hypothesis holds that the ICC protected shippers from railroad monopolies (Buck, 1920; Benson, 
1955; Bernstein, 1955; Nash, 1957; Miller, 1971; and Hoogenboom and Hoogenboom, 1974). The 
ICC arose to thwart the exercise of market power and, thus, was beneficial to consumers and 
injurious to the commercial interests of railroads. The revisionist hypothesis maintains that the ICC 
sustained railroad monopolies (MacAvoy, 1965; Kolko, 1965; Spann and Erickson, 1970; and 
Alexis, 1982). The ICC promoted the exercise of market power and, thus, was beneficial to railroads 
and detrimental to shipping interests. The chief supporting evidence for the traditional interpretation 
is lower prices in some (shorthaul) markets while the evidence most frequently sighted by revisionist 
proponents is higher prices in other Gonghaul) markets. Taken together, this evidence is potentially 
inconsistent with either of the single interest theories. Moreover, analyzes of the political struggles 
surrounding the inception of the ICC indicate that both railroad and shipping interests were 
important considerations in the development of the final legislation (Fiorina, 1984; Gilligan, 
Marshall and Weingast, 1986). The regulations that emerged represented a compromise among 
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distinct groups. Neither of the single interest theories is entirely consistent with the explicit 
regulatory mechanisms contained in the Interstate Commerce Act (ICA) (Hilton, 1966). 

In a companion paper, the political foundations of a multiple interest group perspective on 
the ICC is developed (Gilligan, Marshall and Weingast, 1986). It is shown that the ICA resulted 
from a coalition of shorthaul shipping and railroad interests. The purpose of this paper is to provide 
the economic foundations for this approach by examining the economic effects of the chief 
regulatory mechanism of the ICC. This mechanism, the shorthaul pricing constraint (SHPC), 
explicitly related the prices that railroads charged in shorthaul and longhaul markets. The effect of 
the SHPC was to decrease shorthaul prices and, provided railroads behaved as other than Bertrand 
competitors in longhaul markets, increase longhaul prices. The SHPC also increased the 
correspondence between unregulated, collusive levels of shipments and regulated, noncooperative 
levels of shipments in longhaul markets. Theoretically, the SHPC unambiguously increased the 
indirect utility of shorthaul shippers and may have increased the profits of railroads operating in both 
longhaul and shorthaul markets. This latter effect holds even if the competitive conjectures held by 
railroads in longhaul markets remain unaltered by the ICA. Thus, the ICA benefitted shorthaul 
shippers and could have been beneficial to railroads, even if no provisions of the ICA facilitated 
cooperation among railroads in otherwise competitive markets. 

The conclusion that shorthaul prices declined as a result of the ICA is widely accepted, even 
among proponents of the revisionist hypothesis. The proposition that the ICA benefitted shorthaul 
shippers is further supported by an empirical analysis, conducted in this paper, of the effects of the 
inception of the ICC on shorthaul shipper security prices. The relationship between the ICA and 
longhaul prices and its interpretation is more controversial (Zerbe, 1980; and Ulen, 1983). A 
fundamental question in assessing theories of early railroad regulation is, however, whether the ICA 
enhanced railroad profitability. The theoretical proposition that railroads benefitted from the 
imposition of the SHPC is supported by an empirical analysis of the effects of the regulation on the 
prices of railroad securities. Indeed, it appears as if the primary beneficiaries were railroads 
insulated from pervasive state regulation influenced by agrarian interests and with extensive 
shorthaul markets who could, thus, rely on the SHPC to increase longhaul prices and profits. The 
empirical evidence is consistent with interpretations drawn from the theoretical section of the paper. 
The empirical analysis does not support the proposition that the ICA enhanced cooperative behavior 
among railroads in competitive markets. 

One implication of this paper is that the single interest theories of regulation, at least as 
applied to the study of early railroad regulation, are incomplete but complementary. The ICA, 
through the SHPC, benefitted some railroads and some shippers. The fundamental deficiency in the 
single interest theories regarding the analysis of early railroad regulation is the assumption of 
homogeneity among producer and consumer groups. Shorthaul and longhaul consumers had very 
little in common. Each faced different railroad market structures. The problems and goals of 
railroads differed greatly depending on their geographical location and the nature and extent of 
railroad markets. A more natural coalition arose between railroads with both long and shorthaul 
markets and shorthaul shippers. The SHPC was a regulatory mechanism which, given the economics 
of the railroad industry at the time, benefitted both shorthaul shippers and railroads. 
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Another, more methodological, implication of this paper is that the mechanisms of 
regulatory control reflect the goals of and compromises among members of the coalition supporting 
the legislation. A major weakness of the multiple interest theory is that it lacks the clear, if 
erroneous, predictions of the single interest theories. By analyzing the explicit mechanisms of 
regulatory control, information can be gained regarding not only the incidence of the regulation, but 
also the economic interests reflected in the ultimate legislation. 

Section II of this paper presents existing theories of early railroad regulation and a summary 
of the important remaining empirical issues. Section III presents a model and analysis of the effects 
of the SHPC on railroad rates, railroad profits and shipper welfare. Section IV contains an empirical 
analysis of the effects of the imposition of federal regulation on the security prices of railroads and 
shorthaul shippers. And finally, Section V is a summary of the conclusions of the paper. 

II. INTERPRETATIONS OF T H E INTERSTATE C O M M E R C E A C T 

The market structure of the railroad industry in the middle and latter parts of the 19th 
century is essential to interpretations of the origins of the first major federal regulatory agency, the 
Interstate Commerce Commission (ICC). Many markets were served by only a few or, in many 
instances, one railroad. These so-called shorthaul markets were city-pairs in which at least one end 
point was not a major shipping terminal (e.g., the shipment of freight between isolated communities 
in the upper midwest and the eastern seaboard). Shippers in shorthaul markets faced pervasive 
monopolistic and discriminatory pricing (Friedlaender, p. 11-12). Thus, the ICC may have protected 
shorthaul shippers from railroad monopolies. This interpretation is known as the traditional 
hypothesis (Buck, 1920; Benson, 1955; Bernstein, 1955; Nash, 1957; Miller, 1971; and 
Hoogenboom and Hoogenboom, 1974). The reduction in shorthaul shipping rates following the 
passage of the ICA is frequently held to support the traditional hypothesis. 

Other markets were served by many railroads or alternative modes of transportation. These 
so-called longhaul markets were city-pairs in which both end points were major shipping terminals 
(e.g., the shipment of freight between Chicago and major cities on the eastern seaboard). While 
these longhaul markets contained several potentially competing railroads, nearly all were 
characterized by explicit yet only partially successful cartels (Kolko, 1965; and Ulen, 1980). The 
rates charged in longhaul markets were subject to frequent and wide fluctuations (Ulen, 1983; and 
Porter, 1983). Thus, the ICC could have facilitated longhaul cartels. This interpretation is often 
referred to as the revisionist hypothesis (MacAvoy, 1965; Kolko, 1965; Spann and Erikson, 1970; 
and Alexis, 1982). Increases in the level and stability of longhaul rates subsequent to the passage of 
the ICA are said to support the revisionist hypothesis. 

The revisionist interpretations of the ICA have not gone unchallenged. This so-called post-
revisionist literature has questioned either the statistical validity of the empirical evidence (Zerbe, 
1980) or the theoretical basis underlying the tests (Ulen, 1983). This later category of papers 
primarily argues that the increases in longhaul prices subsequent to the ICA were a by-product of 
general market activity or other provisions of the ICA and unrelated to the effectiveness of the ICA 
in promoting longhaul cartels. The post-revisionist literature, for the most part, provides 
explanations for the empirical regularities of the post-ICA period that are unrelated to the revisionist 
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