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FOREWORD 

The Lyndon B. Johnson School of Public Affairs has 
established interdisciplinary research on policy problems 
as the core of its educational program. A major part of 
this program is the nine-month policy research project, 
in the course of which two to three faculty members from 
different disciplines direct the research of ten to twenty 
graduate students of diverse backgrounds on a policy issue 
of concern to an agency of government. This "client 
orientation" brings the students face to face with adminis
trators , legislators, and other officials active in the policy 
process, and demonstrates that research in a policy environ
ment demands special talents. It also illuminates the 
occasional difficulties of relating research findings to the 
world of political realities. 

This report on motor carrier entry regulation in Texas 
was produced as part of a policy research project on trans
portation conducted at the LBJ School in the academic 
year 1976-77. The study examines the background and 

process of motor carrier entry regulation in this state, 
presents a theoretical framework for evaluating the need 
for regulation, and then makes recommendations for 
reform to the Transportation Committee of the Texas 
House of Representatives. It should be noted that the 
LBJ School does not function as an advocate of the policies 
discussed in this report. 

It is the intention of the LBJ School both to develop 
men and women with the capacity to perform effectively 
in public service and to produce research which will 
.enlighten and inform those already engaged in the policy 
process. The project which resulted in this report has 
helped to accomplish the former; it is our hope and expec
tation that the report itself will contribute to the latter. 

. Elspeth Ro stow 
Dean 





PREFACE 

The Policy Research Project on Transportation Issues in 
Texas was conducted to provide the Transportation Com
mittee of the Texas House of Representatives with infonna
tion and analysis on issues critical to future Committee 
decision-making. 

The project consisted of five separate research efforts. 
The current report summarizes the analysis and findings of 
one such effort concerning motor carrier regulation in 
Texas. 

In addition to support from the Transportation Commit-

ii 

tee of the Texas House of Representatives, the project was 
supported by the Ford Foundation institutional grant to 
the LBJ School of Public Affairs. The project participants 
wish to acknowledge the cooperation of the Transportation 
Division of the Texas Railroad Commission in this effort, as 
well as the continued support and assistance of Representa
tive James Nugent, Chairman of the Transportation Com
mittee, and his staff. In particular, the efforts of Ms. Elaine 
Wheeler were appreciated. 





POLICY RFSEARCH PROJECT PARTICIPANTS 

Cathy Bruns, B.A., Texas Aci.I University 
•Jeffrey Dunn, B.A. Texas A&M University 
Barbara Dydek, B.A., The University of Texas at Austin 
Anthony Grigsby, M.D.P. (Social Services), Michigan State University 
Robert Dole Napier,B.J., The University of Texas at Austin 
David Osbom,B.A., Michigan State University 
Robert Palmer, B.A., Colorado College 
J.R. Prestidge,B.A., Texas Tech University 
Mark Sayers, B.A., University of Michigan 
Catherine Sims, B.A., The University of Texas at Austin 
Joellen Snow,B.A., Michigan State University 

*Shirley Walker,B.A., The University of Texas at Austin 
Luis Vallejo, B.A., The University of Texas at Austin 

Jared E. Hazleton, Project Director, Professor of Public Affairs, The University of Texas at Austin 

*Report authors 

iii 





TABLE OF CONTENTS 

FOREWORD 

PREFACE 

POLICY RESEARCH PROJECT PARTICIPANTS 

INTRODUCTION 

CHAPTER I: BACKGROUND TO MOTOR CARRIER REGULATION IN TEXAS 

CHAPTER II: THE PROCESS OF MOTOR CARRIER REGULATION IN TEXAS 

CHAPTER III: THE SPECULATNE PRICE OF ENTRY FRAMEWORK 

CHAPTER IV: EMPIRICAL ANALYSIS 

CONCLUSIONS AND RECOMMENDATIONS 

BIBLIOGRAPHY 

PERSONAL INTERVIEWS 

iv 

ii 

iii 

3 

7 

13 

17 

25 

27 

28 





INTRODUCTION 

Regulation of the motor carrier freight industry in Texas 
is a significant responsibility of the Texas Railroad Commis
sion, and its economic impacts are far-reaching. However, 
its importance is often overshadowed by the Commission's 
regulatory jurisdiction in the oil and gas industry. Due to 
this relative obscurity, motor carrier regulation has not re
ceived the public or legislative attention necessary to guide 
and monitor its development over the years. As a result, 
many inequities and inefficiencies have arisen which are 
currently imposing burdensome costs on Texas businessmen 
and consumers. 

This report examines entry restrictions in the motor 
carrier freight industry in Texas in an attempt to clarify the 
issues and problems surrounding regulation. The primary 
question addressed here is whether the restrictions imposed 
on those attempting to enter the motor carrier freight busi
ness are serving their intended goals of maintaining quality 
control and economic stability. The data contained in this 
study suggest a negative answer to that question: entry re-

strictions have led to decreased quality and increased prices, 
as they have served to hamper the functioning of the free 
enterprise system. 

The evidence for this conclusion is set forth in four 
chapters. Chapter I provides a historical background of 
motor carrier regulation in Texas to explain the original 
rationale for regulation at the state and federal levels and 
to define the basic interpretive rules and administrative 
policies guiding enforcement of the regulations. 

Chapter II outlines the process of regulation, including 
the handling of applications for entry, the enforcement of 
the Motor Carrier Act, and the nature of regulatory entry 
requirements. 

C.hapter III formulates a theoretical framework for 
viewing entry trends, based on the speculative price of 
entry concept. Chapter IV uses this framework to conduct 
an empirical analysis of collected data. The analysis is fol
lowed by a set of conclusions and recommended modifi
cations of the existing regulatory structure. 





CHAPTER I 

BACKGROUND TO MOTOR CARRIER REGULATION IN TEXAS 

RATIONALE FOR MOTOR CARRIER REGULATION 

In the United States, regulation of motor carriers was 
first attempted at the State level, primarily during the 
1920s. While the problems leading to the adoption of 
motor carrier regulation are often oversimplified, several 
dominant trends can be identified which enhanced its 
eventual acceptance. Perhaps the fundamental force behind 
motor carrier regulation was the maturation of railroad 
regulation. 

The passage of the Interstate Commerce Act in 1887 
established federal regulatory control over the interstate 
operation of railroads and became the first attempt in this 
country to regulate an industry by a government commis
sion.' Texas followed the federal example in 1891 by 
establishing the Texas Railroad Commission to regulate 
intrastate railroads. Railroad regulation was essentially an 
alternative to nationalization and resulted primarily from 
the railroad abuses of government sanctioned monopolies 
and the public's dependence upon railroads as the primary 
method of transportation in the United States.2 

During the early 1900s, railroads began losing their 
competitive advantage to the rapidly developing motor 
carrier industry, which could generally offer more flexible 
service at less cost. The increasing competition between 
these modes was perceived by the railroad industry as a 
direct threat to its intercity markets, and its leaders soon 
became the first and foremost proponents of motor carrier 
regulation. Arguing that the regulated railroads were at an 
inherent competitive disadvantage to the unregulated motor 
carriers, the railroad industry chose to seek an extension of 
regulation to motor carriers rather than the abolition of 
railroad regulation to end the inequity. 3 

A second major trend leading toward intrastate motor 
carrier regulation resulted from conditions within the 
industry itself that were perceived to lead to unsafe usage 
of the public highways. Many operators were small, and 
initial entry costs were quite low compared to other 
occupations. These low costs brought an influx of carriers 
that were perceived to be financially ''unstable." Many 
carriers operated with limited safety equipment and often 
with no liability insurance to protect the transported 
property. A combination of these internal factors resulted 
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in traffic congestion, fire hazards, destruction of roads by 
improper weight loads, and the loss of life and property 
from highway accidents. Such conditions created demands 
for State action to ensure public safety and responsibility in 
motor carrier operations.4 

A third trend that led to the enactment of intrastate 
controls was linked to the desire of several motor carrier 
firms to restrict competition from their smaller and less 
stable competitors. It appears that many of the well 
established motor carrier firms favored State regulation for 
this purpose. They argued that the trucking industry would 
tend to expand to overcapacity, leading to duplication of 
service and higher ultimate costs if competition was not 
restricted. This protectionist argument was based on the 
assumption that service could be more dependable and of 
higher quality if "wasteful" competition could be elimi
nated.5 

A fourth trend was the belief that motor carrier service 
was inherently unprofitable in the rural areas. In order to 
ensure the quality and dependability of service required by 
the rural areas and smaller shippers, many existing carriers 
and shippers argued that regulation of routes, commodities, 
and rates through proper cross-subsidization of profits was 
necessary. (Cross-subsidization is a process that allows 
carriers to earn excessive profits on the more lucrative 
urban markets in order to cover the losses incurred by 
serving the rural markets.) Without such cross-subsidization, 
it was believed that shippers in rural areas would suffer 
from excessive transportation costs and poor service.6 

These trends resulted in heavy demands on State 
governments to implement regulatory procedures for motor 
carriers, and a series of regulatory acts were subsequently 
adopted by Texas and other states just prior to the 
Depression. Once the decision was made to regulate, the 
several regulatory acts of the States attempted to answer 
the question of how to regulate, what to regulate, and 
whom to regulate. 

Texas Bus Act of 1927 

In 1927, a successful effort was made in Texas to 
regulate the intercity motor carrier passenger traffic by the 
adoption of the Texas Bus Act. 7 This was the first effort 
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aimed at comprehensive motor carrier regulation in Texas. 
Placed under the administrative jurisdiction of the Railroad 
Commission, the Act regulated motor buses as "common 
carriers for-hire" in a manner similar to railroad common 
carriers by controlling entry, rates, and routes. The Motor 
Bus Act Jed to demands on the following legislature to 
broaden the scope of regulation to common carriers of 
freight, as all common carrier trucking operations were 
believed to be "business( es) affected with the public · 
interest."8 Efforts in that direction came to a fruition in · 
1929. 

TEXAS MOTOR CARRIER ACT OF 1929 

In the spring of 1929, the Forty-First Legislature 
enacted into Jaw the Texas Motor Carrier Act, extending 
regulatory controls to all intercity common carriers for-hire' 
in intra·state freight operations.9 Although the Texas House. 
of Representatives overwhelminyly adopted the Act by a. .. 
vote of 102 to 6, the State Senate debated fiercely over the 
controls on entry and the desirability of requiring a 
"certificate" to operate a firm in Texas.10 

One senator launched the attack on entry controls by 
proposing an amendment to strike the clause requiring the 
issuance of "certificates of public convenience and neces
sity. "11 The discussion was centered primarily on the 
principle of restricting entry, and secondarily on whether 
restriction of entry was necessary for the ensuring of safe 
operations of motor carriers. 

The opponents of entry controls claimed that the 
restrictions "would create private truck monopolies over 
the public roads." They further argued "that to say the 
Senate should legislate to keep too many commercial truck 
Jines from using the roads was no more logical than to 
champion legislation to keep down the number of mer
chants and farmers." 12 

Supporters of entry controls did not deny the possibility 
that the certificates would create monopolies, but they 
based their arguments on the belief that such monopolies 
would at least be in the "hands of the citizens of Texas." 
After two days of debate, the Senate defeated the 
amendment by a 15 to 13 vote, and subsequently adopted 
the Act with only minor changes. 1 3 

Early Problems of Interpretation 

The motor carrier regulations placed an enormous 
burden on the Railroad Commission, as its responsibilities 
included interpreting the intent of the Act, as well as the 
enforcement of its provisions. As the Act was primarily an 
adaptation of existing railroad regulations, it assumed that 
regulation of common carriers (i.e., carriers that "lent 
themselves out to the public") would effectively place 
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proper controls over the motor carrier intrastate markets. 
The effective control of common carriers was, however. 

being hampered by the existence of what were known as 
contract carriers. Contract carriers operated by voluntary 
contract with one or more shippers for long periods of 
time, and could not be classified as common carriers since 
they served specific shippers rather than the general public. 
The contract carriers successfully escaped regulation be
cause they were not a business "affected with the public 
interest."14 Nevertheless, it was difficult in many cases to 
draw the line between contract and common carriers, as 
both competed in freight and used the highways to perform 
their services. 

The existence of unregulated contract carriers was a 
disruptive feature for State motor carrier regulations 
throughout the country, and created two major problems. 
First, it encouraged common carriers to switch their 
operations to contract only, thus escaping regulatory 
requirements altogether. The high incidence of this tactic 
shows that many of the existing carriers were very much 
against the imposed regulatory controls. Second, contract 
carriers could take the most lucrative traffic for themselves 
and leave the remainder for the regulated common carriers. 
Attempts by several States to regulate contract carriers 
were repeatedly held unconstitutional by the U.S. Supreme 
Court on the grounds that a State could not make a 
common carrier out of a contract carrier by simple 
legislative fiat. The Court thus upheld the sanctity of 
voluntary private contract. 1 5 

These decisions made motor carrier regulation virtually 
useless and ineffective. Therefore, when the Texas Legisla
ture met in 1931, legislators attempted to solve this 
problem by amending the Act in an unprecedented manner. 
The amendment created a dual set of controls, but did not 
stipulate the need for a contract carrier to obtain a 
"certificate of public convenience and necessity." The Act 
required instead a "permit" to be issued on the basis that 
the service to be offered would not unreasonably impair the 
service offered by common carriers then serving the same 
territory .1 6 The Texas enactment soon became the first 
State law to successfully regulate contract carriers when its 
provisions were upheld by the Supreme Court in Stephen
son v. Binford in December, 1932. 1 7 

Stephenson v. Binford made it clear that the State of 
Texas could regulate contract carriers, as the "growing 
number of private contract carriers has had the effect of 
greatly decreasing the freight which would be carried by the 
railroads within the State ... " It was also dedared that too 
much competition among private motor carriers was detri
mental because they "over-burdened the highways." 1 11 

Although the contract carrier could not be denied 
operating authority on the basis of "public wnvenience and 



necessity," the contract carriers were subject to entry 
restrictions and were forced to comply with financial 
accounting, insurance, and other requirements deemed 
necessary for public safety and responsibility.' 9 The 1931 
amendment also provided for the sale, lease or transfer of 
any operating rights granted by the Railroad Commission, 
if such transactions were made "in good faith" and under 
the auspices of the Commission. 

Interpretive problems over "exempt" motor carriers 
were darified by the Legislature in 1935 under a resolution 
declaring that it "shall not be necessary for a private carrier 
to produce a permit" to transport his own property over 
the public highways. This provision also applied to corpora
tions that invested in motor carriers for the specific purpose 
of transporting goods owned by the corporation. 2 0 

Judicial interpretations allowed the Railroad Commis
sion to amend operating rights previously granted, provided 
that such requests for amended authority go through a 
hearing process similar to that required for the granting of 
new authority, and evidence be shown that "public 
convenience and necessity" would be served.2 1 

In 1941, the Legislature established a third class of 
common carriers designated as "specialized motor carriers." 
These carriers could engage in intrastate transportation 
for-hire by utilizing specialized equipment, as defined under 
law.2 2 By World War II, the basic interpretive rules and 
administrative policies that have since guided the Railroad 
Commission had been completed. Since that time, there 
have been few substantive changes in the basic procedural 
processes or interpretation of the regulatory Act. 

FEDERAL REGULATION OF MOTOR CARRIERS 

When State regulatory commissions were just beginning 
to formulate policies on motor carriers, the country fell 
into a severe economic depression. Virtually every industry 
was adversely affected by the unavailability of capital, and 
since the motor carrier industry had unusually low entry 
costs, interstate market opportunities became attractive as a 
means of earning a living. The influx of new entrants 
created fluctuating prices and a high degree of bankruptcies 
and turnover from many financially unsound firms. Bank
ruptcies, however, were not peculiar to the motor carrier 
industry, since businesses of all kinds suffered unusually 
high bankruptcy rates during the Depression years. 

The dominant philosophy of the 1930s was that private 
enterprise had "caused" the Depression and was actually 
destroying itself through continued competition. Govern
ment intervention to protect all industries from new 
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competition was promoted as a remedy to the nation's 
economic ills. This philosophy was best illustrated by the 
National Industrial Recovery Act, which assumed that 
competition had to be limited in every industry. This soon 
led to demands for federal regulation of interstate motor 
carriers. 2 3 

Further demands came about as a result of the inability 
of the States to regulate the interstate carriers operating 
within their boundaries, which hampered the effectiveness 
of regulation. By 1932, thirty-nine States were regulating 
intrastate motor carriers of freight, yet were denied 
effective control over interstate operators (except when 
regulations were related to highway protection and public 
safety):2 4 The federal debate among proponents and 
opponents of interstate regulation reflected two basic 
philosophical approaches: (1) the deregulation of railroads 
to allow competition to work itself out between the 
competing modes, utilizing the anti-trust laws to prevent 
collusion and price discrimination, and the use of courts to 
settle disagreements; as opposed to (2)the regulation of the 
motor carrier industry in much the same way the States 
had, and in a fashion similar to railroad regulation.2 5 

The interests of the railroads and the established 
truckers desiring protection, and the overwhelming desire 
for government intervention to lessen the impact of the 
Depression, led to the adoption of the Federal Motor Carrier 
Act of 1935.26 Opposition came primarily from agricul
tural interests (where markets remained unregulated), con
tract carriers and smaller common carriers. This Act placed 
regulatory jurisdiction with the Interstate Commerce Com
mission and required the Commission to regulate entry, 
rates, and service on interstate motor carriers (with the 
exception of certain "exempt" categories). 

The development of federal controls created a dual 
system of motor carrier regulations in the United States, 
placing interstate authority under the jurisdiction of the 
Interstate Commerce Commission and intrastate authority 
under the jurisdiction of State regulatory commissions. 
Although this system has resulted in many inequities among 
States, it is based on the constitutional prohibition on 
federal interference in commerce conducted wholly within 
a State. Although the States continued to impose regula
tions on interstate carriers for the purpose of promoting 
public safety, they were prohibited from doing so when the 
intent was to limit competition.2 7 

As the Depression continued, federal regulations were 
eventually extended to the maritime and aviation indus
tries, placing the entire transportation network under entry 
controls. 
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CHAPTER II 

THE PROCF.SS OF MOTOR CARRIER REGULATION IN TEXAS 

DUTIES OF THE RAILROAD COMMISSION 

The Texas Motor Carrier Act places regulatory jurisdic
tion under the authority of the Railroad Commission. 1 This 
Commission also admin:isters State laws regulating the oil 
and gas industry, gas utilities, intrastate railroads and 
liquefied petroleum gas enterprises. In 1974, the Commis
sion was reorganized into five operating divisions, including 
a Transportation Division responsible for regulating the 
motor carrier, motor bus, railroad, and motor transporta
tion firms in Texas. 

With regard to motor carriers, the Transportation Divi
sion is responsible for collecting and receiving applications 
for operating authority over routes, areas, and commodities 
for new and additional service. The Division is also 
responsible for approving sales, leases, transfers, divisions, 
or consolidations of operating rights as requested by the 
holders of certificates and permits. Further responsibilities 
include the publishing and issuance of hearing notices and 
conducting the hearings to render judgments on applica
tions. 2 

When an application is approved, the Division registers 
and licenses the motor carrier and monitors its operations 
through the use of audits. These administrative directives 
provide the Railroad Commission with many quasi-execu
tive, quasi-legislative, and quasi-judicial powers in interpret
ing the Motor Carrier Act. 

CARRIER DESIGNATIONS 

As previously mentioned, a carrier is classified under one 
of four designations: common, contract, specialized, or 
exempt. No common carrier may hold contract authority 
concurrently, nor may a contract carrier hold common 
carrier authority concurrently. Specialized carriers are 
considered a subdivision of common carriers and cannot 
obtain contract authority, while exempt carriers follow a 
simplified application process. 

Common Carriers 

Common carriers for-hire are so designated because they 
"hold themselves out to serve the public generally" and 
usually carry non-specified commodities (although they 
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may often restrict their operations to certain types of 
commodities). Common carriers are required to obtain a 
"certificate of public convenience and necessity" in order 
to operate legally in intrastate commerce. 3 

Contract Carriers 

Contract carriers are so designated because they do not 
transport commodities for the public generally, but operate 
for specific firms (a maximum of five shippers) under 
private contracts, over a specified period of time.4 These 
carriers are required to obtain operating permits which do 
not require the applicant to prove "public convenience and 
necessity" as strictly as the common carrier requirements.5 

Similar principles do apply, however, since the contract 
carrier must be able to show that its proposed service will 
not · adversely affect the operations of common carriers 
serving the general area. This provision makes it possible for 
existing common carriers to challenge the entry of contract 
carrier competition. 

Specialized Motor Carriers 

Specialized motor carriers are designated as common 
carriers requiring specialized equipment in the transporta
tion and hauling of property. Specialized motor carriers 
include those transporting oil field equipment, livestock, 
livestock feedstuff, milk, farm machinery, household goods 
and used office furniture, pipe used in the construction and 
maintenance of water lines and pipelines, and other 
commodities whose physical characteristics require special 
devices or facilities.6 Specialized motor carriers are required 
to obtain "certificates of public convenience and necessity" 
and are subject to the same provisions applied to common 
carriers. 

TYPES OF AUTHORITY 

Potential entrants into the motor carrier industry must 
apply for "new" operating authority in order to obtain 
operating rights as a common, contract, or specialized 
carrier. Once a certificate or permit has been granted, the 
owner has the right to sell, lease, re-lease, transfer, 
consolidate, or divide the authority, providing that such 
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transactions are made under the auspices of the Railroad 
Commission . The transferee must also pay the Commission 
a sum of money equal to ten percent of the amount paid as 
a consideration for the transfer of the certificate. 7 

Authority that is sold, leased, or transferred in this 
manner is not subject to standards of "public convenience 
and necessity," as this was presumably established when the 
certificate or permit was initially issued. The buyer or 
recipient must establish that the authority is transferred "in 
good faith," and must prove capability of continuing the 
operation of the motor carrier service authorized by the 
certificate. 

Although procedures for "amended" authority are not 
included under the Motor Carrier Act, a current operator 
may apply for an extension or addition of authority in a 
manner similar to the applications for new authority. The 
applicant, however, must prove the "public convenience 
and necessity" provisions, and the application is subject to 
protest. 

THE APPLICATION PROCESS 

The Commission has established a set of rules and 
procedures to facilitate the handling of applications for 
entry. This process is outlined under the General Rules of 
Practice and Procedure published by the Transportation 
Division, and is briefly outlined below .8 

All applications for new, additional, or transferred 
authority are published and distributed to interested parties 
throughout the . State. Any person or firm may protest any 
application within fifteen days of its publication. After that 
period uncontested applications are placed on an "uncon
tested docket," and protested applications are placed on a 
"protested docket." Although the protested cases are 
somewhat more complex, both uncontested and protested 
applications must be subject to a hearing process, in which 
a hearing examiner renders judgment.9 

For uncontested cases the applicant must show that the 
facts of the application are correct and that he is "fit, 
willing, and able" to perform the service requested. The 
applicant escapes the necessity to prove "public conveni
en1:e and necessity" due to the absence of protestants and 
the presumption that such absence implies no threat to 
existing carriers. An existing carrier who fears that the 
additional service will endanger existing market operations 
will usually file a protest against an application. 

The hearing examiner renders a decision after the 
hearing, and a conference is held between the examiner, the 
Division Director, and the Commissioners to finalize a 
recommended order. Administrative procedure requires a 
period of time for filing of exceptions to the final order if 
any party is dissatisfied with the opinion . Of primary 
importance throughout the hearing process is that the 
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burden of proof is placed upon the applicant to demon
strate that the operating or transfer request meets the 
standards of "public convenience and necessity." 10 

A final appeal to courts of law is allowed; however, this 
course is rarely undertaken unless the applicant has reason 
to believe he was treated arbitrarily, capriciously, or was 
denied due process under the procedures established by the 
Commission. 

"Permits" or "Cenificates 
of Public Convenience and Necessity" 

The Railroad Commission originally had a certain degree 
of flexibility in defining the extent of "evidence" necessary 
to gain entry. The Texas Motor Carrier Act is vague on the 
requirements of "convenience and necessity." 11 Since the 
1930s, various case histories and judicial interpretations by 
courts of law have helped to develop some guidelines and 
principles by which the Commission can judge applications 
in a consistent manner. 

The intent of "public convenience and necessity" as 
outlined under the Act, requires the applicant for common 
carrier and specialized motor carrier authority to establish 
by substantial evidence: 

(I) The service and- facilities of the existing carriers 
serving the territory or any part therof are inadequate;' 2 

. (2) the existence of public necessity for additional ser
vice ;13 

(3) public convenience will be promoted by granting the 
application ;14 

(4) the probable performance and the quality of service 
offered by the applicant;1 5 

(5) the financial ability and responsibility of the 
applicant and the firm's organization and personnel;16 

( 6) the character of vehicles and the character and 
location of depots or termini proposed to be used ;' 7 and 

(7) the experience of the applicant in the transporation 
of property and the character of the insurance to protect 
p~operty_. 1 8 

Requirements of "public need" and the existence of 
"inadequate service" are difficult to substantiate; however, 
several principles have developed over time to define these 
terms. 

Proving that the public "needs" an applicant's service is 
accomplished by the presentation of witnesses (usually 
shippers) who testify that there is a demand for the new 
service. To prove inadequacy of service, the applicant must 
establish that existing carriers cannot serve the demands of 
the shippers that will receive the proposed additional 
service. If a protestant now serving the area of proposed 
service shows that he has trucks , capital, personnel. excess 
capacity, and room to grow, service will usually be 
recognized as being adequate. The applicant is burdened 



with "proving" that shippers had tried and failed to obtain 
service of the type being proposed, including documenta
tion showing when, where, and what amount of service was 
denied. 

Contract carriers are required to obtain "permits" in 
order to operate in Texas. These permits require conform
ance to similar standards of safety placed on common and 
specialized carriers, but are distinguished by the necessity 
of demonstrating a different version of inadequate service. 
The Act outlines two basic requirements for contract 
carrier permits: 

(1) The character of the business to be done by the 
applicant must strictly conform to the definition of a 
con tract carrier. 

(2) The proposed operation of the contract carrier must 
not impair the efficient public service of an authorized 
common carrier which is serving the same territory. 1 9 

The first restriction is important due to the difficulty of 
distinguishing contract carriers from common carriers. The 
contract carriers are limited to serving no more than five 
shippers under continuing contracts, while common carriers 
have no restrictions on the number of shippers to be served. 
The second requirement is examined in the context of 
proving inadequate service. Where it can be documented 
that existing carriers are rendering, or are capable of 
rendering, a reasonably adequate service in the transporta
tion of the commodities the contract carrier proposes to 
transport, the permit will probably be denied. This provi
sion permits protests against new competitors, as described 
above. It should be recognized that an applicant cannot 
satisfy entry requirements by offering cheaper or more 
efficient service. Such evidence is inadmissible in the 
hearing process. 

The Commission is unable to investigate individual cases 
and must rely on the presentation of testimony by the ap
plicants and protestants. This "adversary process," as con
trasted with an investigative process, is often ambiguous 
when an applicant attempts to establish a case for "con
venience and necessity," as it is often quite easy to accumu
late conflicting testimony. The testimony is designed to 
create a cumulative impression in the mind of the examiner 
rather than to allow for the establishment of facts by the 
examiners themselves. 

Motor carriers operating in Texas when the Motor 
Carrier Act was adopted in 1929 are immune from entry 
provisions. 2 0 This "grandfather clause" automatically 
granted operating rights to those carriers, and they had thus 
become by fiat the "existing carriers." Hence, firms that 
could trace their history to 1929 received their original 
operating rights without prior establishment of "conveni
ence and necessity." 
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The Process of Motor Carrier Regulation 

Operating Rights 

The approval of a certificate or permit grants the 
applicant legal operating rights in intrastate commerce. The 
rights specify what type of authority is permitted, the type 
of commodity to be carried, and the geographical territory 
where service is authorized. These operating rights do not 
require service on demand, but are authorizations. to 
provide the service as specifically outlined in the apphca
tion. The carriers are required to pay yearly license fees and 
to abide by regulatory requirements, but firms have 
considerable discretion to decide the level and intensity of 
service to be offered within the authorized territory. The 
carrier may therefore reduce the frequency of service to the 
relatively unprofitable section of his territory while provid
ing more frequent service to the more profitable areas. 
Carriers are discouraged from suspending service altogether 
to an authorized shipper, but this is frequently done by 
seasonal haulers in order to avoid costly insurance require
ments during the off season. 

The Administrative Procedure Act of 1975 made an 
attempt to end the more severe practices of service 
suspension by limiting suspension of service to no longer 
than six months.21 

· No successive suspension would be 
granted after that period. The rationale for the new 
regulations was that it would be inconsistent with the 
"public interest" for certified operating authority to be 
suspended for long periods of time, thereby depriving. the 
public of authorized service previously found to be required 
by "public convenience and necessity." This _Act altered the 
motor carrier regulations to require all common carriers, 
other than specialized carriers, to provide authorized service 
on a regular consistent and prescheduled basis. 

ENFORCEMENT AND PENALTIES 

The efficient operation of the Motor Carrier Act requires 
the cooperation of motor carriers. Violations of the 
provisions of the Act constitute a misdemeanor and upon 
conviction "thereof shall be punished by a fine of not less 
than $25.00 nor more than $200.00 and the violations 
occurring on each day shall constitute a separate of
fense."2 2 In addition, the convicted party "shall pay a 
penalty not exceeding $100.00 for each ~d ev~ry d.ay of 
such violation."2 3 Shippers who conspire with illegal 
haulers are also subject to penalties for aiding and abetting. 
The violations include: 

(1) no motor carrier authority (i.e., no authorization 
from the Railroad Commission to haul goods); 

(2) no cab card (i.e., absence of a card stating credenti~ls 
specifying actual authority issued by the Railroad Commis
sion); 

(3) aiding and abetting (i.e., an offense on the part of 
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the shipper and/or receiver in using an illegal carrier); 
(4) no bill of lading (i.e., absence of a bill that must 

accompany the shipment issued by the carrier or shipper 
describing shipment, point of origin, and destination); 

(5) fictitious bill (i.e., a false bill of lading); 
(6) no Railroad Commission plates (i.e., absence of 

plates issued by the TRC to all legal carriers); 
(7) contempt of court (i.e., violation of an injunction 

issued by a court to halt further illegal carriage); and 
(8) lease violations (i.e., violations of Railroad Commis

sion rules regarding the leasing of carriers to another 
party).2 4 

The enforcement of illegal hauling is the responsibility 
of the Motor Carrier Lease Section in the Department of 
Public Safety. The Motcir Carrier Act states, "the DPS shall 
have the power and authority to make arrests without 
warrant for any violation of · this Act except rate viola
tions. "2 5 . 

There are two types of enforcement procedures : (1) 
detection of a violation by a DPS trooper on the highway, 
including an abuse of lease, absence of cab card, absence of 
bill of lading, fictitious bill and/or absence of Railroad 
Commission plates; and (2) complaint alleging illegal 
hauling, usually either from a trooper after a highway 
inspection, a shipper, or another carrier. A visitoral letter is 
issued with the permission of the Attorney General's 
Office, and an investigation is then conducted by an agent 
who investigates the shipper, receiver, and carrier to 
determine whether a violation has occurred. If the agent 
does find evidence substantial enough to file a case, then 
the information is .turned over to the Transportation 
Division of the Attorney General's Office for possible 
prose cu ti on. 

A FORMAT FOR ENTRY REQUIREMENTS 

For the purposes of expendiency and clarification, entry 
controls can be divided into two major groups: (1) 
regulation of the entry of motor carriers to promote safety 
and responsibility; and (2) regulation to protect existing 
carriers and provide for economic "stabilization." The 
former may be classified as objective requirements, and the 
latter, as subjective requirements for entry. 

Objective requirements for entry are predictable, while 
the subjective requirements for entry are more ambiguous 
and inherently less predictable. This distinction is not often 
recognized in entry regulation; yet, the natural dichotomy 
of these requirements for entry is critical to the applicant's 
ability to receive or amend operating authority. 
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Objective Requirements for Entry 

Objective requirements of the application process pro
vide the applicant with a set of predictable components for 
application approval. These objective requirements include 
such things as application and license fees, an equipment 
inventory, schedules of proposed service and times of 
departure and arrival, tonnage ratings on trucks, equipment 
used for accessorial services, and public. liability and 
property damage insurance. 

The significance of ob~tive requirements is that the 
applicant knows before-han'd what is expected in order to 
comply with application procedures and knows that all 
objective requirements are applied to each applicant equit
ably, regardless of the routes or commodities requested. 
These rules protect the applicant from discriminatory or 
arbitrary behavior on the part of the Railroad Commission, 
since the requirements are straightforward and are easily 
documented. 

Subjective Requirements for Entry 

Subjective requirements, on the other hand, are not 
necessarily applied in an identical manner to each applicant. 
The nature of subjective requirements is discretionary, the 
effect on each applicant differing according to the unique 
circumstances of the requested authority. 

Subjective regulatory requirements include the burden 
to establish "public need," "public convenience," and the 
"existence of inadequate service" over the route(s) for 
which operating authority is requested. These subjective 
requirements often elicit the highest costs to an applicant 
since the applicant has no set of rules with which to 
determine whether the proper evidence is available to meet 
the "convenience and necessity" standards. The subjective 
requirements introduce an important element of uncer
tainty into the application process even though the Com
mission attempts to apply certain principles in a non
discriminatory manner to each application. The uncertainty 
is heightened by the fact that the burden of "proof' falls 
on the applicant, not the protestants, and can therefore 
seriously deter new applicants. 

Although all applicants must meet the objective require
ments for entry, only those applicants that receive protests 
are forced to prove the subjective requirements, since the 
uncontested cases have a presumption of such proof. The 
subjective requirements are therefore most critical to those 
applicants facing protests. 
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CHAPTER III 

THE SPECULATIVE PRICE OF ENTRY FRAMEWORK 

The purpose of this chapter is to formulate a theoretical 
framework by which the entry trends in the intrastate 
motor carrier industry in Texas can be rationally identified 
and explained, and subsequently analyzed in relation to the 
rationale for entry regulation. The principal legal barrier to 
entry into the intrastate motor carrier industry in Texas is 
the regulatory requirement to prove "convenience and 
necessity." The framework developed in this chapter, 
however, suggests that something quite unrelated to the 
documentation of a case proving "convenience and neces
sity" may have a greater bearing on the ability of an 
applicant to gain entry into new or additional trucking 
markets. This is best described as the capability and 
willingness of the applicant to pay the full cost of entry. 
This cost, which is herein termed the Speculative Price of 
Entry (SPE), includes both a fixed and a variable compo
nent. 

The costs which make up the SPE vary from one case to 
another depending upon the commodity{ies) to be carried 
and/or the territory(ies) to be served, and is related to the 
expected rate of return for a given market. The SPE may 
also be a function of the quality and dependability of the 
service offered to shippers in that market. The artificial 
costs of the SPE, which are closely aligned with the 
subjective costs of entry, act as deterrents to entry, and are 
imposed either directly or indirectly by the government 
regulations. 

THE SPECULATIVE PRICE OF ENTRY CONCEPT 

The SPE consists of fixed and variable components that 
represent separate costs to the applicant. The fixed compo
nent (SPEFc) includes: (1) the fees that must be paid to 
the Railroad Commission (RRC); (2) the costs of required 
insurance coverage (S); and (3) the initial capital costs 
(incidental to business operations as a motor carrier) for 
entry (K). Thus: 

(1) SPEFC = RRC + S + K 

It should be noted that the fixed cost of entry is 
objective and is known prior to the filing of an application 
for a certificate or permit. 
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The variable component (SPEyc) includes: (1) attorney 
fees (A); (2) the monetary costs of the hearing process (H); 
(3) the cost of time delays (TD); and (4) political access 
and influence costs (P). Thus: 

(2) SPEvc = A + H + TD + p 

As contrasted with the fixed cost of entry, the individual 
elements in the variable cost component are mainly 
subjective in nature and cannot be significantly determined 
prior to the filing of an application for a certificate or a 
permit. 

Description of Cost Components 

Each of the elements within the fixed and variable cost 
components are described below. 

Fees (RRC). In order to operate a motor carrier in 
Texas, application and license fees are required by law .1 

These nominal entry fees and taxes are collected to finance 
the regulatory activities of the Railroad Commission and 
are not designed to be prohibitive to an applicant. Table I 
outlines the fee structure and the frequency of payment. 
The application fee is non-refundable , whether an applica
tion for operating rights is denied or dismissed. If an 
application is approved , the applicant must also pay 
another twenty-five dollars to defray expenses of the 
Commission. For any certificates that are transferred or 
sold, the transferee must pay the Commission ten percent 

TABLE 1 

MOTOR CARRIER FEES PAID TO THE 
TEXAS RAILROAD COMMISSION 

Type of Fee Amount Frequency of Payment 

Application Filing Fee $25.00 single payment-per firm 

Plate and Tax Fee 11.00 annual-per vehicle 

Substitution 1.00 as required-per vehicle 

Replacement of Cab Card 1.00 as required-per vehicle 

Reinstatement 25.00 as required-per vehicle 
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of the selling price, whlch is transferred to the State 
Hig.hway Fund.2 

Insurance coverage (S). Insurance coverage requirements 
are set forth in Section 13 of the Texas Motor Carrier Act 
and are enforced by the Railroad Commission. Four basic 
types of insurance are required for motor carriers in 
intrastate commerce, while only the first two described 
below are required for exempt carriers in interstate com
merce. 

l . Public Liability and Property Damage Insurance 

The minimum limits are (I) $25,000 for injury or 
death of one person, (2) $100,000 for injury or death 
to more than one person, and (3) $1,000 for damage 
to property of others. 

2. Workmen's Compensation Insurance 

All motor carriers with one or more employees must 
obtain Workmen's Compensation coverage. 

3. Cargo Insurance 

$ l ,000 coverage for each vehicle. 

4. C.O.D. Bond 

All carriers transporting C.0.D. shipments shall file 
a bond covering such shipments in the minimum 
coverage $10,000. 

All insurance forms must be executed by an insurance agent 
who is a resident of Texas. 3 

Initial capital costs (K). Capital costs are fixed costs that 
vary according to the type of service the carrier is planning 
to conduct. These costs include the purchasing of trucks, 
equipment, and supplies incidental to initial business 
operations. Truck costs will obviously vary among tank, 
refrigerated, and other types of specialized haulers. 

There are two important aspects of the capital require
ments for entry into the motor carrier industry. First, 
capital requirements are relatively low for small-scale motor 
carrier firms, as compared to the extremely high capital 
costs for the railroad industry or other transportation 
concerns. These lower capital costs attract many small firms 
and individuals that may use only one or two trucks in their 
operations. 4 

The second aspect of initial capital costs is that the 
capital invested is small in relation to the volume of 
business, even of the larger carriers (i.e., the ratio of capital 
investment to gross revenue is small). One study conducted 
in the early 1960s suggests that motor carriers' revenues 
were nearly five times greater than the investment made in 
motor carrier property, which is much higher than in the 
railroad industry. 5 

Attorney fees (A). Fees paid to attorneys for assistance 
in securing a certificate or permit can constitute a major 
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variable cost to the applicant. These fees may vary from a 
few hundred dollars to several thousand dollars depending 
upon the complexity and circumstance of the application. 
While the applicant is not required to hire an attorney, the 
Railroad Commission does advise potential applicants that 
the possibility of winning a protested case without counsel 
would be slight. The principles utilized in proving "conveni
ence and necessity" via the adversary process require legal 
knowledge, and a casual review of motor carrier applica
tions shows that virtually every applicant hired an attorney, 
even when such applications were uncontested. Transporta
tion attorneys located in Austin handle the vast majority of 
the applications, and because of their specialization may 
often command premium fees. 

One Austin attorney estimated that an application 
receiving no protests can require attorney fees from a 
minimum $550 to an estimated high of $3,000. Protested 
applications require many months of supervision in addi
tion to the adversary hearing, and may cost the applicant 
up to $50,000 in legal fees. 

One reason why attorney fees may be high for such cases 
is the necessity to bargain with protesting carriers. An 
applicant requesting authority to serve too broad a market 
or carry too many commodities may be forced to narrow 
the application to the satisfaction of existing carriers. The 
attorneys for both parties arrange the bargaining process, 
whlch could lead to the withdrawal of protests and a 
reduction in competition (advantageous to the existing 
firms). 

Hearing costs (H). As previously described, the hearing is 
conducted in an adversary process, requiring the presiding 
examiner to weigh an accumulation of evidence provided 
by an applicant and protestant. Some of the monetary costs 
of a hearing are imposed on the applicant, and are 
dependent upon the type and length of the hearing. Hearing 
costs are divided into three basic categories, including: (I) 
transportation and lodging costs of witnesses, (2) the cost of 

depositions, and (3) the cost of transcripts. 
In a protested case, the applicant must provide witnesses 

to testify that there exists a public need for additional 
service or that present service is inadequate. These witnesses 
are usually shippers who intend to use the new service and 
who have tried and failed to obtain an acceptable level of 
service from the existing carriers. The applicant must 
provide for the traveling expenses of the witnesses, in 
addition to the food and lodging expenses incurred during 
their stay in Austin, where the vast majority of hearings are 
held. This may be a formidable expense to many appli<.:anls 
and a burden lo the witnesses, as they will be forced lo 
spend time away from their jobs. 

A second hearing cost is the cost of depositions, which 
are hearings in which sworn testimony replaces the actual 
appearance of witnesses. Although depositions may avoid 



some of the (."Osts described above, the savings may be 
offset by the fact that they require the presence of an 
attorney and an officer of the court at the expense of the 
applicant. Also, the protestant's attorney is unable to 
cross~xamine witnesses, which is often a crucial aspect of 
the adversary hearing process. 

A third expense of the hearing process is the cost of 
transcripts which are required for all protested applications. 
The purpose of this imposed cost is to expedite any court 
reviews of the hearing, should either party request such an 
appeal. One source estimated that such transcript costs may 
average from $1200 to $2000. 6 

Time delays (TD). The application process may require 
significant indirect costs to the applicant, including the 
out-of-business expenses incurred as a result of delays in the 
processing and completion of the regulatory process. The 
data obtained from the nineteen month period indicate that 
the average time delay . for an uncontested case is approxi
mately I 07 days, or over three and one-half months. 
Protested cases may run longer than sixteen months.7 

There are several reasons for these time delays, including 

The Speculative Price of Entry Framework 

(l) legal requirements for delay required under the Admin
istrative Procedures Act, (2) time lags that are within the 
control of the Railroad Commission, and (3) delays 
resulting from the request of the applicant. 

First, since the regulatory process is structured in a 
quasi-judicial manner, certain rules and procedures must be 
followed in order for all parties to receive adequate time 
intervals for the registration of protests or appeals. These 
procedures result in time delays that are beyond the control 
of the Railroad Commission. For example, delays due to 
the setting of the hearing dates, the publishing of notices 
for hearings, the publishing of proposed applications, and 
the filing of protests result from the Administrative 
Procedures Act. 

A second type of delay is the regulatory lag resulting 
from excessive caseloads. The scheduling of a hearing for a 
protested case may be delayed by the Railroad Commission 
due to an overload of applications and lack of personnel 
necessary to handle the cases on an individual basis in a 
timely manner. This delay is primarily a function of the size 
and efficiency of the Transportation Division's staff. 

FIGURE I 

SPECULATIVE PRICE OF ENTRY MODEL 

This is a hypothetical example of an application's probability of success. As the applicant is 
willing and able to forego greater monetary and time, costs, the probability of approval will 
increase, but only to a point where diminishing returns and a risk factor prevent 100% success 
by the additions to the costs of entry. 

Speculative Price of Entry 

(measured in dollars 
and time costs) 

Variable Costs 

SPEvc=A +H+TD+P 

Fixed Costs I SPEFc=RRC+S+K 

0 so 75 100 

Probability of Success(%) 

15 
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A third type of delay results from postponements 
requested by the applicant. Although it is difficult to 
generalize the reasons for such postponements, they often 
result from the need for time to obtain additional infonna
tion or perhaps to obtain shipper support for the proposed 
service. Often a case may be dismissed when an applicant 
finds that a supporting shipper withdraws support, or 
cannot leave his business during the scheduled hearing. 

Political access (P). Another cost may be that of political 
access, which covers the use of time and money to cultivate 
political influence for or against a particular application. 
Political access is alleged to play a role in some instances, 
especially when an application is heavily contested. There is 
considerable agreement among groups and individuals farnil
ar with the regulatory process that political access to the 
three elected Commissioners may constitute the crucial 
aspect of the decision being rendered on a protested 
application. 

The unfortunate occurrence of political access and 
influence in the decision-making process, if in fact it does 
exist, may be the result of an inevitable consequence of the 
regulatory system, in which an elected body must resolve a 
conflict involving political and economic interests. Never
theless, the extent of political access is difficult to 
document quantitatively or otherwise, and there has been 
no attempt to do so here. 

The Element of Risk 

There is no reasonable basis to conclude that willingness 
to pay the SPE will automatically grant to the applicant 
permission to enter a specific market. Thus, for each 

potential application, the full cost of entry must be 
conditioned by an unknown risk factor. In general, the 
applicant can increase the possibilities of success by 
incurring additional variable costs. However, as Figure I 
indicates, the applicant is likely to experience diminishing 
marginal returns from additions to variable costs, so that 
there is no guarantee that any level of expenditure will 
assure the applicant of success. 

THE SIGNIFICANCE OF 
THE SPECULATNE PRICE OF ENTRY (SPE) 

The most serious implication of the existence of a 
Speculative Price of Entry is that even when shippers ac
tually desire more or better service and are willing to pay 
for such additional service, an applicant willing to supply 
such service must spend a considerable amount of money 
and time in order to pay for the indirect and direct variable 
costs imposed by the regulatory process. Furthermore, 
this price of entry may become so prohibitive (for a par
ticular territory or commodity) that potential applicants 
will be deterred from applying for entry, and may resort to 
illegal hauling in order to fill the demand not being met by 
existing carriers. The artificially high price of entry created 
by the SPE may also severely inhibit the quality of service 
provided by existing carriers, as competition is limited by 
government regulation. If these consequences occur, then 
motor carrier entry restrictions hamper the regulatory goal 
of ensuring quality service to shippers in Texas, and impose 
unnecessary costs on businessmen and consumers. 
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CHAPTER IV 

EMPIRICAL ANALYSIS 

The variable costs of the Speculative Price of Entry to an 
applicant may be assumed to vary according to the degree 
of market power gained by the firms protesting that 
application. If an existing firm has been successful in 
excluding competition within its market, a potential com
petitor can be expected to receive considerable opposition 
from that firm, theoretically to the point where the 
additional costs of opposing the potential competitor are 
equal to or greater than the expected profit Joss resulting 
from the approval of the application. 

When new certificates and permits are not granted to 
meet a growing demand for trucking services, then 1) the 
artificial restriction of "operating rights" gives market 
power to the existing firms (by allowing them to decide 
frequency, dependability, and quality of service without 
fear of losing business to a competitor), and 2) the profit 
awards to the existing firms are greatly improved (by lack 
of competition). 

The result of such a situation is that those businesses 
dependent upon trucking firms may not receive the quality 
and dependability of service they desire, since the regula
tory incentive to the trucking firm is to set the highest 
possible rate for the least amount of service provided. The 
competitive market, on the other hand, would provide an 
incentive for the firm to provide the greatest amount of 
service at the least possible cost to the shipper. 

Empirical evidence will be required to determine if the 
regulatory restrictions on entry actually work against the 
goals of attaining quality and dependable service. This 
section summarizes several major sources of empirical 
evidence as they relate to the Texas intrastate motor carrier 
industry, and formulates several hypotheses to test the 
consequences of anti-competitiveness in the motor carrier 
industry. 

CERTIFICATE MARK.ET VALUE: 
AN UNINTENTIONAL BY .PRODUCT 

OF ENTRY REGULATION 

If public demand for motor carrier service is greater than 
the capacity of existing carriers to meet that demand, then 
the existing "operating rights" should command a market 
value in excess of the initial costs of obtaining the rights. 
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This gap results in a market for certificates which is entirely 
dependent upon the artificial restriction of entry. The evi
dence shows that the existence of certificate market value 
is so widespread that even the industry representatives 
emphasize them as a cost of doing business. 1 

• 

The existence of certificate market values is an uninten
tional by-product of entry regulation, as it is clear that the 
Motor Carrier Act was not adopted to create a market in 
"rights." The artificially high costs, which are imposed 
directly upon the shippers and users of regulated trucking 
firms, must eventually be passed on to the ultimate 
consumers of the product being shipped. This artificial cost 
has no relation to actual operating expenses of the firm, 
and results in an inefficient allocation of resources. It can 
only occur from the Railroad Commission's emphasis on 
protecting existing carriers from competition, at the ex
pense of meeting a greater public demand for improved 
service. The premium on "operating rights" arises from the 
ability of the firm to charge higher rates and provide less 
service on the average than it would under a competitive 
market, where entry is less restricted. 

On the federal level, the existence of this phenomenon is 
well documented. The American Trucking Associations 
(ATA), the major lobby organization for most trucking 
firms, prepared for the Interstate Commerce Commission 
an accounting mechanism for treating the value of motor 
carrier certificates. The ATA concluded that the certificates 
do indeed have a value to the trucker, over and above the 
mere authority to operate a trucking firm, and that they are 
worth "tens of. millions of dollars for the right to 
conduct ... operation."2 The ATA also concluded that "re
cent acquisitions in the motor carrier industry indicate that 
the amounts paid for operating authorities are approxi
mately fifteen percent to twenty percent of the annual 
revenue produced by those authorities," and that once 
attained, operating authorities may often become the single 
most important asset of the motor carrier.3 One major 
trucking executive acknowledged that the certificates are 
.literally "capital investments by the motor carrier.',.. 

The overall market values of interstate rights are 
consistent with the intrastate markets in Texas. Despite the 
legal ability of the Railroad Commission to revoke any 
authority it has granted, the realities and existence of 
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market values makes it almost politically impossible for the 
Commission to do so. It is widely acknowledged that some 
routes in Texas may command a market value for their 
rights exceeding one million dollars, even though the 
certificate would be worthless without the artificial restric
tion of entry. The result of this situation is the creation of 
vested financial interests in the maintenance of an anti
competitive regulatory structure, under which more restric
tive regulation brings greater profit awards to the carriers 
holding rights. 

DAT A SOURCES 

The bulk of data used in the following ruialysis came 
from application files and other information provided by 
several State agencies. The data on motor carrier applica
tions came from a computerized prlntout of Railroad 
Commission applications from September 1975 to March 
1977. This relatively new source of information on intra
state markets was essential· to the documentation in this 
study. The printout included the following: 

l) the uncontested docket, 
2) the protested docket, 
3) type of proposed authority (new, amended, trans

ferred), 
4) type of proposed carrier (common, contract, special-

ized), 
5) description of proposed routes, 
6) description of proposed commodities to be hauled, 
7) critical dates of review, hearings, and judgment on 

the application. 

Data and information on illegal haulers was obtained from 
the Attorney General's Office and the Texas Department 
of Public Safety. 

FORMULATION OF HYPOTHESES 

The following analysis attempts to document with 
empirical evidence four anti·competitive consequences re
sulting from regulatory restrictions on entry. If the previous 
discussions on the existence of a Speculative Price of Entry 
and certificate market values is correct, then the following 
hypotheses should be true. 

HYPOTHESIS I: 

If the intensity of opposition has an effect upon the 
cost of entry (SPE) for potential competitors, then; 

a) ''New" authorities would have the lowest approval 
rates, 
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b) "Amended" authorities would have higher appro
val rates, and, 

c) "Transferred" authorities (sold/leased) would have 
the highest approval rate. 

EMPIRICAL TEST FOR HYPOTHESIS 1: 

To fill the void between increased market demand for 
motor carrier service and the inability or unwillingness of 
existing carriers to supply that service, the Railroad 
Commission is authorized to issue operating rights for 

FIGURE 3 

TOTAL APPLICATIONS FILED AND GRANTED 
FOR INTRASTATE COMMERCE 

SEPTEMBER 1975 to MARCH 1977 
(includes protested and uncontested 

applications granted) 

Applications for New Authority granted ...••. 26 (8%) 
Applications for Amended Authority granted ... 53 (17%) 
Applications for Transferred Authority granted. 228 (75%) 

TOTAL APPLICATIONS GRANTED ......• 307(100%) 

(does not include cases denied, dismissed or pending as of 
March 1977) 
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.. new" routes, "amended" authorities, and/or "transferred" 
authorities. Figure 3 represents a complete overall view of 
the applications for new, amended and transferred author
ities granted by the Railroad Commission during the 
nineteen month study. 

The following breakdown of new, amended, and trans
ferred authorities includes the cases that were dismissed, 
denied or pending as of March 1, 1977. The rationale for 
including these cases is to present evidence of a protested 
application, thus more accurately reflecting the potential 
opposition to be encountered. Dismissed applications repre
sent a failure to receive operating authority, and as pointed 
out earlier, may occur for a variety of reasons. Denied cases 
are those where the Commission decided that the applicant 
had failed to adequately demonstrate "convenience and 
necessity" requirements, and hence were also denied the 
right to operate. Pending cases are those cases that were on 
the dockets as of March 1, 1977, and were in the process of 
demonstrating "convenience and necessity." 

Applications for New Authority represent a new com
petitor firm within a specific market; and hence, the 
greatest competitive threat to existing carriers. The data in 
Figure 3 ·portray evidence that the cost of entry is 
extremely high for these applications, as expected under 
the theory of SPE. Only twenty-six new firms were granted 
entry into disconnected markets during the period of this 
study, representing only eight percent of all the authorities 
granted. 

The evidence in Table 2 suggest that applications for 
new authority were heavily contested, since over fifty-six 
percent received formal protests during the application 

TABLE 2 
APPLICATIONS FOR NEW AUTHORITY 

SEPTEMBER 1975 to MARCH 1977 

Total Application1 for New Authority 
(inchlding dimiued and pending ·cues} 

*New Authority uncontested . . .. . ......... 32 (44%) 
New Authority protested ................ 40 (56%) 

Total Applications for New Authority ........ 72(100%) 

Protested Applications for New Authority 

New Authority granted .................. . 5 
New Authority dismissed/denied ........... 16 
New authority uncompleted (pending) ....... 19 

Total Protested Applications for 
New Authority .•••••.•.•.•••••••••••. 40 

Source: Texas Railroad Commillion 

*Six applications pending 
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proc~. Although it is difficult to determine what deterrent 
effects such high rates of protests may have upon potential 
applicants, the evidence clearly shows that the costs of 
entry are unusually high for applications for new authority. 

Applications for Amended Authority represent an addi
tion or extension of current operating authorization, which 
is usually sought to meet the growing needs of a regular 
shipping customer. The evidence would be expected to 
demonstrate that amended authorities are less restricted 
than new authorities, though heavily contested. The com
parative data in Figure 3 show that seventeen percent of the 
total applications approved by the Commission were for 
amended authorities, twice the approval rate for new 
authorities. Table 3 exhibits evidence of a sixty percent 
possibility of protest, which is similar to the high protest 
rate for new applications. Of those protested, only five of 
the twenty-one completed applications were granted au
thority to operate, again suggesting a high rate of SPE. 

Applications for Transferred Authority represent those 
applications that were sold or leased from one firm to 
another, and they clearly have the highest approval rates (as 
expected under the SPE analysis). This results primarily 
from the costs of entry being paid directly to the seller in 
the form of market value for the certificate. Transfers are 
also popular because they represent no increase in the 
supply of certificates, and hence no new competitive threat 
to existing firms. Demonstration of "convenience and 
necessity" is not required under these applications, as it is 
presumed that the selling firm previously met those 
requirements. 

TABLE 3 
APPLICATIONS FOR 

ADDITIONAL AUTHORITY 
SEPTEMBER 1975 to MARCH 1977 

. Total Applications for Additional Authority 
' (including di1111i11ed and pending cases} 

Additional Authority uncontested ........ 53 
Additional Authority protested ........... 78 

(40%) 
(60%) 

Total Applications for Additional Authority .• 131 (100%) 

Protested Applications for Additional Authority 

Additional Authority granted ............. 5 
Additional Authority dismissed/denied ...... 16 
Additional Authority pending ............. 57 

Total Applications 
for Additional Authority ............... 78 

Source: Texas Railroad Commission 
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By paying the market value of a certificate directly to an 
existing firm, as opposed to attempting to win a "free" 
certificate from the Railroad Commission, the uncertainty 
of gaining entry into a market is greatly reduced. The 
American Trucking Associations has provided evidence that 
supports the contention that small firms often have few 
options when attempting to expand their jurisdictions, 
except to buy authorities from existing carriers at high 
market prices: 

"The smaller carriers with limited operating authori
ties are finding it increasingly difficult to compete 
effectively in today's transportation marketplace ... The 
limited number of operating rights currently in exis
tence , coupled with the rapidly growing public demand 
for motor carrier service, has created a need for car
riers to seek out operating rights from other carriers 
... virtually the only way for (a relatively small carrier) 
to obtain additional operating authorities is to buy 
them from other motor carriers. " 5 

The ATA has also demonstrated that these transferred 
rights do not even represent the value of "goodwill" earned 
through superior performance, but merely the market value 
of the certificate based upon the artificial restriction of 
certificates. In Texas, this phenomenon is obviously domi
nant, as Figure 3 shows that an overwhelming seventy-five 
percent of applications granted were for transferred author
ities. Table 4 demonstrates that transferred authorities 
have extremely low protest rates; over ninety-seven percent 
of the applications were uncontested. 

TABLE 4 
APPLICATIONS FOR TRANSFERRED AUTHORITIES 

SEPTEMBER 1975 to MARCH 1977 

Total Applications for Transferred Authority 
(including dismissed and pending cases) 

Transferred Authority uncontested ........ . 228 (97%) 
Transferred Authority protested ........... .. 7 (3%) 

Total Applications for 
Transferred Authority . . ............. .. 235(100%) 

Protested Applications for Transferred Authority 

Transferred Authority granted . . ............ 2 
Transferred Authority dismissed/denied ........ 2 
Transferred Authority pending .. . ... . ....... 3 

Total Applications for 
Transferred Authority .... . .... .. .. .. .. .. 7 

Source: Texas Railroad Commission 
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HYPOTHESIS 2: 

If the type of carrier being applied for is flexible (i.e., 
not restricted in the number of potential shippers it 
could serve), then entry will be heavily restricted, 
such that: 

a) common carriers (highest number of potential 
shippers, and most flexible) will have the lowest 
approval rates, 

b) contract carriers (limited to five shippers) will 
have a higher approval rate, and 

c) specialized motor carriers (limited only to certain 
types of shippers) will have the highest approval 
rates. 

EMPIRICAL TEST FOR HYPOTHESIS 2: 

Figure 4 portrays the relative breakdown of new, 
amended, and transferred authority for the carrier cate
gories, and Table 5 demonstrates the relative approval rates 
for the common, contract, and specialized motor carriers. 
The evidence suggests that the theory of SPE holds for 

% 

80 

FIGURE 4 

TOTAL APPLICATIONS GRANTED 

Transferred 75% 
(228 Total) 

-Common 

Ocontract 

ttwm SMC 

Additional I 7% 
(53 Total) 

New 8% 
(26 Total) 
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TABLE 5 

TOTAL APPLICATIONS FILED AND GRANTED BY TYPES OF AUTHORITY 

SEPTEMBER 1975 to MARCH 1977 
(does not include dismissed, denied or pending applications) 

New Authority Additional Authority Additional 
and 

Common Carriers granted . . . . . . . . . . . . . . . . . . . . . . 2 

Contract Carriers granted . . . . . . . . . . .. . . . .. .. . .. 13 

Specialized Motor Carriers granted . .. .. ... . . ..... . 11 

Totals 

Source: Texas Railroad Commission 

applications that exhibit the highest and lowest potential 
for generating business among a variety of shippers. Only 
eight common carriers received operating authority during 
this study , compared to fifty-three specialized motor 
carriers. This evidence confirms the SPE contention that 
authorities for the most flexible (potentially competitive) 
carriers would be highly restricted, resulting in further 
limitations in competition within the Texas intrastate 
markets. (Transferred authorities are not included because 
they do not represent an addition to the supply of 
certificates or permits.) 

HYPOTHESIS 3: 

If an application for new or amended authority is 
approved for a common, contract, or specialized 
motor carrier, then it is limited in its competitive
ness by : 

a) restrictions on authorized commodities, and/or 

b) restrictions on authorized routes 

l:MPIR/CAL TEST FOR HYPOTHESIS 3: 

This hypothesis suggests that if an application for any 
type of authority is eventually approved, its potential 
competitiveness is limited by severe restrictions on either its 
authorized routes or authorized commodities. The follow
ing definitions divide the route and commodity authoriza
tions into several categories: 

26 

21 

(8%) 

(50%) 

(42%) 

6 

5 

42 

53 

(11 %) 

(10%) 

(79%) 

Commodities 

" Restricted Commodities" 

New Authority 

8 

18 

53 

79 

(10%) 

(23%) 

(67%) 

Category A: represents an authorization for one 
specified commodity and/or its by
products 

Category B: represents several specifically autho
rized commodities 

"Non-restricted Commodities" 

represents no restrictions on commodities 

Routes 

"Restricted Routes" 

Category A: represents a designated route over a 
designated highway or a specifically 
designated point of origin 

Category B: represents a . designated area (or 
radius) that allows latitude within 
the area, but cannot serve all points 
in Texas 

"Non-restricted Routes" 

represents no limitations on territory served within 
the State of Texas 

Table 6 displays the data on route and commodity 
restrictions, and demonstrates the SPE contention that 
granted authorities are extremely limited in their potential 
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competitiveness. Over eighty-seven percent of the approved . 
applications were restricted in the types of commodities 
that the Railroad Commission would allow firms to haul, 
and eighty-six percent of the approved applications were 
restricted in their route authorizations. Table 7 provides a ; 

I 

cross-section of the sixty-eight "restricted commodity" 
applications in Table 6, and demonstrates that eighty-two' 
percent of those applicants were also restricted in their 
authorized routes. 

A major consequence of these restrictions on routes and 
commodities is the problem of empty backhauls, which has. 
recently received greater attention due to the high energy 
costs required to pay for this inefficiency. The backhaul • 
problem in the agricultural sector results when a carrier can . 

.ship a raw product from the producer to the manufacturer, 
but is prohibited from carrying the processed product back 
to the original producer. Empty backhauls require two 
trucks to do the job of one, forcing the shippers to pay for 
an empty return haul. In other sectors, a furn may be ; 
prohibited from carrying unrelated products on a return 
haul, even if the haul is desired by the shipper and the 
trucker. This phenomenon creates two jobs at the expense 
of time, resources, and energy, and results in higher final 
costs to the consumer of the product. 

TABLE 6 

RESTRICTIONS ON COMMODITIES AND ROUTES* 
SEPTEMBER 1975 to MARCH 1977 

(does not include dismissed, denied or pending cases) 

Commodities 

Restricted commodities ...•..••••.•••. 67 (87%) 

Category A ..... 55 

Category B ..... 12 

Non-restricted commodities ........ . .... 10 (13%) 

Routes 

Restricted routes .... . ... . ........... 66 (86%) 

Category A ... .. 1 2 

Category B . .... 54 

Non-restricted routes .......... . ...... 11 (14%) 

Source: Texas Railroad Commission 

*Includes all applications filed and granted for new and 
additional authorities ; and common , contract, and 
specialized motor carriers. 
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HYPOTHESIS 4: 

If existing carriers fail to meet toal market demand 
for dependable service, then many shippers (especially 
small shippers) may be forced to haul their products 
illegally or purchase trucks as a means of business 
survival. 

EMPIRICAL TEST FOR HYPOTHESIS 4: 
When certificates are able to command market values 

. exceeding the goodwill value of the services being provided, 
they do so at the expense of shipper demand for service not 
being met by the existing carriers. If all the shippers in 
Texas were satisfied with the current level and quality of 
service being provided, then the certificates would not 
generate these values, since no firm would desire to pay the 
premium price for certificates which would not generate 
additional business. When this demand is disaggregated to 
1the level of an individual shipper, and the shipper is faced 
with poor or inadequate service, there are several possible 
actions open to that shipper: 

a) accept the inferior service and lose money and 
business 

b) serve as a witness to support a potential carrier's 
application for authority; 

c) purchase trucks to haul the goods under "exempt" 
private status, and/or 

d) contract with a trucker to haul the goods illegally. 

There has been no attempt to document the extent to 
which shippers are willing and able to accept inferior 
service; however, it may be reasonable to assume that only 
poor or inadequate service is available when a shipper 

TABLE 7 

ROUTE RESTRICTIONS ON APPLICATIONS 
WITH RESTRICTED COMMODITIES 

(Applications filed and granted) 

Restricted commodities 
and restricted routes . ... ... . ... . . . . . 55 (82%) 

Restricted commodities 
and non-restricted routes ...... .. . . ... I 2 ( 1 8%) 

Total restricted commodities . . . . . . . .. . . 6 7 (I 00%) 

Source : Texas Railroad Commission 



spends time and money to testify in Austin on behalf of a 
potential carrier who desires to service his business. Due to 
the costs of entry for any particular route the shipper must 
undergo some substantial personal (and perhaps business) 
costs while awaiting the outcome of the Railroad Commis
sion's decision. 

The purchase of trucks by a firm to haul its own goods 
has been a rapidly growing phenomenon in recent years. 
Case studies undertaken at the national level show that 
there is a growing dependence upon private carriage as an 
alternative to poor and inadequate service being provided 
by the regulated carriers.6 The fact that shippers appear to 
be turning to private carriage operations is indicative of the 
excessive rates and poor quality of service being provided 
by the regulated carriers, since there are no operating cost 
savings from switching to private carriage. Unfortunately, as 
this alternative is quite expensive, and to many smaller and 
rural shippers it is prohibitive, many of these shippers must 
rely upon other alternatives. 

The final alternative open to the shipper is to contract 
with an illegal carrier {i.e., one with no authority to 
operate). For many shippers, the benefits of relying upon 

Empirical Analysis 

illegal haulers appear to greatly outweigh the costs of 
purchasing trucks, or helping a carrier obtain legal authority 
to operate. The occurrence of illegal hauling in Texas is 
widespread, demonstrating that the market will move 
toward equilibrium of supply and demand despite entry 
controls. The Department of Public Safety has reported 
that the number of illegal haulers caught in recent years has 
been growing sub~tantially. Table 8 shows the number of 
illegal haulers caught in Texas {both intrastate and inter
state) during the past three years {1974-1976). It should be 
noted that the enforcement of these regulations has not 
been greatly increased during these years, which prompted 
one DPS source to suggest that with twice the number of 
enforcement officers, twice the number of illegal haulers 
could be caught on Texas highways. 7 

The Attorney General's Office is responsible for pro
secuting illegal haulers, but due to the heavy caseload, most 
mino~ violators are simply assessed a fine. A sample of 
major cases on file in the Attorney General's Office shows 
that the most recurrent violators are attempting to serve the 
rural area shippers. Approximately sixty to seventy percent 
of the violators being formally prosecuted are those haulers 

TABLE 8 

INTRASTATE AND INTERSTATE ILLEGAL HAULING IN TEXAS 

1974 1975 1976 

No M.C. Authority 4,029 4,839 6,372 

No Cab Card 2,944 2,880 3,563 

Aiding and Abetting 2,904 . 2,449 3,128 

Fictitious Bill 24 22 11 

No Bill of Lading 0 7 14 

No RRC Plate 11 4 4 

Contempt of Court 0 0 0 

TOTAL 9,912 10,201 13,092 

Interstate Cases Filed 2,632 2,519 3,441 

Intrastate Cases Filed 7,280 7,682 9,651 

Lease Cases Filed 1,652 1,814 2,812 

TOT AL ALL CASES 11,564 12,015 15,904 

TOTAL EXCLUDING INTERSTATE : 8,932 9,496 12,463 

Source: Texas Department of Public Safety 
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attempting to serve rural shippers.8 If these figures are 
representative of illegal haulers, the evidence would suggest 
that the quality and dependability of service is being highly 
impaired in the rural areas (the areas that entry regulation 
was supposed to subsidize). This may contradict the 
original assumption that rural routes are inherently unpro
fitable , destroying the most commonly cited argument in 
favor of continued controls. 

Further evidence supporting the conclusion that rural 
areas are indeed profitable (and therefore desirable under 
competitive conditions) comes from an American Trucking 
Associations survey. This survey , conducted among inter
state carriers, suggests that many thousands of the currently 
regulated interstate motor carriers would not cut any 
service to the rural shippers now being served, if com
petitive restrictions were removed, and demonstrates that 
rural shippers are not inherently a "burden" on existing 
carriers. 9 

· 

In Texas markets, data suggest that many rural counties 
are dependent upon only a handful of regulated common 
carriers. In sixty-four county seats, shippers are entirely 
dependent upon no more than two common carriers for 
both interstate and intrastate commerce. 10 Any short-term 
increase in demand for service in these towns can only be 
met legally by the desire of these carriers to provide the 
increased service. However, since there is no legal require
ment for the carrier to increase service to an authorized 
shipper, the capacity limitations of that carrier often 
require the carrier to serve the more profitable urban 

market at the expense of rural shippers. Thus, anti
competitive regulations work against the interests of rural 
towns in this manner as well. 

Illegal hauling would be less widespread under less 
restrictive entry regulations, assuming that the carrier 
would rather haul its goods legally. Several motives exist for 
illegal hauling, including a) excessive rates on shippers, b) 
poor and inadequate service, and c) a desire to escape the 
safety and insurance requirements imposed by the State. 
Under the first motive, the evidence from the Attorney 
General's Office suggests that excessive rates charged by 
regulated carriers will encourage an illegal hauler to carry 
goods at lower costs to the shipper, benefiting the ultimate 
consumer. The second motive, poor and inadequate service, 
may encourage an illegal hauler to charge a rate above the 
maximum allowed by the Railroad Commission. 1 1 When 
this occurs, it appears that the shippers' costs may be lower 
by contracting illegally at higher rates, than by accepting 
inferior service . at the regulated rates. The final motive, 
which is the incentive to escape safety and insurance 
requirements, is often the most detrimental to the consum
ing public and to the regulated shippers who incur the costs 
of providing for that safety. These costs, which have been 
previously designated as objective costs of en try, are 
imposed on carriers to protect the highways and the 
property being hauled. As such, the safety and insurance 
regulations do not represent anti-competitive controls, since 
these regulations could still be maintained under less 
restrictive entry rules. 
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CONCLUSIONS AND RECOMMENDATIONS 

CONCLUSIONS 

This report substantially documents several regulatory 
costs imposed on Texas businessmen and consumers as a 
result of State government restrictions on motor carrier 
entry. The anti-competitive consequences of entry regula
tion have been shown to impair the stated goals of 
regulation, reducing the quality and dependability of 
service being provided to shippers in Texas. 

Entry regulation had its origin during the Depression, 
when most industries were actively regulated by the State 
and federal government, under the belief that competition 
was the cause of depressed economic conditions, and that 
restrictions on trade and business were necessary to 
preserve the strength of the nation. Today, under different 
economic conditions, public opinion in Texas seems to 
favor competitive free-enterprise as the optimal method of 
attaining economic prosperity. Nevertheless, the intrastate 
motor carrier industry remains bound by entry controls, 
preventing the efficient operation of the marketplace. The 
data published in this report suggest that those entry 
regulations have served the interests of a few at the expense 
of shippers, retailers, consumers, and smaller trucking firms. 
Unfortunately, many Texans are denied an opportunity to 
contribute to the economic growth of the State, since these 
restricitons have deterred entry by enterprising individuals. 

Motor carrier entry regulations have failed to serve the 
Texas economy for three primary reasons. First, the 
protection of existing carriers was never intended to replace 
the priority of serving Texas shippers, yet the existence of 
market values for "certificates of public convenience and 
necessity" demonstrate that protection is hampering service 
in a general sense. The existence of the Speculative Price of 
Entry demonstrates that Texans interested in operating 
motor carrier firms must pay substantial artificial costs 
before gaining entry into the industry, costs which must 
eventually be passed on to consumers and shippers. The 
"denial rate" for applications is no longer a valid method 
for judging unsuccessful applicants, since the extremely 
high artificial costs of entry deters many potential appli· 
cants from applying altogether. The so-called "uncontested 
docket" also demonstrates that applicants for entry must 
limit their potential competitiveness (and hence, lower the 
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entry costs), in order to avoid protests. 
Second, the motor carrier industry has not generated the 

quality and dependability of service to shippers that entry 
regulation assumes. lliegal hauling is widespread, and some 
shippers, in order to acquire better service, are actually 
paying rates to illegal haulers that exceed the regulated rate. 
A growing number of large shipping firms have dropped 
regulated carriers altogether, purchasing their own trucks 
and hauling their own goods under the private "exempt" 
status. Since there is no evidence that private hauling is any 
more efficient or cheaper than contract hauling, the 
movement toward private carriage demonstrates that the 
regulated carriers have been providing less service at higher 
costs (on the average) than they would under more 
competitive conditions. 

Finally, the original assumption declaring the rural areas 
inherently unprofitable is also contradicted by the evidence 
in this report. Previously, it was assumed that without entry 
regulation (and rate regulation to "subsidize" carriers 
operating in rural areas) the rural areas would receive 
indiscriminate and poor service. The evidence appears to 
sugge~t that entry regulation has ironically impaired rural 
service, and that with more competition, rural service 
would markedly improve. 

RECOMMENDATIONS 

Recommendations for reform of the motor carrier entry 
regulations must begin with the limitations of this research. 

First, rate regulation was not analyzed, and therefore, no 
recommendations for reform of the rate setting procedures 
will be attempted. Although rate regulation co-exists with 
entry regulation, the adverse consequences of entry regula
tion that were described in this report have occurred 
despite the method of rate setting or the general level of 
rates in Texas. 

Second, this report did not attempt to disaggregate the 
data into the major sectors of the motor carrier industry. 
For example, the anti-competitiveness of the household 
moving sector was not compared with the agricultural 
sector. Although it can be assumed that the consequences 
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of entry regulation are felt in all sectors to some degree, . 
casual evidence suggests that some sectors are experiencing 
greater adverse consequences than others. 

Third, the interrelation of interstate regulations with 
intrastate regulations was not attempted; however, this 
interrelationship is minor, and the problems outlined in this 
report can be solved without federal reaction. Every sector· 
of the industry is also regulated by the Interstate Com
merce Commission, with the notable exception of the 
agricultural sector. The agricultural sector operates without 
entry restrictions in interstate markets while Texas strictly: 
regulates entry in the intrastate markets. Several States, 
including Louisiana and Florida (which have agricultural 
sectors competing with Texas agriculture), remain com
pletely unregulated in their agricultural sectors. 

The major policy reform recommended in this report is 
the abolishment of the "convenience and necessity" re
quirements for entry, except for the purposes of registering 
carriers and requiring safety and insurance protection. Such 
a move would simplify the application process, remove the 
unnecessary artificial costs of entry described as the 
Speculative Price of Entry, and ensure that all carriers 
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protect the safety of the public. The hearing process now 
used to establish that the public "needs" a potential 
carrier's service, and that existing service is "inadequate" 
should be replaced by a simple application process embody
ing only the objective requirements for entry (i.e., registra
tion fees, insurance liability, safety equipment, etc.) No 
longer would a motor carrier offering better service and 
lower costs be denied the right to conduct business on 
grounds that it might undermine the operations of a 
competitor. 

Since the strength of a private enterprise economy 
requires competition in every sector it is of paramount 
importance that State leaders begin to free the intrastate 
motor carrier indsutry, so that the benefits of improved 
service and lower costs can be accrued to Texas business
men and consumers. This report has substantially docu
mented the evidence suggesting that such a move toward 
competition would be beneficial to the future growth of 
Texas commerce. The challenge to modify the existing 
regulatory structure in light of these results and recommen
dations now rests in the political and business leadership of 
the State. 
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