GREATER PRIVATE OWNERSHIP MEANT BETTER TRANSPORT INFRASTRUCTURE IN THE NINETEENTH CENTURY

Railroads were the leading infrastructure investment of the nineteenth century – and according to new research by Dan Bogart, countries with greater private ownership had more railroad miles per capita.

He also finds that private ownership of railroads was more common in countries with greater constraints on the executive. This suggests that companies were more likely to promote new railway projects if they believed their investments were safe from expropriation by the government.

Entrepreneurs and government officials around the world were particularly keen to promote railroads in those days because they opened new markets, developed the economy, and enhanced military capability. The financial and human resources required for the construction and operation of railroads were mobilised through two different forms of ownership or control:

· The first was government ownership and operation, in which local or central governments borrowed capital from home or abroad and directly hired the skilled workers to construct and manage their railroad network.

· In the second form, private companies built, operated, and owned railroads, usually with the aid of government subsidies, like interest guarantees, dividend guarantees, and land grants.

Bogart investigates whether the two forms of ownership had implications for railroad diffusion. The results suggest that countries with greater private ownership had higher railroad miles per capita.

The study uses a new dataset on the number of railroad miles owned by companies and the government in each country between 1840 and 1912. The data reveal that private ownership was especially common during the mid-nineteenth century when railroads were beginning to diffuse in Britain and the United States.

Government ownership became more common in the 1880s and 1890s when European countries began constructing publicly owned railroads or nationalising existing lines. In other parts of the world, ownership patterns varied with some exhibiting more public ownership and others relying on private ownership with government assistance. 

There was significant variation in the degree of private ownership across countries between 1840 and 1912. In the UK, private companies owned the entire railroad network from the beginning up to 1912.

Many continental countries also relied on private ownership initially, but starting in the 1870s they shifted to more government ownership through the construction of new lines or the nationalisation of private lines. Nearly all continental and Scandinavian countries had substantial government ownership by 1912 with the exception of Spain, which like Britain, continued to have a privately owned railroad network. 

Ownership policies also varied outside Europe as well. Government ownership was common in Australia and New Zealand from the outset, but it was rare in the United States and Canada. India started with substantial private ownership, but then shifted towards greater government ownership in the 1870s.

Many Latin American countries had a mixture of private and public ownership. For example, in Brazil around two-thirds of railroad miles were owned by private companies until the early 1900s when government ownership increased.

Government ownership was dominant in Japan during the 1870s and early 1900s, but not in between. Finally, in China, the government constructed and owned most of the initial lines, but after 1900 private ownership became increasingly common. 

Bogart’s main finding is that countries with greater private ownership had more railroad miles per capita. But it is not clear that private ownership caused railroad miles to increase.

The analysis also reveals that private ownership was more common in countries with greater population density and stronger constraints on the executive branch of government. As a result, private ownership may have been a consequence of other factors that contributed to railroads, like profitability and favourable institutions. 

The results add to the literature on the causes and consequences of private sector participation in infrastructure. Robert Millward (2004), for example, argues that private ownership had little influence on railroad diffusion in nineteenth century Europe. The findings here show that private ownership likely had a greater influence outside of Europe.

Scott Wallsten (2005) argues that telecommunications diffused more slowly in countries where the government had a monopoly or where companies faced capricious regulation by the state.

Bogart’s findings suggest a similar conclusion because they show that private ownership of railroads was more common in countries with greater constraints on the executive. This suggests that companies were more likely to promote new railway projects if they believed their investments were safe from expropriation by the government.
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