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Glossary 

 
 

The following is a glossary of the main technical terms used: 
 

Abuse of dominant 
position 

Anti-competitive business practices in which a dominant firm may 
engage in order to maintain or increase its market position 

Acquisition Refers to obtaining ownership or control of another firm 

Affermage contract Agreement involving the leasing of assets or facilities 

Anti-competitive 
practices 

Refers to a wide range of business practices by a firm or group 
designed to restrict inter-firm competition 

Antitrust 

 

A field of economic policy and law dealing with monopoly and 
monopolistic practices 

Asymmetry of 
information 

Where the information available to providers and to users of 
services is not the same 

Average costs and 
average cost-pricing 

Average costs consist of the total costs of providing a transport 
service, including infrastructure, divided by some measure of 
output, such as vehicle-kms. They are relevant to cost recovery, 
since prices that are set equal to average costs will ensure that total 
costs are recovered because total costs include both fixed and 
variable costs 

Barriers to entry Factors which deter entry by new firms, into a market, even when 
incumbent firms are earning excess profits 

Benchmarking Establishing standards, for various performance criteria, by which 
firms can be measured and compared with each other 

Bid-rigging 

 

A form of collusive price-fixing by firms involved in contract or 
franchise bidding 

Bilateral monopoly 
or duopoly 

A situation where a single or very few producers exist in a 
particular market 

Capital costs 

 

Capital costs comprise the consumption of fixed capital and interest 
payments, and usually represent a high proportion of infrastructure 
costs. They differ from annual capital expenditure that may or may 
not cover all the capital costs. If annual expenditure is less then the 
quality of the transport assets will deteriorate 

Capture The gaining of control or influence, for example, of the regulator by 
either government or operating firms 
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Cartel A formal agreement among firms in a monopolistic industry to fix 
prices and or output 

Cherry picking Where new entrants to a market provide services only to the most 
lucrative elements within a market and neglect loss-making but 
socially desirable services.  It is sometimes also referred to as 
�cream skimming� 

Collusion Conspiracies or agreements among firms to fix prices or outputs 

Common costs Common costs are similar to joint costs, in that they are incurred in 
providing services to a range of users, but differ, in that the 
resources used to provide one service do not unavoidably result in 
the production of other services.  Track costs are an example of 
common costs in the transport industry (see also joint costs) 

Competition A situation in which many buyers and sellers interact and in which 
prices and output are determined without collusion among either 
buyers or sellers 

Concentration A measure of the extent to which a small number of firms account 
for the total output in a particular market 

Concession A contractual arrangement whereby a supplier acquires rights to 
provide a service at a given standard or specification, for a fixed 
time, usually on behalf of a government or government agency 

Congestion Congestion arises when traffic exceeds infrastructure capacity and 
the speed of traffic declines. It can be defined as a situation where 
traffic is slower than it would be if traffic flows were at a low level 

Congestion costs Congestion costs comprise direct costs, including time costs and 
opportunity costs of time lost to third parties because of delays and 
environmental costs 

Contestability A contestable market is one in which: 

! There are no barriers to entry or exit 

! All existing and potential producers have access to the same 
technology 

! There is perfect information available to producers and 
consumers 

Unlike perfect competition firms need not be price-takers. The 
analysis of contestable markets is intended for situations where 
economies of scale prevent the existence of a large number of firms 

Cost recovery This is an approach to infrastructure charging whereby fixed and 
variable costs are recovered in full or in part 
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Cost-relatedness This means that charges cover at least marginal cost and relate to 
these in a non-distortion generating way 

Cream skimming Where new entrants to a market provide services only to the most 
lucrative elements within a market and neglect loss-making but 
socially desirable services.  It is sometimes also referred to as 
�cherry picking� 

Cross-subsidization Cross-subsidization involves supplying transport services to one 
group of consumers (users) at a loss, which is made up by profits on 
services provided to other consumers (users). It can be viewed as a 
particular way of allocating rents associated with the transport 
activity 

Cut-throat 

competition 

Refers to destructive or ruinous competition where resulting prices 
do not cover total costs for a prolonged time period 

Depreciation Depreciation is an accounting charge for the decline in value of an 
asset spread over its life 

Deregulation The removal of restrictions on competition or forms of regulation, 
such as price control 

Dominant firm A firm that supplies a significant proportion of the market and 
significantly more than its nearest rival 

Duopoly A market with two sellers 

Economic efficiency Sometimes referred to as �pareto efficiency� which occurs when the 
least resources are used to produce a given level of output. 
Competition is generally regarded as creating economic efficiency 

Economies of scale Scale economies exist where average costs fall as output increases 

Economies of scope Scope economies exist where it is cheaper to produce two or more 
goods or services collectively or jointly, than individually 

Elasticity of demand Refers to the responsiveness of demand to variations in price; 
income, or the demand for other goods or services 

Excess prices Prices in excess of those that would be sustainable under 
competition 

External costs or 
externalities 

External costs are those which the user of a service does not pay for, 
they include infrastructure use where use is free, damage, pollution, 
noise, health, accidents costs, and congestion costs. Failure to 
acknowledge such costs may result in excessive use of a transport 
service 

Fixed costs Fixed costs are those which are independent of traffic flow or usage 
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Flat-rate charge A charge, normally applied to transport infrastructure, which does 
not vary with usage 

Franchising A contractual arrangement whereby a supplier (franchisee) provides 
a service or brand to a given standard or specification, for a fixed 
time, on behalf of a franchisor. Franchising agreements may cover 
prices and service levels 

Infrastructure The basic industries, investment or activities providing intermediate 
goods or services and regarded as a country�s foundation. 
Infrastructure industries included water, electricity, gas, 
telecommunications and transport 

Internal costs Internal costs are those which the user pays for 

Interest Interest charges reflect the opportunity cost of capital. In the public 
sector the interest rate is usually comparable to the refinancing cost 
of government loans 

Investment 
expenditure 

This reflects the annual expenditure on fixed assets with lives 
greater than one year � such as infrastructure and vehicles. Such 
expenditure is normally �capitalized� with a depreciation rate and an 
interest rate reflecting the opportunity of capital invested 

Joint costs Joint costs exist when the provision of a specific service necessarily 
entails the output of some other service e.g. the return trip or �back-
haul� in transport services (see also common costs) 

Liberalisation The opening up of competition, for example, through allowing 
firms freedom to enter and leave a market 

Licensing Refers to the giving of a right to undertake an activity 

Limit pricing A practice whereby an incumbent firm limits prices in order to deter 
potential new entrants to a market 

Maintenance Maintenance costs   represent the costs necessary to maintain   the  

existing infrastructure. A distinction can be made between 
maintenance which is time-related and that which is use-related 

Marginal costs Marginal costs are specific variable costs related to the provision of 
a service or the use of infrastructure. Short-run marginal costs are 
the additional operating and maintenance costs associated with a 
marginal increase in output without any increase in physical 
capacity. If external costs are also included, this is referred to as 
marginal social cost. Long-run marginal costs include the capital 
costs of increasing capacity to accommodate an increase in output  - 
they are difficult to measure. Linking charges to long-run marginal 
costs would lead to significant inefficiencies where excess transport 
capacity exists 
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Market A place or mechanism where buyers and sellers interact 

Market dominance Refers to the ability of a firm to act as a monopolist by raising 
prices or restricting output on a sustained basis 

Market failure Arises where the market does not produce a �pareto� efficient 
outcome in terms of price or output. The main sources of market 
failure are externalities, monopoly and inadequate information 

Market power Refers to the ability of a firm to unilaterally set and maintain prices, 
or other terms and conditions of sales, without reference to the 
market or to the actions of competitors 

Market share Measures the relative share of a market possessed by a firm in terms 
of sales or revenues 

Merger An amalgamation of two or more firms in a market 

Monopolistic 
competition 

Refers to a state between monopoly and perfect competition which 
possesses features of both 

Monopolization Attempts by a dominant firm to control or monopolize a market 

Monopoly A market with a single supplier 

Monopsony A market with a single buyer 

Natural monopoly A market where a single producer can produce goods or services at 
a lower cost than if two or more producers existed 

Non-price predation Actions designed to increase rivals� costs 

Oligopoly A market in which there are a small number of firms who realize 
their interdependence on pricing and output matters  

Operating costs These are running costs associated with the operation of transport 
services 

Parastatals Firms that are associated in a subsidiary form to the state e.g. 
nationalized industries or state-owned firms 

Paratransit Transport services that are associated with public transport in an 
auxiliary way e.g. mini-bus services, taxis and rickshaws 

Perfect competition See Competition 

Predatory pricing Setting prices at less than marginal cost in a deliberate attempt to 
force competitors or potential competitors out of a market 

Price discrimination This is where users are charged according to their willingness or 
ability to pay. Users valuing a service highly will pay a greater 
contribution to fixed costs than those who are prepared to pay less 
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Price leadership The setting of prices and price increases by a dominant firm in 
anticipation that smaller firms will follow suit 

Price regulation The control of prices or setting of guidelines on pricing by 
government or its regulatory agencies 

Privatization The transfer of ownership and control of public or state assets, firms 
or services to private investors 

Profit In economic theory, profit is the surplus earned above the normal 
rate of return on capital employed 

Ramsey pricing This involves setting charges according to the elasticity of demand 
of each user or group of users 

Regulation The imposition of rules by government, backed by the imposition of 
penalties, designed to modify the behaviour of firms or individuals, 
particularly in the private sector 

Rent Refers to the earnings of factors of production (land, labour or 
capital) that are in fixed supply. Increases in price produce an 
increase in profit and not supply 

Running costs The costs necessary to keep a particular asset or service in 
operation. They do not enhance the value of the asset 

Second-best Exists where markets do not possess the necessary conditions for 
economic efficiency. The theory of second-best is concerned with 
developing guidance on how to maximize efficiency where one or 
more markets are inefficient 

Standards Refers to the setting of specifications and characteristics for goods 
and services 

Structural 
maintenance 

Maintenance of a capital nature such road resurfacing. The benefits 
of this type of maintenance are received over a number of years 

 

Subsidy bidding The bidding for a franchise on the basis of the lowest �net loss� 
which forms the minimum subsidy required by an operator from 
government or its agents 

Sunk costs The cost of assets with zero re-sale value or which have exceeded 
their economic life 

Total costs The sum of fixed and variable costs, or of capital and running costs 

Two-part tariffs Two part tariffs comprise a fixed charge plus a variable charge. In 
principle, the latter would be related to marginal costs and the 
former would be set to contribute to fixed costs 
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Variable costs Those costs that vary with traffic levels. Examples include wear and 
tear to infrastructure, congestion costs 

Vertical integration The ownership and control by firms of different stages of the 
production process, for example, in the petroleum industry, 
vertically integrated firms may be involved in oil extraction, 
refining, distribution and retail 

X-inefficiency The inefficiency arising from the existence of monopolies. Such 
inefficiencies arise from excessive prices and production costs 

  


