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Total cost of a commodity (consisting of price at
origin plus transport cost) and its relationship to

place utility.
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Figure
2-4

Differential effects of transport improvements on

two production centers.
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willing to pay of OE. and hence none of thiscommodity will be shipped from A to
B.lf Bwerethe only point of possible consumptionof thiscommodity produced
at A, none would be produced at A under these circumstances

Considertheeffectof animprovementin the transportsystem which reduces
the cost per unitdistance of movement from A to B to the slope of the line D 'J".
This might result from upgrading the road or repl!acing unpaved roads with rail
transport. to mention two examples. The resulting total cost at B would ther be
reduced to OJ. Since this price is less than the maximum for consumption to
occur, the commodity would be sold and consumed at 8, transported from A to
B. and hence produced at A.

Ineconomic terminology, the reduction in the transportation cost between A
and B has given place utility to the goods produced atA. Whereas these goods
would have novalue with the high transportcostbecause they could not be sold
inthe market, withthe lowertransportcostthey haveavalue. Specifically. witha
total transportcost of CJ. the price charged for the good at A could be raised by
as much as JE, and the consumption and hence production and transport still
occur. Atany price delivered at B greater than OE. the value at A would be zero.
Thustransportgives utility to the goods. inthe sense thatitdetermines the value
of goodsatonelocationinrelationtothe price atwhichthey mightbe sold atany
other location. it is in this sense that transport gives place utility to goods.

, Another closely related concept is that of the time utility of goods. The
i demand for a good may occur during only a particular period of time and
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Figure Differential effects of transport improvements on
2-4  two production centers.
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fferential effects of transport improvements on
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