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EXECUTIVE SUMMARY

Transport pricing is currently a highly debated topic in the European Union. What is under
discussion in this ddiverable is the acceptability of changes in transport pricing. They include
not only changes in the current pricing levels but adso the generd adoption of specific pricing
drategies dready experienced in some countries, such as road user charging and the
introduction of completely new instruments. Such changes are, for instance, suggested in the
Green and White Pgpers of the Commission and in various nationa documents reviewed in
Deliverable D1.

Acceptability is far from being a uni-dimensond problem; on the contrary, this concept
corresponds to the interaction and overlap between a number of scientific areas such as
economic, socid, political, lega/regul atory, technologica/functiond.

Lega &
Regulatory

ACCEDRDTARIIITY

Technological. Social
& Functional Political

Figure 1. Interplay between acceptability aspects

Therefore, it is the purpose of this ddiverable to explore the concept of acceptability in the
light of the complex interplay between efficiency, fairness and feeshility of implementation.
Thisinterplay can mainly be expressed dong four main issues (see figure above).

As dready mentioned, dl these issues are expected to directly influence acceptability. The
firdt issue is related of course to economic efficiency since this efficiency is now required
from the trangport sector. A second issue regards the socid & political aspects, in the sense
that fairness concerns may conflict with economic efficiency. Since economic efficiency in
transport pricing may require the use of sophigticated technologica solutions the issue of
technological & functiona requirements must be addressed. The legd and regulatory
framework is particularly of concern when efficient pricing schemes (eg. rail track charges
or EU-wide road user charging) are to be implemented. These are the issues which are
addressed in this deliverable together with the main inter-linkages between them when they
are relevant for acceptability.



The ddiverable underlines that while efficiency in its economic meaning relies on a rather
solid theoreticd basis, fairness is often understood as a fuzzy concept since it strongly
depends on individua perception. To prove it, a number of opposte reactions from the
different groups of stakeholders regarding the way fairness is handled in the policy measures
proposed in the two above-mentioned Commissions Papers can be identified.

A centrd assumption of this research on the socio-economic principles of transport pricing
acceptability is that acceptability mogtly relies on the two conditions of efficiency and
farness a policy measure that is perceived as inaufficiently efficient and insufficiently fair is
thus doomed to be rgected. The corollary of this assumption is that to be acceptable a
trangport policy must reach aminima degree of efficiency and a minima degree of fairness.
By saying that, it is dated that there is no identity between efficiency and fairness and that
the first has not automatically implicit the second. In addition, the research consders these
conditions as necessary though not sufficient to guarantee the acceptability of a pricing policy
snce legd, regulatory and technologica issues add to achieve the feeshility of
implementation of pricing schemes.

This is why firdly this report darts with a detalled andlysis of what efficient pricing of
infrastructure and public trangport services means. Then the politicd decison-making
process and the debate about transport pricing is anadlysed in order to find the way of
enhancing acceptability through the decison-making and to identify the main concerns of
actors within the transport sector. This leads to a more detailed analys's of the dimensions of
equity which are a stake in trangport pricing. Then the inditutional congraints are andysed
regarding the organisation of trangport pricing between different levels of governments.
Findly, increesing efficiency and fairness in trangport pricing mainly amounts to conceiving
systems dlowing time and space variable pricing that necessarily imply a certain degree of
complexity and must a the same time be dso reliable, easy to use and preserve privacy.
Therefore, the issue of the requisite attributes of pricing systems from a technica/functiona
point of view is addressed.

Efficency in trangport pricing

The andysis of what efficient pricing of infrastructure and public transport services means,
condders as a basc underlying assumption that in standard economic andysis optima use
means that the rate of capacity utilisation should be adjusted in order to reflect the costs of
that utilisation, including not only the productive costs but dso the ones which directly
depend on user behaviour. Moreover, the report deeply elaborates on the comparison
between current pricing practices and optimd prices for both the use of infrastructure and
scheduled public trangport, aming a highlighting the potentid for reform of pricing policiesin
the different modes.

The politica decision-making process and the debate about transport pricing

Enhancing acceptability through the political decision-making process

The generd analyss of inditutiond interactions between the various actors both on the
supply (politicians) and the demand side (interest groups and citizens) of the politica market
lead to some basic conclusions regarding the way to enhance acceptability.

From the politicians viewpoint:



it can be hypothessed that politicians prefer revenues which go to the public purse
providing them with flexibility in the use of these additiond resources insteed of having to
return them to the citizens or the taxpayers or to earmark them for a specific purpose;
the more redtrictive the budget condtraint is, the more a government will be interested in
relieving this redriction by getting additional resources by the means of pricing
insruments.

Given that benefits are preferred to be noticegble and costs should be as invishle as
possible, pricing indruments may have a chance if they are introduced in such a way that
well-organised groups are benefited most and the codts are spread to less influentid and
latent interest groups. Earmarking of revenues in this case may be an essentid festure to
achieve the respective am by politicians.

From specid interest groups viewpoint, their acceptance is expected to be higher:

when earmarking of the revenues ensures that there are not only costs but aso berefits
(e.g. earmarking revenues from road pricing to be used for maintaining and improving
the infrastructure of motorways means that there are benefits for the operators and users
of the trangport system);

when instruments are assgned on the basis of individudigtic property rights, and rents
are therefore attributed exclusively (consequently, it can be expected that lobbying for
such instrumentsiis, as in the case of earmarked taxes, (ceteris paribus) more likely to be
observed than to seek genera taxes, quotas or subsidies).

From the citizens viewpoint, acceptance of pricing insruments can be expected to be the
hi gher
the more voters have a say — either in a representative or a direct democratic context -
in the matter of revenues (i.e. implementation of taxing or pricing indruments and fixing
the type and the rate of these measures);
the more voters have a say via democratic rights in the matter of expenditures (decisons
about the spending of revenues);
and the more the principle of fiscd equivaence and ingtitutiona congruenceis redlised,

and additiondly

the more transparent the process of decison-making, on the one hand, and the specific
pricing mechanisms themsalves, on the other hand are;

the more obvious it is thet the pricing measure is not just another revenue raising tax or
charge but an adequate means to supply private or public goods (i.e. elther infrastructure
or services in the trangport sector) or to interndise externd effects (e.g. incentive-based
instruments for environmenta protection). The more obvious is the link between the tax
or charge levied and the use of revenues, the higher the acceptance can be expected.

More generdly, from the point of view of citizens and voters, it is important thet dl rdevant
cogts and benefits are Sated explicitly and in a trangparent way. Additiondly, it is desrable
that the pros and cons are weighted without distortion in the political decison-making
process. The latter is best guaranteed if the principle of inditutiona symmetry is put to use.
The reason for that is obvious: indtitutional symmetry means that both beneficiaries and those
paying the costs are involved in the decison-making process and, therefore, none of them
can exploit the other. The process itsdf ensures that dl relevant arguments have a chance to



enter in the discusson. This results in efficiency to be gpproximated endogenoudy, i.e. via
the process and not via the evaluation of dternative outcomes.

Arguments and concer ns of actorsin the transport sector

The paliticians, between the congtraint of budget and that of re-election, seek the system
efficiency of trangport as a whole, the problem of the interndisation of the externa costs
being obvioudy secondary for them. They adso worry about an (equitable) baance between
trangport modes, territories and thelr inhabitants: this explains the various attitudes of
governments according to the territorid level (locd, regiond or nationd) of ther fidd of
intervention.

The interest groups and particularly the operators and producers of infrastructures, as well
as espemal ly the road users, argue as expected for
amoderation of the incentive pressure of the price which touches them particularly,
exemptions or compensations to this pressure of the price,
the transfer of the recovery of the fixed cogts (road or public transport) on the public
money, therefore taxpayers,
the return of the revenues from taxes or pricing to their advantage.

In short, one can reasonably say that each category of actors agrees with the principles of

ser-pays and internalisation of the externa costs but only in their theoretical aspects. When
congdering the practica implementation, a certain number of conditions are posed. The
efficiency of the proposdas of the Green and White Papers is challenged by many actors
because there are doubts about the efficiency of interndisation through the price and the
sufficiency of pricing per se to improve the Situation.

This means that with regard to efficiency, sakeholders till have to be convinced that pricing
is an effective means to change behaviour (even if for the economigts the answer is positive
in relaion to the behaviourd data in the medium and long term) and that the implementation
of the proposdals of the Green and the White Papers will not involve atoo negative effect on
the economy as awhole.

However a more sgnificant issue is that the arguments of dl these actors without exception,
including those less directly touched (governments, consumers, etc.), refers to the question
of equity. This concern plays a sgnificant, if not paramount role in the acceptability of the
suggested measures.

The dimendons of eguity involved in trangort pricing

Three dimengons of equity were identified namdly:

- territorid equity, corresponding to the ‘principle of liberty’, in which the society must
guarantee everywhere the access rights to the goods and the services,
horizontal equity, corresponding to the ‘principle of equa opportunity’, which concerns
the equa treatment between users and the user-pays principle.
vertica equity, corresponding to the ‘principle of difference’, which explicitly takes into
account the inequalities and its consegquences as regards transport.

Some contradictions were raised between these various dimensions and with the objective
of economic efficiency (see figure below).
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Figure 2: Relationships between equity dimensions and efficiency

The economic efficiency and the horizontal equity can each one involve price increases going
agang vertical equity (attention paid to most pendised). Conversaly, vertica equity requires
mechanisms of redigtribution or compensations which chalenge the economic efficiency of
pricing and the user-pays principle of horizonta equity.

The economic efficiency and the horizontal equity can adso each one involve price increases
going agang teritorid equity, while chdlenging the right to mobility. Conversdy, the
preservation of thisright requires investments and imposes limits on the prices, being likely to
challenge the economic efficiency of pricing and the user-pays principle of horizontal equity.

Findly the economic efficiency (margind cost pricing) and the user-pays principle of
horizontal equity are generdly incompatible but some compatibility can be found within the
framework of ‘trangport funds': horizonta equity is not required any more mode by mode
but from the point of view of atrangport service, within the perimeter of the trangport funds.

The implementation of changes in trangport pricing implies the necessity to observe this
framework in a longitudind way aong time according to the four entries of economic
effidency and equity:

- Economic efficiency implies changes in pricing, induding pricing something that was
previoudy perceived as ‘freg. Some actors may consder themselves as losers, i.e.
perceive a degradation of their own Stuation, when compared to the period before the
implementation of the new pricing measure (eg. ‘I pay more than before without
drawing from it more benefit’). Reluctance to such price increase can be in some cases
overcome if higher quality or capacity is ddivered. However pricing changes may
conflict with the following equity dimensons.

Territorid equity or principle of liberty, implies the free exercise of the right to mobility of
people and goods. On the one hand, the maintenance of this freedom imposes obvious



limits on the increase in trangport pricing and, on the other hand, this freedom remains
contained within the limits of the generd interest of the society.

Horizontd equity or user-pays principle, implies a better coverage of the cogts by the
users. However with pricing changes implied by this equity principle some actors
concerned may consder themselves as losers, comparatively to the others (eg. ‘I pay
more than the others with regard to the cogts that | inflict and to the advantages that |
bring to the society’).

Vertica equity or principle of maximisation of the stuation of most pendised groups or
aess implies that any policy, which is likedy to worsen the Stuation of the leest
advantaged groups or the least best served areas, or even which openly does not aim an
improvement of these Stuations is very likdly to be rgected. It results from this that the
principles of alocation of revenues from pricing play, by their more or less digributive
character, acentrd role in the acceptability of pricing.

These three dimensions of equity are indivisble from the perception of the fairness of a
trangport policy. They are dso related to the criterion of economic efficiency, which cannot

be ignored. This set of contradictory congraints thus forms the framework of definition and

management of trangport policies, which am at being both equitable and efficient. It results
from these incompatibilities that one will obtain a best only an imperfect compromise
between the economic efficiency and these three dimengions of equity.

A posshle drategy conddts in sarting from the couple horizonta equity — economic
efficiency around which the controversies between public authorities, operators and users
are edtablished. These controversies can be solved through the concept of transport funds,
which combines the principles of efficient pricing and costs coverage, in a perimeter defined
by a given area or rdation, and a set of trangport modes. The two former principles would
form the heart of the specification of such transport funds. The two dimensions of vertica
and territoria equity would be added to this specification, but with a politica and financid
commitment of the public authorities to cover the additiona costs, which would result from
this addition.

Organisation of trangport pricing between different levds of government

The discussion about the assgnment of pricing tasks to levels of government lead to the
following condusions.

Because of the globa scope of for example the CO2 problem and the globd market for air
and sea transport, it is recommended to try to organise fuel excise duties for these modes at
the globd level. Second-best option is to introduce fued excise duties only for intra-
Community transport activities.

The definition of pricing principles should be done a European level. In addition, some basic
characterigtics of pricing systems have to be set a European leved (e.g. vehicle or passenger
kilometres, weight of vehicles, emisson, inter-operability etc.). In case a specid pricing
scheme for long-distance trangport is not or not yet feasble, naiond pricing measures
should be reviewed whether they do not discriminate between mode and nationaity. Non-
discrimination anyhow should be checked by European indtitutions. However the subsdiarity
and proportiondity principles pleads for the implementation of a pricing scheme for long
distance trangport on nationa or sub-nationd levd.



In case of trangport problems covering more than one country a pricing measure of some
co-operating countries (e.g. ‘Eurovignette') can be efficient. Co-operation between some
countries also could be an option in case it is not feasble to reach an European agreement
on apricing measure.

Both the subsdiarity principle and the territoridity principle make clear that Member States
could play a consgderable role in defining and implementing trangport pricing schemes a the
nationd leve. This entalls both the setting of taxation and pricing levels and the desgn and
implementation of pricing and taxation systems. However, as explained above, the setting of
levels has to be in line with pricing principles laid down a the European level and system
design hasto bein line with European requirements. Nevertheless within these principles and
requirements it should be feasble to reflect nationd policies in pricing systems and pricing
and taxation levels.

Genadly spesking, the subsdiarity principle pleads for the lowest level possble. This
implies that especidly in those cases where costs and problems caused by transport
activities have aloca or regiond scope sub-national governments should have a mgor role
in the design and implementation of pricing measures. This gives more possihilities for taking
into account regiond and locd circumaances, and to implement regiond and locd traffic
policy. Thiswill improve socid aswel as palitica acceptability.

Acceptability requirements of technologica solutions

Privacy

Privecy is highly protected on the basis of nationa congtitutions and laws as wedll as supra
nationa laws and tregties. They al have to be consdered when introducing a trangport
pricing system in a pecific country.

Privacy in éectronic trangport pricing systemsis only one and by far not the most important

issues of public concern and it is shown that data regidration is pacificaly accepted in other
sectors (e.g. credit cards) and even in the same transport sector (e.g. public transport

pricing.

Protection of privacy can be ensured in electronic pricing system if the systems are designed
according to the following principles.

- the principle of data-free movement

- persona identification of movements only for enforcement purposes

- taking over of al responsbility for bad functioning and manipulations of the syssem by the
operator

- useof technological solutions such as cryptographic encoding, €l ectronic signature, etc.

- data processed for interna functioning of the system must be immediately processed and
erased.

It is findly shown that spin-over effects of eectronic road pricing systems are relatively
unimportant.

Acceptability requirements from technical systems from the functional point of view

The practica (functiona) and technical characterigtics of pricing systems may contribute to
enhance or decrease acceptability.



It must be pointed out from the outset that it is not the am of the PATS research to provide
advice or recommendations on the most suitable technica-practica solutions, even because
this would require the knowledge of the details of the concrete context in which a pecific
pricing instrument is supposed to be implemented. Thus, it is up to the decison maker —
according to the particularities and within the limitations of the concrete Stuation - to choose
among the avalable technicad devices and ingruments those that will improve the
functiondity of aparticular dimension.

The role of PATS in this context is to indicate the decison maker - that dready has a
concrete idea on the pricing sysem to be implemented in a precise context — which
acceptability concerns may be at stake and on which functional dimenson she/he has to
intervene in order to neutralise them. For this purpose a matrix is developed that highlights
the different relationships that exist between the functiond dimensions of a sdlected technica
solution and the ‘ acceptability requirements'.

Some very genera recommendations resulting from the picture given by the matrix on how
to intervene on the different dimensions of pricing systems in order to improve acceptability
are given below.

Idedlly apricing system should be structured in away to dlow for the payment to be carried
out in many different moments or occasions (e.g. pre-payment, payment a the moment of
the consumption of the sarvice, after the service, etc.). However, this convenience for the
customer has to be baanced with the transaction costs for the provider. Efforts should be
taken to avoid that customers have no dternatives to carrying out the payment in busy and
crowed Stuations.

While price differentiation is certainly necessary in order to guarantee far and efficient
pricing, the complexity of the price structure to which it could lead has to be traded-off in
terms of rdiability, trangparency and transaction costs. The price structure has dso to be
well matched with the available technica solutions in terms of payment instruments.

The pricing sysem should dlow for a plurdity of payment indruments. However the
concrete number and type of accepted payment instruments should be balanced with
transaction codts. In order to protect privacy there should be available a form of payment
that does not regiger individua movements. This can be cash or equivdent such as
electronic cash.

The moment of control in a pricing system must be chosen in a way to contribute to the
effectiveness of the control. A trade off is necessary with transaction costs and possible
negative influences on user friendliness.

Sometimes it may be necessary that pricing systems identify the client. In this case care must
be taken that collected data on the client is only used for purposes that are essentia to
correctly carry out the pricing function.

A pricing system that dlows for the regidration of the transaction is in principle postive.
However, care must be taken not to interfere with privacy or increase bureaucracy and
transaction time,

10



Regarding the objective of transactions (e.g. Sngle service, multiple service, seasond ticket,
efc.), taken duly into account transaction cogts, the configuration of the pricing syssem and
gructure should dlow for the grestest possible variety.

This report focused on the theoretica reasons behind acceptability of transport pricing
policy. However one mgor concluson of this research points to the fact that some of the
components of acceptability are strongly dependent on individua perception and
interpretation of policies. For this reason the theoretical basis developed here should be
complemented with the results of the on-going empiricd work, so that consolidated
conclusions can be developed and presented in further reports of PATS research.
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1. INTRODUCTION

This deliverable was produced by the following members of the PATS consortium:
= Prof. José Viegas, Rosario Macario, Lies Goller (TIS)

= Charles Raux, Odile Andan, Stéphanie Souche, Laurent Guihery (LET)

= HekeLink, Thomas Fabian (DIW)

=  Markus Maibach, Danid Peter (INFRAYS)

= Max Herry, Markus Schuster (Biiro Max Herry)

»  Peran van Reeven (Erasmus Universty)

= Tjaco van den Berg, Arthur Glejm (NEA Transport Research and Training)

= Prof. Jan Owen Jansson (EKI, Linkdping Universty)

= Prof. Dr. Hannelore Weck-Hannemann (Universtét |nnsbruck)

LET (Charles Raux) was work package leader and responsible for the consolidation of this
report. TIS was responsible for the quaity control.

Trangport pricing is currently a highly debated topic in the European Union. As shown in
Ddiverable D1, trangport pricing (including taxation) in Europe cdls upon many insruments,
for the mgority implemented for along time and well accepted in their current use.

The Green Paper (European Commission, 1995) has achieved a detalled andyss of the
current (un)fairness of the dtuation in the transport sector. Together with the White Paper
(European Commission, 1998) and dso in various nationd documents reviewed in
Deiverable D1, they suggest changes in trangport pricing to remedy this unfairness. Thisis
why what is under discusson hereis the acceptability of such changes.

Vis-avis the congtraint of resources scarcity (e.g. Space dedicated to transport, clean air,
etc. and public money) and the environmenta implication of trangport, the stake today isto
find new regulations and pricing ingruments to improve the trangport system efficiency.
According to the prescription of economic theory, the two Commission documents propose
the introduction of more pricing ingruments into the current regulation of the transport
system as wdl as more efficiency into pricing, particularly through the principle of margind
cod pricing.

Firg of dl it is necessary to specify what is meant by taxation and pricing in this report (see
Box 1). Since these instruments can indifferently be used to manage demand and raise funds,
throughout the report unless specified, we use the generic term of trangport pricing to
designate both specific taxation and pricing.



Box 1
Glossary of taxation and pricing

Taxation includes dl obligatory pecuniary contributions that are collected by public
adminigtrations and have no immediate and direct counterpart. It is bascaly used to cover
public expenditure.

Taxation can be divided into direct taxation and indirect taxation, athough this distinction
can be sometimes arbitrary. Direct taxation condsts of, among others, income taxation.
Indirect taxes are taxes on consumption, whether they are generd (eg. VAT) or specific
(eg. fud tax). Taxation is mostly based on the principle of non-earmarking of receipts,
except for para-fisca taxes that are used to finance directly specific organisations.

Genera as well as specific taxes can be used to finance public goods or services. On the
other hand, demand management requires specific taxes (like those on fud).

However, the economic thinking about taxation condders taxes more and more as a
counterpart of collective expenses and socid costs and is aso concerned with economic
digtortions caused by taxation. Following the idea of the incentive character of taxes asit has
been put forward by Pigou (1924), the tax system is consdered as a parameter able to
modify the behaviour of consumers, epecidly regarding pollution. In this way the ditinction
between taxation and pricing becomes blurred.

Pricing is based on the mechanism of supply (determined by the production costs of the
good) interacting with demand (determined by the utility that the economic agents get from
the consumption of the good) in a free market economy. However, prices in transport do
often imperfectly reflect this interacting of supply and demand due to the involvement of the
public authorities in the production. At the root of this fallure are two main dternative
reasons. red cost are often misperceived or smply disregarded; subsidies digtort the
interactive relaion between supply and demand, whenever State interference is consdered
as necessxy. The difference between taxation and pricing is tha pricing is dways a
contribution with a counterpart rendered. A feeisakind of pricing; it is the price for the use
of a public utility. For ingtance, the payment of a fee can give the right to a temporary
occupation of the public domain (for example of toll roads). However, receipts of fee
collection (contrary to what usualy happens with receipts from ‘red pricing’) are not
systematicaly earmarked.

Pricing can thus be used to raise funds to make an activity of atransport operator profitable
(e.0. coverage of investment and exploitation expenses). It can dso be used to manage the
demand (e.g. management of the congestion, interndisation of the externdities). It is the
mog sraightforward instrument to implement the user pays principle.

Hence:

+ taxation (genera or specific) aswedl as pricing can be used to raise funds;

+ only specific taxes (vehicle tax, fud taxes, etc.) and fees or pricing are relevant to
manage the demand.

13




The debate around these Commission proposds is dl the more sharp since the decisons
about pricing and regulation in trangport touch fundamental aspects of our society, which
cannot be left completely to the free market play. Indeed,

- trangport infrastructure and associated public services are historicaly perceived as basic
public goods and services. free access roads, public transport with regulated pricing and
subsidies (basic service), etc.;
given the place taken by motorised transport today, pricing touches what is perceived as
afundamentd right, i.e. the right to travel, especialy regarding the daily mohbility;
the modification of the pricing sysdem (at the same way as for regulation) has
consequences on the actors concerned: the relative competitive postions of the
producers of infrastructure and transport operators, the ones compared to the others,
between modes or countries, are caled into question, just as the relative trestment of the
users of various modes.

Both the Commission Green and White Pgpers mention in their title the word ‘fair’. The
objective exhibited is thus to lead to far and efficient pricing of trangport services and
infrastructures.

While not trying to make here a detalled analyss of these two documents, it would seem that
according to positions expressed in them, the efficiency (in its economic meaning) of pricing
implies farness, snce it sands for non-discrimination which can only be achieved through
differentiation.

However farness is a very discussed concept: there are severd definitions, with the result
that the policy measures proposed in the two documents are not fair in the eyes of every
actor concerned in the transport sector: that would explain their oppostions or at least their
sharp criticiams.

The centra assumption of this investigation on the socio-economic principles of transport
pricing acceptability is that acceptability relies at least on the two conditions of efficiency and
farness a policy meesure that is percaived as insufficiently efficient and insufficiently farr is
doomed to be rejected. The corollary of this assumption is that in order to be acceptable a
trangport policy must at least reach a minima degree of efficiency and a minima degree of
farness. By saying that, it is affirmed that there is not identity between efficiency and fairness
and that the first does not involve the second automatically.

In addition, no prgudgement that these conditions are sufficient to guarantee the policy’s
acceptability ismade.

As a working hypothesis, it is not possble to check it within this workpackage: only the
empirica work undertaken in the WP3 will give dements of vdidation of this hypothess.

The am of this report is thus to explore the concept of acceptability mainly through the
complex interplay between efficiency, farness and feashility of implementation.

Efficiency in its economic meaning relies on a rather solid theoretica basis, wheress there
are multiple definitions of fairness that are subject to debate. This is why the report garts
with the andysis of the efficiency of transport pricing. Chapter 2 investigates in detail what
means efficient pricing of infrastructure and public transport services by incuding the cost
coverage issue.
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Then in Chapter 3 the political decison-making process and the debate about transport
pricing is andysed in order to find the way of enhancing acceptability through the decision-
making and to identify the main concerns of actors within the transport sector. One of the
main conclusion relaes to the paramount importance of equity issue from the point of view
of every category of actors.

This leads in Chapter 4 to a more detail andysis of the dimensions of equity which are at
dake in transport pricing. Three dimensons of equity are identified namely territorid,
horizonta and verticd equity . Some contradictions are raised between these various
dimensons and with the objective of economic efficiency which form the framework within
which a compromise has to be found in order to enhance acceptability of pricing.

Then the indtitutiona congraints are andysed in Chapter 5, regarding the organisation of
transgport pricing between different levels of governments.

Increesing efficiency and fairness in trangport pricing mainly amounts to concelving sysems
dlowing time and space variable pricing that are aso reliable, easy to use and preserve
privacy: the issue of the requidte attributes of pricing systems from afunctiond point of view
is addressed in Chapter 6.

Findly Chapter 7 synthesses these dements in a series of guiddines for enhancing
acceptability of pricing in transport.



2. EFFICIENCY IN TRANSPORT PRICING!

Efficient pricing of trangport infrastructure (TI) and scheduled public transport (SPT)
savices is a necessary condition for maximisng the socid surplus, i.e. the sum of the
producers surplus (i.e. the profits of private and public transport enterprises) and the
consumers surplus (i.e. net benefit of consumption) for all goods and services, on the side-
condition that al external costs are internadised. In the case of transport infrastructure the
‘short-run’ implies that the capacity is given: The Tl capita costs are fixed, and the god isto
make the best use of the existing capacity. If such pricing principles were adopted, the
pricing policy changes, presented below, could be applied for the most important transport
infrastructure and scheduled public transport markets.

An underlying assumption of thiswork is that the long-run companion efficiency condition is
that investments in transport infrastructure should be undertaken up to the point where
benefits just exceed costs. One should keep in mind the linkage between the two conditions
of optima pricing and optima investment2 since this could be a factor of acceptability of
trangport pricing: the acceptability of a price likely to be conditioned by the existence of a
related service.

The purpose of this chapter is to define the problem. By describing the broad lines of the
gtructure of optimal prices for the use of trangport infrastructure (TI), and scheduled public
trangport (SPT), and compare these with current prices, the reform potentid is identified. It
can be anticipated that the reform potentia measured in this way is very great indeed. The
next step is to look for the reason why current prices diverge from optimd prices. To the
extent that the reason is difficulties to get acoceptance for optima prices, our problem is
defined. The question of how these difficulties could be overcome, is the man task of
PATS.

Optimd use of exigting trangport infrastructure means in sandard economic andysis thet the
rate of capacity utilisation should be adjusted such that the margind utility of further use
equas the margind cost of queuing and/or congestion, which mainly conssts of passenger,
goods and vehicle time inputs. There are dso other codts involved, which do nat, in the
same way, criticaly depend on the rate of capacity utilisation, but on the behaviour of the
drivers, the technicd characterisics and conditions of the transport vehicles and
infrastructure, and the qudity of the fud burnt. Traffic accidents, noise, exhaust emissons,
and other externdities of transport production make up the latter cost category. Traditionaly
these costs have been contained by rules of the road, standards and regulations concerning
trangport vehicles and fud, and information and education of the travelling public including
drivers of private cars. However, this has proved insufficient, in particular, to solve the urban
transport problem. Optima congestion tolls, accident externdity charges, and polluter
payments could be the solution of the immense traffic and environmenta problems of the big

1 This section is based on a paper by Prof. Jan Owen Jansson, see the complete paper and the
bibliographic referencesin Annex 1.

2 The resolution of this problem of maximisation of the collective surplus can be found in several
handbooks (see for example Small, (1992)).
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cities of the world. The complementarity of pricing and regulation in the solution of urban
traffic problems should, however, be emphasised; one of the conclusons is that an
integration of road pricing and traffic caming theory islong overdue.

To obtain the optimal supply and patronage of scheduled transport services is a second,
mgor objective of transport policy. Here the short-run problem involves both optimal
pricing and capacity adjustment. In practice there are two different approaches to this end.
Ore is to deregulate and privatise the SPT-sector as far as possible in the hope that
unrestrained market forces will make the best of the Stuation. Another approach follows
from the recognition that transport system co-ordination, and prices fdling short of the
operator’s average cost are necessary conditions for maximising the sum of the producer’s
and the consumers surplus. In the latter case a Smilar acceptability problem is facing SPT
pricing policy as that of non-urban TI-services. optima prices are typicdly well below the
producer average costs.

In this chapter , the reason why current prices diverge from optima prices will be
consdered to the extent that the main reason can be the difficulty to get acceptance for
optima prices, which is bascaly the same for Tl- and SPT-services. the nature of the
products (services) makes production under constant returns to scale atypical. The
way to enhance acceptability and overcome these difficulties will be dedlt with in subsequent
parts of this research.

2.1. Transport infrastructure services

Optimd pricing is generdly thought of as ‘margind cost pricing’. However, with a sysem
definition including ‘users in the double role of suppliers of essentia inputs as well as
consumers of the output, the optima price will be grictly different from the derivative of the
tota socid cost with respect to output, or traffic volume (Q), which is the usud definition of
the margind cost. To avoid confuson, the prefix ‘price-rdevant’ is introduced before
‘margind codt’. It should be equa to the price in optimum. The definition of the price-
relevant margind cot isthe following in the case of Tl-services.

dTC TAC
MC :E- AC = MC, +Qw+ MC,,
For the discusson of optima pricing of Tl-services, it is gopropriate in most cases to
assume the trangport infrastructure to be fixed. The rdevant cost and output relationship to
be consdered is thus that between the costs of wear and tear, traffic control, etc. and the
traffic volume, so far as the producer costs are concerned.

The first term, MCoq is the least important of the three price-relevant MC-components
above. In a recent survey (Jansson and Lindberg, 1997) the main conclusion both for road
and rail-track operating costs — maintenance, repair, and restoration costs — is that for a
number of reasons the price-rdlevant margind cost falls well short of the producer average
variable cost. The reasons are:

1. About a fifth of the operating codts is fixed, i.e. independent of the traffic volume,
because of some overhead cogts, and the minimum road-specific costs necessary to
keep the road open to traffic;
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2. the short-run margind cos is fdling with the traffic volume for activities like road
resurfacing and recongtruction, and rail retoration;

3. some maintenance activities produce public goods, that is qudities that can be enjoyed
by an unlimited number of road users. Clearing the road of snow, road informetion,
grass cutting on the verges are some examples. Irrespective of whether these codts are
increasing with the traffic volume or not, they are price-irrdevant, because the benefits
for the exidting traffic are increasing in parale with the producer costs.

The middle term represents the influence on the costs of fellow transport system users that
an additiond user has. Mathematicaly the product of Q and the derivative of AC,« (the
average cost user) with respect to Q equals the difference between MC ey and AC s, and
the latter formulation makes, of course, economic sense, t00: AC« IS perceived as the
private margind cost, when a good number of independent transport consumers make use
of the trangport facility concerned, and it is the difference between the socid and private
margina user cods that is price-rdevant. In the exceptional case, the ‘fellow transport
system users belong to the same concern as the additiond vehicle considered, which means
that the middle term vanishes from the MC expression. To be more specific, the charges that
a separate rall track owner levies on the trains of the Nationd Railways (i.e. nationd train
trangport enterprise) should not contain a congestion cost component, where no other train
operators exist, provided, it should be added, that the train operator levies optimal fares on

its passengers.
The transport system-externd margind costs represented by the third term of the MC

expresson above include a number of separate items, of which intersystem accident costs
together with the emisson codts are the most important in most cases.

According to the findings detailed in Annex 1 for non-urban road transport services fue
taxation is the co-efficient pricing system for car treffic.

The current level of petrol pricesin ‘high-tax’ European countries (around 1 Euro per litre)
is typicaly above the tota price-rdevant margind cost (MC). One reason why MC is well
below the current price (petrol tax) in most cases is that the emission cost component in the
petrol tax should be based on emission factors of cars equipped with cataytic converters.
For non-urban car traffic the present petrol tax level may be judtified only as part of an
ambitions climate policy aming at the target of successvely reducing tota CO,-emissons.

For truck and bus traffic the diesdl tax should be substantidly raised to be in line with the
price-relevant emission codts (Smal and Kazimi, 1995). In addition, an eectronic kilometre
charging system should be introduced, which could be differentiated to reflect the margind
costs of road wear and tear. If such atax is introduced, purchase and ownership taxes are
superfluous for HGV's and buses as road pricing insgruments. It should be emphasised that
the price-rdevant margind cost of wear and tear is less than the average cost of road
maintenance, repair, and resurfacing (see above). However, the progressiveness of the
average codts of road maintenance, repair, resurfacing, etc. with respect to axle load is very
pronounced.

If diesd-burning vehicles gart to be able to clean their exhaust fumes in the same way as
petrol-burning vehicles, or introduce much cleaner engines, the diesel tax should be lowered
again to the ‘best-practice’ leve, and the kilometre charges should be used aso to reflect

18



the different emisson costs in addition to the progressveness in the codts of road wear and
tear.

Generdly speaking externdity charges should go to the public purse, rather than to the Road
Adminigtration. However, as digtinct from emisson charges based on damage codts, the
CO,-tax could be viewed as a ‘scarcity price required to make a nation (or EU) meet a
given CO,-emission condraint. The revenue from such a charge could be set off againg the
deficit, which would typicdly arise after the introduction of optima pricing of non-urban
road services. However thisis not to suggest that the tax revenue should be ‘earmarked’ for
non-urban road financing, but only that in an accounting sense the CO2-tax could be
included on the revenue side of a hypothetical transport account. Such an account could be
elaborated in order to address equity issues and questions about ‘cost responghility’, by
adding up the total costs and revenue of non-urban road transport.

For urban road transport services it is conastently found in studies of the price-rdevant
codsthat the petrol tax leve, let donethe diesd tax leve, is generdly too low in comparison
to the level of the price-rdevant margind cods. However, the petrol tax should not be
raised, because it would then become too high for non-urban car traffic. Instead a separate
system of road pricing should be introduced, in the first placein big cities. Fud taxes would
be redtricted to cover emisson costs including the CO,-tax, as well as the rdatively low
congestion and price-relevant accident costs gpplicable to non-urban road traffic.

Urban road user charges, which would double - at least - the generalised cost of motorists
should be payable dl day in the centrd city, and during rush-hours in the morning and
afternoon on the traffic routes into/out of the centra city. Partly as a complement, partly asa
subgtitute to road pricing, depending on loca conditions and preferences, traffic calming
should be brought about by differentiated speed limit reductions, redesign and refurbishing of
roads and streets consstent with safe mixing of cars and vulnerable road users. Complete
pedestrianisation of some dtreets is probably aso indicated in many cases. Behind this is the
idea that the theory of road pricing should be differentiated between motor traffic roads, on
the one hand, and centrd city streets (and residential areas), on the other hand. By such a
divison the sgnificance of vulnerable road users (pedestrians, cyclists) will be recognised.
By paying proper atention to the component in the pricing-rlevant cost condtituted by the
accident externdity charges, this division will come out as a matter of course.

It isdso shown that on-street parking should preferably have higher fees than the level of
parking-feesin nearby, off-street parking facilities, reflecting the opportunity cost of the land,
and to discourage long-term parking in the streets. A difficult, and highly desirable target for
urban parking policy is to diminate most of the present far-reaching subsdisation (by
employers, and tax-payers a large) of centra city parking for urban car commuters.

For rail track services used by a monopoly train operator, access charges reflecting the
scarcity of therall track capacity are irredlevant. The single operator should be fully aware of
the consequences for exiging train traffic of additiond trains in the rail network, and should
be able to pass on this information to passengers and goods forwarders via the fares and
freight rates. In this case the rall track charges should be related to wear and tear of tracks
and other equipment in a smilar way as the proposed kilometre charges on HGVs.
Available evidence (Jansson and Lindberg, 1997) suggests that wear and tear charges will
fdl short of covering the totd rall track repair and maintenance cods. The price-relevant
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costs of air pollution (mainly of diesd-engines) and accidents should aso be included, in
the rail track charges, but that would be rdatively smal additions3.

In a case where many operators use the track, access charges can have an important role to
play as regards track capacity alocation. The access charges would aso help to recover
some of the capitd codts of the raillways in that case. The exactly amount of these charges
cannot be generdly stated, but has to be determined from case to case.

For the seaport and airport sysems, the sdient feature of optima pricing is that a farly
congtant level of charges for the use of the infrastructure is indicated, irrepective of plant
gze, goat from big-city facilities for which land for further expansion is very scarce and
coglly in terms of encroachment. Cross-subsidisation from the few big to the many smdler
plants is acceptable, if a total system cost recovery requirement is imposed on the arport
and segport system respectively. This is a naturad procedure where fecilities are State-
owned. Segports are often municipaity-owned, or private, which can mean that locd tax-
payers are supporting the smaller ports; this should not be deplored.

2.2. Scheduled public transport services

It is shown in Annex 1 that when it comes to pricing policy for the services offered by the
trangport vehicles using the trangport infrastructure, it can first be noted that scheduled
public transport stands out from the other forms of organising trangport (hiring avehicle, or
buying a vehicle for on€'s own exclusive use) because of the ‘Mohring effect’. It can further
be observed that local bus, commuter train, and to some extent regiona and interregiona
scheduled public transport (by road, rail and ar) has much in common as regards optimal
pricing. On the other hand, long-distance internationd arlines and intercontinental liner
shipping pose quite different pricing problems, as will be pointed out below.

The economies of dendgty of demand in short- to middle-distance scheduled public
transport are pronounced, and the co-ordination problem in time and space is very
important for this category. This spesks for public planning, and subsidisation in order to
maximise the sum of producers and consumers surplus, in combination with competitive
tendering for the production of the services specified in accordance with this god, in order
to achieve internd efficiency, too.

In the latter sector, i.e. very long-distance scheduled public transport, nether large non-
exploited economies of traffic volume, nor route and timetable co-ordination pose big
problems for the operators. ‘Co-operative oligopoly’, often leading to outright sdif-
regulation (colluson) is the typicd market form. The operators seem to solve the co-
ordination problem reasonably well, but a new pricing problem is crested. The pricing
principle of ‘charging what the traffic can bear’ in order to perform intra-route cross-
subgdisation yields inefficiency, without proper regard to the price-rdevant margind cost
structure.

3 1t should be borne in mind that rail (subject to whether they use electricity and how this electricity is
produced) and inland shipping could have high emission of CO2 per ton-km and be far more polluting
regarding other emissions (Nox, etc) due to a much larger economic life of vehiclesin these two sectors
having alot older technology.



Generdly spesking, efficient pegk-load pricing is deplorably rare in the whole scheduled
public transport sector.

It can be concluded that there is no significant discrepancy between the High Leve Group
suggestions (HLG, 1999) regarding the options for charging usersfor Tl operating costs.
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3. THE POLITICAL DECISION-MAKING PROCESSAND THE DEBATE
ABOUT TRANSPORT PRICING

Having andysed in the previous chapter the implications of efficent pricing and optimad
investment in infrastructure and trangport services, now the question of the acceptability is
tackled firgly through the andyss of the palitica decison-making process and the politica
debate about transport pricing.

With this intention, in section 1, the interplay of the various categories of actors in the
political decison-making process will be andlysed in a theoretica way. This section ams to
systematise the acceptability problem by means of a palitica economy of decison-making
gpplied to transport and the environment.

Then this approach is gpplied to the reactions of the actors of the transport sector, mainly to
the proposds of the dready mentioned Commisson Green and White Papers, which are
examined in section 2. This andyds of the argumentation of the stakeholders will make it
possible to emphasise the principa € ements of agreements or dispute with these proposals.
It will show the importance of the equity issuein their agumentation.

3.1. The acceptance of trangport pricing instruments from the policy making
point of view?

Though during the last few years, pricing indruments in environmenta and trangport policy
have moved from being an academic proposal to integrating the policy programme of many
parties across the whole political spectrum, the acceptance of these mechanisms in the
politicd debate ill seems to be rather moderate. As a result, the actud use of pricing
indruments in order to interndise externd codts is 4ill very much limited and it is even
questioned (e.g., OECD, 1989 and 1994; Frey and Schneider, 1997) whether these
indrumentswill play amgor role in future environmenta and transport policy.

In this review it will be asked for the most relevant arguments given in favour for or agangt
pricing instruments to internaise externa codts. It will be concentrated on two lines of
reasoning:
(i) the literature on politicd economy of environmenta policy sressng the
andyss of the process of politicd decison-making and the incentives of the
political agents in dternative inditutiond arrangements to implement adternative
environmenta instruments,
(i)  the literature on fairness emphasisng the importance of fairness arguments
with respect to the acceptance of dternative dlocation mechaniams (like the price
system, bureaucratic procedures or voting mechanisms) rather than the concept of
farnessitsAf.

There are many other possible reasons why incentive insruments as a means to interndise
externd cogts have been gpplied <0 little for such a long time. However, it certainly would

4 This section is based on a paper by Prof. Hannelore Weck-Hannemann, see the complete paper in
Annex 2.



be too smple just to refer to imperfect information on the part of decision-makers about the
advantages of incentive-based ingtruments in such a context. On the contrary, there may be
good reasons why politicians, voters and/or representatives of interest groups are rather
reluctant to favour price insruments on a large scale in environmental and transport-related
policies. It is the purpose of section 1 to point out these reasons. Specificdly it will be
concentrated on the anaysis of politico-economic relationships and on the importance of
farness consgderations.

Fird, the economic gpproach to analyse political decison-making processes is reviewed
very briefly. Second, a sdlection of agpects which have to be taken into account when the
acceptance of pricing indruments in the transport sector and their chances for
implementation as ameans of trangport and environmenta policy are consdered.

3.1.1. Palitical Economy of Environmental and Transport Policy

The economic approach to explain palitical outcomes focuses on the process of politica
decison-making and the incentives of the various poalitical actors to ask for and to actudly
implement dternative policy measures. The palitico-economic gpproach has been gpplied to
various policy issues, and paticularly it has been tried to eaborate the prospects for
implementation of dternative environmenta policies (see, eg., Buchanan and Tullock, 1975;
Hahn, 1990; Frey, 1992; Weck-Hannemann, 1994; Gawe, 1995; Pearson, 1995;
Congleton, 1996; Frey and Schneider, 1997).

For such an andysis of the palitico-economic process and the chances for implementation of
incentive-based instruments in environmentd policy and, pecificdly, in the transport system,
it isimportant to identify:
- the various actors being involved in or being affected by the politicd decison-

making process,

theinter ests of the various participants in the politico-economic process;

the influence of the various (groups of) actors given the specific inditutiona

seiting;

and findly, the relevant agpects determining the acceptance of various means of

environmentd policy, and epecidly pricing ingruments.

In the following, these various issues will be discussed with specificdly emphasising the
acceptability of pricing measures in the transport sector.

3.1.1.1. Identifying the rdlevant actorsin the political decision-making process

Political processes can be identified as (palitical) markets where both the actors on the
demand side and the actors on the supply sde interact. Policy instruments in the transport
sector, just as policy measures in generd, are determined in such a politicd market. In the
political market for pricing insruments in the trangport sector there are various (groups of)
actors involved and/or affected and, therefore, can be identified as stakeholders:

on the demand side of the political market
operators. producers of mobility;
users. consumers of mobility;
citizens as voters and taxpayers,
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producers of related goods and services,
members of interest groups,

on the supply side of the politica market
politicians
and bureaucrats

with each a the various levels of political decison-making, i.e. urban/locd, regiond,
nationa, supranationd (e.g. EU) and/or internationd/globd.

3.1.1.2. Identifying the interests and the impact of the various actors. ingtitutiona
interactions

Pricing instruments in environmental policy related to the trangport sector have to be
determined by politica decison-making. In order to know who are the winners and losers
of dterndive policy measures the specific interests of the various actors in this politico-
economic process have to be identified. Related are the questions of (i) what are the
incentives of various groups of actors to organise themsdaves according to their specific
interests, and (ii) what are the posshilities of both the actors on the demand side and the
actors on the supply side of the political market, respectively, to influence the outcome of the
politica decison-making process. According to the economic approach to explain human
behaviour the outcome of this process is determined not only by the preferences and
interests of the various actors but, even more importantly, by the regtrictions, i.e. the
inditutiond interactions and the inditutional congtraints.

When andysing the poalitico-economic interrelaionship, a least four groups of actors and
ther inditutiond interactions have to be examined in more detall, i.e. voters, specid interest
groups, paliticians, and public bureaucrats.

3.1.2. Acceptance of Pricing Instruments. Selected Aspects

For the quedtion a hand, i.e. what are the most relevant determinants concerning the
acceptance of pricing instruments in the transport sector, various aspects are considered to
be essentid. Generdly, the self-interest and the specific redrictions of the relevant actors in
the political decision-making process have to be taken into account. As a consequence it
can be derived which ingtruments are expected to be favoured or hampered by the various
actors. Besides concentrating on the reationship among actors within the inditutiond
framework and focussng on efficiency consderaions, the andyss has dso to include
farness aspects, particularly when the acceptance of pricing instruments on the part of
citizens as voters or taxpayersis one of the centra questions addressed.

3.1.2.1. Acceptance of pricing ingruments by paliticians

In public choice theory the generd economic gpproach to explain human behaviour is dso
gpplied to other actors, such as paliticians, public bureaucrats and voters. The mode states
that the homo oeconomicus tries to maximise his or her utility subject to condraints. On the
pat of representatives in the government it follows from this assumption in public choice
theory that (non-restricted) politicians have a sdf-interest in increasing their own income,
their discretionary power and to weaken their budget constraint. Consequently, it is to be
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expected that they favour ingruments serving this purpose such as regulatory measures or
pricing indruments being amed a fisca productiveness. Pricing ingruments will be
supported the more, the better it is ensured that these measures are linked with additiona
public revenues. Likewise it can be hypothesised that politicians prefer revenues, which go
to the public purse providing them with flexibility in the use of these additiond resources
indead of having to return them to the citizens or the taxpayers (such as in the form of lump
sum trandfers, a reduction of taxes on labour or reduced socid insurance payments) or to
them for a specific purpose.

However, paliticians in the government will be able to do so only when the re-eection
condraint is not too much binding, i.e. when the control by the dectorate is restricted (as it
is, eg., by inditutiond deficiencies of the democratic sysem and limited incentives to
participate in the decison-making process on the part of voters). In representative
democracies the government is subject to dection approva in time intervals only. Therefore,
it is possible to exploit the dection cycle. Unpopular policies will have a better chance to be
implemented at the beginning of the legidature period because voters tend to discount the
past quite quickly. As voters are oriented more towards the present, they evauate the
government dmogt exclusively according to its achievements shortly before the dection.
Thus within the firgt year(s) of the legidative period, the government can afford to pursue a
policy which is favourable to themsdves or some specific groups of society but,
nevertheless, does not endanger re-dection. Y et, the more binding the re-election congtraint
is (eg., when gpproaching the end of the legidature term and re-dection is uncertain), the
more politicians have to take into account voters interests and the less discretionary power
they have to pursue apalicy in line with their own gods.

Besides the re-election condraint the budget congtraint has to be consdered. The more
regtrictive the budget congraint, the more a government will be interested in relieving this
redriction by getting additiond resources. Pricing indruments, such as road pricing in the
trangport sector or an ecologicd tax reform, may wel be a sdection of the most suitable
policies in this respect due to their purpose of interndising externa costs. Given the dready
high shares of public revenues and public debt in most industrid countries, they at least have
better chances to be accepted compared with other pricing or taxation instruments involving
disncentive effects and socia welfare losses such as taxes on labour or capitd.

Given competition among aternative politica parties and the re-eection condraint politicians

have to trade off benefits and cods (in terms of gains and losses in votes) when evauating

dternative policy measures. When baancing dternative interests of voters one againg the

other those interests which are well-organised, intensve and pliticdly influentid have a
comparative advantage to be considered in the politica contes. By making campaign

contributions available to politicians using them in order to atract additiond voters, specid

interest groups can afford to be successful athough their preferred policies are not in line

with the preferences of the mgority of voters.

Paliticians being confronted with such a trade-off are expected to favour those policy
measures of which the benefits are highly visible and experienced directly and are atributed
to the responshility of government. On the other hand, costs are favoured to be spread
widely or to arise in the future (e.g., public debt) and, therefore, are diffuse and less vishle



for the individua voter (see, eg., Frey, 1983; Weck-Hannemann, 1994 or Blankart, 1998,
p. 481).

Given that benefits are preferred to be noticegble and costs should be as invishle as

possble it can be Stated that:
trangport related as well as environmentd policies are less promisng than
dternative policy issues (such as employment palicies);
regulation policies are more attractive than pricing ingruments (such as direct
controls compared to emisson charges or tradable licences in environmenta
policies, see dready Buchanan and Tullock, 1975, or Weck-Hannemann, 1994);
pricing insdruments may have a better chance to be implemented by paliticians
striving for politica support when the benefits (revenues) are eearmarked to the use
of politicaly influentid groups (e.g., operators and users in the trangport sector)
and/or the costs are spread to groups of voters who are not well organised and
have little impact on the politicd decison-making process (eg., foreigners,
accordingly, it is reasonable that a vignette system on a yearly bads has better
chances to be implemented than distance-related road pricing measures as in the
former case foreigners are charged rdativedy more intensvely than domestic
groups of users) (for this argument see, eg., Hahn, 1989 and Oates, 1995).

Citizens not only have a voice option (election/vote) in order to express their consent or
discontent with governmental performance and policy issues, but they may aso have an exit
option, i.e. the opportunity to ‘vote with their feet’. The exit option is the more likely to be
relevant and redtrictive, the more pronounced are the differences in (tax-) prices across
nations or regions. Paliticians at the regiond and nationd leve thus have an interest to
implement pricing ingruments in co-ordination and co-operation with other nations.
Accordingly, they are expected to favour an EU-wide harmonised introduction of pricing
measures. Specid interest groups will support this concern in order to evade competitive
pressure. Politicians and bureaucrats a the supranationd leve (i.e. EU) will favour this
intention as well in order to increase their competence and to pin their hopes on getting an
independent revenue source in the future.

In summary, pricing instruments may well serve the sdf-interest of politicians provided thet
additiond resources are involved being at the digposa of politicians themselves. On the
other hand, politicians may have to take care of the re-election condraint, i.e. they have no
discretionary power to pursue their own goas. Given the latter asther initid pogtion, pricing
indruments may even 0 have a chance if they are introduced in such a way that well-
organised groups are benefited most and the costs are spread to less influentid and latent
interest groups. Earmarking of revenues in this case may be an essentia feeture to achieve
the respective am on the part of paliticians.

3.1.2.2. Acceptance of pricing ingruments by public bureaucrats

Much in the same way asfor politica representatives officids in the public adminigtration are
expected to be interested in furthering their own interest. As profits in the public sector can
not be appropriated persondly public officids are expected to be interested in an increase of
their discretionary power (vis-avis government and society) and in the budget congraint to
be weakened (Niskanen, 1971; Migué and Béanger, 1974). Contrary to politicians,
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however, they are not faced with a re-election congraint. They are expected to favour
policy measures, which have to be administered explicitly and which are able to provide the
public sector with additional resources and revenues.

As a resault, public officias will support pricing measures in trangport and environmenta
policy provided tha fund rasing possihilities and adminigtrative requirements are involved.
Moreover, it can be hypothesised that they are in favour of pricing measures like urban and
interurban road pricing, parking pricing, road vehicle taxes and fue taxation but less for an
ecologica tax reform as the intention of the latter includes a revenue-neutra scheme and the
reduction of other taxes. Bureaucrats in the general aminigration will prefer the generd
date budget as an gppropriate revenue spending scheme, whereas public officids in the
transport administration may wel give preference to the coverage of infrastructure costs and
transport service cogts.

3.1.2.3. Acceptance of pricing insruments by interest groups

In gpplying the theory of interest groups to the transport sector, it follows that those
instruments which favour well-organised groups and discriminate againgt latent interests will

be advocated more intensvely. Quite generdly it can be hypothessed that users have a
comparative disadvantage in organising their interests compared to producers and operators
in the trangport sector. Even worse will be the Situation of those groups of actors which are
negatively affected by the externd effects caused by the transport system as the costs with
which they are faced are rather indirect and the gains from an interndisation policy arise in

the future and have the characteristic of a public good (i.e. the benefits of such an
internaisation policy accrue to al but the codts of bringing about such a policy have to be
beard by specific persons individualy). Smilarly, taxpayers are expected not to be very
much successful in looking after their interestsin an effective way.

Pricing indruments may serve the interest of various groups of actors depending on the use
of revenues. Accordingly, operators can be expected to support pricing measures in the
trangport sector given that it is ensured that the revenues will be used to finance the
infrastructure and the services to be provided. On the other hand, they will be lessin favour
of road pricing measures given that the purpose is explicitly and exclusively to nterndise
externa cogts combined with lump sum transfers or a reduction of other taxes. In
comparison, pricing measures will be in the interest of taxpayers assuming that the tax load
will be reduced due to additiona revenues. And findly, incentive-based insruments may be
accepted by users provided that in return the supply of goods or services is equivdent to the
higher price to be paid, i.e. the equivaence principle applies.

All in dl, acceptance of pricing instruments on the part of specid interest groups is expected
to be hi gher under the following conditions:
the less pronounced the incentive effect of the pricing measures turns out (i.e.
moderate changes in prices having only alimited incentive effect);
the more likely it is for goecid interest groups to redise exceptions from the rule
(e.g., when such groups which are particularly badly hit by these measures are
excluded or at least admitted a reduced rate or atrangtiona arrangement);
the more likely it isto put the load to latent interest groups or groups without voting
rights (such as foreigners as users and/or producers of transport services);
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when earmarking of the revenues ensures that there are not only costs but aso
benefits (e.g., earmarking revenues from road pricing to the use of maintaining and
improving the infrastructure of motorways means that there are benefits for the
operators and users of the transport system);
when instruments are assigned on the bagis of individudigtic property rights, and
rents are therefore attributed exclusively (consequently, it can be expected tha
lobbying for such indruments is, as in the case of earmarked taxes, (ceteris
paribus) more likely to be observed than to seek genera taxes, quotas or
subsdies).
Empirical evidence supports the notion that on the part of well-organised interest groups
revenues should preferably not go to the public purse nor should be surrendered to
taxpayers. Instead, they are preferred to be distributed to the road administration in order to
cover the costs of infrastructure and transport services. As Rivlin (1989, p. 113) dates,
‘(T)here is one gpparent exception to the tax rule: taxes held in trust funds and earmarked to
specific purposes can be raised. There was no perceptible backlash when the gasoline tax
was raised (in the United States) in 1983, presumably because the increase was thought
necessary to fix the roads’ The evidence (see Kirchgdssner, 1993) referring to a
referendum in Switzerland in 1993 is dso in line with this argument: the earmarking of
revenues for the purpose of mantaining and improving the infrastructure of motorways split
up the opponents of the proposa and brought about the acceptance of higher fud prices due
to an increase in the duty on motor fud.

Generdly, it can be argued that eermarking helps to overcome the free-rider problem among

interest groups. by dedicating tax revenues to a particular purpose, earmarking cregtes a
proprietary interest in the tax and the revenue it generates on the part of the oganised

recipient groups. Using the example of federa fud tax revenues in the United States, it is

demonstrated (see Kimenyi et dii, 1990) that earmarking leads to increased tax revenues in

contrast with generd fund financing. Their empiricd results are consstent with their argument

that tax earmarking shifts specid-interest incentives away from lobbying over shares of a
given revenue pie toward lobbying for more revenues.

3.1.2.4. Acceptance of pricing instruments by citizens and voters

Economigts generdly favour the use of the price system over dternative decision-making
mechanisms for the reason of its efficiency dominance. On the contrary, non-economidts for
the most part are more sceptical about the price mechanism and they even might rgect it.

Evidence for this generd observation is summarised by Frey (1986; 1999, chap. 10). The

author aso points to the reasons for this discrepancy and relates them to four issues:

0] (Lack of information) Non-economists may have insufficient knowledge about
economics. This lack of knowledge may well be raiondly chosen and compatible
with an unwillingness to adopt the economic point of view.

(i) (Conflict over income digtribution) The use of prices is often blocked by interest
groups who otherwise expect to lose in the didributiond sruggle. This set of
reasons refers to politicd economy as argued before (i.e. lobbying by interest
groups).

(i) (Fairness condderations) The price system is conddered to be ‘unfar’ under
identifiable conditions. For example, pricing is vaued less far as a devise to raion
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demand in a unique, fixed supply Stuation than as a decison-making procedure
under recurrent Situations. This explanation is based on both results of surveys and
experiments, respectively (for a discusson see Kahnemann et dii, 1986 or Frey,
1999).

(iv) (Crowding-out of intrindc motivation) Individuds may fear that the price system
leads to a destruction of moras and, therefore, is not only ethically unacceptable but
aso leadsto inefficient results.

In the present case, i.e. the acceptance of pricing instruments by citizens and voters, the
latter two arguments are particularly important. The following discusson, therefore, will
focus on politico-economic and inditutiona aspects first (which is dosdy linked to the
arguments given before), and then fairness aspects and the rationship between intringc and
extringc motivation will be eaborated.

3.1.2.5. Indtitutiond framework

Applying pricing instruments such as road pricing, fue taxation or an ecologicd tax reform is
connected with revenues for the state or some other authority. As has been agued in the
case of taxes and duties, pricing instruments may have a better chance to be accepted and
voted for by citizens under the following inditutiond conditions:

- when citizensivoters have confidence in the political system and they expect that
politicians in the government are respondve to voters interests. The more
extended democratic rights of citizens/voters are and the more binding is the re-
election congtraint, the more a government can be expected to be responsive to
the preferences of citizens (see, eg., Weck-Hannemann, 1994; Frey and
Schneider, 1997). On the other hand, citizens will not vote in favour of higher taxes
or duties when they are afraid that government is non-responsive to ther interests
and uses the additiond revenues in a wasteful and/or egoistic way (the latter refers
to a Leviaghantype of government, i.e. budget maximisng politicians and
bureaucrats in the public sector who are not restricted by a re-éection congtraint;
see Brennan and Buchanan, 1980).
when the principle of fisca eguivdence or inditutiond symmetry is agpplied.
Following the principle of fisca equivaence requires that the group of beneficiaries
of collective action corresponds to those covering the costs in order to ensure
optimality in the alocation process (Olson, 1969). In addition, the concept of
indtitutiona congruence or ingitutiona symmetry pays regard to the fact that there
must be congruence in the political decison-making process not only between
those who benefit from and those who pay the outlays but aso with those being
authorised to decide (Blankart, 1998). This third aspect of being involved in the
politicd decison process in order to accept the political outcome might be of
specid relevance in the context of the acceptability of policy measures, and aso in
the case of pricing measures in the transport sector.

As a firg concluson with respect to the indtitutional framework, acceptance of pricing

ingtruments can be expected to be the higher (lower) within the electorate (citizens/voters):
the more (less) voters have a say in the matter of revenues (i.e. implementation of
taxing or pricing ingruments and fixing the type and the rate of these measures);
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the more (less) voters have a say in the matter of expenditures (decisions about the
spending of revenues);

and the more (less) the principle of fiscd equivaence and ingtitutional congruence
isredised.

The determinants mentioned so far are very much in line with a process-oriented and not
with an outcome-oriented approach. They refer to the process of decision-making itself and
not to the specific results. Additiond aspects being related to the implementation of pricing
schemes and the spending of revenues refer more, but not exclusvely to the ouicome.
Accordingly, pricing instruments may have a better chance to be accepted and voted for by
citizens.

the more trangparent are both the process of decision-making on the one hand and

the specific pricing mechanisms themselves on the other hand;

the better it is ensured that individua rights are protected and privacy of persond

datais warranted;

the more obvious it is that the pricing measure is not just another revenue raisng

tax or charge but an adequate means to supply private or public goods (i.e. either

infrastructure or services in the trangport sector) or to internalise externd effects

(e.g., incentive-based instruments for environmenta protection).

An additiond aspect of specid importance is the question of the utilisation of collected
revenues. During recent years, there has been an extensve debate in economics about the
welfare and employment effects of ecologica taxes (for a survey see, eg., Goulder, 1995).
At firg, it is taken for granted that environmenta taxation will provide a ‘green dividend
which is due to an increase in environmenta quality. The double dividend debate refers to
the question whether an additiona ‘blue dividend’ can be redised by reducing the distortions
of the tax system and thereby increasng economic efficiency and possbly reducing
unemployment. By using the revenue to cut distorting taxes (i.e. labour taxes) welfare gains
can be redlised in comparison to an increase of the tax share or alump sum digribution of
revenues. Consequently, an ecologica tax reform has been demanded which introduces
environmenta taxes and cuts labour taxes while kegping government revenue condant.

In more generd terms, such a ‘double dividend’ could possibly be redised whenever tax
insruments are used to interndise (negative) externd effects and subsequently, other
digtorting taxes are reduced in order to ensure revenue-neutrdity. This desred ided has
been questioned, however, when it was shown (see Bovenberg and DeMooij 1994) that
environmental taxation may even reduce employment and economic wdfare ingead of
increasing economic efficiency. The man argument being based on treditiond optimd
taxation theory states ‘that - ceteris paribus - taxing a broad base will lead to less distortions
than taxing a narrow base. If the environmentd tax is ultimately borne by labour, taxing the
narrow bases energy or CO, will lead to larger distortions than taxing the larger base labour’
(see Kirchgéssner, 1998, p. 44). The reservation refers not to the weak form but to the
gtrong form of the double dividend andyss. Wheress the corollary of the week form of the
double dividend hypothesis is that environmenta taxes are more efficient instruments for
environmenta protection than environmental policy instruments that do not yidd any
revenues, the strong form of this hypothess — which asserts that an environmenta tax reform
enhances not only environmenta qudity but aso non-environmentd wefae — is
controversd (see Goulder, 1995). Gross efficiency codts (i.e. the efficiency effects



abdracting from environmenta  benefits) of subgtituting an environmental tax for a
distortionary tax could be negative. As Bovenberg (1999, p. 440) concludes in an updated
reader’s guide: ‘The overdl message (...) is rather disgppointing for those who expect
subgtantia  non-environmental benefits from green tax reform. The andyss shows that
dringent conditions need to be met in order for an environmenta tax reform to yield a
double dividend.’

In summary, the results of the theoretical models on the double dividend of environmenta

taxation may not support the idea of an ecologica tax reform; but just as little they provide
decigve arguments againg it. Yet, an ecologicd tax reform subgtituting a narrow for a large

tax base has an additional advantage from a public choice perspective wheress the

possibility to substitute gives way to an excess burden, it also extends the scope for action
for citizens and thus helps in forcing the politicians to pursue a policy being more in line with
voters preferences. As Kirchgdssner (1998, p. 46) puts it into words: ‘ The narrow base of

environmental and/or energy taxes compared to drect labour taxes provides the citizens

with more posshbilities to tame Leviathan, i.e. to control the government. If this leads to a
government, which is more respongve to the preferences of citizens, we might even get a
third dividend'.

Moreover, this reasoning is not restricted to the argument of a (more) narrow tax base
compared to direct taxes. As Kirchgéssner (1994) points out furthermore, proportional
(indirect) taxes have the additiond advantage of not increasing automaticaly with increasing
private income and inflation as progressive (direct) taxes do. Rather, they usudly have to be
changed via explicitly changing a law thus ensuring a public discusson and leaving a
rdaively smdler leeway for Leviathan behaviour of governments.

Obvioudy, one could argue that pricing measures in trangport systems could be beneficia
for dtizensivotersin quite asmilar way.

From a public choice perspective, aso earmarked taxes have the advantage that citizens
have better control over the use of tax revenues. In comparison, standard economic theory
dates that earmarking of taxesis generdly welfare-reducing. However, as Buchanan (1963)
and Brennan and Buchanan (1980, chap. 7) argue effectively designed earmarking may limit
the extent to which government can exploit the taxpaying public. This statement corresponds
with the observations made by Rivlin (1989) for the United States. she expects that in the
debate about what kinds of taxes are least objectionable the attention will shift from generd
revenues to taxes earmarked for particular purposes, from broad-based taxes to user fees,
premiums, and narrowly based revenues, and from income taxes to consumption taxes. A
reated observation is made by Kirchgassner (1993) who attributes the approva of the
proposal to increase fue taxation in Switzerland to the earmarking of revenues to a specific
purpose, and this purpose having been tolerated not only by specid interest groups but also
by the mgority of the electorate.

3.1.2.6. Fairness condderations

According to Oberholzer-Gee et dii (1997), socid acceptance of dternative alocation
mechanisms is determined by two issues, i.e. competence and fairness. Whereas
competence is largely assigned to the price system in that it ensures efficiency, random
decison mechanisms can be described as the embodiment of fair alocation procedures in
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redlising the ided of equa opportunities for dl. Yet, the price system is not consdered a
priori as a far dlocation mechanism. Ingead, there is empiricad evidence in the form of
gquestionnaires and experiments showing that farness condderations are relevant in
evauating aternative alocation mechanisms and proving thet the price system is evauated to
be lessfair than aternative procedures.

Severd experimental designs have been developed and used to study such issues as fairness
and digribution in economicaly rdevant Stuaions, such as public goods or bargaining
games (see, e.g., Ledyard, 1995; Sdlly, 1995; Frey and Bohnet, 1995 or Rabin, 1998 for a
comprehensive discussion of this experimentd evidence). This empiricd evidence shows that
people choose a co-operative dtrategy and resist to free-ride to a higher extent than
theoreticaly expected when being confronted with public good type Stuations. They dso
pay regard to fairness norms, which turn out to be an important attribute of individud’s
behaviour when being faced with redistribution problems. Besides, empirica evidence has
been collected to the effect that the use of prices is not consdered to be fair even in well-
defined excess demand Situations in which most economists would strongly recommend the
price system as an effective and efficient alocation mechanism (for a discussion see Frey
1999): Random surveys undertaken by Kahneman et dii (1986) and Frey and Pommerehne
(1993) reved that many people consider the use of prices to diminate excess demand to be
unfair; about 80% of the respondents evauate a rise in price to cope with a Stuation of
excess demand in such away.

In a comparative perspective the price sysem even shows up more badly than other
allocation mechanisms. In contrad,, the traditional procedure of ‘first come, first served' is
condgdered to be farer by the generd population, as is an adminidrative rule like the
digtribution by local authorities acting * according to their respective judgement’. Only the use
of arandom procedure is evduated to be less fair than the price sysem in a Stuaion of
excess demand (see Frey and Pommerehne 1993; Frey, 1999). Quite smilar results are
obtained when asking for the acceptance of dternative Sting procedures for localy
unwanted public projects. whereas the finding of alocation for the public project is beneficid
for dl, those people who will have the fadlity in ther backyard will suffer from negative
effects and, therefore, tend to oppose a Site in their immediate neighbourhood. Given such a
‘Not-in-My-Backyard or NIMBY-problem, it has been asked whether dternative
mechanisms to decide about the Siting are consdered to be acceptable (see Frey and
Oberhol zer-Gee, 1996 and Pommerehne et dii, 1997 concerning the siting of nuclear waste
fadlities). It turns out that the price sysem again is less acceptable due to fairness
condderations compared to other procedures like an engineering agpproach, layman
planning, democratic voting or lotteries.

Altogether, for a subgtantia number of economicdly relevant and dso red-life Stuations it
has been shown that neither pricing nor lotteries are socidly acceptable. As Oberholzer-Gee
et dii (1997) argue, however, lotteries are acceptable if they are applied to a set of efficient
options, and the price system is accepted if the production of fairness precedes the use of
prices. ‘It is only when both requirements — competence and fairness — are met a the same
time that the socid acceptability of dlocation principles is guaranteed’ (Oberholzer-Gee et
dii 1997, p. 91). This means that for pricing instruments to be acceptable, eg. for
implementation in the transport sector, theinitia Stuation has to be acknowledged to befair.
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As a consequence, the economic view must extend beyond an outcome orientation
(efficiency orientation) to include the vauation of processes and motives in a non-
consequentidist view. Efficiency seemsto be only part of the issue at stake and in particular,
fairness consderations have to be taken serioudy. Concerning the implementation of pricing
instruments in the trangport sector it has to be taken into account that the initid Stuation has
to be acknowledged to be fair for these instruments being socialy acceptable.

3.1.2.7. Crowding-out of intringc motivation

A due to such an extenson of economic theory is to consder the relationship between
extringcdly given incentives arisng from pricing insruments with intringc motivation. Pricing
indruments are favoured due to their incentive effect. The extringc motivation being induced
by changes in rdative prices may, however, under identifiable conditions lead to a
counterproductive effect: pricing may crowd out intrinsgc motivation in the area in which
pricing is applied, and it may aso damage intringc mativation in areas in which pricing is not
applied (these crowding-out and spill-over effects are extensively discussed by Frey (1997)
who aso refersto the conditions on which these effects are expected to occur).

While standard economic theory analyses human behaviour by taking basic preferences to
be congtant, it may dternatively be assumed that preferences are sysematicdly dfected by
pricing or monetary incentive ingruments. Introducing or more intensvely using prices to
influence individud behaviour may have a detrimentd effect on preferences or, equivaently,
on intringc motivation. In experimenta psychology, this negative effect of monetary
(externd) rewards on intrindc motivation has been extensvely discussed under the heading
of ‘the hidden cost of reward (Lepper and Greene 1978). The reason why externd
rewards decrease intringc motivation and corresponding activity has been attributed to a
shift in the locus of control to an externd source, which then guides behaviour. Many
experiments have been reported andysing and supporting the crowding-out effect. The
goplicaions in economics refer to conditutiona questions, various policy issues such as
environmental policy, Sting policy, socid and organisationd policy, work mativation and
compensation policy (for asurvey, see Frey, 1997).

The rdlation between intrindc and extrindc motivation is criticad dso for the present question,
i.e. the acceptability of pricing instruments in the transport sector, and it is especidly
ggnificant concerning environmenta issues. There are important circumstances which can be
identified in which individuas and firms pursue environmenta ethics, and this behaviour can
a leest patidly be attributed to intringc motivation (see Weck-Hannemann and Frey,
1995). Consequently, the crowding-out and spill-over effects become relevant when
incentive indruments - being it charges or subddies, likewise - ae used to fight
environmenta pollution. The gpplication of pricing indruments in the trangport sector may
undermine intrinsicaly motivated behaviour and ultimately, environmental conditions may not
increase but even worsen depending on whether the dedtructive effect on intrinsc
environmenta motivation is stronger than the behavioura change induced by the rdative
price effect of the environmenta instruments. In other words, the relative price effect in itsdlf
is not questioned at dl. It is taken into account, however, that the domain of favourable
outcomes may be redricted because the introduction of incentive instruments under
identifiable conditions may lead to a countervailing effect. As an example, somebody using a
bike due to intringc motivation to save the environment could Start to use the car after the



introduction of pollution related taxes given that the disncentive effect of such taxesis lower
than the effect of the eroson of intringc motivation. Generdly, these effects are expected to
be stronger for consumers than for firms taking into account that the latter cannot pursue
environmentd ethicsif they arein a perfectly competitive Stuation.

The connection between intrindc and extringc motivation may hdp to undersand why
environmenta incentive instruments have been gpplied o little for so long time. While there
are many politico-economic reasons why such instruments are not applied (as has been
argued before), the argument here points to an additiona reason: people may be aware of
the damaging effects incentive instruments may have on environmentd ethics. Thus, the
concern about this counterproductive effect may be another reason for the reservation to use
pricing ingruments and their rather restrictive gpplication in environmenta policy, and dsoin
trangport policy (for amore sceptica view about whether intrindc motivation is significant to
explain environmenta policy, see Gawe, 1999).

The andyss, findly, makes it possble to draw conclusons with respect to which
environmental policy is desrable. In particular, the andyss suggests that there are definite
limits to the gpplication of pricing to fight pollution and dsawhere. Economic theory has
(rightly) stressed the strong behavioura effects of relative price changes, but it has not
conddered sufficiently thet there are areas in which incentive insruments may be much less
effective due to the countervailing effect of crowding-out of intrindc motivation. Economics
has to acknowledge that behaviour is not solely motivated by extringc inducements, but to a
ggnificant extent aso depends on intrinsc motivation. Taking such counterproductive effects
into account results in the hypothess that those environmenta policy insruments are
preferred by citizens which entall a mord condemnation of pollution (regulations and, even
more S0, subsidies that reward environmenta conscious behaviour) compared to tradable
permits or charges, which imply that no mord wrong is connected with pollution (for reated
arguments referring to the analogy between ‘green taxes and medieva indulgences, see
Goodin, 1994). Altogether, incentive instruments should be modified in order to minimise
possble crowding-out and spill-over effects. Pricing as an ingrument should mainly be
suggested for areas in which intringc motivation and environmentd ethics is weak or non-
exigent in order to reduce disgpprova by voters, and it should be applied in conjunction
with statements stressing that a person’s or firm'’s intrinsic motivation to supply public goods
or to protect the naturd environment is highly valued.

3.1.3. Outlook or: What can be done?

Vaious determinants influencing the acceptability of pricing insruments in environmenta
policy and, particularly, in the trangport sector have been discussed in this section. The
argumentation has concentrated on politico-economic reasoning and in addition, fairness
cong derations have been included and taken serioudy.

In conclusion, the question is raised what can be done in generd terms in order to increase
the chances for pricing insruments to be accepted and to be findly implemented in the
politica process. The recommendations, however, are not a al Sraightforward. Instead
they are basicdly rdative in that they crucidly depend on who is the addressee and whet is
the specific point of view of such addressees.



If, on the one hand, such adviceis addressed to political decison-makersthat are faced with
abinding re-election condraint it mainly has to concentrate on how pricing instruments have
to be packaged in order to be followed by politicians. In order to ensure politica support,
pricing instruments have to be made up in such away tha the support of influentia interest
groups can be maintained or gained and the burden involved for dl concerned is the smdlest
possible and the less visble. From the point of view of citizens and voters, on the other
hand, it is important that al relevant costs and benefits are sated explicitly and in a
transparent way. Additiondly, it is desirable that the pros and cons are weighted without
digortion in the politicd decison-making process. The latter is best guaranteed if the
principle of inditutiona symmetry is put to use. The reason for that is obvious: inditutiond
symmetry means that both beneficiaries and those paying the costs are involved in the
decison-making process and, therefore, none of them can exploit the other. The process
itsdlf ensures that al rdevant arguments have a chance to enter in the discussion. This results
in efficiency to be gpproximated endogenoudy, i.e. via the process and not via the evauation
of aternative outcomes.

Ingtitutiona symmetry is dso in line with democratic principles, i.e. dl people being involved
have the possibility to participate in the decision process. Hence, the decison process itsdlf
has good chances to be valued and accepted as afair alocation procedure.

In addition, efficiency and fairness can be redised even to a higher degree if decisons are
made on a condtitutiond levd, i.e. when individuas decide about (condtitutiona) rules which
ae to be gpplied later on in the post-condtitutiond level. The basic property of the
conditutiond leve is that individuas are ignorant about their future position in society: they
know the possible states of society with their different postions, but they do not know in
which postion they actudly will be (see Brennan and Buchanan, 1985; Kirchgassner,
1994). Behind such a‘veil of ignorance (Rawls, 1971) where decison-makers don't know
their specific individua position but the sociad consequences of dternative policy programs
brings about that decisons can be made unanimoudy. Unanimity and freedom of choice,
however, are compatible with Pareto-superiority, i.e. Pareto-superior decisons are
rendered feasble concerning not only dlocation but aso redigtribution. Therefore, decisons
on the condtitutiond level will enable fair and efficient rules. In order to lead to such fair and
efficient rules, however, the ‘vel of ignorance’ has to be sufficiently strong. This may be seen
as not being relevant for actud policy consderations. However, as Kirchgassner (1994)
argues a sufficiently strong ‘vell of ignorance can be taken as gpproximated & least in the
following red world Stuations: (i) if rules are discussed with respect to uncertain, future
events (i) if individuas decide for their descendants; and (iii) if the time span is long enough
between the decision about the rules and the coming into force of these rules. Acceptability
of pricing ingruments in the transport sector may be considered under these aspects, too,
and the chances for the acceptance and implementation of such measures may be increased
by focussing on such conditions as mentioned before. The implementation of pricing
ingruments thus can be furthered by assgning them as long-term general measures instead of
discussing the issue in a predominantly short-term and concrete context.



3.2. Analysis of stakeholders arguments®

This section on stakeholder arguments is amed a identifying the main stakeholders affected
by trangport pricing (the latter term is used here in alarge sense to include taxation) as well
asa anaysng ther principa argumentsin favour or againg it.

The key arguments of each stakeholder group in relaion to transport pricing - summarised
below - were expressed in the reactions to the EU Green Paper on Fair and efficient pricing
(European Commission, 1995) and the White Paper on Fair payment for infrastructure use
(European Commission, 1998) aswell asin nationa papers and on other occasions®. Fird, it
IS necessary to point out that these arguments stem from reactions and protests to different
and often not homogeneous pricing policies, measures and proposas and normaly not just
to the general idea of transport pricing. Second, the reactions rather refer to measures
suggested on a policy level and not on concrete and aready advanced field plans and
projects to introduce transport pricing. Third, it is dways difficult to group together very
heterogeneous opinions and points of view without loosng information. Findly, these
arguments were collected already afew years ago and may have evolved.

Firg of dl alook a the main points of argumentation is made with a cross andys's through
the various categories of stakeholders in order to give a Structured view of the debates.
Then the politicd market gpproach of the previous section is applied to the different
stakeholders to show how each group argues when facing the trangport pricing issue. Findly
we will give a synthesis of the main topics that need attention in the mind of the stakeholders.

3.2.1 The general argumentation of stakeholders

A quick look at the tables in Annex 2 from the point of view of the categories of
stakeholders shows that most arguments on trangport pricing stem from trangport operators
and the government sector. Users and the categories only indirectly affected did not widdy
react. Thisis not surprisng since — as dready mentioned — these are reactions and opinions
on Commission and nationd policy papers, which are normaly not reedily available to the
common citizen. If the arguments in relation to the implementation of a concrete measure
such as the introduction of urban road pricing in city centre X had been considered, the
reactions of the latter two categories would certainly not have lacked. However the citizens
point of view will be more deegply investigated in WP3.

In addition, especidly the operators, but dso the government sector are normaly more
organised, often through representative organisations, and are able to react quickly and in a
professond way. Thus they can be consdered as a kind of opinion leaders in this sector,
which makes them the firgt target in order to enhance acceptability.

Looking more deeply within each category, among the operators, it is probably the road
sector that reacted most strongly, followed by public trangport and rail. The opinions from
the ar and waterborne transport are more limited. This can probably be explained by the
fact that the discusson on transport pricing today is very much concentrated on road. The

S This structured analysis has been made by LET. The complete compilation by TIS as well as the
bibliographic references are given in Annex 3.
® Annexesto Deliverable 1 of this project.



arguments from the government sector came in a rather baanced way from dl levels: locd,
regiona and nationd.

A firg analyss of the contents of the stakeholder statements shows a rather negative attitude
in relation to trangport pricing. It was aso predictable that road transport, the transport
industry, especidly the automobile sector (summarised under the heading 'others) and the
ar sector would be more negative oriented than the governmenta sector, public transport
and ral operators since — as dready mentioned — the current discussion focus mainly on
road transport, thus this sector is expected to suffer more,

The arguments can be gathered into four categories which are of course inter-linked in the

argumentation of stakeholders:

- the use of pricing in the trangport sector : this relates to the issue whether or not more
pricing should be introduced in the trangport sector, whether other solutions should be
applied, etc.
the pricing drategy: the efficiency of the Strategy with regards to other objectives within
and outside the transport sector, equity and competitiveness, etc.
the type of costs to cover and the caculation basis,
the use of revenuesissue.

3.2.1.1. The use of pricing in the trangport sector

The first issue is whether or not the economic instruments should be the main or even only
ingrument to drive trangport policy. This is disouted by many, and many stakeholders
suggest complementary solutions to trangport pricing.

Indeed a large mgority of stakeholders agree with the genera principles, i.e. user-pays
principle and interndisation of externd effects, and that something needs to be done to
improve the efficiency of the transport syssem. However they dl discuss the methods of its
implementation, which meansthat we are far from an effective agreement.

Some stakeholders totally oppose to transport pricing and mention other measures that —
according to their opinion — could replace trangport pricing. The most often encountered
suggestion is to use regulatory measures instead of the market mechanisms. Others believe
that the improvement of the public transport supply or a more efficient raillway system could
lead to the same results as transport pricing.

Other complementary measures suggested include:

- the fogtering of technological developments towards better environmenta performance
of vehicles, fuds, and greater traffic flows on roads,
the improvement of the efficiency of dl modes, especidly through the promotion of
greater managerid and commercid dynamiam in rail, combined trangport and inland
navigation as well as the introduction of competition;
the design of baanced land-use policies.

Some stakeholders adso express a doubt on whether or not transport pricing can influence
moda shift, an objective which is dso sought in the Green Paper.

The risk of endangering the competitiveness of European economic sectors, to raise barriers
to free trade, or to increase the consumers hill without getting the expected benefits of
pricing are also concerns expressed by many.
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This shows that most stakeholders do not adhere systematicdly to the vison of transport
pricing regarded as a decision that cannot be caled into question. Mot of them think that it
must be made acceptable by using some suitable measures. Indeed a number of comments
on trangport pricing raise objection such as'Isit or not an effective measure for each case?
Isit not possible to rather design a panel of measures among which one could choose the
best adapted to the problem to solve?

3.2.12. The pricing Srategy

An issue that seems rather important relates to fairness. It is suggested that al modes should
be treated equaly, mainly in the light of fair competition. However, there are dso arguments
that recommend an intervention only for one or the other mode (especialy the road sector
gnce it is often conddered the 'biggest polluter) or, on the contrary, concerns about
possible discrimination to the detriment of road. Concern is shown about the exclusion of
lower income groups from mobility and a disadvantage for more remote peripherd and
rurd) regions.

In practicd terms, as shown by the arguments of stakeholders, the debate on pricing focus
mainly on the road sector. However public transport and rail operators and users fear that
the implementation of margind socid cost pricing would involve high condraints in the
coverage of their infragtructures and services running costs. More generdly there is a fear
that pricing could undermine the achievement of public service objectives.

Complementary recommendations for aspects to be taken into account when devisng
pricing measures from apractica point of view include:
- condderation of other EU palicies and policiesin other countries;
differentiation of pricing strategies according to time, gpace, congestion, investment cost
coverage, etc.;
clear digtinction between freight and passenger transport;
necessity to consider globa warning (CO,);

3.2.13. The types of coststo cover and the calculation basis

A question or uncertainty that deserves particular attention relates to the type of costs to be
covered.

The first issue relates to the coverage of infrastructure costs. Many stakeholders underline
that margind sociad cost pricing would not cover infrastructure codts in severd cases, and
some argue that the states should cover these codts.

The second issue relates to the externd costs. There is an agreement on the fact that they
should be taken into account. However there is no generd agreement on ther interndisation
by the way of pricing. Some argue that this kind of internaisation is not suitable to improve
the environment. Moreover the externa or internal nature of congestion is strongly debated.

The third issue relates to external benefits of transport for which as many supporters as
opponents to their internalisation are found.

Great concern is shown about the methodology for the cost cdculaion (thus the
determination of the concrete price) proposed by the European Commission. The doubts



and insecurities are mainly relaed to the identification, qudification and quantification of
externa cods. The scientific soundness of current calculation methods and techniques is
serioudy questioned and people fed abandoned to the arbitrariness of decison-makers.
Ongoing research (e.g. FISCUS research project”) will provide new developments on cost
caculation methodologies.

3.2.1.4. The use of revenues from pricing

The andysis highlights that the question about the destination of the revenues from transport
pricing is rather important.

Trangparency in the use of the money is required by some stakeholders, who want to know
what is happening with additionad money. There is a fear that pricing is a pretext to only
increase overal taxation.

Earmarking seems to be preferred even if some of the stakeholders recognise the efficiency
loss that this implies. Often those who pay require becoming direct beneficiaries of the
revenues.

Cross-funding to other sectors is sometimes but rarely accepted, depending on whether the
respondent sees himsalf as a beneficia or not. Actorswho are not direct trangport operators
such as trangport related industry and services, or third parties like citizens and red ettate
business are againg ideas such as ‘fiscd neutraity’ and ‘cross subgdies': they are clearly
opposed to any mechanism taxing their customers (especidly road users) in favour of other
transport modes or other public budgets.

However it would be illusory to believe that such a cross andyss through the various
categories of stakeholders makes it possible to directly eucidate the points of convergence
or divergence between actors, likely to render the conflicts harmless. It is the pogtion of
each actor in his overdl congstency which must be examined for a better understanding of
the reasons of agreement or regection of the measures suggested with regard to transport

pricing.
3.2.2. Acceptability of pricing by the various actors

For better seizing the factors which contribute to the acceptability (or not) of the pricing by
the interest groups, it is useful to confront the theoretical gpproach of the political market
which has been just developed (cf. section 3.1) with the stakeholders reactions. This
gpproach in addition offers the opportunity of organising the andyss of the arguments of the
interest groups.

This is why the previous distinction of actors on the demand and supply side are applied to
the stakeholders for whom reections are available:
on the supply sde of the politicad market
politicians a the various territorid levels of politica decison-making
on the demand side of the politicd market

" FISCUS —Cost evaluation and Financing Schemes for Urban Transport Systems, research project co-
financed within the 4" FP—3“ call.
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operators. producers of transport services,

users. consumers of transport (passenger and freight);
producers of related goods and services,

citizens and members of other interest groups,

Table 1 gathers, according to the andyticd framework of the politicd market, the main
stakeholders affected by transport policy that expressed reactions to the EU Green Paper
and the White Paper.

| urban/local | regional | National | European | International

Supply side

Governments
central X X
regional X X X
local X X

Demand side

Operators
air transport X
airport X X
others X
ports X X X
public transport X X
rail transport X X
road transport X X X X
road infrastructure provider X
waterborne X X X
Users
car users X X X
freight transport user X X
PT users X
users other modes X
shippers X
Producers of related goods and services
chambers of commerce X X X
employers X X
industrial activities X X X
Other interest groups

consumers X X
ecologists X
other citizens end economic X
representatives

Table1: Groupsof actorson the political market

In order to know who are the winners and losers of these policy measures the analysis of the
reactions to the policy principles stated in the Green and the White Papers will be conducted
for each group of actors, which has been identified in an isolated manner in order to better
explain its reactions according to its specific interests.

These reactions can be distributed according to four categories previoudy identified, i.e. the
use of pricing, the pricing strategy, the costs to cover, and the uses of revenues.




The arguments of the various groups will thus be andysed on the basis of this classfication
by set of themes, which makes it possible to better highlight the aspects of these policies to
which they are mogt senditive.

3.2.2.1. Acceptability on the supply sde: the paliticians

The theoretical approach invites to see how the paliticians, as intermediaries between the
EU and their voters on various territoria scales, can express themsalves with regard to the
proposals of the Green and the White Papers. They are confronted with two main problems:
which position to adopt with regard to the economic instrument to be able to promote or not
its acceptability, and how to take into account a the same time the interest of the groups of
voters?

With regard to the use of the economic instrument (cf. Table 2), the pogtion of the
politicians is rather badanced on dl levels locd, regiond and nationd. The agreement is
limited: they accept a priori the principle of the economic instrument but with many reserves
snce they do not redly share the first objective of the Green Pgper, which condgts in
interndidng the externd effects. Ther objective is to improve the trangport system’'s
efficiency and for them the measures to be undertaken must support a moda transfer.
According to them the main am of charging road users should be to encourage moda
transfer from carsto public trangport, cycling and walking and thus vaid dternatives in these
fidds must be made available (regiond and loca levels). Regiond poaliticians suggest to
digtinguish road users in ‘necessary’ (economicaly vaid road transport as defined above,
buses, commercid traffic, car poolers, emergency services, etc.) and ‘unnecessary’ (with
reasonable dternative modes), and give priority to the first group. Thisis why, for them, the
economic indrument cannot be used separately but in complement of regulations. The
pricing forms should be part of a coherent integrated land use and transport Strategy
(regiond leve) or a drategy to adjust transport behaviour (loca level). These reserves
underline the limited range of the economic instrument which, according to them, cannot
solely optimise the system of transport.

In addition to these limits, the poaliticians at the locd and regiond level underline the risks of
weakening the competitiveness of the economic sectors and to increase the burden on the
consumer. Theinterest of the various actors on the demand side is largely taken into account
by the politicians a the various levels with a concern for equity. The politicians of the centrd
government focus themsalves primarily on this aspect. They agree with the user/polluter pay
principle but require for adl transport modes to be included and not merdly road transgport on
which the emphasis is currently put. Moreover, this concern for equity is expressed by the
denunciation of the various kinds of discriminations which the road pricing policy of the
Green Paper involves: discrimination between the transport sector and the other economic
activities, between the various transport modes, between the various types of infrastructures,
between the socid groups.
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Arguments | Central | regional | local

Useof pricing

economic instruments only

economic instruments and regulation Yes yes yes

pricing forms should be part of a coherent yes
integrated land use transport strategy

pricing should be a part of strategy to yes
adjust transport behaviour

but endanger the competitiveness of yes yes
economic sectors

but increase consumer’ s bill yes

pricing strategy

principle of road pricing yes yes

private car should be the main target dueto yes
externa effects

focus on private car for modal shift yes yes

all modes of transport should be included Yes

but loss of attractiveness of motorway yes

but discrimination between modes to the Yes yes
detriment of road

but discrimination between transport Yes yes
sector and other economic sectors

but induce social discrimination Yes yes

costs to cover

in favour of toll system where congestion is yes
important

infrastructure costs coverage by users Yes

fiscal and pricing measures suitable to Yes
modal shift

in favour of marginal cost pricing if the state
coversinfrastructures costs

but methodology is often unreliable and Yes
arbitrary

use of revenues

more attention to possibilities of reducing Yes
taxation elsewhere

Table 2: The supply side of the palitical market: the paliticians

With regard to the alocation of revenuesit is little discussed, except for the centrd levd. Itis
suggested to pay more attention to the possibilities that road pricing offers to reduce taxes
elsawhere. However the centra level expresses its doubts on the use of earmarking
because of little support by economic theory, being understood that it may sometimes
be necessary for political reasons.

It would seem that the main concern of the centra governmentsis to prevent these measures
of the Green Pgper from discriminating too much the various groups of voters between
winners and losers. On the two other levels, regiond and loca, these measures, in pite of
certain reserves, gppear to offer some opportunities of serving their own interest, which
conggtsin making their trangport system more efficient.
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3.2.2.2. Acceptability on the demand sde: the interest groups

The Situation of these groups can be negatively affected on two levels. Thefirg rdaesto the
costs with which they are faced because of interndisation policy. The second is that the
pricing instruments may serve the interest of various groups of actors depending on the use
of revenues.

32221 The operators

Following the theoretica gpproach, they can be expected to support pricing measures in the
transport sector given that they are ensured that the revenues will be used to finance
infrastructure and services to be provided. On the other hand, they will be less in favour of
road pricing messures given tha the purpose is explicitly and exclusively to interndise
externd costs combined with lump sum transfers or reduction of other taxes.

It is in this group that the positions with regard to the proposds of the Green Peper and
White Paper are most heterogeneous (cf. Table 3). A large mgority disgpproves this policy,
insofar as they consder themselves as losers. But to fed as a loser, i.e. to perceve a
degradation of its own Situation, can be defined according to two dimensions:
one can consder onesdlf as a loser when compared to the period before the possible
implementation of these measures (eg. ‘I pay more than before without drawing from it
more benefit’);
one can aso consder onesdf as a loser comparatively to the others (eg. ‘| pay more
than the others with regard to the cogts thet | inflict and to the advantages that | bring to
the society’).



Operators

air
transpor
t

airport

others

Ports

public
transpor
t

rail
transpor
t

road
transpor
t

road
infrastr.
provider

Water-
borne

Use of pricing

economic instruments only

no

no

economic instruments and
regulation

yes

Yes

in favour of taxation of
transport

no

no

yes

yes

in favour of fiscal and
economic instruments

yes

yes

but endanger the
competitiveness of economic
sectors

yes

yes

yes

but endanger the
competitiveness of
European economic

Yes

but increase consumer's hill

yes

can influence modal shift

no

barrier to free trade and
travel

yes

Yes

yes

can be both efficient and
equitable

Yes

Pricing strategy

principle of road pricing

no

yes

no

focus on modal shift

Yes

private car should be the
main target due to external
effects

but too much emphasis on
road freight transport
pricing

Yes

yes

but discrimination between
modes

yes

Yes

yes

yes

yes

but discrimination between
transport sector and other
economic sectors

yes

in road sector, necessity to
distinguish between
« public » and private

yes

but induce social
discrimination

yes

yes

user pay principle for all
modes

yes

yes

yes

yes

yes

yes

yes

Coststo cover

user pay principle to cover
external cost

yes

no

Yes

yes

yes

no

yes

no

focus on external costs
where mobility problems are
more urgent

internalisation suitable to
improve environment

yes

no

no

but internalisation is
suitable for modal shift

no

No

can't cover total costs

yes

can't cover infrastructure
costs

Yes

marginal cost pricing
should be accompanied by
other policies

yes

in favour of marginal cost
pricing if the state covers
infrastructures costs

No

yes

but must take in account

yes

yes

yes

yes

yes




external benefits

methodology is often
unreliable and arbitrary

yes

yes

yes




Use of revenues

cross subsidies no

in favour to deficient lines, yes
isolated regions

but pricing to justify yes
increases taxation road

revenues must be earmarked yes
within each mode

Table 3 : Thedemand side of the political market: the operators

Those which consder themsalves as losars compared with their previous Stuation

The maritime ports operators a priori agree with the polluter/user pays principle but, in
detail, show themselves rather hodtile insofar as they consder themselves as losers on
several aspects.
located at the interface of an internationa and nationd traffic, they fed concerned with
regard to ther connections with their hinterland. They worry about the possble
degradation of these connections which would result from too much emphasis on road
freight trangport pricing, Snce interndisation of external costs may lead to an overdl
increase of costs which would cregte a barrier to free trade and travel, and endanger the
competitiveness of European economy;
the choice of margind cod pricing is an inefficient solution for them for the coverage of
their infrastructure costs: since ports have high fixed and low variable cogts, the use of
only variables charges to recover infrastructures cogts cause efficiency problems.
more generdly they fed doubts on whether a Community charging system based on
margind socid costs would be gppropriate as the principa ingrument to dedl with al the
problems of the transport sector.

The waterborne operators dso have a certain reserve with regard to the interndisation of the
externa costs as proposed in the Green Paper.
Asthey fear to be alittle forgotten compared to the ral in the modad transfer palicy, they
underline the difficultiesin implementing pricing as long as the principle of equity between
the modes is not guaranteed.
They prefer atax such as VAT to pricing, which has the advantage of applying to al
modes.
With regard to the efficiency, they highlight its negative effects on competitiveness of the
economic sectors and the burden for the consumer, harming indirectly their activity.

Those which consider themsalves as losers compared with the other operators

The operators of road transport and combined transport refuse the principle of pricing
perceived as being againg the principle of equity. They fed doubly victims of this policy of
prlcmg related to the interndisation of the externd codts:
focusing pricing on road, as principa source of the externd codts, strongly pendises this
mode compared to the others. According to them this is wrongfully disregarding the
benefit that road trangport brings to the whole economy. However, they are favourable
to the user pay principle gpplied to al modes for the coverage of total cost. They thus
rgect the user-pays principle to cover externa costs, insofar as they do not regard




congestion as an externd cost and insofar these congestion codts are aready interndised
by road users.

the gpplication of externd costs will not automaticaly lead to a shift to ral transport.
There are far more effective means of promoting low externa cost objectives than
charges.

in terms of efficiency they do conceive margind cost pricing as an ingppropriate tool to
reduce externa costs and at the same time cover total cost.

they condder themselves as ‘robbed’ with the redlocation of the revenues of pricing.
The interndisation of the externd cogts is thus denounced as a pretext to increase
revenues and the creation of cross-subsidies between modes.

Those which condgder themsdves as hdf winners, haf losers compared with the other
modes

The public transport operators have a divided postion, insofar as they get advantages and

dlsadvawtagesfrom this pricing policy:
on the one hand, they are favourable to the internaisation of external cogts insofar as it
enables them to become again more competitive compared to other modes, in particular
road. However they chadlenge the White Peper, in paticular the refusd of the
Commission to include private cars in the charging sysem on the argument (among
other) that the private car does not compete with public transport. For them by
excdluding the private car from the charging sysem the objective of a raiond use of
infrastructure and environment improvement are jeopardised.
in addition, they refuse the principle of road pricing, which according to them can be
prgudicid in the name of equity: discriminatory with regard to competition with other
modesiif in road sector one does not make the difference between ‘public’ and *private
transport because there are differences on the baance of external costs and benefits;
discriminatory for the users because road pricing may exclude poor people from
mobility. As a consequence a gradud increase of excise duties on minerd oil is preferred
to road pricing since the latter has very high transaction codts.

Those which consder themsalves as winners

The rail trangport operators consider themsalves as winners compared to the others.

- They are favourable both to the user-pays principle for the whole transport sector and
to the interndisation of the externd costs insofar as it can suppress a digortion of
comptition at the disadvantage of rall.

They are againg the «compensation dements» such as reducing taxes for road
€l sawhere because they may accentuate even more the unba anced playing field between
road and rail. They request that it must be taken into account that railways produce huge
socid benefits.

They agree with margina socid cogt pricing but it should be accompanied by other
policies, eg. naiond restructuring of railways and their financid revitdisation and needs
to be more clearly defined and transparent in order to be successfully implemented.
Their podtion of winner is reinforced with the prospect to get a sgnificant part of the
revenues of these economic measures.

The road infrastructure providers are dso considering themselves as winners because ther
Stuation improves.
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They are in favour of the user-pays principle for al modes and not only for road users
and the interndisation of externa cogts. They advocate it even more if those road
revenues are received by road operators. Congestion charges on road traffic should not
be used for cross-funding between modes (congestion related charges are paying for the
development of the road network).

However they make some reserves on the method of calculation of externd costs which
they consder debatable and the implementation procedure of these measures. For them
it seems difficult, if not impossble, to apply the polluter-pays principle only to heavy
goods vehicles (HGV) and public trangport in a first phase. Private cars should dso
contribute.

Those who are favourable

Air transport operators accommodate pricing favourably insofar as it can be a subgtitute for
the kerosene tax, which is likely to sap them. The internalisation of externa codtsis regarded
as effective to improve the environment and preserving mobility of goods and people on the
long term and it must apply to dl modes.

The airports operators are also favourable to the pricing measures, since they considered

themsalves as favoured to some extent. However they express a certain number of reserves.

They prefer the pricing measures to any type of further taxation of the aviation industry,

which may create impediments to development of internationd travel and trade.

- They agree with the interndisation of externa costs but think that fisca and economic

instruments are needed in addition to existing regulatory measures to control the impacts
of aviation, namely noise and air pollution related charges.
They dispute aso the method of cost cdculation. For them there should be equd
treatment between modes and it is essentid to analyse environmentd costs, delays and
other operationa costs and externd benefits (such as the impacts of arports on the
areass where they are implemented). Price differentiation in time and space to reflect
costs differences should alow for modulation for the benefit of isolated regions and to
facilitate the development of airport networks.

32222 Users

These interest groups as a whole express a definitely hodtile attitude to the Green Paper,
insofar as, for various reasons, they consder themsaves aslosers (cf. Table 4).

The car users consder themsalves as losers compared to the others. They agree with the
Green Pgper on the principle of using an economic ingrument to creete an efficient trangport
systemn, but provided that it replaces existing taxation and that the incomes are earmarked
specificaly for trangport investment. However they refuse pricing such asiit is proposed by
the Green Paper, for multiple reasons:
they express thar mistrugt in reation to the pricing am such asit is set forth: the pricing
proposas presented are in practice used by Governments to justify increases in road
taxation for generd expenditure purposes, or to avoid rationd investment in road
infrastructure;
they denounce the preference for pricing without having consdered other mechanisms of
reducing externdities (e.g. investments, management, regulatory and technologica
measures);



asaprincipd target of the pricing, they rgect it in the name of both efficiency and equity.
Proposed tax burdens do not apply to other sectors: this creates economic distortions
and inefficiency.

they consder themselves as harmed, especialy compared to the users of other modes:
this involves negative socid effects if pricing pendises drivers who have no other mode
choice but the car;

they do not agree with the interndisation of externd effects and consder that the
problems can be solved within the road customer community without political bodies.
however they agree with road tolls where congestion is important. Indeed congestion is
a locd problem which must be solved locdly. Within this framework tolls are
acceptable, in particular if the revenues return to the road.

The freight transport users consder themselves as losers on two levels. as a main target of
pricing measures and as disadvantaged by the principle of cost coverage. This is why,
dthough a priori agreeing with the principle of internaisaion of the externd effects, they
express reserves on what is proposed in the Green Paper:
the imputation of the user cost is a hedthy principle if users of dl modes have to pay for
it instead to be concentrated on road transport.
there is necessity to recover total codts including the cost of equipment, operation and
externd cods. Therefore it is normd for them that the generd public pays part of the
cods of long lagting infragtructure.

Asfor the preference given to pricing as asingle means of action, it is very disputed:

in the name of the efficiency the fisca instrument gets a more important place in the
Green Paper than regulatory measures and it is suggested that afair balance between the
different measures should be found. The polluter-pays principle can in no way lead to a
right to pollute brought by the payer and regulations must continue to play an important
role to reduce externd effects;

they fear that the increase in costs of the road goods transport — which acts as reference
for other modes — will reflect on al modes and endanger the competitiveness of the
European products;

the fiscd instrument is not dways the best way to reduce externd codts, notably in
certain market segments where no aternative mode exists and where the operators are
driven by a short-term policy.

The public trangport users condder themsdves as losers compared to ther previous
gtuaion. What is important for them, is the price to be paid, which leads them to disagree
with the principle of pricing. These users think that price must be non deterrents for users
and operators. They are in favour of the taxation system to cover the investment.

The shippers express a rather unfavourable attitude to this palicy. In theory, they favourably
accommodate any initiative which improves the efficiency of any dternative to the road
transport and supports the international market.
However in the specific case of the Green Peper, they are hodile to the pricing
instrument which seems to them not very efficient to achieve amodd transfer from road.
For them, it is necessary that the pricing is accompanied by technicadly and quditatively
acceptable dternatives. Without such dternatives pricing will do nothing but increase the
costs of trangport to the detriment of the European economy.
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They do not gpprove the priority granted to the objective of interndisation of the
externd costs and deplore the little attention attached by the Green Paper to the benefits
brought by road transport.

Arguments car users freight public shippers
transport transport
user users
Useof pricing
Economic instruments only no no no no
Economic instruments and regulation yes yes yes
In favour of taxation yes
But endanger the competitiveness of yes yes
European economic
But increase user's and operator’ s hill yes
Pricing strategy
Principle of road pricing no yes
If alternativeis available yes
But discrimination between modes yes
But discrimination between transport yes
sector and other economic sectors
But discrimination between users yes yes
Removal transport to use other modesis yes
unfair and useless
User pay principlefor all modes yes yes
Coststo cover
In favour for user pay principle to cover no yes no
external costs
In favour of toll system where congestionis yes yes
important
But in favour of modal shift yes
But internalisation is suitable for modal no
shift
In favour to cover total cost yes
But it must take in account external yes yes
benefits
But methodology is often unreliable yes yes yes
Use of revenues
Revenue for transport investment yes yes
But pricing to justify increases taxation yes
road

Table 4: Thedemand side of the political market: theusers
32223 Producers of related goods and services

According to the approach of the political market, they are aso supposed, as the operators,
to be better organised to defend their interests, vis-avis pricing measures. Although not
directly concerned with road pricing, they react rather negetively to these measures, taking
into account the importance which they attach to the trangport sector for the role it playsin
the European economy (cf. Table 5). According to them Transport infrastructure must in
principle maintain its essentid role of serving as a «public» utility.



Industry has a reserved position. They agree with the policy of the Green Paper on severd
points:
agreement on the user pay principle to encourage a true competition between modes.
They arein favour of promotion of modd shift from private to public modes;;
agreement on road pricing and internalisation of externa cogts to reduce harmful effects.

But in the name of efficiency, they are hardly favourable to the pricing principle for two
reasons.
Firg they underline that the principle of fair pricing tends to minimise the financia burden
on the transport market but does not take into account other effects on society, such as
increese of trangport costs and thus negative effects on competitiveness and
employment.
In addition, with regard to the promotion of moda transfer, pricing measures aone are
not seen as adequate because the price is only one of the eements which determinesthe
moda choice and this must be supplemented by other eements like regulations or tax
incentives.
The Chambers of Commerce have a hostile postion because they consder that pricing will
involve an increase in the costs of trangport, which endangers the comptitiveness of
€conomic sectors.
Taking the economic benefit brought by road trangport into account, they do not want
road pricing, which disadvantages this mode compared to the others.
They do not want ether an interndisation of the externd costs, which they judge
inefficient to improve the environment and to promote modd trandfer.
However they are in favour of a differentiated taxation ingde each mode, provided that
the user can have an dternative supply.

The employers have a hogtile position since they are againg the pricing gpproach within the
framework of a sustainable mobility policy, which must preserve the competitiveness of
companies.
they are againg the idea of a transfer of goods transport from road to ral. For them
pricing is not a suitable tool to obtain this transfer, which needs to take a whole series of
other parameters into account; moreover it can endanger the competitiveness of
economic sectors and the European economy as a whole and increases the burden of
the consumer.
they are againg the use of pricing done for the reduction of the negative effects of the
various modes. In this view the economic instrument can only be used together with
other options (e.g. regulatory ingruments, voluntary instruments).
they do not agree with objectives of infrastructure funding and reduction of traffic
congestion and pollution because linking of infrastructure costs to the wear and tear
caused by trangport and to the lifetime of the infrastructure leaves much room for
different interpretations.
according to them pricing of the environmental impacts of transport is impossible even
on the theoreticd levd. It is dso suggested that the various pricing principlesin this fied
produce very different results.

51



32224 Other interest groups

The consumers are hogtile and reject the pricing policy because of both efficiency and equity
(Table 5). Firgt of dl they do not perceive pricing as gppropriate tool to cause a modd
transfer. Moreover pricing creates discrimination based on income: this can be avoided
through regulatory measures. Another argument is that of the incompatibility which they
perceive between the obligations of public utility of trangport and a Strategy based only on
efficient pricing.
The ecologigts are favourable athough feding a certain contradiction between the objective
of interndisation of the externd effects and the need for not restricting the mohility of people
and goods.
they can only agree with this interndisation by pricing insofar as it meets thair own am.
They think thet it is a far measure since road network is not sufficient to cover the
increasing demand for traffic and society should not pay the cost of the impacts derived
from car;
however they express some reserves on the use of pricing because of its effects on the
mobility of goods and people, consdering that a genera reduction to the citizens tripsis
not desirable. They propose other solutions: instead of an ineffective policy for charging
the road freight transport, it would be better to promote distribution systems based on
eectric vans and the rationalisation of market and company functions. Also, in certan
cases it might be best to gpply a policy of increased genera fud taxation instead of road
pricing.
Other citizens and economic representetives have a reserved postion. They agree in theory
with the principle of internaisation of costs for dl modes, but they express doubts with
regard to the measures suggested in the White Paper on various points.
even if the Commission affirms tha the infrastructure cogts to be imposed will not
automaticaly be reflected in trangport prices because firms will adjust their infrastructure
usg, this clearly seemsto be inevitable in phases 1 and 2 of the White Paper.
it must be ensured that imputing costs to user does not infringe one of the basc
principles of the European Union, namely free circulation of persons and goods.

They express adso reserves on the working method of the European Commission:
an andydgs of achievements with dternativesto the price islacking.
it fals to indicate the relative importance of the costs components for the different
modes,
the implementation of the charging system should be smultaneous across modes, in
order to guarantee equal treatment.
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producers of related goods and

services

Other interest groups

chambers of
commerce

Employers

industry

consumers

ecologists

others

Useof pricing

only economic instrument

no

No

no

no

YEs

economic instruments and
regulation

Yes

yes

yes

but with fiscal incentive

yes

in favour of increase
general fuel taxation

yes

doubt on capacity of
other modesto respond to
modal change

yes

but increase consumer's
bill

Yes

yes

yes

but endanger the
mobility of persons and
goods

yes

yes

yes

but lack of attention to
the need of improving the
accessihility of peripheral
areas

but endanger the
competitiveness of
economic sectors

yes

Yes

yes

but endanger the
competitiveness of
European economy

Yes




Pricing strategy

road pricing no No yes no

private car should be the yes
main target due to external
effects

in favour differentiated yes
taxation within one mode

if alternativeis available yes

but discrimination yes yes
between modes

but induce social yes
discrimination

pricing in contradiction yes
with public service
objectives

user pay principlefor all No yes yes
modes

Cost to cover

user pay principle cover no No yes yes
external cost

securing funding for
infrastructure and
reduction of external
effects

but internalisationis no No no
suitable for modal shift

but in favour of modal yes
shift

users and community yes
should pay to cover
infrastructure costs

but to cover total costs yes

in favour of marginal cost no
pricing

must take in account yes Yes yes
external benefits

but methodology is often yes yes
unreliable

Use of revenues

fiscal neutrality against No

cross subsidies

but pricing to justify Yes
increases taxation road

Table5: Thedemand side of the political market: other actors

All these reactions highlight the many stumbling blocks facing the proposds of the Green
Paper and the White Paper on behdf of the very large mgority of the actors. The difficulty is
al the more important since the links are close between the trangport sector and the other
economic sectors. Possbilities of aliances emerge between those which are directly
concerned like the road sector and those which are indirectly concerned such as the
producers of goods and services insofar asthe interest of the ones serves dso the interest of
the others. This interdependence makes it particularly complex and delicate to conduct a
policy of pricing which aimsto be at the same time efficient and eguitable.



3.2.3. A synthesis by type of actor

The paliticians (on the supply sde) are relatively above the conflict. They are in favour of a
moda transfer from the road towards the other modes and advocate that a globa solution
that links trangport and land use, integrating the economic instrument and regulations. They
a0 have a preoccupation with equity (e.g. between dl the modes, between the inhabitants
and territories).

With regard to the other actors (demand sde), beyond an agreement on the need for
correcting the imperfections of the system, it is ther future (‘how much | will lose?) and
relative Stuation compared to the other sectors (‘am | getting disadvantaged compared to
my competitors?) that counts. A summary of the main aspects of the positions of the ones
and others showsthis.

The operators clam that the revenues are used to finance infrastructure and transport
sarvices for their own mode, and are opposed to the transfers to other budgets which they
do not control well, or to other modes (except the operators of rail). Among them port
operators estimate themsalves disadvantaged if road freight is taxed too much and if they
must cover their fixed costs of infrastructures. The waterborne operators fear to be forgotten
in the policy of modd transfer when compared to rail. The road and combined transport
operators consder themsalves as pendised compared to the other modes and think that it is
a pretext to increase the revenues of the governments and to cross-subsidise the other
modes. they ask for an equa treatment of al modes by means of the user-pays principle for
the tota coverage of cods. They ingg that the revenues of the road must go to the road.
Public trangport operators want private cars to be included in the pricing policy right from
the beginning (when compared to the phasing approach proposed in the White Paper). With
regard to full cost recovery they want the specificity of the ‘externd’ advantages which they
bring as a public utility to be taken into account. The ral operators refuse possble
compensations for the road and clam a financid revitaisation for their infrastructures. Air
trangport agrees with margina socid cost pricing if the aforementioned replaces a possible
tax on kerosene. The airport operators agree with the internaisation of the externa costs but
clam the taking into account of the externd advantages which they induce on the aress that
they serve.

Car users agree with pricing if this replaces exiding taxation and if the revenues go to
investments in transport. They fear an over-taxatiion and consder themsdves as harmed
when compared to the other modes. The users of road freight agree with the principle of
internalisation of the externa effects but gpplied to al modes and not only to the road. They
think that the financing of infragtructures with long life-goan is to be achieved with public
money. The users of public transport fear that fares changes dow down the use of this mode
and dso condder that the investments must be covered by public money. For shippers
dternatives to road are needed, but pricing will do nothing but increase the costs and one
mugt take into account the advantages of the road.

Among the producers of goods and services, industry thinks that the costs of transport will
be increased, hence negative effects on the compstitiveness of the European industry will
arise. The chambers of commerce think in the same way and do not want to disadvantage
road. The employers are dso sengtive to the competitiveness issue.



Others citizens end economic representatives think that the cogts of trangport will increase
and this will chalenge the right to mobility of people and goods. Moreover they ask for an
equal treatment between al modes and question the phasing approach proposed in the
White Peper. Findly the consumers see in trangport pricing a discrimination based on
income.

3.3 Conclusion

The politica economy approach of the transport policy developed in section 3.1 made it
posshle to daify the andyss of the stakeholders argumentation by distinguishing the
categories of supply and demand on the political market. It is not however possble to
vdidate the whole conclusions of this gpproach with regard to the transport policy, given the
limits of the materids on which the work is based: they are reactions to documents of
generd policy and not case studies on concrete implementations of particular measures.

However certain aspects can be confirmed, in addition to the fact that, as shown by the
reactions, the operators and the producers are better organised than the consumers or the
citizensto defend their own interests.

The paliticians, between the congtraint of budget and re-election, seek the system efficiency
of transport as a whole - the problem of the interndisation of the externd cogts being
obvioudy secondary for them. They are aso worried about an (equitable) balance between
trangport modes, territories and inhabitants: this explains the different attitudes of
governments according to the territorid level (locd, regiond or nationd) of ther fied of
intervention.

The interest groups and particularly the operators and producers of infrastructures, as well
as espeudly road users - as expected - argue for:
amoderation of the incentive pressure of the price which touches them particularly,
exemptions or compensations to this pressure of the price,
the transfer of the recovery of fixed codts (road or public transport) on the public
money, therefore taxpayers,
the return of the revenues from taxes or pricing to their advantage.

In short, one can reasonably say that each category of actors agrees with the principles of
ser-pay's and interndisation of the external codts, but in their theoretical aspects only. When
congdering the practica implementation, a certain number of conditions are posed. The
efficiency of the proposas of the Green and White Papers is chalenged by many actors,
because there is a doubt thet the interndisation by the price is efficient, and that pricing per
se is sufficient to improve the situation. It is a well-known story and one can see there a
disguised refusd of certain actors to assume their respongbilities. However, one can see
aso for others in this chalenge a red concern with overdl efficiency, in particular those
which fear an increase in transport costs without red efficiency improvements - at least
initidly if there is no modd dterndive to the road - or aloss in public transport services in

some economicaly pendised aress.

This means that with regard to efficiency, they ill remain to be convinced that pricing is an
effective means to change behaviour (even if for the economists the answer is pogitive, within
regard to the behavioura data in the medium and long term) and that the implementation of



the proposds of the Green and the White Papers will not involve atoo negetive effect on the
economy asawhole.

But there is perhaps a more sgnificant issue. Among the conditions posed a centrd one for
each actor directly concerned is that there is no obvious discrimination to hisher detriment,
whether compared to others or to hisher previous Stuation. The arguments of al these
actors without exception, including those less directly touched (governments, consumers,
etc) refersto this question of equity.

The permanence of this topic conditutes a chdlenge due to the importance of the
argumentation. |s the argumentation on the supposed (in)efficiency of trangport pricing not a
way of concealing a more serious concern, on behaf of each actor, namely that of the fina
balance-sheet in terms of improvement or degradation of its own dtuation. This concern
plays a sgnificant role, if not probably paramount, in the acceptability of the suggested
measures. This judtifies the more detaled interest given to these questions of equity in the
next chapter.
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4, THE DIMENSIONS OF EQUITY INVOLVED IN TRANSPORT
PRICING

The andysis of the stakeholders reactions has shown various dimensions of acceptability
through the discussion of efficiency and equity of the measures suggested in the Green and
White Papers. As shown in the previous chapter, indeed, primarily questions of equity arise.
These are questions of equa treatment between modes or operators, of risk of aggravation
of the inequdities between users or consumers, and questions of preserving the socid and
gace solidarity at the various territorid levels, from loca to European. The benefit and
burden digtribution between the actorsis of course the central question.

There is a great diversty of conceptions of equity. The perception of the inequalities cals
upon a complex mechanisms of comparison, function of the objective inequdities but aso
many other variables A difference is sometimes seen legitimate, sometimes illegitimate,
whatever its objective' s extent. It must dso be underlined that thereis not a theory of equity
but multiple meanings of the concept, resulting from the history of the human societies, or
proposed by various socid and human sciences, in particular philosophy or economics.

When seeking to andlyse various dimensions of equity, highlighted by the reections of the
gsakeholders, it is necessary to characterise the concept of equity in the way it will be
goplied in the trangport field. With this intention a short detour is made to economics and
philosophy, which mainly contributed these last years to renew the concept of equity.

4.1. How to characterise equity?

Firg of dl the sart is made from the economic approach of justice and equity. In the
utilitarian vison of wefare economics, judtice is a by-product of the research of grestest
welfare for the grestest number. That results formdly in the maximisation of the aggregeated
utility, sum of dl theindividua utilities by attaching the same importance to dl the individuas
(sum-ranking). This last gpproach is unaware of the possble inequdities in the diributions
of the utilities and can even reinforce them. The criticiam of this axiom yidd intense debates
without real conclusion (cf. Sen, 1987). Moreover, following the work of Arrow it is known
that no logicdly infdlible way to aggregate the preferences of various individuds and
consequently solve the digtribution problems (for a synthes's on the economics of wefare,
see Feldman, 1987) exidts.

In amore limited way, equity was aso gpproached by economidts, first of dl by seeking to
overcome the limits of the concept of pure equadity. Allocation between n individuds of one
part of the produced goods, equa for dl, would lead to a Stuation where (a) each one
would consume the same quantity of goods without regard to hisher actud preferences, (b)
such a mechanism of egditarian alocation would need a trandfer of wedth of the most
productive individuds to the least productive individuas, transfer which would destroy the
incentives to produce. Beyond this impracticable concept of equality, equity is then defined
asadtuation of ‘non-envy’ (Foley, 1967; Kolm, 1972): an dlocation is defined as equitable
if no agent envies another, i.e. if no agent i prefers the bundle of goods of another agent j.
However this definition, as Kolm himself recognises, comprises two types of problems. The
fird is the exigence of a digtribution of consumption goods and working hours both Pareto-



efficent and envy-free. This is due in paticular to the fact that the characteridtics of
production are not al transferable (e.g. between Pavarotti or Ronaldo and anybody e se):
people do not have al the same productive ability and thus do not provide the same effort.
The second problem is more of a philosophica nature, it raises the question of the mora
rdlevance of searching to minimise the envy. This gpproach to equity as ‘non-envy’ thus
seemsto lead to a dead end.

Another approach condgts in explicitly taking into account the inequdities of didribution of
the goods, as proposed by Rawls in his theory of justice (1971). It condsts in considering
the principles of judtice as being the subject of an origind agreement in the society. The
origina position is supposed to represent the equdity between the human beings, as legd
entities, and the principles of justice which result from this are those to which dl the
individuas would agree as equd. These principles must be used as rules for dl the
subsequent agreements and specify the socid forms of co-operation in which one can
engage, and the forms of government which can be established.

The firgt principle caled *principle of liberty’, and to which Rawls gives the priority, (‘each
person is to have an equa right to the most extensive badc liberty compatible with smilar
liberty for others) reates to the civil rights of the person. The second principle, including
efficiency and equity according to Rawls, relates to the dlocation of resources between the
individuds, namdy (a) the famous ‘principle of difference and (b) the principle of equdity of
opportunities. The benefit are measured in terms of * primary goods, i.e. ‘rights, liberties and
opportunities, income and wedlth, and the socia bases of saf-respect’.

The work of Rawls largely renewed the approach of justice by the economists these last
years, and the review of thiswork would lead well beyond whét is necessary for the andysis
as regards transport policy.
Indeed, beyond an answer coming from mord philosophy, the theory of Rawls enables to
elaborate three dimensions of equity directly gpplicable to the transport field and its pricing.
They are defineds:
- territorid equity, corresponding to the ‘principle of liberty’, in which the society must
guarantee everywhere the access rights to the goods and the services,
horizontal equity, corresponding to the ‘principle of equa opportunity’, which concerns
the equa treatment between users and the user-pays principle.
vertica equity, corresponding to the *principle of difference’, which explicitly takes into
account the inequalities and its consegquences as regards transport.

These three dimensions of equity are clarified and discussed heresfter.
4.2. Territorial equity and the principle of liberty

This form of equity follows from the ‘principle of liberty’ and expresses the duty of the
society to guarantee individud and collective rights. This equity results from the inscription in
pace of the activities (e.g. resdences, employment, indudtrid and commercia activities).

8 Litman (1997) evokes two types of equity, horizontal equity and vertical equity, without explicitly
binding them to the theory of Rawls. We distinguish in addition territorial equity, because of the
specificity of transport which conditions accessibility at the various points in space.
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This principle thus leads to the guarantee of accesshility to the goods and the services. It
must be stressed that this right relates to passenger transport but aso to freight transport
ance the latter must be able to serve its cusomers on the whole territory.

Given the importance of the car in today’s mohbility, the right to *go and come guaranteed in
the legdl systems of severa countries could be questioned by trangport pricing schemes. It is
recognised that such schemes would imply revisions of *condtitutional blocks' (see below).
Since the right to mobility and the perception of road pricing as a threat to mobility are
arguments raised by stakeholders, it is important to see what are the fundamentd rights
which have implications regarding trangport and how the law can implement theserights.

The right to mohility or freedom to circulate is a badc right recognised in article 13 of the
United Nations Declaration of Human Rights of 1948. The concept of free mobility marked
very early the European collective conscience and is found in many conditutiond texts
(section 1). However, the exercise of this basic right requires the public authorities to
implement legidative and regulatory insrumentsin order to guarantee it (section 2).

4.2.1. 'Free mobility' in some founder and constitutional texts

The concept of ‘free mobility' appears very early in afounder text of the United Kingdom -
the Magna Carta of 1215 - in the form of aprinciple of free trade for the merchants.

All Merchants (if they were not openly prohibited before) shall have their safe and
sure conduct to depart out of England, to come into England, to tarry in, and go
through England, as well by land as by water, to buy and sell without any manner of
evil tolls, by the old and rightful customs, except in time of war .’

In France in 1267, King Saint-Louis abolished abusive tolls and decided that the merchants
cannot be congrained to pay them, if they find passage e sewhere (freedom of route). The
higory of tolls in France under the Ancient Regime will be that of a long power struggle
between the royd authority and that of the lords for the control of the transportation routes
and the progressive abalition of tollsin order to release the trade effectively. The right «to go
and come» was dso incorporated in the Declaration of the Rights of the Man and the
Citizen in 1789. Tolls were abolished in 1793. However, this was only provisond. The
need for resorting to extrarbudgetary resources to finance the development of the
infrastructures will come gradudly to end toll prohibition around 1950.

The right to free mobility is dso found in congtitutiona texts in some other countries of the

European Union:

+ Article 19 of the Spanish Condtitution makes it very explicit as it determines that
'‘Spaniards have the right to choose their residence freely and to circulate on the
national territory’.

+ In Greece aticle 5 of the Condtitution determines that it 'is prohibited any individual
administrative measure likely to restrict free travel or the free establishment in the
country’.

® A translation of Magna Carta as confirmed by Edward | with his seal in 1297,
http://www.nara.gov/exhall/charters/magnacarta/magtrans.html



+ Article 16 of the Itdian Condtitution states that 'any citizen can circulate and remain
freely on the territory in any area of the national territory ()' and that ‘any citizen is
free to leave and to return there'.

¢ InPortugd article 44 determinesthat 'the right to travel and to be established freely
in any location of the territory is guaranteed to any citizen'.

¢ Artice 11 of the German fundamentd law of Germany dipulates that 'all German
enjoys the freedom of circulation and establishment on the whole of the federal
territory’. Thelimitsto this free mohility' are gtrictly fixed.

4.2.2. I mplementing the right to mobility

The Declaration of Human Rights of 1789 proclams that human beings are born free and
have equd rights. It has as its garting point the concept of naturd rights that the individua
has as a human being. Among these naturd or fundamenta rights like the equa access to
places and employment, the freedom of spesking and writing, to print and publish its
thoughts, to exert a religious worship and dso the freedom 'of going and coming’. These
naturd rights, that are known as rights of the first generation, are rights of human beings vis-
avis any authority. States cannot abolish nor reduce them.

This supposes that human beings can dways benefit from their naturd rights. However, the
daily redity shows that the exercise of theserightsis likely to remain theoretica. States must
provide the means of redly exerting these rights.

Hence, these rights are to be recognised and implemented within the framework of the law.
This trandformation of naturd rights into legd rules makes that the implementation of these
rights can vary between countries and in time.

Box 2: An example of the implementation of theright to mobility in France

Besides the Condtitution, the French law on domestic trangport (LOTI) definesin article 1
implicitly a 'right to trangport'. This right is about 'the implementation of the provisons
making it possible to make effective the right which any user hasto travel and its freedom to
choose the means of travel...". Hence, the government has to ensure the actua exercising of
thisright.

The law transforms 'the freedom of travel' into a right to transport’ which includes the
freedomto travel and to choose the means of it. However, the right to transport cannot be
enforced. It is aso conditiona on the payment by the user of the associated costs. Article 2
of LOTI determines that the government 'makes it possble to travel under reasonable
conditions of access, quality and price aswell as cogt for the community, in particular by the
use of trangport modes open to the public'.

Individua needs are thus subordinated to the interests of the community. It is not a question
of lowering the cost for the user but to ensure the exercise of this right 'under the economic
and socia conditions most advantageous for the community' (Article 1, paragraph 1).

This right to trangport stated in the LOTI judtifies public intervention in the sector (active
policy). Thisimplies the following set of missons that must be ensured by public authorities:
+ the redisgtion and the management of infrastructure and equipment assgned to

transport;
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+ theregulation of trangport activities and the control of their implementation;

¢ the provison of information on the trangport system;

+ the development of research, studies and gatidtics likely to facilitate the achievement of
the aims of the trangport system;

+ the organisation of public transport (passengers or goods), except for own transport
operated by public bodies or private companies.

For the implementation of these missons, the law forces by no meansto cdl upon the public
sector; the procedures of execution of these missions vary largely between passenger and
freight trangport, the public sector being much more present currently in the firgt than in the
second.

Guaranteaing this right to trangport and the reference to the public utility characteristic of
transport implies an equa access to public transport, both in space (a public utility of
trangport in any point of the t