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Report of the Discussion

1. INTRODUCTION
This is a report of the discussions at the first IMPRINT-NET Expert Group on Interurban Road, held in Brussels on 25th April 2006. The objectives of this group are to synthesise information on research and practice, and to build consensus on issues such as marginal social cost pricing, barriers and problems in interurban road pricing. Interurban road looks at both heavy goods vehicles (HGVs) and private cars.

Experts are invited to participate in the group in their personal capacity, rather than as representatives of particular organisations, and ‘Chatham House’ rules will apply so as to encourage the free and open exchange of views.  Short reports of each meeting will be prepared and circulated amongst the group to serve as a record and to help to inform each subsequent meeting.  Towards the end of the project, each of the reports will then serve as input to a final report summarising the conclusions of the group as a whole.  

The objectives for this first meeting were to provide an overview of the state of the art and to discuss the issues that should be considered in the subsequent meetings.  It comprised presentations on: 

EC policy; the state of relevant research; and Experiences in Germany, Austria and Switzerland, 
This report focuses on the discussions sparked by these presentations, but groups the issues raised by theme, rather than in the chronological order in which they were raised on the day. The slides from these presentations, along with the Agenda for the meeting, a Research Briefing note, a background note on the workings of the group and a host of information and links relating to the overall project are available via the project website www.imprint-net.org.

The key issues to be considered in subsequent sections are:
· Charging principles

· Equity, regional factors and interoperability
· Implementation and Impacts
We then try to sum up some conclusions, which mainly focus on issues to be considered further in future meetings.
2. CHARGING AND COST PRINCIPLES 
The European Commission’s policy is that prices should be related to the marginal social cost of road use. If the marginal social cost is charged, then the user has the incentive to correctly choose which mode to use, what route to take etc.  

There has been a vast amount of research on the charging principles and issues regarding marginal social cost pricing. In transport infrastructure, short run marginal cost pricing is the principle most often adopted. For roads, the key components of this are wear and tear costs, delays to other vehicles, external accident costs, air pollution, noise and global warming. 
The European pricing policy framework aims to be flexible, supportive and moves towards pushing for gradual change. The new directive on charges for heavy goods vehicles does not go as far as to fully allow the implementation of charges based on marginal social cost, but provides more freedom and more possibilities for member states to differentiate tolls. The directive looks towards long run marginal costs in that it charges the capital costs of expanding the road system. The average charge is tied to average infrastructure costs rather than externalities. Nevertheless, it does provide for variations in the toll to reflect external costs including variations according to emissions classes. For instance, there may be a lower off-peak charge and a higher peak charge, but the overall sum should be the same. 

The constraint that member states are not allowed to reduce their fuel taxes below a minimum rate, resulting from the energy directive, is viewed as problematic by those who would wish to see efficient transport prices focused wholly on a distance-based charge.
The European Commission aims at optimising each mode of transport. Under the new Directive, charges and tolls may be levied on all roads not just the motorways, at the initiative of each member state. From 2012, member states that operate lorry charges must include all vehicles of 3.5 tonnes and above, but they can already do so before 2012.
In mountainous areas, the amended Directive allows the opportunity for member states to levy mark-ups on top of the weighted average fee under the condition that the additional revenues are used for a priority TEN-T project in the same corridor. The mark-ups could be a maximum of 25% for cross-border priority projects and a maximum of 15% for other priority projects.

If two neighbouring countries charge different tolls (e.g, one country charges double), there is an issue of subsidiarity and whether it is appropriate for member states to make such decisions. If the actual costs differ in each country, different countries will make different decisions on the rates at which to set the tolls. It is possible to have such differences, but they must be based on evidence on costs. 

A point was raised that if charges are too complex, can people actually understand them? We need to consider what are the benefits of a very complex system which accurately reflects costs, as compared with a more simple system that reflects costs in a more crude way but which is more acceptable and easier for road-users to respond to.
The theory of social marginal costs should be looked at in more detail and it was pointed out that not all initiatives are aimed to reach this, is this something that we should be looking at? Are there good reasons to depart from marginal social cost pricing? For instance, it was suggested that more differentiation might be desirable even if implementation of full marginal social cost pricing was politically unacceptable.
The proposal for a directive covering all modes has now disappeared. Directives end up being modal; this is in keeping with the Commission’s process of gradual reform.

3. EQUITY, REGIONAL FACTORS AND INTEROPERABILITY
It is generally seen as acceptable amongst users if the charging system:

· tackled recognised problems, 
· was seen as fair in terms of charging all vehicles regardless of nationality,

· charged on the basis of vehicle type, and 
· the use of the revenue had to be agreed.
The amended Eurovignette Directive recommends that the revenues from tolls and user charges should be used to benefit all transport modes. However since it is not an obligation, it was argued that member states can also use the revenues for non-transport purposes and are not required to earmark revenues.

A particular equity issue concerns accident costs. One component of marginal social costs is marginal external accident costs, which is comprised of a number of things such as the cost of a loss of life. This is generally represented by the value of a statistical life. This varies in different countries. The value of a statistical life depends on income levels, therefore issues exist regarding which countries income levels should you use when calculating an overall value of a statistical life? Also as income levels rise over time, does the value of a statistical life automatically rise by a corresponding level?

The DESIRE project looks at regional impacts. There are different consequences of tolling only motorways and TENs versus area wide tolling. There are impacts on land use. A survey of a number of European industries (middle and large) asked what they would do if road pricing became more severe (i.e, higher charges). The most obvious common response was to change hauliers, which leads to strong competition amongst the haulage industry. Other responses include changing the organisational structure of the industry, modal change etc.  There is also a need to consider the issue of relocation.

The key barrier to road pricing was considered to be lack of interoperability. The Interoperable road pricing directive 2004/52 was proposed in April 2003 and in force since June 2004. It set out the regulatory framework for the deployment of a European electronic fee collection service in three stages: firstly, definition of the service for 1 July 2006; secondly, HGV and long distance coaches three years later; and stage 3, all vehicles two years later. The basic principles are that there should be one contract and one onboard unit per vehicle. It is available on the whole tolled network and used for whatever toll, fee or tax. There should be the same quality of service in any country, therefore outlawing any discrimination. The interoperable electronic fee collection service is defined in 2006, available for commercial transport by 2009 and for all transport by 2011. 

A separate congestion charge is permitted outside the scope of the directive. It can be done on the TENs – congestion charge as a separate new instrument designed to reduce congestion and not an add-on to a motorway toll. Motorway tolls are subject to the rules of the Interoperability directive. If member states apply charging schemes outside the scope of the amended Eurovignette Directive, they have to apply the provisions of the treaty of the EU, which insists on non-discrimination and proportionality. Non-discrimination means that no user of any EU scheme coming from any member state should be charged differently because of origin. Proportionality means that the impact of the instrument on the internal market, mainly the free flow of goods, should correspond to the objective pursued with the implementation of the instrument.
4. IMPLEMENTATION AND IMPACTS OF HGV CHARGING – MODELLING AND LESSONS FROM SWITZERLAND, GERMANY AND AUSTRIA, AND FUNDING ISSUES
4.1 Current state of research 
The IASON project indicated that pricing reform has many impacts. It leads to the reassignment of traffic from urban road to interurban and rural road. The proportion of large trucks in use increases. Around 6% of road tonne kms would divert to rail and water modes of transport (however the DESIRE project thought that diversion would be even less than this because of capacity constraints on rail). There would be an increase in local sourcing of inputs and consumer goods which leads to traffic reduction. In terms of regional impacts, IASON and TIPMAC projects suggest that the biggest traffic reduction will occur in the core countries, which also receive the biggest revenues. Without considering the recycling of revenue, the GDP reduction is slightly bigger in the peripheral regions and countries. However, if revenue is recycled through income tax cuts, all countries benefit though to differing degrees.
4.2 Swiss experience

For Switzerland, it was pointed out that overall road haulage costs had not changed. There had been an increase in the weight limit over the years, which meant transportation costs had fallen; the heavy vehicle fee kept total costs constant over the years. Before the introduction of the heavy vehicle fee, there had been a steady increase in vehicle kilometres, after the introduction of the fee in 2001, vehicle kilometres decreased.
Using less vehicles, hauliers now transport more goods, as they are making more efficient use of vehicle capacity and filling up their vehicles more. There are adjustments in terms of fleet composition as cleaner vehicles are used. There is an advantage for big firm hauliers in terms of logistics. There are economies of scale to be gained and trips can be better utilised. For example, a small firm would generally make a delivery from A to B and return back from B to A empty. However as larger firms tend to have more contracts, they could make a delivery from A to B and make another delivery from B to A therefore making more efficient use of capacity and ensuring better utilisation.
The view on the shift to rail is a problem on a political level. There are less vkms which is an advantage. Looking at the impact on rail, there is no general shift due to the heavy vehicle fee being outbalanced by the higher weight limit. Pricing is only regarded as one element that could encourage shift among others such as reliability, modern infrastructure etc.
In Switzerland, the fuel price has little influence. Switzerland has a much higher share on rail than most European countries. A public transport fund is used for improving rail. The fund provides finance for major projects and tunnels. Work has already started on the tunnels, therefore it is too pricy to reverse.
The general view regarding the Swiss charge was that the system works well and truck traffic has been reduced. There has been an incentive to buy cleaner vehicles, thus the number of cleaner vehicles has increase. The Swiss example shows, that shift to rail is not only a question of pricing. Other measures like reliability and modern infrastructure are important as well. 

4.3 German experience

The German toll has a lower value than the Swiss toll and only applies to motorways. As in Switzerland, there is no evidence yet of a diversion to rail. Is the demand elasticity for road transport so low? The numbers suggest that regardless of whatever is done, the hauliers will try to offset it by improving efficiency.
The German system was more costly to implement than the Swiss and there is a debate on what system to choose in Eastern Europe, as there are issues regarding the cost of OBUs (these are supplied free but the operator pays for installation). The cost of toll collection is 20% of revenue rather than 15% as hoped for. By law in Germany the transaction costs have to be lower than 20 % of the revenue. A comparably high amount of costs are involved in the enforcement system, which was designed according to the requirements of the government. The issue was raised that the problems of cost are not with the instruments but with the actual operation of the system, the special requirements as well as the fact, that it is the first generation of an innovative tolling technology.
It was put across that the amount of the German toll has been calculated according to the relevant EU Directive and there has not really been any choice. Only infrastructure costs were taken into account for the calculation of the fee. It only applies to motorways, resulting in some diversion to other roads. This problem may be dealt with by charging some other main roads, as well as by closing some roads for through-traffic of HGV's. There are also considerations regarding raising charges during the day and reducing them at night.
It was argued that Germany does not really have a pricing policy. They are charging to fill a gap in the budget. It is less about making efficient use of infrastructure and more about raising revenue and financing transport infrastructure. However, conversely it can be argued that the German government has an objective of removing bottlenecks or congestion, and follows an integrated policy to link transport modes and thus spend the revenues on new road, rail and inland waterways.   
4.4 Austrian experience
Motorway tolling has occurred in Austria since 1968, with the A13 Brenner motorway connecting Austria and Italy via the Brenner Pass. On the alpine motorway sections (7% of the network), private cars had to pay a toll from the very beginning. On the majority of the network, cars had to buy a vignette since 1997. 

For vehicles above 3.5 tonnes, an electronic toll was introduced on the entire motorway network in 2004 and it replaced the former vignette. Due to credit financing in the 1970s and 1980s, there was the possibility to build another 520kms of new motorways and express roads in Austria within a 15 year period.

The main objective of the Austrian toll system was to finance the motorway network. Additional revenue expected in the first year of operation was estimated to be 600 million Euros. It was further hoped that the tolling system would slow down the growth of road freight traffic, as the distance travelled became financially more important. The expected reactions of the transport sector included better logistical decisions leading to a reduction in empty trips, better use of loading capacities and increased use of alternative transport modes such as rail and waterways.
The toll system has no differentiation by pollution emissions, therefore gives no incentives to use cleaner vehicles. There are issues of traffic diversion. On certain links, traffic is diverted from the tolled motorways to free roads, which has a negative impact to the traffic flow and to citizens. Brenner is regarded as the most attractive way to cross the Alps, as there is no border control and no tunnels.

After the start of the electronic toll system, there has been some local traffic diversion to other roads, but it is not seen as desirable to extend the pricing system to all roads as this would mean charging local traffic as well; rather the problem will be dealt with by closing certain roads to heavy goods transit vehicles.

Otherwise, the experiences of the Austrian system so far are seen as generally positive. It was successfully implemented in spite of hard opposition at the start, and it is now well accepted by the users. The system is based on well known and simple technology (DSRC, microwave) which makes it very reliable (99.9% correct transactions). The system is also regarded as simple and easy to understand, with low equipment costs for users.
4.5 Funding – taxation and shadow tolls
Regarding alternative funding mechanisms, the point was raised that there is a need to see the whole context. In situations where the traffic starts off in one EU country and moves into another EU country, vehicles could fill up with fuel in one country and use it in another. This brings up the problem of fuel taxation, as governments may tax in one country, vehicles may fill up in countries where fuel is cheaper and then create traffic in the taxing country.
Shadow tolls are a mechanism for funding roads and paying the private sector to build roads. The private sector is paid by the government on how much vehicles use the roads. It was discussed that the government does not have money for all the tolls, and this calls for the need for real tolls. In Portugal, the company is paid so much per vehicle using the road by the government. 

The issue was raised of having shadow tolls in the poor half of the country and real tolls in the rich half of the country; this was most specifically related to Portugal but could apply in other countries too.
5. CONCLUSIONS AND OPEN ISSUES FOR THE NEXT SEMINAR
The discussion highlighted the point that even if member states were not opting for full marginal social cost pricing, it was important to consider why they were deviating from it and the gains and justifications of these reasons. It was stated that focussing on marginal social cost pricing always has problems as it is very theoretical and costs tend to be too high, therefore there is scope for work in trying to overcome these barriers. Further discussion of the new Directive, the text of which would be circulated after the meeting, would be useful.
Further research needs to include more comprehensive measurement of marginal social costs, especially wear and tear costs, reliability and generalisation. Better evidence is needed on the impacts of pricing reform, such as land use, regional and distributional impacts. Evidence is needed on appropriate levels of complexity of charges. More evidence is needed on infrastructure costs, accident costs and environmental costs. Evidence emerging from the GRACE project will be discussed at the next meeting.
A greater assessment of the impacts of charging systems is needed and what lessons we can learn from practical experiences and how we can improve the charging principles.
How far are the countries looking to internalise external costs – for instance, Germany, Austria and Switzerland? Can you have a patchwork of different schemes with different costs and different objectives? What are the consequences?
The issue was raised that people in one village do not want to pay more than people from another village – there is a need for the system to be or at least seem equitable.

The discussions raised the point that there are statistical data problems and there is a need for the completion of databases in some countries e.g, Hungary, Czech Republic. If correct statistical data is not provided, then it is difficult to set charges that truly reflect the costs.

It was said that further research was needed in terms of who manages the pricing policy and who sets the charges? The issue was raised that government defines the rules; therefore if the government changes the rules, private companies should gain compensation. The companies are much better informed than the government over issues such as elasticity. Therefore it is important to consider who should set the parameters of the scheme, and should compensation be paid for changes?
A number of forthcoming studies were highlighted as being of potential interest to the group for future meetings.  Most notably:

- DG TREN’s multimodal state of the art study – due to report in May/June 2007
- Swiss study of external costs and 

- Swiss study of the economic effects of the Heavy Vehicle Fee.
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