THE TRACK COSTS ISSUE

By Anthony Harrison*

INTRODUCTION

In his famous paper, “Mrs. Castle’s Transport Policy”, published in this Journal
some nine years ago, Denys Munby [1] reserved some of the sharpest shots for the
Ministry of Transport paper Road Track Costs [2], which, though a technical publica-
tion, was seen as being part of the Justification of that policy. It produced a large
amount of information, but its principal focus, and that of subsequent debate, was
the relationship between aggregate taxation and allocated costs for the main
groups of vehicles. If Denys Munby could have published comments on the recent
Transport: Consultation Document [3], there is little doubt that some of his remarks
would have been repeated more or less verbatim. It is not difficult to see why:
despite the millions of words that have since been written, the problem, unlike
some aspects of transport policy, has not “moved on”; it looks very much the same
problem, with the same empirical gaps of information.

True, there are some differences. At the level of detail, sometimes significant de-
tail, the discussion has changed. Information has improved ; the technical debate
has in certain ways become more subtle; the role of the environment has become
more prominent as the first steps have been taken towards quantification. But,
broadly speaking, the field looks the same: in particular, [3] follows a very similar
line on track costs to [2], but is more cautious in spelling out the options and the
problems inherent in them. '

Nevertheless, it would be unreasonable to suppose that this continuity reflects a
feeling that the problems of allocating road track costs have been solved. The di-
versity of comments on [3] makes that clear. Equally, the theoretical economist re-
mains unconvinced that the overall balance between costs and revenues for a
vehicle, or a vehicle category, has significance in itself. And yet this kind of answer
to the track costs problem is still the currency of policy debate. Why?

One reason may be considered very briefly. Since the early days of discussion, the
track costs problem has frequently been described as one of fairness. This term itself
is ambiguous: fair competition may be an objective on grounds of efficiency as well
as of distribution. How much weight should be given to the second meaning?

In the early days of the road—rail controversy, the “little old lady” living on stocks
was a relevant figure: at least one example can be found in the campaign whipped
up by the railways against the findings of the inter-war Royal Commission on Trans-
port on the proper level of taxation for road vehicles. Unfair competition meant that
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the little old lady’s livelihood was threatened. Now that rail is in public ownership,
this particular form of argument no longer applies to it. It may apply to road (and
other) carriers if changes in vehicle taxation or rail charging policies affect the
business prospects of individuals; and in both modes the interests of labour may be
affected by policy changes. Essentially, however, these are arguments for stability,
or for modest rates of change in policy. If this is true, these may still be a call for
equity in the balance between road users and non-road users—every tub should stand
on its own bottom.

The arguments here are familiar, and there is nothing more to be said about
them. This paper concentrates, therefore, on issues of efficiency, and in particular
on the question whether or not aggregate cost and revenue figures of the kind pro-
duced in [2] and [3] really have any economic meaning, and, if so, under what
conditions.

Issues of efficiency are not, however, confined solely to the road—rail problem;
there are five areas of choice to which the tax regime for road and the financial
regime for rail may be relevant. These are:

(a) choice between expenditure on transport and on other marketed goods and
services;

b) choice between modes;

c) choice of vehicle (primarily a road problem) ;

d) choice within each mode (primarily a road problem);

e) choice between use of transport and enjoyment of the environment.

P

Before discussing each of these in turn, we will consider very briefly some of the
main constraints in the search for a solution to the problem of track costs. All are
familiar, but it is important to bear them in mind from the start, because they are
frequently ignored, and as a result solutions to the charging problem have often
been offered which are irrelevant to policy. Further, it has not always been clear to
which of the five areas of choice listed above particular solutions have been addressed.

CONSTRAINTS

The main constraints are these:

(i) the nature of the cost functions, in particular the large element of both
fixed and joint costs;
(ii) the cost of obtaining information on some of the variable elements in the
cost functions and of obtaining certain usage information;
(iii) the poverty of the charging mechanisms;
(iv) constraints pertaining to differences in form of transport organisation, in
respect of both financial and management structure.

The significance of these is as follows:

(i) Most road track costs are joint to all or most vehicle groups. Furthermore,
most (though not all) investments, particularly investments in extra capacity, are
lumpy. Now of course these points do not present theoretical problems if the field of
solution is entirely open. The obvious technical solution is some form of pricing

80



TRACK COSTS ISSUE Anthony Harrison

based on short-run costs and aimed purely at efficiency, possibly subject, under (iv),
to some requirement to recover total cost. But if, because of (iii), these short-run
solutions lack practical means of implementation, there is no clearly correct solution
to the problem of cost recovery. Cost allocation must be to a large extent arbitrary,
but not entirely so, as we shall see below.

(ii) The diversity of comment on [3] does to some extent reflect deficiencies of
information. Many examples can be given. The relationship between vehicle weight,
vehicle formation and road wear is (despite recent work) the obvious one. Other
problems concern such factors as actual as opposed to theoretical axle loadings, use
of particular kinds of roads by particular types of vehicles, actual fuel consumption
(and hence tax burden), and the true structure of maintenance expenditure. The
list is long, giving room for endless argument on the merits of particular proposals.

(iii) A fuel tax and a fixed annual vehicle tax related to weight are the only sig-
nificant forms of vehicle taxation in the United Kingdom, and in many other coun-
tries. They suffer from well known weaknesses, on which [2] was probably unduly
complacent. Vehicle mileages, even within a weight group, vary enormously, and
with them, the incidence of a fixed annual duty. But the characteristics of the internal
combustion engine (unless a multi-price system for fuel can be maintained) govern
the incidence of a fuel tax. The annual duty may in principle be related to several
different cost factors; but the more weight is put on it, the greater are the disparities
which result from variations in mileage, which are known to be considerable. Other
forms of taxation are possible in both theory and practice; but without them, and
even with some of them, it is clear that the relationship between costs, however
defined, and revenues will be weak.

(iv) For many reasons, the two main modes differ in their financial and mana-
gerial structures, so that pricing or taxation rules which apparently apply evenly
across sectors may in fact not do so. J. R. Sargent, for example, argued in his book,
British Transport Policy [4], that the ability of rail (because it is a single organisation)
to discriminate in its charging (and hence recover its overheads wherever possible)
gaveitan unfair (efficiency) advantage over road. Such worries may now look some-
what irrelevant. But the general point holds: rail is wholly organised as a nationa-
ised industry under unified management, and road goods transport, typically, is the
reverse. The same point holds good between private and public forms of road
passenger transport. The forces—including government policy —operating on such
different organisational structures are not likely to be identical; this limits the scope
for imposing similar charging policies.

AREAS OF CHOICE

We now turn to the five areas of choice distinguished above and consider the rele-
vance to each of them of the kind of calculations contained in [2] and [3].

(a) Transport versus other goods and services

There are two areas of choice to be considered here. First, the balance between
transport costs and other production costs. The general presumption is that the lower
the costs of transport, the greater is the concentration of production facilities. Those
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making decisions on plant should be faced with a price for transport which reflects
how costs will behave over their time horizon, provided that we can assume that other
resources, particularly plant, are priced close enough to their own costs. The main
reason why they might not be would be a subsidy from government to investment,
in general or in particular areas. If we take this subsidy as reflecting benefits per-
ceived by society rather than by individual investors, there seems no reason why
transport should not be charged according to the long-run avoidable costs of its pro-
vision to industry. Whether the aggregate calculations contained in [3] or [2] give
an approximation to this we discuss below.

The second area is transport choice within cities. Itis often asserted that cities have
become too large in area because of past underpricing of transport, and that they
have developed the wrong spatial structure: for example, some activities have re-
mained in congested central areas which ought to have been decentralised. Again
subsidy to other sectors is relevant—in this case to housing. To the extent that hous-
ing is subsidised, there would tend to be an “excess’ derived demand for transport,
even if transport were properly charged for. If the subsidy is seen as irrational, a
“second best’’ argument might be made out for use of transport to be taxed. (The
suggestion of the Layfield Panel on the Greater London Development Plan, for an
employment-based congestion tax, is the converse of this proposition.)

How this area of discussion should relate to aggregate road costs and revenues is
ignored in both [2] and [3]. The only point we need make here is that for individual
urban areas the balance of charges resulting from an aggregate (national) calcula-
tion clearly has no meaning; but, since any particular level of transport charges
will affect decisions on urban development (in the industrial/commercial, as well as
housing, sectors), there is an actual connection which might in principle be taken
into account.

(b) Choice between modes

Balance between modes is the classic track costs problem. With virtually the one
exception of EEC documents, the issue has been treated as one between rail and road.
Again with that exception, virtually all the debate on this problem has centred
round the proper treatment of road costs, particularly the costs of freight vehicles, on
the traditional ground that road users are not responsible for the upkeep of their
track, whereas rail is. But, obviously, in view of the scale of subsidy to rail and
capital write-off over the years, this difference is only an accounting fiction.

The Consultation Document [3] makes the point that rail freight on British Rail
is currently making a deficit of £70 million for which there is no justification. The
text does not indicate how that deficit is defined, that is, what track costs are allowed
for. It is likely, however, that allowance is made only for the costs of freight-only
lines, and for other general system costs which would be saved if freight were not
carried. If so, a “full”” cost calculation for road vehicles has no obvious relevance.
But a case could be made out for a calculation of long-run avoidable cost, including
only those road capital costs which are attributable to road freight.

This calculation cannot be derived directly from [3], for what is wanted is the
long-run avoidable costs of road haulage, given a road track. In fact, a study done
some years ago for the Department of the Environment on the effects of diversion of
traffic from road to rail suggested that there would be no gains from diversion to rail
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of specific lorry load traffic, even—though any conclusion here must be tentative—
in environmental costs. This might justify the implicit assumption of [3], and much
of the comment on it is that, ifa reasonable treatment of road is agreed on (on grounds
other than road/rail competition), then we can let rail get on with it. Whether this is
right economically, we simply do not know.

(c) Choice of vehicle

Choice of vehicle has in general been a neglected area of discussion, and the appen-
dix in [2] which discussed it has been virtually ignored. Recent decisions on maxi-
mum size of vehicle have attracted attention to the issue, but in general vehicle
design has been treated as a subject for regulation rather than pricing. The question
of size of vehicle could be treated as one of pricing, but the practical argument, ex-
plored for example in the Freight Transport Association’s comment on [3], 1s
probably firmly against this. (The case for a charge on abnormal loads was investi-
gated before the 1968 Act and rejected).

In any case, as far as economists are concerned, the relationship between the
track and vehicle design on roads has been somewhat neglected. In general road
design has been assumed to be what it is, and discussion has centred on the (variable)
maintenance costs and the relevance of the AASHO tests to United Kingdom or
other national conditions. But, even within that limitation, the question of vehicle
choice remains important. Ifit is accepted that some joint costs should be allocated
to freight vehicles, it is important that the way in which this is done does not affect
choice of vehicle, except where differentiation can be Justified by reference to the
variable costs of road maintenance and to environmental damage. It would also be
right for charges to reflect differential congestion costs, if these were known.

But can differentials be justified in relation to other costs? In [3], capital costs are
allocated on the basis of passenger car unit values, on the ground that these bear
some rough relationship to the amount of road space occupied by vehicles. Replace-
ment of the average of 2 p.c.u.s. (used in [2]) by a range is, within its own logic,
clearly right. The economic issue here is whether or not it is correct to allocate to
the heavier vehicle two or three times as much of these costs as to a car. Do the alloca-
tions reflect genuine differences in long-run costs? (A long-run concept is clearly
relevant, since vehicles are bought for use over long periods.) If a switch encouraged
by this differentiation might be expected to reduce road expenditure in future, then
clearly the answer is yes. But [2] argued that long-run costs (for example, the extra
costs due to high clearances), while relevant in principle, could not be successfully
charged for, since no conceivable charge could alter future outlays. It did not discuss
the p.c.u. issue in relation to other capital costs, that is, those of system expenditure
to provide additional capacity. The Consultation Document [3] also does not dis-
cuss the point, even though it could well be an important one if the resulting differen-
tiation is unjustified and modifies vehicle choice unnecessarily.

(d) Choice within each mode

For reasons which do not need spelling out, any aggregate cost-revenue relation-
ship can have no significance for charges set to achieve optimal use of the system.
Such charges could result in more or less revenue than whatever were deemed to be
the relevant costs, and the difference would have no allocational significance within
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transport. Nevertheless, this area of choice is relevant even if pricing is based on other
criteria. A high fuel tax would usually be regarded as beneficial in the context of the
public/private road choice; equally, a high entrance fee to the road system imposed
by a high annual duty deters some occasional users. For commercial vehicles, each
of these points would have to be set against the structure which seemed best on
grounds of vehicle choice.

(e) Transport and the environment
The issues concerned with environmental costs are straightforward enough to
state. Where should the balance be struck between costs to road users and benefits
to non-road users? Is this balance best set by regulations or charges? Despite all that
has been written on externalities, charges have not been much discussed in relation
to transport (payments based on the Land Compensation Act are relevant here only
in relation to new investment), although there is a clear case in principle for them.
One active area of discussion is accidents. Most costs fall directly on motorists
through the insurance companies, but there remains the question of medical costs.
These are rather different from other external costs, since it can be and has been ar-
gued that there is no ground for singling motorists out, since everyone pays through
general taxation for the national health service, which can be regarded as a kind of
collective insurance scheme. Further, the efficiency case in this, as in other fields,
only stands up if the charge can be related by the user to the external costs concerned
__in the case of accidents the relationship is clearly very weak, since the connection
between costs to the motorist via insurance, etc., and the costs of particular accidents
is obviously indirect. A charge related to vehicle design, use of seat belts, or indi-
vidual behaviour would have a point, but would entail severe practical difficulties.
What then is the point of charging road users as a whole—or any particular vehicle
group—its aggregate environmental costs? If what has been said is right, the effici-
“ency case is weak. A case in equity might be made for charging these costs to road
users, once the appropriate amount has been dealt with by regulation; but no other
sector is treated in this way.

THE TREATMENT OF CAPITAL

Let us now turn to the issue on which Denys Munby was most critical of [2]: the
treatment of capital. Obviously capital has no relevance at all on some approaches
to vehicle taxation, but it may be seen to be relevant (a) as part of a discussion of
equity, or (b) in relation to one or more of the choice areas listed above. Denys
Munby, in his suggested alternatives to the treatment favoured in 2], favoured a
public enterprise approach; he was very critical of the way in which the public enter-
prise approach had been handled in [2], suggesting in effect that it was internally
inconsistent. The reply made to his criticisms by the present author and Christopher
Foster effectively said that there seemed little point in any of his alternatives, and he
implicitly accepted this in his counter reply [7]. It seems obvious, and [3] has
accepted, that a public enterprise approach can only be a construct, which has little
point unless roads are to be set up as a separate agency and given pricing and in-
vestment rules like any other state industry. If this were done, decisions on capital
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values would have to be made simply to get things started. The Salter Conference
[9]t provides a nice parallel here; this issue was raised, and was eftectively dealt with
by a crude compromise: the capital value of the roads which could be regarded as
the heritage from the past (the pre-motor age) was set off against the fact that motor
vehicles were not the sole users of roads, and therefore not properly liable for all
current expenditure. This is, of course, the logic of the bargaining table and nothing
else; but it was what was required then, and would be required again if a public
enterprise approach were to be set up.

More interesting is the pay-as-you-go treatment of capital (PAYG). Everyone is
agreed on its convenience, but not on its significance. The Consultative Document
[3] quotes the heresy in [2] of suggesting that PAYG approximated to a long-run
marginal costsolution (but fails to make its own attitude clear). Itis arguably a heresy
in two senses: (1) that PAYG does not so approximate, and (2) that LRMC is
irrelevant anyway. Can PAYG be defended from an economic point of view? Now
itis obvious that capital investment in any one year need bear no particular relation-
ship to any relevant economic magnitude. But with roads we are concerned with an
activity which will require steady investment of capital for as far ahead as one can
see. Because of the long time horizon of road planning, any reduction in require-
ments for extra capital should be long foreshadowed. There may be year-to-year
fluctuations, but these are not likely to be large in proportion. In effect, what was
being said in [2] was that, in view of the uncertainties about future levels of expendi-
ture and demand, if we charge what is actually spent we shall not go far wrong in
the long run. And, even though capital is important in total road costs, it forms only
a modest proportion of total user costs (a point Denys Munby did not see), so any
mistake is damped. There would clearly be a case, as some comment on [3] has
suggested, for averaging over a small number of years within which expenditure
plans are fairly certain, and when changes can be foreseen (as now when reductions
in real spending on roads are planned). With or without this modification, equating
PAYG to LRMC represents a belief that expenditure on expansion will have to con-
tinue, as it will on sign cleaning and surface maintenance, as long as we can foresee.
That this view is not shared by everyone poses a practical, not a theoretical, problem.

Now itis true that PAYG —modified or not—would not relate at all to the LRMGC
calculated by taking (as did the British Railways Board submission to the Geddes
Committee in the early sixties) a new road, calculating a flow over it, and thence
calculating an annual charge. Denys Munby seems to have had something like this
in mind; but the problem with that approach, given the road system as it is, is that,
in most parts of it, an increment in output does not require additional investment.
This is where his hydro example is wrong in his rejoinder in this journal [9]. Where
assets of this kind had an infinite life and could each supply all users, there would be
some point in making a marginal charge of the kind just described. This would
produce a surplus if costs were rising (and obviously, with inflation, a surplus over
historic costs). But this is different from a situation where the use of a road in one

The Salter Conference was set up in 1932 to resolve the bitter debate on the taxation of road goods
vehicles which followed the Report of the Royal Commission on Transport of 1930. The chairman,
Sir Arthur Salter, was the only independent member, the other six being equally divided between
representatives of road and rail interests. The outcome therefore had to be acceptable to both sides.
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area has no bearing on the use of a road in another (hence the significance of the
spatial specificity of transport, which Denys Munby did not see). There would be
no point in charging all users of the road system as if they were using a motorway.
Admittedly, if investment costs are averaged out over the whole system, this leads
to the situation where main road users are subsidised by minor road users. But these
are not two distinct classes of users : users of the one kind of road also use—sometimes
but not necessarily always— the other. Thus PAYG, if regarded as an approximation
to LRMC, has implicit in it an assumption about usage of the system which may not
be valid. But the only way to make charges more spatially specific would be to
institute new charging methods which may not be practicable.

As noted already, some would argue, and Nash [8] is a recent example, that all
this is irrelevant anyway. Since there is a large gap between short and long run costs
because of indivisibilities, the right thing to do is to concentrate on short-run costs.
The difficulty here is that, if there is no way of making charges vary in the required
way, there is little point in pretending that that is what one is after; this is why [2]
rejected SRMC (not, as Nash alleges, because it preferred LRMC).

There remains the question whether any treatment of capital costs involving a
rough average is to be preferred to any other. Clearly, in relation to the first of the
areas of choice analysed above, PAYG would be justified if the resulting charge did
approximate to the long-run cost of producing transport services in a variety of
locations and over a variety of times of day. The same might be said in certain
conditions with regard to choice between modes—that is, if the rail system is bound
by commercial rules to a conventional accounting framework, but PAYG provides
no guide to allocation between classes of vehicles. So it is not clear that PAYG would
be relevant to these choices, and still less that it would be relevant to the others
discussed above.

To sum up, in the absence of a charging system which reflects congestion and
other short-run costs, some capital charge greater than zero can be justified in rela-
tion to some decisions on transport use. In relation to others, for example, those
where SRMC is low, it has no economic function. Where SRMC is high, it is in-
adequate, but ex hypothesi this is inevitable, and there is no reason why each area of
choice should give the same answer. Thus PAYG commands support in part because
it appears equitable, and in part because it has the merit of relating to what is
actually spent on expanding the system. But there is no a prior: ground for assuming
it has allocational significance.

CONCLUDING COMMENTS: “THE WAY AHEAD”

The title The Way Ahead is ironic. It s the title of the final section of the 1968 paper
[2]. The research under way at the Ministry of Transport was briefly described. The
last paragraph was prophetic:

“To sum up, the Ministry has adopted an empirical approach to the problem
of track costs which is aimed at allowing the implications of the various avail-
able policies to be examined. This approach is a difficult one and slow to
mature, but it is ultimately the only fruitful one” ([2], para. 121).
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The approach has indeed been slow to mature! It foundered basically on the
complexity of the transport system, on its cost structure and on its network charac-
teristics. Yet, if the argument of this paper is right, what was said then remains
correct. General economic principles carry one only so far in relation to track costs.
Their application is limited by data and by the other points stated in this paper. So
the pragmatic approach remains that of continuing to look at the various areas of
choice outlined and considering whether the evidence in relation to any particular
one suggests that distortions are taking place, and if so what is the order of magnitude
of the inefficiency. Aggregate cost/revenue calculations are worth doing, since they
may suggest the existence of some such inefficiency. But they only form the focus of
discussion by default. We still await the fruit of the empirical approach.
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