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We are charged with providing recommendations to Congress and the Executive 
Branch about the HTF, specifically addressing: 
 Funding levels sufficient to maintain and improve the nation’s highway and 
transit systems; 
 Funding levels to ensure that federal investment in highways and transit 
systems does not decline in real terms; and 
 Other mechanisms or funds that could augment the current means for funding and financing highway and transit infrastructure.

Comment on Transit. Those who have studied transit (e.g. Prof. Robert Cervero, who wrote  “Paratransit in America”) know that shared taxis, and associations of minibus owners, provide hundreds of high-frequency, high-quality, safe, seated, transit services without subsidy. Unfortunately such services are illegal in most of the US. But they are provided in Atlantic City (legally) and in New York City (illegally). For this and other reasons, why should road users be forced to pay for subsidies that go mainly to benefit the nice people who run unionized transit services and use their influence to outlaw competition? Should not the Commission recommend that “Other mechanisms or funds”, preferably non-federal, be used to fund transit?
**********************************************************
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2. The current approach does not promote optimal use of the highway system 
because use is not linked closely with prices paid by most system users.
Determining the prices to be charged for road use.

The following notes are offered to describe pricing systems for roads that can “link closely” prices with road use. These systems are consistent with those used in free markets.

It is assumed that all roads have owners (which can be public or private entities), and that the owners (possibly subject to regulation) determine the amounts to be charged for the use of their roads. These notes distinguish between three types of road:

· Local roads.

· Congested roads.
· Arterial and connector roads that are neither local nor congested. 

Local roads. 

As the main function of local roads is to provide access to properties, financing by property owners, by means of property taxes, seems appropriate. This is how street lighting is financed, also elevators, which provide vertical transportation in buildings. The levels of property taxes, and the amounts to be spent from their revenues on local roads, should be determined by the property owners concerned, through their elected councils or otherwise. 

It also seems reasonable that the same property owners should be able to impose higher charges on through traffic, if only to prevent their roads being used as short cuts by vehicles that do not stop there. For this to be done, a road pricing method is required that can distinguish between vehicles belonging to local property owners and vehicles owned by others. Modern GPS-based systems have this capability.

Congested roads. 

Economists suggest that the prices to be charged for the use of congested roads should be those that optimize their use, by maximizing the benefits obtainable from them. The optimal price vehicle owners should pay for using a congested road is, therefore, the amount equaling the costs imposed by their vehicles on other road users, under the conditions prevailing after the imposition of this price. [A lower price would result in too much congestion, in the sense that vehicle were imposing costs in excess of what their owners were willing to pay; a high price would result in too little congestion, in the sense that vehicles were excluded even if their owners were willing to pay the costs their use imposed on others.] There is a substantial literature on how to calculate the prices that optimize the use of congested roads. In practice, operators of such roads aim to offer uncongested travel within a speed range of 40 to 60 mph. 

Private road owners would also be likely to attempt to charge such prices, because (in the absence of conspiracies to keep road use prices high) systems that maximize benefits would also tend to maximize revenues. This is because a private road owner would wish to allow on her road only vehicles whose drivers are willing to pay the costs they impose on others, which is the theoretical optimum price. Modern GPS-based systems can debit users the appropriate charges, and credit the revenues to the appropriate road owners.

Other roads: Uncongested arterial and connector roads. 

These probably comprise the majority of non-local roads in the US. Because such roads are in competition with one another, their owners might be left to determine the prices to be charged for their use, subject to regulation, as in the case of water or electric utilities. 

Another way of determining the prices — and also of raising funds from the private sector — would be to invite private firms to bid for long-term concessions (say thirty years or more) to construct and/or to maintain roads. The contracts could be awarded to those prepared to accept the lowest rate per vehicle-mile on the concessioned roads. The concessionaires’ tasks would be detailed in the concession documents, and the governments granting the concessions would be required to cancel them if the stipulated conditions were substantially breached. 

Modern GPS-based systems can debit road users the appropriate charges, and credit the revenues to the appropriate road owners. But concessions of this kind can also be let within the framework of current road use charging methods, e.g. non-GPS-based electronic tolling, as on Canada's Highway 407 ETR. Or concessionaires could be paid, as in the United Kingdom, on the basis of governmental traffic counts, out of revenues raised in other ways. For example, this method could be used to pay concessionaires for maintaining sections of the Interstate Highway System even while fuel taxes are used as the main financing method for roads.
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B.3. Where Does the Money Go? Inefficient Decisions Dissipate the Power of 
Existing Funds

What to do with revenues received from users of transportation infrastructure.

If governments were run by people who knew the most beneficial ways to spend other people’s money, and if those people had the powers to spend accordingly, the answer to this question would be simple: Let the governments decide what to do with the revenues.

Unfortunately, few such people exist, even in the USA, and transportation is too important to be dependent on the vicissitudes of politics. So the best answer might be to apply to roads the investment principles used in the market economy. For this to happen, roads would have to be run on a commercial basis — as are the railroads — and the criterion of profitability used to enable transportation users get the services they are prepared to pay for.

Modern GPS-based pricing systems can readily debit road users and credit the appropriate road owners, be they public or private entities.

Local roads. 

Local roads would be the exception to this rule, especially if they were provided by local authorities to enhance local amenities and property values. Local governments are the closest to voters and generally include people who know what voters want. Let them get the revenues from the use of local roads and let them decide how to spend them. 

[Commission members are obviously aware of the comment made by William Milnes Maloy, published in the September 18, 1916, issue of the Baltimore Sun: “Most of the members of Parliament, of Congress and of every State Legislature in the Union are more mindful of the public interests of the localities they respectively represent than of the general welfare of the nation or the State."]

Congested roads. 

It is difficult to justify the common assumption that revenues from congestion pricing should be dedicated to supporting unionized transit systems [In Stockholm they are, or were, dedicated to road improvement]. Commercialized “highway authorities” should be expected to pay all the costs of their roads. These should include rents for their use of land, generally payable to local authorities. They should also pay the appropriate taxes on their property and profits, thus turning roads from fiscal loss-makers to fiscal assets. Remaining surplus revenues could be used in the interests of those who paid the congestion charges and, possibly, to compensate those priced off by them. Large surpluses would indicate a case for capacity expansion and, in a market economy, would attract further investment to pay for appropriate expansion which, in the long run, would benefit those who paid the charges and also those "priced off".

Other roads: Uncongested arterial and connector roads. 

These could be treated as commercial enterprises like railroads or pipelines. Any surpluses after payments of land-rents and taxes could be left to the road owners, which could be either public or private entities. Such surpluses would be likely to attract appropriate investment to expand the infrastructure to meet consumer demand. To the extent that the financing comes from private sources, the Commission will have met one of its objectives: Identifying new revenue sources for transportation infrastructure. 

“Revenue neutrality”

That phrase was mentioned in connection with the transition to VMT methods of charging for road use, implying that revenues increases have to be matched by declines in revenues, possibly elsewhere. Certainly road users should not be required to pay twice for the same service, and the ODOT pilot program refunds Oregon’s state fuel taxes. But this is not the same as “revenue neutrality” which, if applied in connection with congestion charges, could result in massive revenue shifts from congested (urban) areas to uncongested (rural) ones. The phrase should not be used without careful study of its implications and possible consequences.

*********************************************************************
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Potential Evaluation Criteria:
Revenue Potential

Wording that avoids the vague phrases “politically acceptable” and “investment needs” might be “the mechanism should be able to raise the funding that transportation users are prepared to pay for”. This wording also has the advantage of not excluding operating and maintenance costs. 

Sustainability

As “needs” are unquantifiable, this criterion, as worded, is not helpful. Better wording could be “Can the mechanism be commercially or politically sustainable?” 

Level of government

The point of this as a criterion is not clear. Should not the best method be selected irrespective of “level of government”? Some might feel that “least government” is often the best option.

Promotes efficient use

What is meant by “efficient”? The term does not seem to be defined in this Interim Report. In a market economy, the mechanism that “incentivizes efficient use of the system” is the one that enables charges to vary in relation to the time, distance and place so as to be responsive to actual costs imposed.

Promotes efficient investment

In market economies efficient investment is promoted by profitability, which generally attracts capital to the most urgently required projects. In non-market economies “efficient” can mean anything promoting the priorities of decision-makers. The report is weakened by not defining this critical term.

Addresses Externalities 

The commission might consider dropping this criterion, which is rarely applied to the provision of other goods and services. There is little agreement about the externalities — positive and negative — arising out of transportation, and allowing, say, “economic development” as a criterion governing the provision of infrastructure would open the door to endless “bridges to nowhere”. Undesirable effects such as noise and pollution can be covered by local regulation.

As an example of the complications associated with “Externalities”, consider the proposal for a 13 cent “carbon tax” to meet the costs of Greenhouse Gases. This amount is used in the European Union Emissions Trading Scheme, but it is hard to find evidence linking it with GHG costs resulting from burning fossil fuel. This difficulty illustrates the point that the Commission might be well advised to avoid the specifics of “externalities”. Could it not just recommend that, where proven, externalities could be dealt with on a case-by-case basis?
Minimizes distortions 

Another criterion the Commission might consider dropping. One person’s “distortion” can be another’s “high priority”.

Promotes spatial equity 

Drop this one also. Requiring a facility to be built southward if another is built northward is likely to lead to gross inefficiencies. 

Promote social equity

Drop this one also. In a market economy, it should not be the job of infrastructure providers to promote “Social Equity”, whatever that may mean. Those who have difficulty in paying for transportation services can more easily be helped by the provision of “travel vouchers”, akin to food stamps.

************************************************************
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Potential Funding Mechanisms

Property Taxes

Missing from column 1, under “General/Other Resources” is the item “Property taxes”, which is a common way of financing local roads. As the main function of local roads is to provide access to properties, financing by property owners seems appropriate. 

While some may regard this as self-evident, maybe even irrelevant to the Commission’s work, it is an important element within the framework of a road financing system. The ideal system might be required to exclude property owners from paying mileage charges for using roads they themselves finance by property charges, and a GPS-based system could do this. 

“Shadow tolls”

Ten "Shadow tolls" 30-year concessions have been operating in Britain since the early 1990s. Known formally as DBFO ("Design-Build-Finance-Operate") contracts, they were awarded by the Highways Agency and involved the private financing of strictly-defined road improvements to the value of about £900 million — equivalent to US$1.8 billion at to-day's exchange rate.
They are called "Shadow tolls" concessions because the concessionaires are paid out of government funds — not from tolls — an agreed amount per vehicle-mile traveled on the roads they build and/or operate, the amount per vehicle-mile, and the selection of the concessionaire, being determined by open bidding. The advantages to the government are that the concessionaires take all the construction and traffic risks: If there is no traffic, there is no payment, so there is no temptation to build "bridges to nowhere". Payments to the concessionaires are based on traffic counts carried out by the government.

Road maintenance contracts can also be awarded on this basis.
The significance to the Commission's work is that contracts of this kind use private investment funds without the need to levy tolls nor, indeed, to change existing methods of payments by road users. 
They could be listed in the table either as a separate item "Shadow tolls", or by replacing the existing item “Lease existing roads” with a phrase such as “Concessions” which could embrace concessions to build and/or maintain and/or operate new or existing roads.

