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FOREWORD — OUR VISION

In the autumn of 1989, nine Canadians came together to face a unique
challenge. Our mission: to establish guideposts for the passenger
transportation system that Canadian travellers will use well into.

the next century and to develop sensible recommendations for the
system’s future. '

Strangers at first, we came to blend our widely different life experi-
ences and to merge into this report what we heard and learned from
Canadians. We knew that passenger transportation was not just
wheels and wings, terminals and stations. Rather, our topic was
people — Canadians who want to visit friends and relatives, do
business or enjoy a holiday.

Looking at the road ahead, the Commissioners thought about the
unlimited horizons of our young people who increasingly travel this
remarkable country. We pondered the trend of increasing numbers

of seniors who pride themselves on remaining active and considered
people with disabilities who also want to move about easily in termi-
nals, and on and off alrplanes trains, buses and ferries. We shared
the worries of Canadian taxpayers who, like us, want more choice,
less government, top value for their travel and tax dollars and a
voice in the trénspor_tation decisions that affect them.

Above all, as the Commissioners travelled extensively throughout
the country and met with Canadians from all regions and all walks
of life, we were impressed by the vastness and diversity of the land
we call Canada and, more importantly, by the people who call it
home. We believe there is something called the Canadian culture, the
Canadian soul, the Canadian way of life, the Canadian vision. This
Canadian uniqueness is worth preserving, whatever the difficulties.

We realize that while the transportation system no longer plays the

nation-building role it once did, it nevertheless remains an important -
element in linking Canadians to one another.

..



And what about tomorrow? The Royal Commission on National
Passenger Transportation has a vision for the future of Canada’s
transportation system and the role it will play in our daily lives.
The Journey begins now.

The year is 2012. Canada is a respected and fully participating
member of the global community. Efficient, productive and com-
petitive, Canada’s resources, products and brain-power are in '
demand worldwide.

Canada is envied for its sense of fairness and respect for human
rights. Potential immigrants continue to look upon Canada as one of
the most favoured lands of opportunity. Canada continues to rank at
or near the top of the list of “quality of life” countries in the world.
The Canadian passenger transportation system is a model for the
world in this year 2012. Canadians travel across the land using a sys-
tem that is even safer than it was back in 1992. Sophisticated naviga-
tion systems enable planes to fly in weather that would have shut
down the system back then. Car accidents and deaths have been
reduced by on-board radar systems, automated traffic control,
stronger but lighter caf bodies — even some automatically driven
cars. In some parts of the country, special car, truck and bus lanes
speed up traffic and reduce congestion. '

Canada has achieved an enviable balance between sensitivity to
environmental damage and the other objectives of the transportation
system. Responding to public opinion and efficient pricing over the
last 20 years, the transportation sector now builds much cleaner
cars, buses, trains, airplanes and ferries.

Half the new cars sold are electrically powered, or are hybrids using
propane or natural gas with gasoline. Travellers. must pay more
when they travel on the few remaining carriers that still have dirty
engines. Pollution costs are printed on the tickets travellers purchase,
and comparisons of the amount of damage caused by each mode of
travel are given wide publicity.

...
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~There have been few exproprlatlons of land for new r|ghts of-way
'or for airports in Canada since 1992, because existing highways ‘
and terminals are used more efficiently. Agrlcultural Iand no |onger
disappears under asphalt and concrete.

Canadians are applauded around the globe for the priority they assign
to the interests of people with disabilities. Today, in 2012, there are-
millions more Canadians over 60 than 20 years ago. People working
in passenger transportation place priority on assisting those who
have walking, vision or hearing disabilities, and terminal designs
and travel announcements are user-friendly to all.

New-technology trains that pay for themselves are planned for or
are in operation between Vancouver and Abbotsford, Edmonton and
~Calgary, and Windsor and Quebec City.

A new-kind of government leadership emerged during the 1990s.
Governments removed themselves from virtually all aspects of trans-
port operations to focus on their new role as policy makers, referees
and standard-setters. The government transportation staff undertaking
these tasks has been reduced from 120,000 in 1992 to 20,000 today.
Canadians feel they have more local control over their passenger
transportation system. ' '

Canadians also have access to the facts about their passenger trans-
portation system and know that they can move around the country in
the most efficient way, without waste or duplication. Choices abound
in fares, departure times and comfort levels. Taxpayérs know that
the system pays for itself, while travellers know and accept that they
pay for all the costs they impose upon the system when they travel.
Those who do not travel know that they no longer pay taxes to sup-

- port those who do. Only a few small subsidies remain; most were
phased out during the 1990s. In short, Canadians have the system
they want, get what they pay for and pay for what they get.



The further opening of competition brought in more airlines, more
bus companies of all sizes, more alternatives on rail tracks and more
‘ways to move over water. Terminals which also double as local shop-
ping malls, business offices, exhibition halls and community centres
are shared by different carriers and modes, and provide convenient
connections to other terminals. ' '

‘Equally important, taxpayers are satisfied knowing that rigorous
benefit-cost studies are mandatory for all transportation project
proposals and that existing roads and airports are well maintained
and operate at maximum efficiency. '

- That is our vision for the future. It is achievable. The recommendations
that follow — when applied — will bring it about.

=

Louis D. Hyndman, Q.C. ‘
Chair ‘ o Autumn 1992




ACKNOWLEDGEMENTS

On presenting Directions: The Final Report of the Royal Commission
on National Passenger Transportation to the Governor in Council of
Canada, | am reminded. of one of the more popular works by John
Donné, in which he says: “No man is an island, entire of itself.”
| am, therefore, sincerely pleased for this opportunity to express.

" my thanks to the many people who made this report possible. It is
the work of many hands. ' '

Firstly, | express my heartfelt appreciation and gratitude to my col-
league Commissioners. When nine people from diverse professional
and personal backgrounds are appointed to work on a common
project, it is only through the utmost good faith and personal com-
mitment that the endeavour ¢an succeed. That diversity, good faith
_and personal commitment among my colleagues have made this
a rewarding and rich experience for me. For their candor, their
sound advice and their friendship as Canadians, | will be forever
grateful. | know that they join with me now in expressing the
following thanks. |
The formidable challenge of assisting and supporting nine Commis-
sioners, as well as the overall responsibility for the management of
‘the Commiission’s work and inquiry operations, fell upon Dr. Janet
R. Smith, the Commission’s Executive Director. Her exceptional orga-
" nizational and management skills kept the Commission operating
smoothly at all times and gave us the freedom to devote ourselves
_ exclusi\7e|y to the inquiry at hand. We have all benefited from her
extensive and incisive knowledgé of the transportation sector and of
government, her practical working experience and her penetrating
intellect. Janet was, for me, a knowledgeable counsel and forthright
- confidante.

Many staff members joined the ranks of the Royal Commission on
National Passenger Transportation during its three-year mandate,
and we are indebted to all of them. They were frequently called -




upon to go that “extra kilometre,” and they always delivered on
time. Their names appear in Appendix B. Some among them call
for special mention.

United in loyalty and support to our mission was a professional and
highly proficient senior management complement: John Sargent,
Director of Research; Helen Hardy, Deputy Director of Reseafch; Brian
Johnson, Director of Policy and Planning; Denise Ommanney, Director .
of Public Consultation; Linda Bergeron, Director of Communications;
Nina-Maria Butcher, Director of Administrative Services; and Sherry
Hudon, Executive Assistant to Dr. Smith and Secretary to Senlor
Management Committee. '

. The task of recommending a transportation framework for Canada
in the 21st century required counsel and advice from the leading .
researchers in several specialized fields, and we were fortunate to
find the highest calibre of expertise in our consultants. Our.sincere
gratitude goes to all of those who contributed to the research
program of our final report.

Since transportation systems are closely associated to countries, our
mandate required us to consult with our international transportation
counterparts. We needed to observe first-hand the roles that their
passenger transportation systems are playing and to evaluate how
the solutions advanced by other countries to concerns similar to our
own might apply to the Canadian experience. These international
consultations expanded and enriched the context of our final report,
and we would like to express to all whom we consulted our appre-
ciation for their willing and frank exchange of information. We
also want to thank Transport Canada and External Affairs and
International Trade Canada for their helpful assistance in organizing
these international exchanges.

Still on the consultation front, we wish to voice our deepest gratitude

to all those Canadians who came forward during the public hearings
and throughout our mandate to communicate their opinions and
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concerns about Canada’s passenger transportation system. We heard
from people with disabilities, business, labour, gdvernments, seniors,
young people and interested citizens. Commissioners were moved
by the personal accounts of so many individuals who spoke and
wrote to us about their experiences with the present transportation
system. We were also impréssed with the hope that Canadians have
for a better system in the future. The best testimonial that we, as a
Royal Commission, can offer these Canadians is to show them that '
we heard and listened to what they had to say: they will find many
of their views and concerns addressed throughout the pages of

this report. - ‘

The production of a comprehensive four-volume final report, espe-
cially one that deals with highly technical data, demands the finest

* quality of writing, revision, editing and translation. Commission
staff, assisted by a team of professionals, strived to maintain'not -
only a high quality of language and to keep the text readable for all
Canadians. We thank Nadja Corkum and Claire Harrison of Astroff
Corkum Ross Associates Inc. for their writing and editorial assis-
tance with the English text, and Volker Junginger and Christine

- O'Meara of Tradunion Inc. for their translation and revision of- ‘
the French version. o

I would also like to express a personal note of thanks to-Es'teII@ Lord, -
my Administrative Assistant in Edmonton, for her loyal dedication
and competent service.

And, finally, we acknowledge the patience of our families, who '
have endured our many absences from home during the work of
this Royal Commission. Because of their support and understanding,
we ask that they share in our pride and accomplishment.
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Louis D. Hyndman, Q.C. _ .
Chair " . : Autumn 1992
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CHAPTER 1

POINT OF DEPARTURE

SETTING THE STAGE

In October 1989, the Government of Canada asked us to “inquire
into and report upon a national integrated intercity passenger trans-
portation system to meet the needs of Canada and Canadians in

the 21st century.”" : ‘

CHANGES IN THE WORLD COMMUNITY

During the three years of our mandate, we have witnessed unexpected
and often dramatic changes in Canada and other countries. When
we began our task in 1989, the great changes that have since swept
Central and Eastern Europe and the subsequent redrawing of the
political map had yet to.occur. In Canada, the Meech Lake Accord
appeared to be on its way to ratification. The Free Trade Agreement
with the Unijted States had been approved months earlier, and the
North American economies were strong and growing. -

Today, the U.S.S.R. is gone, and its successor states and the countries
of Eastern Europe are struggling toward market econorr_iies. The
General Agreement on Tariffs and Trade (GATT) is being challenged
by the failure of its members to deal with the increasing competitive-
ness of modern economies in a wide array of sectors, from agriculture
to intellectual property to services in general. The North American
_economies are battling a lengthy recession compounded by major
economic restructuring. At the time of writing, Canadians are assessing,
in a fundamental way, the nature of their country — by redefining
national institutions and rethinking their approach to federalism.

Transportation around the world is also undergoing major change.
Rail traffic in Eastern Europe has decreased as car sales have
increased. The world’s airlines have been hurt by recession and




the 1991 Gulf War — many failed, others merged or were sold.

Growing environmental problems are prompting increased public
awareness of the need for global action in transportation and other
sectors. The benefits of loosening government controls over the

delivery of services are resulting in new approaches to meeting

travellers’ néeds. Many countries are trying new ways to finance
transportation infrastructure privately and to privatize government o
trans‘portation services. We believe that this rapid pace of change

will continue. Canadians cannot ignore these changes in other parts

of the world, and the challenges that they present.

WHY IT IS IMPORTANT TO MAKE THE RIGHT PASSENGER
TRANSPORTATION DECISIONS

~ In total, Canadians in 1989 devoted substantially more resources to
transpoitation than they did to health care — equivalent to 16 percent
of gross domestic product (GDP) compared with 9 percent of GDP,
respectively. Resources used to provide intercity passenger trans-
portation accounted for 30 percent to 40 percent of total resources
devoted to transportation, or 5 percent to 7 percent of GDP (depending
on how extensively “intercity” travel is defined, particulérly travel by
private car).2 This is an annual expenditure of $30 billion to $45 bil-
lion or $1,100 to $1,700 per Canadian. As the economies of nations
become more and more interdependent, the choices that Canadians
make about passenger transportation projects and investment will
affect Canada’s economic success in the global marketplace.

Revolutions in communications technology are changing the way
businesses operate and are encouraging globalization of markets.3

For example, the production, marketing and financial systems of
farge multinational corporations are increasingly integrated on a
global basis. In the future, the quality of life in all countries will
depend on their ability to adjust to a world in which there are
fewer national barriers to the movement of capital, labour, goods
and services."
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Many sectors of the Canadian economy, such as the tourism industry
and manufacturers who sell goods and services abroad, depend on the
transportation system to provide cost-effective service so that they,
in turn, can better serve their customers. Passenger transportation
-companies must look for ways to improve services and lower prices.

PUBLIC CONCERNS OVER PASSENGER TRANSPORTATION

On most trips taken, no matter by which mode, the taxpayer is often
an unwitting partner. Travellers want more and improved passenger
transportation services, but taxpayers are increasingly reluctant to
bear the consequent financial burden. Some Canadians travel fre-
quently and use the passenger transportatidn‘ system extensively.
Others travel seldom, or not at all, yet their taxes help pay for those
who do travel. Even if current budgetary pressures abate, the public
will continue to pressure the government to spend wisely — by
maintaining the passenger transportation éystem when funds are
limited and not over-building it when funds are plentiful.

Concerns about how transportation affects the environment have
moved to the fore. Transportation leads to traffic congestion, causes
air and noise pollution, and consumes land for roads, airports and
parking lots. As Canadians become more aware of the impact of
transportation on human heaith and the long-term well-being of the
planet, environmental issues are becoming a more important factor

" in passenger transportation decisions. Governments at all levels
face growing public pressure to regulate the transportatlon sector
for greater protection of the environment..

- Our AcTiviTies

In the course of our three-year mandate we consulted with Canadians,
studied passenger transportation in other countries and undertook
a research program.



CONSULTING WITH CANADIANS

Through public hearings, written submissions, toll-free telephone
lines and consultations, we listened to Canadians who have an
interest in passenger transportation. These included travellers and
providers of transportation infrastructure and services, as well as
governments, taxpayers, unions and regulators.4 We wanted to
understand the needs and aspirations of travellers, to ascertain the
concerns of those who provide passenger transportation infrastructure
and servi_ces, and to identify the issues and problems.

- STUDYING PASSENGER TRANSPORTATION IN OTHER COUNTRIES

We also looked at how other countries are dealing with passenger
transportation issues. Rapid political and economic change is affecting
many nations, and we discovered that Canada is not alone in ques-
tioning the traditional ways of making passenger transportation
policy and investment decisions, nor in seeking new ways to resolve
transportation issues. Governments around the world are exploring.
ways to improve the efficiency of their transportation systems.:

Several countries have recently undertaken major transportation.
studies, and some are already putting recommendations into prac-
tice. The United States, Switzerland, Sweden, and The Netherlands
are-approaching transportation issues from a broad perspective.
They have developed, and are beginning to implement, long-term
strategies that deal comprehensively with the issues in all transpor-
tation modes.® Other countries have undertaken studies that focus
on specific problems and modes. Australia and Germany have exam-
ined escalating deficits and other issues in the rail sector.6 Australia
has been studying, and changing, road user-charges and air trans-
portation regulation. New Zealand has made major changes in the
way it provides roads and charges road users. ‘

Many countries have relaxed.government controls and economic

regulation over their passenger transportation carriers. The United"
States, Australia, New Zealand and the United Kingdom view
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transportation less as an instrument of public policy and more as an
‘economic activity that can benefit from the tests, economic discipline,
creativity and incentives of the market. Many countries are studying
ways of setting prices that reflect the costs of transportation services
and infrastructure:

* In the United States, a government report is explicit about the
need to “assure that transportation users bear the maximum prac-
tical and appropriate share of the costs of services and facilities
they use.””

* In Sweden, legislation emphasizes that transportation prices to
travellers must include the costs of pollution, congestion and
traffic accidents.8

* In Norway, an extensive toll system exists around Oslo cuty centre, -
~ and drivers using downtown streets must pay a charge that is
intended to discourage city driving.

* In Singapore, city traffic is controlled through an area licensing
scheme. Authorities auction limited numbers of special licences
that all vehicles must have when entering and operating within
the restricted zone.

Several countries are experimenting with alternative transportatlon
ownership and administrative arrangements:

* In 1986, the Australian government transferred the résponsibility
for planning and operating the country’s major airports to a
Federal Airport Corporation.\

1

+ New Zealand established Transit New Zealand — a quasi-autonomous
authority — to manage its roads, and the revenues from road-user
charges were earmarked to cover the expendltures of the road
authority.

* In 1987'the United Kingdom privatized its main airports, trans-
forming the government- -owned British Airports Authority into a
private-sector company.



« In France, Italy and Spain, extensive systems of toll- highways
operate under private or mixed private-public ownership.

+ Germany and the United Kingdom have announced plans to
privatize their government-owned railway companies.

« A number of other countries are inviting private firms to partici-
pate in the development, financing, construction, maintenance
and operation of roads, bridges and tunnels, such as the Channel
Tunnel between the United Kingdom and France.

RESEARCHING INTERCITY PASSENGER TRANSPORTATION |
IN CANADA

Through our research program, we examined many aspects of inter-
city passenger transportation: how and where Canadians travel, the
costs and who pays them, the safety of each mode, and the extent to
which transportation affects the environment. We continued through-
out our mandate to consult with travellers, providers of passenger
transportation infrastructure and services, government officials and
experts in Canada and abroad. We used our research and consultations
to sharpen our understanding of the issues.

We concluded that the way the transportation system in Canada is
managed is no longer adequate, for the following reasons:

« ‘Governments often make passenger transportation decisions
based on conflicting objectives.

-« Although some travellers pay fully for their transportation, most
travellers do not, and in no mode of travel are costs fully covered
by fares I|cences and fees paid by those who use the mode.

« Individual carriers face different rules and regulations. For some car-
riers, competition is the driving force; others operate as monopolies.

* Prices rarely reflect the costs of a traveller's use of the transporta-
tion system. As a result, travellers from well-used parts of the
system help pay for parts that are used less often.
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» Passenger tra‘nsportaﬁon costs are sometimes higher than neces-
sary because governments have not always invested in projects
that yielded the highest positive return.

* Governments, industry and travellers rarely give full weight to the
environmental and other social costs-of transportation.

+ Taxpayers do not have enough information about why particulaf :
decisions are made, or how their tax dollars are spent.

Our ApPROACH

We have taken a long-range, comprehensive view of the passenger
transportation system. Our program of study, consultation and
research gave us a unique opportunity to step back from current day-
to-day issues and view the passenger transportation system through

a wider lens than that used by those who must deal daily with trans-
portation problems. We want to help resolve riot only todays issues
and problems but those of tomorrow as well.

" OUR METHOD ; | - :

From the start, we wrestled with two ways of accomplishing our
task. One method was to address, individually, the hundreds of prob-
lems facing today’s passenger transportation system. We could have
approached our task by listing the current passenger transportation
issues, attempting to resolve them, and then looking for consist'ency
and coherence in our solutions.? But we believe this method alone
would fail, because such solutions would not be based on a long-term
goal nor on clear objectives. The result would likely be passenger
transportation recommendations that were |nconS|stent short term
and wasteful '

The second method was to develop a long-term passenger transpor-
tation framework. We believe that the framework (the laws, regulations
and institutions that govern transportation) must be developed by

setting a goal and developing objectives that Canadians agree upon.
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With a guiding framework in place, future passenger transportation
decisions will be coherent, consistent and less expensive after all
costs paid by all parties are taken into account.

OUR DIRECTIONS

The directions that we recommend in this report, when followed,
will not just mirror but will be in the forefront of the evolution of
passenger transportation policy worldwide. Our recommendations
will result in: ' ‘

a passenger transportation system that is safe;

a passenger transportation system that protects the environment;

« afairer passenger transportation system in which the costs would
be paid by the people who benefit; -

+ aless expensive system where all costs are taken into account,
with services better matched to traveller demand; and

« lower general taxes, resulting from lower total costs and the
transfer of costs from the taxpayer to the traveller.

OUR GUIDING PHILOSOPHY

We looked at two possible underpinnings for a passenger transporta-
tion framework — a subsidized transportation system and a traveller-
funded transportation system. '

Subsidized transpoftation results in lower prices for the traveller

but higher taxes for citizens, whether they travel or not. We consid-
- ered this option carefully, because it is similar to those used by gov-
~ ernments in the past. For example, building the Canadian Pacific
Railway (CPR) in the 1880s and developing the airline indUstry in the
1940s involved taxpayer expenditure. Today, however, transportation
systems are reasonably well developed, and governments and
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_industry must spend more on maintenance of the existing system
than on new infrastructure. What was appropriate for a system in the
process of development is not appropriate for one that is mature.

Some.Canadians who spoke with us argued that a transportation
system massively supported by the general taxpayer would make
Canada more competitive internationally by lowering the costs of
transportation as part of doing business. We found, however, that
heavily subsidized transportation in other countries resulted in
skewed business investments and activities, and inefficient, uncom-
petitive economies. For example, transportation in Eastern Europe
and South America was, until recently, heavily subsidized, with no
real improvement in prosperity and productivity. Even countries in
the European Community are now assessmg the results of large -
subsidies to their rail systems. -

We believe that, unless our transportation system is made efficient
now, Canadians will pay dearly later for the adjustments needed to
survive in the global marketplace. We have chosen to build a frame-
~ work on the basic philosophy that transportation should be provided
through a system supported and maintained by its users and not
through government departments and central controls. We see the
transportation sector as requiring a different approach from such
government-supported and controlled sectors as health and educa-
-"tion, and relate it more closely to providers of services such as
telecommunications and electric power. Transportation would lose
its tax-supported base and transportation infrastructure and services
would be provided according to the wnlllngness of travellers to pay
for them.



THE PAST AND THE FUTURE

The passenger transportation policies of the future would not mirror
those of the past. In particular:

* Inthe 'past, government has regulated the economic aspects of
passenger transportation systems and has provided much of the
infrastructure. We believe these systems should be open and
accessible, and that government should confine its role to being -
a referee and policy setter. '

« In the past, jurisdiction over passenger transportation has often
been divided in an inconsistent and contradictory way among
levels of government. We believe that responsibilities should be
assigned to the lowest level of government that can efficiently
handle them, be that municipal, regional, territorial, provincial or

federal, or a combination of these.

.+ In the past, the passenger transportation system has depended on
funding from taxpayers whether they travel a little, a lot, or not at
all. We believe that the passenger transportation system is now
sufficiently mature to be self-sustaining, so that travellers should
pay for what they get and get what they pay for.

 In the past, governments have made passenger transportation
decisions without sufficient accountability to those who pay taxes
or user fees. We believe that passenger transportation decisions
should be visible and understandable and that all costs should be
made public. The transportation system should be transparent in
its accounts and accountable in its decision making. .

We recognize that moving the transportation system out of govern-
ment control right away would have major implications for industry
and travellers. We therefore suggest transition periods to allow the
passenger transportation system to adjust to being more autonomous,
more accountable, more economically viable and,more protective of
the environment. These transition periods should be short and must
not be an excuse for inaction or delay in the implementation of our
recommendations. ' ‘
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MoVING FORWARD

In the chapters that follow, we develop a passenger tran‘sportation
framework for the future and make recommendations that
implement it. We have organized this Report as follows:

. Chapter 2 presents a view of the Canadlan passenger transportatlon
. system — past, present and future.

+ Chapter 3 looks at the costs of the current passenge,r transportation
system and who pays the costs. :

+ Chapter 4 discusses the principles underlying our framework.
We make recommendations on a goal and on objectives for the
passenger transportatlon system We discuss the implications
for governments, travellers, taxpayers, carriers, and providers of
mfrastructure We also address transition mechanisms.

. Chapters 5 to 15 apply our principles to the existing passenger
transportation system, addressing environmental, safety and
accessibility issues, and analyzing the implications of our
principles for each of the different modes.

« Chapters 16 and 17 address special transportation concerns —
accountability, transparency and international issues.

« Chapter 18 examines changes in who will benefit from the new
framework and who will pay.

« Chapter 19 summarizes the changes in legislation, regulations and
institutions necessary to implement the framework and describes
how these changes will meet our objectives.

. We sought — and believe we found — Canadian solutions to Cana-

. dian problems. These proposals will lead to a significantly improved
passenger transportation system that will encourage competition,
creativity and technological change will give most Canadian trav-
ellers the WIdest array of choices, and will ensure that non- travelllng
Canadians do not have to pay the-bill for those who do.



ENDNOTES

1. See Appendix A, Volume 1 for full Terms of Reference.

2. These figures correspond to comprehensive measures of the resources used to provide
transportation, health, and intercity passenger transportation. In the case of transporta-
tion, they include both services used directly by consumers and governments, and
services that are used by businesses to produce non-transportation goods and services.
Our measure covers transportation services provided by commercial carriers (indicated by
their revenues), and transportation “produced directly” by the user. Private purchases of
cars and car operating expenses are used as an indicator of the personal component of
‘direct production. The costs of government-provided transportation infrastructure (not
already reflected in charges to travellers included in carrier revenues) are included in the
operating costs of those providing their own transportation services.

The low end of the estimated range of resources devoted to intercity travel defines “inter-
city” trips as trips longer than 80 kilometres in one-way distance. The high end of the range
defines intercity trips as all trips by air, rail {(excluding urban transit), intercity bus, ferry
(apart from urban and short river crossing ferries) and all car travel on provincial highways.
When comparing the roles of the different means of transportation, especially in chapters 2
and 10, we are guided by the narrower definition. In chapters 3 and 18, where an important
element is the costs of different types of infrastructure, we use the wider definition.

A different approach to measuring the “size of the transportation sector” is to include only
the value added of transportation carrier industries, which is, for all transportation (freight
and passenger, urban and intercity), about 4 percent of GDP. By comparison, the value added
in the health care services, hospital and pharmaceutical industries is 7 percent of GDP.

For a more complete discussion, see Notes to Chapter 1 and Notes to Chapter 2 in
Volume 2 of this report.
<

3. Over the past two decades, the volume of world merchandise trade has been growing
‘more rapidly than that of world output. And, during the 1980s, world outflow of foreign
direct investment grew much more rapidly than world merchandise trade. Source:
Economic Council of Canada, Pulling Together: Productivity, Innovation and Trade
(Ottawa: Supply and Services Canada, 1992).

4. For a full discussion of what Canadians told us, see Chapter V of Getting There:
The Interim Report of the Royal Commission on National Passenger Transportation
(Ottawa: Supply and Services Canada, 1991).

5. The Swiss government created the 62-member Federal Commission for a Swiss Integral
Concept of Transport in 1972, whose report — Rapport Final sur les travaux de la
Commission féderale de la conception globale Suisse des transport — was published in
1977. Sweden published its Transport Policy for the 90s in 1988. The United States
released its major transportation review, Moving America, in 1990. The Netherlands
developed its Second Transport Structure Planin 1990.

. 6. The report of Australia’s Industry Commission, entitled Rail Transport, was released in October
1991, roughly. at the same time as that of the Government Commission on German Railways.

7. The U.S. policy statement is fpund in Moving America, p. 56.
8. The Transportation Act, 1979 and Transportation Act, 1988.

9. See Getting There: The Interim Report of the Royal Commission on National Passenger
Transportation, pp. 159-162 (Ottawa: Supply and Services Canada, 1991).
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CHAPTER 2

CANADIAN PERSPECTIVES PAST PRESENT AND FUTURE

|NTRODUCT|0N

Our inquiry is timely. The world is changing and Canada is changing
with it. These changes present opportunities and challenges to
those who will be making transportation decisions today and for

the future. We firmly believe that our recommendations will help
them choose well.

How can Canada take advantage of these opportunities and meet
the challenges? Some guidance is found by examining the historical
forces that shaped Canada’s passenger transportation system, and
by studying the current trends that will affect the transponation
system in the future. Therefore, in this chapter, we examine the past,
describe the passenger transpbrtation system of today, and explore

- the possibilities for the passenger transportation system of tomorrow.

- AN HISTORICAL PERSPECTIVE

Early colonists used lakes and rivers as natural highways into the
interior of the country. In the 18th century, the earliest forms of water -
transportation, such as canoes, were supplemented for commercial
purposes with schooners and flat-bottomed boats. Early in the

-19th century, the introduction of the steamship brought formalized,
mostly. privately owned, marine passenger transportation with regu-
lar schedules, set fares and different classes of accommodation.

From the 19th century to the middle of the 20th century, governments
and industry built the transportation infrastruéture that was needed
to support Canada’s developing economy. As new forms of transpor-
tation were introduced, new types of infrastructure were developed:



* In the 19th century, the Welland, Lachine and Rideau canals were
constructed, and thousands of miles of railway track were laid.

+ By 1885, the first transcontinental railway was completed. The ,
laying of railway tracks continued at a rapid pace into the second
decade of the 20th century.

* In the 1920s, the popularity of the car spurred the development of
roads. Road building continued for several decades, including the
construction of the Trans-Canada Highway from 1949 to 1965.

» Also in the 1920s, commercial air services were introduced. In the
1950s, their growth led to the development of new airports, and
the modernization of air navigation and air traffic control systems.

PAST ROLES OF GOVERNMENT

Early in Canada’s history, governments considered the building of
canals and laying of railway tracks to be private-sector enterprises.
Many large-scale projects, however, turned out to be expensive and
not commercially viable. Gradually, governments became involved
in the financing, ownership and management of transportation infra-
structure and services. Governments often’ stepped in with financial
assistance in the form of subsidies, loans and loan guarantees to

" make the projects viable for private-sector investors.

Public support assisted the Canadian Pacific Railway Company (CP)
in constructing the transcontinental railway. To attract a private syn-
dicate to undertake construction, the federal government offered
land grants of 25 million acres (10 million hectares), a cash subsidy
of $25 million (equivalent in today’s dollars to 15 to 20 times this much
or $350 million to $500 million), and a series of privileges (including
the promise of a 20-year monopoly on traffic in the area between the
main line and the U.S. border). With government support, a successful
railway company developed that still operates today.

Despite government financial assistance, the private sector often

failed. Government had to assume ownership of the privately owned
Welland and Lachine canals to keep these services operating. Also,
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many private railway companies overextended themselves. In 1919,
the federal government consolidated many of these railways under
_ the control of the Canadian National Railway Company (CN).

Provincial governments began to invest in road development in the
1920s, and road building oontinued through make-work projects
during the Depression of the 1930s. Following World War I, a surge
‘ in car sales and the growth in truck transportation led to pressures
for more road paving and modernization. During this period, road
construction and maintenance became a major area of spending by
* provincial governments. '

Federal government involvement in transportation increased during
World Warll as the development of air services was added to the
earlier roles in marine and rail services. After the war, the federal
government played a major role in the financing of air infrastructure by

, building airports, expanding the air navigation system and assuming
ownership of many airports. Between 1951 and 1961, federal capital
spending on air services increased nearly ninefold. The federal and
provincial governments also part|C|pated jomtly, for the first and only
time in a major transportation proiect in the construction of the
Trans-Canada Highway

Governments also controlled passenger transportation carriers.
Throughout this period of expansion, federal regulations governed
air and rail carriers and provincial or territorial regulations governed
car, truck and bus operators. These regulations controlled almost
every economic aspect of passenger transportation, including
starting a business in the industry, choosmg routes, setting fares
and establishing standards for service. :

By regulating the industry, by owning carriers (such as CN and its
subsidiary, Trans-Canada Airlines, established in 1937) or'by com-
bining ownership and regulation, governments used transportation
services to further various public policy _objec':tiVes.‘ They believed

that the profits generated in some passenger transportation markets
"should subsidize other,i unprofitable markets. o



CHANGING ROLES OF GOVERNMENT

By the early 1960s, governments -began to study the effects of early
transportation policies. During the 19th and early 20th centuries, the
focus was on developing and building Canada’s transportation system.
By 1960, governments began to examine the transportation system
in a different way. Although there were still areas where they felt
new government investment was required to expand and upgrade
infrastructure, the main modes and routes of transportation were
now well established and the passenger transportation system

had matured.

. In 1961, the MacPherson Royal Commission on Transportation
reported on the freight railway transportation system. It criticized
government policies that hampered the railways’ abilities to compete
with other modes in the transportation of freight. Although the
MacPherson Royal Commission’s range of study was narrow, its
conclusions had implications for transportation well beyond that of
the freight railway system. lts findings influenced the 1967 National
Transportation Act (NTA), the first federal transportation law that
encompassed all modes of transportation. The new Act emphasized
the need for competition between the air, rail, truck and bus modes
to help achieve an “economic, efficient and adequate transport
system.” '

While the 1967 NTA promoted competition among modes, it did

not eliminate economic regulatory restrictions on competition within
modes. Air and water carriers, along with rail, truck and bus operators,
were still subject to strict economic regulation.

In the 1970s and early 1980s, governments came under increasing
pressure to relax many of these economic controls. The United States
substantially reduced economic regulation in its transportation sec-
tor, and Canadian travellers and shippers pushed for reforms that
would provide them with the same low costs as those experienced
by users of the transpbrtation system in the United States.
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"In response, the Government of Canada introduced a number of
reforms in the late 1970s and early 1980s, and enacted the National
Transportation Act, 1987 (NTA, 1987). This Act declared that “a safe,
economic, efficient and adequate” system is most likely to be achieved
when “all carriers are able to compete both within and among the
various modes of transportation.” The major impact of this legis-
lation on passenger services was on one mode only; it virtually elimi-
nated entry, exit and price controls on the domestic airline industry.

"In addition, the.federal government privatized Air Canada in 1988
and 1989.

The federal government also enacted the Motor Vehicle Transport
Act, 1987, which resulted in a gradual dismantling of provincial
regulatory controls over the trucking industfy.‘ProvinciaI govern-
ments continue to regulate intercity passenger buses, although
New Brunswick and Prince Edward Island have recently eased
entry requirements, and Alberta has opened entry to charter bus
operations to anyone who can meet a minimal “fit, willing and
able” test. '

Many.of the recommendations of the 1961 MacPherson Royal
Commission, which ‘emphasized the need for governments to
repeal regulations and allow more competition in transportation, .
were implemented over 30 years. :

CANADA'S PASSENGER TRANSPORTATION SYSTEM TODAY

Intercity passenger transportation today is big business. We estimate
that, in 1989, spending on intercity passenger transportation by
Canadian travellers and taxpayers was in the $30 billion to $45 billion
range, (depending on how extensively “intercity” -is defined, especially
as regards travel by car?). This figure includes passenger services -

on intercity carriers, the 'intércit_y portion of car use including car
purchase costs, and the portion of government spending on the
infrastructure component of the system. '
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Intercity passenger transportation provides émployment to many -
Canadians. In 1991, intercity passenger carriers employed some _
70,000 people and many more Canadians worked on related aspects
of the transportation system. For example, they constructed and
maintained roads, airports, and the air navigation system; they built
and serviced cars, trucks and buses; and they produced and sold the
oil, gas and parts used by the transportation sector. Governments, at
all levels, are major employers in the system, as owners and providers
of transportation infrastructure and services. They also employ smaller
numbers of people in regulatory and policy functions. For example,
Transport Canada employs approximately 21,000 people, and all gov-
- ernments — federal, provincial, territorial and municipal — employ -
approximately 100,000 in transportation and communications.3

Intercity passenger transportation is a complex system of inter-
related components. Passenger transportation consists of the
road, air, rail, and water modes of travel. It can be divided into
two components:

* carriers that provide bus, airplane, train and ferry services together
with privately owned passenger vehicles — cars, light trucks
and vans (for ease in this report we refer to these vehicles as
cars); and '

+ infrastructure that consists of the terminals where carriers start
and stop, the “links” over which carriers operate, and the traffic

control systems that direct the behaviour of carriers.
Table 2-1 illustrates the components of the transportation system.

The intercity passenger transportation system is connected to urban
transportaﬁon systems and there is no clear boundary between traf-
fic that occurs between cities and that which takes place within cities. -
It is also often the same system that carries freight.
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Table 2-1 .
COMPONENTS OF THE TRANSPORTATION SYSTEM

% RSP
-Road | Cars . | Car parking Roads {including Police, road signs and
T i bridges) signals, traffic control
Buses Bus terminals ' laws and regulations °
jAvir"" .| Airplanes Airports (including Air navigation Air traffic control
: : ) runways) systems
Rail ' « Trains Stations : Railway tracks Dispatch, signall
st systems
‘ ‘vV‘_Va‘ter, Ferries Ferry terminals Watérways and Vessel traffic services
R (including wharves canals {including
and ferry slips) - navigational aids)
WHY CANADIANS TRAVEL

Intercity passenger transportation is an important part of Canadian
life. PaSsenger transportation enables Canadians to pursue private
and business goals. It connects region to region and city to city, pro-
viding people with the opportunity to meet for business, visit friends
and family, or expand their horizons. In 1990, Canadians took over
150 million intercity trips, of which 134 million were within Canada,
an average of five trips per Canadian.4

Most Canadians who travel do so for vacations, sightseeing and to
visit friends and relatives. Business travel accounts for a small share
of intercity travel within Canada (Chart 2-1). -

Most intercity trips in Canada are over short and medium distances
and occur within, rather than between, provinces or territories. In-
1990, 76 percent of trips taken were between 80 and 320 kilometres
one way (Charts 2-2 and 2-3). However, one-way trips over 320 kilo-
metres account for over 60 percent of passenger-kilometres travelled. -



Chart 2-1 _
Domesnic Inerciry TraveL By Maiv Purpost oF Trip 1990

Visiting friends/
relatives
34%

Business
18%

Personal
10%

Pleasure
37%

Total: 133.8 million person-trips

Source Statnstlcs Canada, Touriscope: Domestic Travel 1990, Catalogue No. 87- 504,
October 1991, p. 27.

Note: Total person-trips include a “not-stated” category.

HOW CANADIANS TRAVEL

The car is the favourite mode of intercity travel for Canadians, as
well as for citizens of all the other developed Western countries. In -
1990, around 80 percent of all domestic intercity® passenger-kilometres
travelled in Canada were by car. Although the car is used for only a
small proportion of trips over 3,200 kilometres, it is the most popular
means of travel in all other distance categories (Chart 2-3).

For Canadians, the car is also the most popular means of international
travel (mostly to the United States), although 35 percent of all
international trips are by air (Chart 2-4). International car travel is
popular because the United States is, by far, the chosen destination
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Chart 2-2 |
Domesmic INTercity Travee By DisTance oF Trip (One-Way), 1990 _ .

Millions of person-trips -
70

60

50

40

30

20

10

80-159 160-319 320-799 800-1,599 1,600 or more Not stated

One-way distance (km)

Source: Statistics Canada, Touriscope: Domestic Travel 1990, Catalogue No. 87-504,
October 1991, p. 27. oo

~ of Canadians travelling outside the country. In 1990, 85 percent of
all international trips taken by Canadians were to the United States.

- As with domestic travel, most international travel by Canadians is for -
vacations and to visit friends and relatives, rather than for business.

“In terms of ways to travel, Canadians’ choices have remained rather

_stable over time. As Chart 2-5 shows, the car has been the dominant
mode of passenger transportation since 1930, except during World
War Il. Airplane travel has grown in importance since its beginning in
the 1930s, and has become the dominant public mode of travel. The
relative importance of bus and train travel has declined over the last .
50 years. ‘ o ’



Ghart 2-3
Dowmestic Inerciry TraveL BY Mooe ano Taie LEngTH, 1990

Modal distribution
100% —

80%

60%

40%

20%

0%

80-319 km 320-799 km 800-3,199 km >3,200 km Total 100%

7] Train

B Car [ 1Bus [l Airplane

Source: Unpublished data from Statistics Canada’s Canadian Travel Survey.

Note: “Other” category includes boat, motorcycle, bicycle, and means not specified
by survey respondent.

Canadian travel patterns differ from those of some countries but not
in the strong attachment Canadians have for cars. As shown by the
international comparative data in Chart 2-6 and Table 2-2, the car is
now almost as important a mode of transportation in the United
Kingdom and (the former West) Germany as it has been in Canada
and the United States for decades. In France and ltaly, the car is also
the dominant mode. In all these countries, car use has increased



Chart 2-4 .
DowmesTic AND InTeRNATIONAL INTERciTY TRavEL BY Primary Mook, 1990

Bus, train, other
4%
Airplane

Bws, train, othey
5%

£

Car ‘
60% Airplane
35%
Car Total international travel:
91% 17.8 million person-trips

Total domestic travel:
133.8 million person-trips

Sources: Domestic travel: Statistics Canada, Touriscope: Domestic Travel 1990, Catalogue
MNo. 87-504, October 1991, p. 27. =
International travel: unpublished figures from Statistics Canada‘s Canadian Travel
Survey. :

Note: “Other” category includes boat, motorcycle, bicycle, and means not specified by
survey respondent.

appreciably over the past quarter of a century. In Japan, car use is
also growing, although train travel continues to be more important
than in Canada and the United States. Train travel also continues

to play a somewhat larger role in Western Europe. Most countries,
however, are experiencing the same long-term decrease in the
importance of the bus and train travel that has been observed in
Canada. Airplane travel, by contrast, has increased its share of
passenger travel everywhere — most markedly in the United States.
The increased importance of airplane travel would be even more
apparent for a number of other countries if international travel were
included in the data.



Chart2-5 _
CHances v MopaL SHARE oF DomesTiC INTERCITY PASSENGER TranspoRTATION, 19301990

Share of total intercity passenger-kilometres
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Sources: Statistics Canada and Royal Commission staff calculations. For details, see Notes
to Chapter 2 in Volume 2 of this report. :



Chart 2-6
InTernaTIoNAL Comparisons oF MopaL SHARES IN ToaL Domestic TraveL, 1965, 1975 anp 1988

Percentage of total domestic travel (in passenger-kilometres)
0 10 20 30 40 50 60 70 80 90 100

Canada 1965
Canada 1975
Canada 1988

U.S5. 1965
U.5.1975
U.S. 1988

Japan 1965
Japan 1975
Japan 1988

France 1965
France 1975 |
France 1988

Germany 1965
Germany 1975
Germany 1988

Italy 1965
Italy 1975 |
Italy 1988

U.K. 1965
U.K. 1975
U.K. 1988

B Autos, light trucks, and vans [ 1 Intercity bus and urban transit

Intercity and commuter rail B Domestic scheduled air

European Conference of Ministers nf Transpmrt and a number ch U S. and Japamese
sources. For details consult the Notes to Chapter 2 in Volume 2 of this report.

Note: Total domestic travel includes both urban and intercity travel.



Table 2-2 s .
- MopaL SHares oF ToTaL DomesTic PasSENGER TRAVEL, IN PASSENGER-KILOMETRES, SELECTED COUNTRIES,
1965-1988 : -

1965 1970 1975 1980 1985 1988

(%) = %) (%) (%) - v (%) (%)
Pass@pgerrvehiclé f:ravél (e.g. cars; ‘Ii‘g‘ht‘ trucks, and vans). . .. e ; " ‘
Canada 93 93 92 91 91 .90
United States 93 92 - 92 90 -89 88
Japan 14 35 38 42 46 - 52
France 75 82 81 82 . 82 82
Germany : 77 80 . 80 81 83 85
Italy 59 76 77 .76 77 79

United Kingdom 69 75 77 82 84 ‘86

United States 3 2 2 2 2 1
Japan A 17 14 14 12 10
France 10 : 7 6 7 6 6
Germany 12. 11 12 11 9 8
ltaly 21 12 12 14 14 13
United Kingdom 20 15 14 10 9 7

Intercity and commuter. rail

Canada 2 1 . 1 1 1

1
United States 1 1 *% ** *% *%
Japan 65 47 46 40 39 34
France 15 11 1 10 10. 9
Germany 12 9 8 ) 7 7 6
Italy © 19 12 10 9 8 7
United Kingdom 10 9 8 7 6 6

ir (domestic scheduled services

Canada 2

3 4. 5 5 6
United States 3 5 6 8 9 10
Japan 1 1 3 4 4 4
France ** 1 1 1 2 2
Germany . ) ¥ * % ** * % * % *%
Italy . . *x 1 1 1 1 1
United Kingdom 1 1 1 1 1 1




Source: Royal Commission staff calculations based on data from Statistics Canada the
European Conference of Ministers of Transport, and a number of U.S. and Japanese
.sources. For details consult the Notes to Chapter 2 in Volume 2 of this report.

Notes: This table covers total domestic, hot just domestic intercity, passenger transportion.

Data on total travel were used since internationally comparable data on the intercity
portion of travel are not available. If intercity data were available, they would
logically show an increased share for air, a decreased share for bus, and possibly a
somewhat increased share for rail and somewhat decreased share for car.

Data may not be fully comparable across countries; thus the table should be used to
make broad comparisons and significance should not be attached to small differences.

For geographically compact countries, domestic air travel may be unimportant. Data
on total domestic and international air. travel could be expected to-show a much
larger share for air for these countries.

** indicates share of less than 0.5%.

CANADA'S PASSENGER TRANSPORTATION SYSTEM: 1992 AND BEYOND

How much and what kind of transportation will trave]lers want, and
be willing to pay for, in the next 30 years? What kinds of transportation
services will be available? There is always a great deal of uncertainty
when looking into the future. Passenger transportation requirements,
are the result of many factors — for example, the country’s economic
performance and the income levels of Canadians, changes in work
patterns and lifestyles, and the development of new technology.

Extrapolating on present directions in passenger transportation pro-
vides some indication of future directions. Based on current trends:

+ The car will remain the preferred mode of transportation and will
dominate the public modes. ‘ : '

* Inrecent ‘yeai's — the only years for which we have data — people
aged 25 to 54 have tended to travel more than those in younger
and older age groups. As Baby Boomers have moved into adult-
hood and middle age, travel has increased. Over the next decade,
changes in the age structure of the population will have relatively
little impact on the total amount of travel. But after the turn of
the century, the movement of the Baby Boomers into older age

21 Q



groups will, if current travel patterns persist, tend to slow the
growth of travel. ’

* Most long-distance travel, including almost all travel in the North,
will continue to be by air.

"+ As aresult of its small population and market, Canada will mainly
rely upon transportation technology developed elsewhere. Canadian
governments can set Canadian requirements for airplane emissions,
but if companies based in other countries do not build equipment

to those specifications, Canada will be limited in what it can do

to influence the introduction of new technologies.

- Canada shares an international border with the United States, a
country whose economy is ten times as large. Canada will have to
continue taking account of its physical link to the United States in
making future passenger transportation decisions.

» Canada’s climate will continue to affect the costs of transportation.
A cold climate makes transportation more expensive for several
reasons: it affects the design, construction and life-cycle of
vehicles and infrastructure; the costs of operations; and the
seasonal demands for some infrastructure and equipment.

Projecting current trendé, however, may not paint a complete picture
of future transportation requirements, for a number of reasons:

+ The demand for travel in the future, within each age grbup, could
be different from today’s pattern. For example, advances in medi-
cine, changing lifestyles, and rising per capita income could mean
seniors of the future will travel more than seniors do today.

* An aging population, which would have more leisure time and a
higher proportion of citizens with disabilities, could have different
preferences in choosing modes of transportation.

- Canadians’ concerns about congestion and pollution in major
urban areas might weaken their preference for car travel. Even
a small shift in private car use could have a dramatic impact on
‘the public modes of passenger transportation.



+ Globalization could lead to increasing international travel. There
is already some indication that this might happen. For example,
between 1980 and 1990, international trips increased at an average -
annual rate of 5.2 percent, while domestic trips rose by 1.9 percent.”

+ Improvements in telecommunications technology could reduce
the demand for face-to-face meetings and, therefore, lessen the:
demand for travel (especially business travel). On the other hand,
the possibility of worldwide mobile personal communication links
may enable business people to “take their office with them,”

_ thereby increasing travel and mobility.

+ New forms of travel, such as advanced supersonic aircraft, intelli-
gent vehicle-highway systems, faster rail systems and high-speed
* ferries, could influence the way Canadians travel.

Based on the experience of the past 30 years, we doubt that there
will be dramatic change in the way Canadians travel in the next

30 years. Markets will continue to change, but the providers of
passenger transportation services are unlikely to face dramatic -
“shifts in demand or radically new forms of travel in the near future.

Neverthe|ess, because predicting the future accurately is virtually
"impossible, we recognized early on that our proposed framework
for the passenger transportation system had to provide enough
flexibility for industry, governments and travellers to adjust to

major changes, should they occur. '

CONCLUSION

Canada faces many opportunities and challenges, some of them
similar to those of other countries. Canadians should understand
how other countries are adjusting their passengef transportation
systems. In other ways, Canada faces challenges and opportunities
that are special — products of its unique history, geography, climate
and culture. Canadians need solutions tailored to Canada’s problems,
issues and concerns.
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ENDNOTES

1. - After the enactment of the National Transportation Act of 1967, the government made
accompanying changes to the Railway Act, and Canadian railway companies enjoyed a
more liberalized environment than their U.S. counterparts until U.S. substantial economic
deregulation of rail in the early 1980s. ‘

2. Asindicated in endnote 2 of Chapter 1, the range is due to intercity car travel being
defined as either car trips over 80 kilometres in one-way distance, or all highway use
by cars. See Notes to Chapter 1 and Notes to Chapter 2, in Volume 2 of this report.

3. Source for data on total government employment in transportation and communications:
Statistics Canada, Public Sector Employment and Remuneration 1990/91, Catalogue
No. 72-209, October 1991. This source does not report data for transportation employment
alone. ’ :

4. For a more detailed description of intercity passenger transportation, see Volume 2,
Chapter 2, of this report and Chapter lll of Getting There: The Interim Report of the
Royal Commission on National Passenger Transportation {Ottawa: Supply and Services
Canada, 1991).

Note: For both the domestic and international cases, intercity trips are defined as trips

- over 80 kilometres one way in this and the following section. This excludes many
non-urban trips, especially by car, domestically, and many “cross-border shopping”
international trips.

5. “Intercity” may be defined in different ways, and estimates of the amount of travel by
car in particular are subject to considerable margins of uncertainty. Thus, our estimates
of car travel, and of other means of transportation, in total intercity trips or in total passenger-
kilometres travelled, should be viewed as approximate. See further discussion in Volume 2,
Chapter 2 of this report. )



CHAPTER 3

COSTS OF TRANSPORTATION AND WHO PAYS: TRAVELLERS
OR TAXPAYERS? |

INTRODUCTION -

An essential first step in-examining transportation issues and in

making sound decisions on passenger transportatioh is to under-

stand the full costs of transportation today, including accident costs,

- the cost of damage to the environment, and the cost of providing
infrastructure. Further, if travellers are to cover the costs of providing

and maintaining the passenger transportation system — as we will ‘
recommend — it i$ irnportant to know what proportion of total costs /
travellers currently pay and what proportion is borne by others.

Some Canadians may be concerned that transferring the costs borne
by others to those who travel might increase costs of travel, discour-
age use of the passenger transportation sy'stem and slow economic
growth. We remind them, however, that these costs are already
being borne by Canadians. Funding transportation through charges,
rather than taxes, would not, by. itself, alter the total costs Canadians’
pay. Furthermore, we believe that the changes we recommend

in how Canadians should pay for the passenger transportation
system will also lead to changes that will lower the total costs of

the passenger transportation system.

In our approaCh, travellers and carriers would pay full costs, but
these costs would be based on principles of efficient investment and
pricing. Travellers would not be paying for a passenger transporta-
tion system that is wasteful because it has too much or too little-
capacity, or capacity of the wrong type and in the wrong place.
Travellers and carriers would be able to purchase services at the
lowest possible prices for the greatest benefit.
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- The remainder of this chapter is devoted to estimating the compre-
hensive costs of the current system — a system that is not as effi-
cient as it could become. Our figures, therefore, overestimate the
total costs of transportation and the additional costs to be paid by
travellers, but these figures are a key starting pointin underétanding
the current system and the potential for change. In referring to costs
paid by travellers, we include charges to carriers that will be passed
on to travellers in the fares they pay.

ToDAY'S SUBSIDIES AND C0STS — HIDDEN AND DIRECT

" Currently, taxpayers knowingly support the transportation syétem
through direct subsidies and unknowingly through hidden subsidies.
Direct subsidies are those that governments show in their budgets
as amounts transferred to carriers or travellers from the taxpayers.
Hidden subsidies are those that are less visible to the public.

Hidden subsidies hamper the development of rational transportation
policy. During our public hearings, several interveners expressed
frustration about hidden subsidies in the passenger transportation
system. These subsidies may mislead governments trying to make
decisions based on efficiency and competition, and certainly lessen
the public’s ability to assess policy decisions. If, for example, a gov-
ernment must choose between building a road for a certain route or
providing rail service, it will be unable to make the wisest choice (the
best transportation at the least cost to the traveller) if the true costs
‘of road and rail are not known. .

The House of Commons Standing Committee on Transport also
recognized the problems associated with hidden subsidies. In its
March 1992 report, High Speed Rail: The Canadian Concept, in
Recommendation 9, the Committee stated “. . . considering it is
essential to more accurately determine the amount of subsidy for each
mode, the Royal Commission on National Passenger Transportation
should place particular emphasis, in its Final Report, on the identifi-
cation of the levels of hidden subsidization within each mode.”
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Hidden subsidies, direct subsidies, special advantages or disadvan-
tages resulting from government action can arise in a number of ways.

Transportation infrastructure costs: Governments may provide infra-
structure (terminals, links and traffic control — see Table 2-1in
Chapter 2) to a mode free of charge or for charges that do not recover
the full costs. In these cases, the subsidy comes from the taxpayer
and appears in government budgets. How the subsidy should be
apportioned among different groups of travellers may be subject

to debate. '

Environmental costs: At present, governments allow transportation

~ activities to cause damage to the environment without charging car-
riers or travellers for these damages. This is equivalent to a subsidy
from today’s public, who experience the adverse effects on the envi-
ronment, and possibly a subsidy from future generations as well.
Other than costs of some clean-up work performed by governments,
which are included in their budgets, most of the costs associated
with environmental damage (for example, discomfort or il health)
do not appear in government accounts.

Accident costs: Travellers do not pay all the costs associated with
‘accidents. Some of the costs are paid for by public health insurance
systems that do not recover, or only partially recover, the costs from
transportation users and carriers.

Special transportation taxes and fees: These taxes and fees are spe-
cific to transportation, but are not desig'nated as charges for infrastruc-
ture, environmental damage or accidents. They include fuel taxes,
and vehicle, carrier and drivers’ licences. In our view, general con- -
sumption taxes, such as provincial sales taxes and the Goods and
Services Tax, do not constitute a special cost or disadvantage for

a particular passenger transportation mode, since such taxes are
applied broadly in the economy. These general taxes are not included
in our analysis. But special taxes and fees on transportation fares,

or on inputs such as fuel, are of interest because they may give
one mode a financial advantage over another.
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General property taxes applied on the same basis to all industries
would not be included, but differentials in the application of property
taxes — for example, levying such taxes on rail rights-of-way but not
on road — should, in principle, be recognized. Where special taxes —
or differentials due to above-average rates of general taxes — exist,
they should be considered to offset hidden subsidies associated with
infrastructure costs, environmental damage and accident costs
currently paid by taxpayers.

We have estimated the costs related to transportation infrastructure,
environmental damage, accidents, the revenues from special taxes
and fees, and payments of direct subsidies. We use these estimates
to consider how governments treat different types of passenger
transportation. '

System-Wipe CosTs

As we stated earlier, people will not be able to make sound transpor-
" tation decisions unless they have comprehensive figures for the
costs. of travel in each mode. To our knowledge, such figures have
never been calculated in Canada. We have estimated the system-
wide costs of transportation and how much users currently pay,
and how much others pay (Table 3-1 and Chart 3-1). The total costs
borne by others provide an estimate of total subsidies, both hidden /
and direct. '

“Users” are travellers, vehicle owners and carriers. “Others,” who

pay for costs of transportation élthough they may or may not be

usmg the transportation system, are taxpayers (who cover the finan-

_ cial costs paid by governments) and the general public (who d|rect|y A
bear most environmental damage costs). .

We caution, however, that our estimates of costs are imprecise because

of the current lack of data. Nonetheless, we believe that our figures
are useful to begin gauging the true costs of transportation in the
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different modes. It will be important for governrhents to develop bet-
ter estimates before making future poI|cy demsnons including setting
charges for travellers.

We present these system-wide averages as an introduction. Later in
the chapter, we provide estimates of the costs for particular routes,
which may be more relevant to some policy decisions than the
system-wide averages. '

A simple basis for comparing costs between modes is the cost per
passenger-kilometre, that is, how much it costs to carry one passenger
one kilometre, or total costs divided by total passenger-kilometres.
We recognize that cost per passenger-kilometre is not a perfect basis
of comparison, because transportation by different modes is not
always comparable. For example, when people travel by ferry and
car, the costs are those of moving a passenger “accompanied by an
average amount of car.” On the other hand, the bus, airplane and
train costs are only for passengers and their personal baggage. 'On_
some carriers, food is provided; on others, passengers pay extra for
food. The average trip also differs across the modes. Air trips are .
generally much longer and ferry trips much shorter than.those taken
by road or rail. System-average costs per passenger-kilometre are’
therefore not fully comparable, but they do provide a start.

The costs of travel by different modes vary subétanﬁally. This is rea-
" sonable because some modes are more e'xpensiVe to operate and

provide more services than others. We are particularly interested,

however, when costs not borne by users differ substantially by mode

of travel. These variations indicate that government policy today

is not neutral across modes and gives some modes competltlve

advantages over others ‘

INTERPR{ETING TABLE 3-1 AND CHART 3-1

Table 3-1(a) illustrates the components of averége costs, in cents per
passenger-kilometre, for domestic travel by the different modes in
1991. Table 3-1(b) estimates the total costs of domestic intercity



travel, in millions of dollars, for the different modes. Our total cost
estimates for car travel in this chapter and in Chapter 18 refer to

all car travel on highways, rather than the narrower definition of inter-
city car travel restricted to trips of 80 kilometres or more used in
estimates in other chapters. :

The components of system-average costs, Table 3-1(a), are also
presented graphically in Chart 3-1.

The costs borne by users (including special transportation taxes and
fees paid by travellers) are stacked so that the overall height 6f the
" bar on the left indicates the total costs borne by travellers.

The costs borne by others are stacked to form the bar on the right.
The total length of the bar represents the gross cost borne by others, -
before subtracting revenue recei\'/‘ed from special transportation
taxes and fees. The distance below zero at which the bar starts is
equal to the amount received. (The segment below zero represents
revenues from the same special taxes and fees that are shown as a
cost to users by the segment at the top of the left bar.) Therefore, the
total height of the bar above zero shows the net cost borne by others.

The height of the users bar may be compared with the height (above
zero) of the others bar to see the relative net contributions of users
and others to the means of transportation in question.

‘We use estimates for 1991 to provide a current view of costs. Where
1991 data on costs and system use are not available, our figures are
based on older data projected forward to 1991. This increases the
margin of error in the estimates. In addition, we have attempted to
smooth out the impact of the recession; our estimates are for normal
costs and revenues in 1991. The table shows system-average cost
estimates per passenger-kilometre to the nearest tenth of a cent, and
total cost estimates to the nearest million dollars. Later tables show
route costs to the nearest dollar. This is done in order to show some
small cost components that would disappear if the table showed
numbers that were rounded to the extent appropriate for the'larger
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cost components. All estimates, however, should be viewed as
approximate.

The cost estimates are documented in Volume 2 of this report. In
the following paragraphs, we briefly explain the meaning of each
component of the costs.

Tablo 3-1(s) ,
ILusTraTIVE SYsTEM-YWiDE AnUAL GosTs oF ITercry Dovesne TraveL,

Pa By Usens anp Omiers, 1991,

Iv 1991 DoLans

YA

Others

0.0 2.1 2.1 0.0 0.3 0.3
0.0 0.6 0.6 0.0 0.2 0.2
37 0.1 38" 0.4 0.0 0.4

0.0 03  -03 0.0

1.2 -1.2
00

Others

Others -

Users Others

3.4 5.6 2.9 0.0 29
1.0 1.0 0.0 0.6 0.6
0.0 0.1 0.2 0.0 0.2

-06 0.0 0.4 04 0.0-
0.1 14.4 7.4 32.8 40.2
3.8 21.1 10.9 33.0 43.9

~All intercity.travel

0.0 4.7 4.7

0.0 2.0 2.0

0.1 - 00 0.1

09 - -0.9 0.0
241 11.6

35.7

25.1 17.4

42,5




Table 3-1(b)

luusmanve Svsren-Winz AniuaL CosTs 0F INTERGITY DonesTe TRaVEL,
Pap 8y Users Anp Omiens, 1991, iy 731 DoLLars

S 'car . - s . : Bus .
¢ 1210 billion pass-km}: - 7 {3.3 billion pass-km). .
Type of cost "~ Users  Others | Total Users  Others | Total
[Finfrastructure 0 4486 | 4,486 0 10 10
-Environmeéntal - 0 1,211 1,211 0 8 8
. Accident - ; 1 7,874 ,172 8,046 13 ° 0 13
- Special trans. tax/fee{ T 2,461 -2,461 0 .9 -9 0
" Vehicle/Carrier - - 122,817 0 22,817 277 8 285
Total {33152 3,408 |36,560 299 17 316
AEE S Ai'i'p‘la“hé_*‘ﬁ P i CTraint .
{25 billion pass-km} _ (1 4 bllhon pass-krgi)" ’
- Type of cost Users Others Total Users.  Others Total
infrastructure 556 845 | 1,401 P 0 41
. 'Envnronmental 0 247 247 0 9 9
,Accndent w7 25 0 25 3 0 3
iSpemaI trans taxlfee.- . 149 -149 0 -6 -6 0
’ {VehiclelQarner ) 3,595 0 3,595 104 459 563
Total 4,325 943 | 5,268 154 462 616
. Ferry : Allintercity travel
(0 85 bllhon pass-km) {240 billion pass-km)
Type ofcost” - .| Users  Others | Total Users  Others | Total
Infrastructure 0 40 40 597 5381 | 5978
“Environmental 0 17 17 0 1,492 1,492
¢ Accident: . 1 0 1 7,916 172 8,088
' Special trans. tax/fee 7 -7 0 2,632  -2,632 0
Vehicle/Carrier 205 98 303 26,998 565 27,563
Total _ ' 213 148 361 38,143 4978 | 43,121
Note: In order to illustrate smaller components, averages are shown to the.nearest

tenth of a cent and totals to the nearest million dollars. In general, cost estimates
are approximate and are not accurate to this level of precision. See text.




Chart 3-1
lLLusTranve Comererensive System-Wine Costs o INTERCITY DomesTic TRAVEL,
Paip 8y Users anp Orxers, 1991

Average costs (cents per passenger-kilometre)
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Note: The chart is a graphic representation of Table 3-1(a). Any negative components of
the costs borne by others are represented by shifting the others bar below the zero line.!



For purposes of our cost analysis, “infrastructure” consists of termi-
nals, links and traffic control (including police systems) not provided
by carriers. It excludes most bus terminals, some ferry docks, and
some passenger rail stations that are provided by carriers. The total
cost for transportation infrastructure is the sum of the estimated
capital and operating expenses. (Where infrastructure is provided by
a carrier, these costs are built into vehicle/carrier costs.) The others
portion is the total cost minus the amount covered by charges paid
by travellers and carriers.

The estimates of infrastructure costs include depreciation and
interest on the investment in the facility. When the value of land is
also a significant part of the total value of the facility, an interest
charge on the value of land is also included in costs. The basis for
~ the infrastructure cost estimates is discussed further in Chapter 5.

Infrastructure costs to travellers and carriers are charges levied by
the infrastructure providers (primarily governments) to help cover
the costs of building and operating them. For air travel, charges con-
sist of the Air Transportation Tax, airport landing and terminal fees,
and rent for-airport space used by carriers. For rail travel, Canadian
National Railways and Canadian Pacific Ltd. charge VIA Rail for use
of track and other services (such as dispatch). For road travel, there
are road tolls on one highway in British Columbia, but the revenues
are so small relative to the total road system that they have not been
included in the table.

Some infrastructure costs may be higher than necessary, in part
because bigger or more elaborate facilities than travellers require
have been provided. In this chapter, we set out existing costs; in '
subsequent chapters, we discuss whether and how some of these
costs might be reduced. ‘

Environmental costs result from the environmental damage caused

by air and noise pollution from vehicle and carrier operations. As we
pointed out earlier, the public generally bears these costs, which do
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not appear in.government accounts. Environmental costs borne by '
others are the estimated values of the total damage and unpleasant-
ness associated with vehicle emissions and noise (Chapter 7).

Accident costs include a valuation of death and injury, health care
costs and property damage. Travellers pay accident costs through
their insurance premiums and through injuries and damage not
covered by personal insurance or government health insurance.
Accident costs borne by others are government health care costs
that are not recovered from self-financing vehicle insurance plans
or from carriers (Chapter 8). '

Special transportation taxes and fees include fuel taxes and vehicle,
carrier and drivers! licence charges. These special transportation '
taxes and fees are different from other government charges to trav-
ellers, such as the Air Transportation Tax and tolls, since governments
do not directly apply the revenues raised from the special taxes to
cover the costs of transportation infrastructure, environmental
damage or accidents. Therefore, our table shows special taxes

and fees as a separate category of charge.

We believe special taxes and fees should be considered an offset to
infrastructure, environmental costs and accident costs borne by the
taxpayer or the public. We have, however, adjusted the fuel tax com-
ponents of special taxes before including them in the table, since
every province except Quebec exempts fuel from the general provin-
' _cial sales tax. For these provinces, we consider only that part of the '
fuel tax in excess of the provincial'sales tax rate to be a special tax
on transportation. : '

In Table 3-1 and Chart 3-1, we show the special taxes and fees as

a component, along with charges for infrastructure, environmental !
- damage and accidents, of total costs paid by users. Since special tax
revenues are not used to finance a particular type of transportation
expenditure, they may be viewed as a general offset to costs borne

by others. Hence, revenues from taxes and fees are shown in the
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others column with a negative sign. The resulting zero in the total -
column shows that these taxes do not increase the total costs of pas-
~ senger transportation, but rather are a mechanism for determining
who is paying what.

Vehicle/carrier costs are the capital and operating costs incurred by
owners of private vehicles or by carriers providing public transporta-
tion. These costs also include infrastructure costs when carriers pro-
vide their own facilities, for example, when bus or ferry companies
own their own terminals. Vehicle/carrier costs borne by users are
calculated using fares charged to travellers or the costs of buying
and operating a car, and subtracting charges to travellers and carriers
for infrastructure, environmental costs, accident costs and special
taxes and fees. In our estimates, vehicle/carrier costs also include
costs arising from equipment requirements designed to lessen pollu-
tion or increase safety. (Such costs might alternatively be included
under environmental or safety costs, but are dlfflcult to separate
from the basic cost of the vehicle.)

Vehicle/carrier costs borne by others represent direct subsidies to
carrier operators. (In some cases, it might be-argued that part of the
direct subsidy should be viewed as covering infrastructure or other
charges paid by the carrier, but we show the full direct subsidy as
vehicle/carrier costs borne by others.) ‘

Differences in the vehicle/carrier costs of each fype of carrier, including
cars, may not be considered relevant for government transportation
policy decisions as long as travellers pay the costs and as long as
monopoly pricing by carriers is not a concern. On the other hand,
these vehicle/carrier costs form the largest component of total costs;
it is useful to keep them in mind when considering whether costs
currently borne by others are important or unimportant in the total
picture for a given mode of travel.

In Table 3-1, total costs for users, others, and in total, are sums of

their components. As mentioned earlier, we use total costs borne
by others as our measure of the net subsidy from governments and



the public to each means of transportatuon The total of costs borne

by users and others is, of course, our measure of the overall costs.

~of providing each means of transportation. When we refer to “total
costs,” we are referring to thls sum.

CONCLUSIONS: TABLE 3-1 AND CHART. 31

Average Costs and Subsidies

Bus travel is the least costly mode. The average total cost of bus travel
is 9.5¢ per passenger-kilometre. We estimate that bus travellers pay
~all but 0.4¢'per passenger-kilometre of this. Bus travellers receive
the least subsidy per passenger-kilometre of all travellers.

~ Car and airplane travellers receive a-somewhat larger total subsidy
than bus travellers per passenger-kilometre. The general taxpayer and
the public subsidize car travel by an estimated 1.6¢ per passenger- -
kilometre and air travel by 3.8¢ per passenger-kilometre. These sub-

-sidies cover infrastructure, environmental and accident costs not
paid by users, plus small direct subS|d|es paid for air travel in some
provinces, less special taxes collected N

The Iargest gaps between users and total costs are for train and
ferry travel — 33¢ per passenger-kilometre for train and 17.4¢ per '
passenger-kilometre for ferry. This is due to large, direct subsidies
from taxpayers to travellers using passenger rail and some ferry
services (these direct subsidies are shown as vehicle/carrier costs

. borne by others).

Environmental Costs

Our figures for environmental costs are based on high estimates

for damage associated with carbon dioxide and other pollutants that
affect air quality relative to the ranges of estimates available. We

did this so the overall subsidy comparison would err on the side

of favouring the less-polluting modes of passenger transportation.
Although important, environmental costs do not turn out to be large
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relative to total costs for any of the modes. Environmental costs for
bus travel are the lowest.

Some observers believe that car travel causes a great deal more
pollution than train or bus travel. When car pollution is viewed in
terms of the average per passenger-kilometre, however, its costs are
not always the highest. There are several reasons for this. Regulations
regarding car exhaust emissions have encouraged greater reduc-
tions in the amount of pollutants emitted by cars than by buses or
trains. In addition, when train equipment is old, the occupancy rate is
low, or dining and sleeping services as well as basic seating are pro-
vided, trains may use as much or more fuel per passenger-kilometre
as cars.

Nevertheless, cars account for most pollution, because most travel
is by car.

Accident Costs

Accident costs per passenger-kilometre are much higher for travel by
car than they are for any other mode. These costs account for almost
one quarter of the total costs of car travel. Travellers bear most of
these costs through insurance premiums and by paying for uninsured
losses they suffer. Accident costs borne by others through unrecov-
ered health caré system costs are estimated to amount to 0.1¢ per
passenger-kilometre. Costs of accidents borne by others for bus, air
and train travel are negligible.

Total Costs

Table 3-1(b) provides estimates of the total costs, in millions of dollars
for each mode of transportation. In the preceding discussion, we have
focussed attention on differences in average costs, especially those
borne by others. The average costs borne by others largely represent
subsidies from governments to the various modes less special taxes
and fees collected by governments. As Table 3-1 shows, governments
currently treat the various modes of travel differently.
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- Total cost estimates are also of interest, however, as they indicate
the overall amounts spent on each mode of transportation. While the
average subsidy rates for car and air travel are relatively low, the -
large numbers of kilometres represented by car and air travel mean
the total subsndles to these modes account for the bulk of the esti-
mated $5.0 billion total subsidy to domestic intercity passenger
travel (estimated at $3.4 billion for car and $0.9 billion for airplane).

Costs: Some SampLe RouTES

In addition to estimating comprehensive, system-wide costs, we have
estimated the costs per one-way trip for four intercity routes that
represent different combinations of length and passenger volume:

+ Toronto to Montreal — a high-volume, medium-distance route
(Table 3-2 and Chart 3-2);

. Saskatoon to Halifax — a long-distance route consisting mainly of
medium-volume segments (Table 3-3 and Chart 3-3);

« Val d’'Or to Montreal — a medium-distance route including low-
volume segments (Table 3-4 and Chart 3-4); and

« Vancouver to Toronto — a long-distance route with high-volume
air travel (Table 3-5 and Chart 3-5).

(Coéts for a route that includes a ferry segment are shown in
Chapter 18.). '

INTERPRETING TABLES 3-2 TO 3-5 AND CHARTS 3-2TO 3-5

In these tables, our estimates for total and users’ vehicle/carrier
costs are based on averages of costs and revenue yields for routes of
similar volume and distance. They do not reflect actual carrier ‘costs
or revenues on the particular routes.



Table 3-2

ILusranve CompreHENSIVE COSTS OF Immcm TRAVEL PER PASSENGEH PER ONe-Way Trip, 1991,
IN 1991 DoLLars — ToronTo 10 MONTREAL

costé currently borne by

Car : Bus
costs currently borne by costs currently borne by:
Type of cost Users Others Total .Users Others Total
“Infrastructure > . ($)" 0 6 6 0.0 0.3 0.3
Environmental - ($) 0 4 4 0.0 1.0 1.0
Acmdent ‘ e (%) 20 0 20 2.2 0.0 2.2
‘Special trans. taxlfee ($) 6 -6 0 0.8 -0.8 0.0
Vehicle/Carrier’ $): 59 (] 59 36.6 - -3.0 336
Total - (8| 85 4 | 89 39.6 -25 37.1
‘Distance travelled (krh) 539 539
Cos‘is per i .
passenger-km ¢y 158 0.8 - 16.6 7.3 -0.4 6.9
Costs per i ‘
stapdardlzed . ]
- passenger-km® - (¢)| 17.2 0.8 18.0 8.0 -0.5 7.5
Awplane ’ Tram S

‘ costs currently bornl by

v ‘*fype:of“t;ost L Users Others Total Users Others Total
Infrastructure ;(3}2 22 20 42 9 0 9
‘Environmental :: SoAB)s 0 6 6 0 3 3
“Accident - Sy 0 ] 0 1 0 1
Speclal trans. tax/fee ($) 3 -3 0 1 -1 .0

ier.. . ($) 4 1M 35 146 42 82 124
136 ~ 58 194 53 84 137
‘Dlstanceﬁravelled (km). . 496 540

passenger-km ’ i(,c‘i);” 27.4 11.6 39.0 9.8 15.6 25.4
COSts per . et

standardlzed ;

", passenger-km? (¢): 27.4 116 | 39.0 10.6 17.0 27.6
a. Standardized to air distance.
Note: In order to illustrate 'smaller components, averages per passenger-kilometre are

shown to the nearest tenth of a cent and route totals to the nearest dollar. See text

for qualifications.
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Chart3-2

ILLusTRATIVE CoMPREHENSIVE COSTS PER PASSENGER, DoLLARS PER TRIP, ToronTo T0 MONTREAL

Dollars per trip (1991 dollars)
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Note: The chart is a graphic representation of Table 3-2. Any negative components of the
costs borne by others are represented by shifting the others bar below the zero line.’




Table 33
ItLustranive ComprerensIVE CosTs OF INTERCITY TraveL, Per PasSENGER Per ONE-Way Trip 1991,
IN 1991 DOLLAHS - SASKATOON 10 HALIFAX

Car. : SoBus. .
costs currently borne by costs cuirently borne by~
.+ Typeofcost i | Users Others Total Users Others Total
o] 67 67 0 8 8
0 21 21 0 7 7
168 a4 172 18 0 18
53 -53 0 9 -9 0
487 0 487 261 19 280
. 708 39 747 288 ' 25 313
4,485 4,485
158 0.9 16.7 6.4 0.5 6.9
20.2 1.1 21.3 8.2 0.7 8.9
Aurplane o Train:. ;
costs currently borne by e “_.{; costs currently bo'
Users Others Total Users Others Total
37 68 105 93 0 93
0 22 22 0 28 28
4 o | 4 8 0 8
15 -15 ° 0 21 -21 0
368 -56 312 264 1,‘]39 1,403
424 19 443 386 1,146 1,532
3,500 4,468
12.1 0.5 12.6 8.6 25.7 34.3
standardlzed AR
';f; ‘passenger-km?® iy 12.1 0.5 12.6 11.0 32.8 43.8
a. Standardized to air distance.
Note: In order to illustrate smaller components, averages per passenger-kilometre are

shown to the nearest tenth of a cent and route totals to the nearest dollar. See text
for qualifications.
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Chart 3-3
ILLusTraTIvE CoMPREHENSIVE COSTS PER PASSENGER, DOLLARS PER TRIP, SASKATOON TO HALIFAX

Dollars per trlp (1991 dallars)
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Note: The chart is a graphic representation of Table 3-3. Any negative components of the
costs borne by others are represented by shifting the others bar below the zero line.!



Table 3-4

ILLusTrATIvE CompReHENSIVE COSTS OF INTERCITY TRAVEL, PER PASSENGER PER ONe-Way Tae 1991,
IN 1991 DotLars — VaL o’On 10 MONTREAL

- +-costs cufrently borne by:. -

. o Car
; costs currently bor e by:

Type of cost ’ Users Others . | - Tot_al Users Others Total
.ih'frastructu'r_e' ($) 0 9 9 0 1 1
Envuronmental “A$) 0 2 2 0 1 1
-Accident - o ($) 17 0 17 2 0 2
“Special trans taxlfee %] 5 -5 0 _ 1 -1 -0
: VehlolelCarrqor y ($) . 49 0 49 53 0 53
Totat . C®| 1T 6 77 . 56 1 57
:'Distancé tréyelled: ; (km)l‘i 450 450
Costsper o i
‘ passenger-km ¢y | 158 1.4 17.2 124 0.2 "12.6
Costs per :
- ‘standardized * e :
© passenger-km? . “(¢y 167 1.5 .18.2 - 13.2 0.3 13.5
Alrplane ; : Tram

costs currently borne by: - costs currently borne by

Type of cost ' Users Others Total | Users Others Total

Infrastructure ($) 23 57 80 53- 0 53
Envnronmental TS 0 5 5 0 13 13
‘ Accident - o ($) 0 0 0 1 ' (] 1
“Special trans. tax/fee “$) 4 . -4 0 7 -7 0
_VehlclelCa_mer C ($)- 116 -15 101 66 2,016 2,082
-Total ~ 143 43 186 127 2,022 | 2,149
: bistance,‘travoiled' Ak 425 700
Costsper .~ . : )
L..passenger-km ' 33.8 10.1 43.9 18.2 288.8 307.0
-Costs pér -
standardized - - .. .
. passenger-km? (¢) | 33.8 10.1 43.9 30.0 . 475.7 505.7
a. _ Standardized to air distance.
" Note: In order to illustrate smaller components, averages per passenger-kilometre are

shown to the nearest tenth of a cent and route totals to the.nearest dollar. See text
for qualifications.



Chart 3-4
ILtustramive CompReHENSIVE CosTs PER PAsseNGER, DoLLars per T, VaL 0'OR o MonTREAL

Dollars per trip (1991 dollars)
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Note: The chart is a graphic representation of Table 3-4. Any negative components of the
costs borne by others are represented by shifting the others bar below the zero line.”




Table 3-5
liLusTraTIvE CompReHENSIVE CosTs OF INTERCITY TRAVEL PER PASSENGER PER ONE- WAY Trip 1991, .
N 1991 DoLLARS — VANCOUVER TO Tono:vm

) L Bus - Sy
3 fcostsﬁcurrently; borne by: . .
. Type of cost 1 Users Others Total Users Others Total
infrastructure (8 0 66 66 0 8 8
Environmenta “A$) 0 20 20 0 6 6
Accident - e {$) 168 4 | 172 18 0 18
,Speclal trans. tax[fee $) 53 -53 0 8 -8 0
Vehicle/Carrier  {$) | 488 0 488 198 76 274
Total |- 5| 709 37 746 224 82 306
Distance travelled ~ (km)- 4,492 ‘ 4,492
;Costs per .- RN
passenger- -Km' L te| 158 . 0.8 16.6 5.0 1.8 6.8
Costs per o
standardized S ‘ .
passenger-km? ¢y 211 1.1 22.2 6.7 24 9.1
: Airplane e o : ngih‘,{;' SRR
-costs currently borne by:. . costs currently borne by: * -
s Type‘_of (:ost:; ‘ 1 Users Others Total Users: Others Total
CInfrastructure = . (§) 28 44 72 91 0 91
Environmental - - -- ($) 0 13 13 0 26 26
Accident - % 3 0 3 - 8 0 8
-Special trans. tax/fee ($) 19 -19 0" 33 -33 0
JyehicleICarrielji Lo AS) 357 ~-123 234 368 1,000 1,368
Total i e)| 407 -85 322 500 993 | 1,493
‘Distance, travelled . (km). 3,365 4,467
Eﬁ(:osts per ; : oo .
passenger ey ey ] 121 -2.5 9.6 11.2 22.2 334
»Costs per- v ‘
standardized ' E
passenger-km‘I ey 124 -2.5 9.6 14.9 29.5 44.4
a. Standardized to air distance.

Note: In order to illustrate smaller components, averages per passenger-kilometre are
shown to the nearest tenth of a cent and route totals to the nearest dollar. See text
for qualifications.



Chart 3-5

lLLusTRamve CompreHENSIVE COSTS PER PASSENGER, DoLLARS PER TRIP, VANCOUVER TO TORONTO

Dollars per trip (1991 dollars)
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Note: The chart is a graphic representation of Table 3-5. Any negative components of the
costs borne by others are represented by shifting the others bar below the zero line.
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In addition to showing estimates for the components of the costs
for each means of transportation on the route in question, the tables
show the overall average cost per passenger-kilometre, borne by '
users, others, and in total. These average per-passenger-kilometre
costs, calculated using the route lengths for each different means

of transportation, provide a basis for comparing their operating char-
acteristics. Because the route length between two centres can differ
for different means of travel, for some purposes — for example
when considering the overall amount of subsidy for travel between
two points — it is of interest to compare per-passenger-kilometre
costs on a standardized basis. We have used the air distance for this
standardized comparison.

Cross Subsidies

. The difference between user and total vehicle/carrier costs on a route
includes the impact of cross subsidies. Cross subsidies occur when a
carrier uses revenues from profitable routes to cover part of the costs
of unprofitable routes. For example, under provincial regulation, bus
companies must provide service on low-volume routes in order to be
granted high-volume routes; they subsidize the former with the prof-
its from the latter. In our route tables, cross subsidies (the difference
between estimates of total vehicle/carrier cost for the route and the
vehicle/carrier share of fare revenues) are included in vehicle/carrier -
costs borne by others since other travellers on other routes pay
these cross subsidies.

Some governments provide direct subsidies to buses on a small por-
tion of total bus routes; these subsidies averaged across all bus travel-
are shown as vehicle/carrier costs borne by others in the system-
wide costs. Cross subsidies do not appear in the system-wide aver-
age table (they cancel out). But, in the route tables, the amount in the
others column for vehicle/carrier costs represents any direct subsidy
plus any cross subsidy. '



For bus routes of the Toronto to Montreal type, this amount is esti-
mated to be negative. This is because although we estimate that the
traveller pays an a'verage of $36.60 toward vehicle/carrier costs for
this type of trip, the average cost to the bus company is $33.60. In
this case, there is no direct government subsidy and, therefore, the

- minus $3.00 shown for vehicle/carrier costs borne by others is a
potential cross subsidy from passengers on this type of route to
those travelling other routes operated by the same company.

On the other hand, for the Vancouver to Toronto type. of route, we
estimate that, given the lower bus fares for through-travel, bus pas-
sengers pay less than the average costs (averagé costsinclude a share
in company overhead). In other words, they receive a cross subsidy..
For air routes of the Vancouver to Toronto type, the vehicle/carrier
situation is the reverse; on these air routes, passengers are esti-
mated to contribute more than the average amount to_pfofits. In
other words they pay a cross subsidy. ' :

In the case of trains, the entire amount of vehicle/carrier costs borne
by others is an estimate of the direct taxpayer subsidy attributable
to that route.

CONCLUSIONS: TABLES 3-2 TO 3-5 AND CHARTS 3-2T0 3-5

Transportation Infrastructure Costs -

On the high-volume Toronto to Montreal route, special taxes and
fees for car and bus travel equal or exceed the costs of the road
used. These special taxes and fees, however, do not fully offset the
total costs of infrastructure, enwronmental damage and accidents. |
For air travel, infrastructure charges do not come close to covering
costs for any of the domestic routes considered. On the medium-
volume and lower-volume routes, as well as for the system-wide
averages, special taxes and fees for car travel do not fully cover our
estimate of the total cap|tal maintenance and other costs (mcludmg
_traffic policing) of roads.

A



Environmental Costs

Estimates for environmental costs of train and airplane emissions
per passenger-kilometre differ by route, reflecting different vehicle
occupancy rates and the use of different equipment. As well, our
estimates assign a higher cost to some pollutants if t'hey are released
during the summer in areas that already have problems with air '
quality (such as the Windsor to Quebec City corridor and the Lower
Fraser Valley regions). :

In terms of environmental costs, the train on the high-volume Toronto
to Montreal route incurs costs that are somewhat lower than the car’s
and considerably lower than the airplane’s, although higher than the
environmental costs of bus travel. On this route, train equipment is
newer and more fuel efficient, the number of seats per train is higher,
and train occupancy rates are high. {In Chapter 7, we consider how
the train’s effect on the environment might improve with different
equipment.) On the lower-volume rail routes, the train has considerably
higher environmental costs than those of car, airplane or bus travel.

The environmental costs of airplane travel can be lower than those
" of car travel on direct longer-distance routes, as shown by the
Vancouver to Toronto example. In aircraft operation, much of the
noise, fuel consumption and emission of carbon dioxide and other
pollutants occurs while waiting for or during take-off. For longer
direct flights, therefore, environmental costs are proportionately
lower than for short flights.

Total Subsidies

On all the routes considered, bus travellers come closest to paying
total costs if the cross subsidies among bus passengers are set aside.
The total subsidy is larger for car travellers, but still not a large
portion of total costs. '

Total subsidies for air travel (excluding the impact of cross subsidies

among routes) are larger than for car travel on most routes, and rep-
resent an appreciable share of total costs even on high-volume routes.

A



Subsidies to passenger rail include direct subsidies from taxpayers
and some environmental costs. Transportation infrastructure costs
are paid by the rail carrier for track use and train traffic control.

Even on the Toronto to Montreal route, which for the train has the
lowest amount of direct (vehicle/carrier) subsidy from others and has
the lowest environmental costs, the passenger rail subsidy is sub-
stantially larger than total subsidies to car or air travel. On the other
routes, train costs borne by others (primarily the federal taxpayer)
are many times larger than the subsidies to car or air travel.

ConcLusion

Only the bus comes close to paying its way in the passenger trans-
portation system. Bus travellers pay almost as' much in special’

taxes and fees charged by governments as the costs of government- -
provided infrastructure, environmental costs and accidents incurred
by bus travel. '

Both car and aifplane travel have a competitive advantage over the
bus, because car and air travellers pay less of the full cost of their
transportation. Government charges for car and airplane travel

do not fully cover infrastructure and environmental damage costs.
. (Environmental damage by car, airplane and bus has been limited
by regulation, and car, airplane and bus travellers do pay the costs-
of equipment required to comply with the regulations.) Car travellers
also do not fully pay for the costs that car accidents impose on the
health care system.

¢

Overall, subsidies from taxpayers for rail and ferry are the largest,
on average, per passenger-kilometre.

The following chapters contain recommendations that will change
many of the above costs and who pays them. In C'hapter 18 we will
look again at these estimates of comprehensive costs when we '
consider the overall imgact of our recommendations.
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ENDNOTES

In the system-average table and chart, the only negative component of the others’ costs is
the special transportation tax/fee. This was represented in Chart 3-1 by a shift down in the
others bar by the amount of special transportation tax/fee revenues. For the individual
routes, cross subsidies are another potential negative component of others’ costs.

When users pay more than the vehicle/carrier costs associated with the route used, the
excess is considered a contribution from users to others (other travellers). When this occurs,
the base of the others bar is shifted below the zero line by an amount equal to the sum

of revenues from special taxes and fees (a negative component of others costs) and of
negative cross subsidies (cross subsidies available for other travellers).

For example, for airplane travel on the Vancouver to Toronto route (Table 3-5 and
Chart 3-5), the others bar starts at =142, the sum of —19 from special taxes and -123
from cross subsidy.

Only the positive components of others’ costs are shown as explicit segments of the bar.
For Vancouver to Toronto airplane travel, the positive components add to 57, which is
the vertical height of the bar above its -142 base.

In a few cases for the individual routes, the negative components exceed the positive
components of costs borne by others, resulting in negative net costs. In such cases, the

_ top of the others bar, which indicates net costs borne by others, is below the zero line. '
For example, again for the Vancouver to Toronto airplane travel case, Table 3-5 shows
net costs borne by others of —85. The top of the others bar for airplane travel in Chart 3-5
thus lies below the zero line at —85.



CHAPTER 4

' NEW DIRECTIONS: FOUNDATIONS FOR A PASSENGER
TRANSPORTATION FRAMEWORK

INTRODUCTION

In Chapter 1, we dlscussed our approach to provudmg Canada with
a new passenger tra_nsportatlon framework for the 21st century that
would lead to more consistent, coherent and economically sound
transportation decisions. In this chapter, we set out the foundation

“for this new framework, discuss its implications for governments,
travellers and carriers, and suggest transition mechanisms to get
from the current situation to our proposed framework.

FounDATIONS FOR A NEW FRAMEWORK

We believe that the main goal of Canada’s intercity passenger trans-
portation syste.m. should be straightforward — to move people to
where they want to go. Travellers should be able to choose the
transportatlon services they want, get what they pay for and pay
for what they get.’

In the past, governments have used the transportation system to
pursue other public policy goals. We believe that the passenger
_transportation system should not be used by governments in this

way, today or in the future. As well, the traveller should not be
asked to pay for the implementation of broad, national goals that
are properly the responsibility of the general taxpayer.

In this report, we spend much time and space discussing charges
to travellers. These include fares, fees, fuel taxes and licences. We
realize that many of our recommendations may seem to advocate a
greater financial burden on a public already unhappy about prices
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and taxes. Although this may be the appearance, it is neither the
reality, nor does it represent the fundamentals of what our approach
will achieve. Although Canadians may be unhappy with transportation-
related prices and taxes, and be unwilling to see them increase, they
are nevertheless already “paying” all of the costs of transportation
in some way. For example:

» taxpayers pay a substantial portion of the cost of the infrastructure
used by travellers and subsidize some carriers directly;

* people with asthma bay for low-level ozone concentrations in
cities through discomfort and poor health;

« commuters pay for traffic congestion in lost hours;

+ homeowners pay for car, truck and airplane noise when they
cannot enjoy their homes and yards; and

. everyone pays for the general degradatlon of the environment.

What we advocate in this report is that those who supply and those
who use passenger transportation services pay the costs of their
activities. Those who do not use passenger transportation services
should not have to pay for them. In addition, those who pay in non-
monetary ways should gain relief or compensation. This, we believe,
would be a much more equitable system than the one we have
today. Our recommendations should also result in a more efficient
passenger transportation system and a lower financial burden on
Canadians, and would enable governments to reduce taxes with

the money saved.

OBJECTIVES

We believe that Canadian passenger transportation policy will be

in the forefront worldwide if it leads to a passenger transportation
system that is safe, protective of the environment, fair and equitable
to taxpayers and all groups of travellers, and efficient. -
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Therefore, we recommend that:

Efficiency may strike some as a rather abstract objective, of interest
primarily to economists. But this is not the case; efficiency means
making the best use of one’s resources and opportunities or, more
simply, avoiding waste. As householders know from managing their
family’s finances, avoiding waste will get the most out of the family’s
income, or — in economic terms — will maximize its benefits, given
its resources. ' o

There are three types of waste to avoid. The first type of waste
occurs when people'spend more than is necessary to obtain goods
or services. The parallel situation in transportation policy is when
more is spent than is necessary — using a more expensive capital
facility than necessary, or employing more people than necessary —
" to produce transportation services.

The second type of waste occurs when the householder would be
“better off not buying (or buying less of) the particular goods or
services, and instead using the money on something else. The paral-
lel situation in transportation occurs when governments decide to
spend money on é-particul'a’r transportation-service, even though

- an alternative transportation service would be more worthwhile,

A



or when Canadians would be better off using the money to obtain
other things.

Thirdly, not spending monéy can also, in some cases, be a source of
waste. Not spending on maintaining a car or house may require a
higher level of spending in the future. For example, not spending
money on a new furnace may be more than offset by higher fuel
bills over time and thus constitute waste. In transportation, failure to
devote sufficient resources to maintaining a road may result in having
to spend much more in the future, or in a major reduction in the use-
fulness of the road. Failing to provide an airport in a community

that has grown substantially may lose an opportunity to save major
amounts of time for people travelling to and-from the community. If
people value the time savings sufficiéntly, the lack of spending on
the airport would constitute waste or inefficiency. ‘

Choosing efficiency as one of the objectives to guide passenger

. transportation policy simply recognizes that passenger transporta-
tion systems that avoid waste will contribute the most to Canadians’
economic well-being. '

Protecting the environment and maintaining safety are part of Cana-
dians’ present and future well-being. The efficiency objective can,
therefore, be broadly interpreted to include achieving adequate levels
of safety and environmental protection. This was the approach we ’
took in our Interim Report. For greater clarity, we identify environmental
protection and safety as separate objectives. : '

What about other objectives? We agree with those Canadians who
told us that nation-building and regional development should be
objectives of the various levels of government. We also believe that
these objectives can be pursued through a variety of policies.2 We do
not agree, however, that passenger transportation policies should be
guided by obJectlves of nation- bunldlng and regional development.
Our reasons are as follows:

O



- Nation-building: In general, the passenger transportation system is
mature, and most Canadians are well served by a number of modes.
We do not believe that any single project, route, network or mode
is likely to stand out today, as the transcontinental railway once did,
as a symbol that unites Canada. We doubt that any new passenger
transportation mega-project wduld contribute to building the nation,
beyond its economic contrlbutlon which can be assessed using
normal criteria. ‘

To be sure, there is a need to.bind Canada together, but we believe
that individual Canadians — aided by volunteer organizations and
government departments other than transportation departments —

- can most effectively carry out the task of binding the nation together.

Regionél development: We recognize that passenger transportation
infrastructure and services can play a vital role in the development
and functioning of national and regional economies. As we suggest
in our efficiency objective, the benefits of infrastructure and services
to travellers should be compared with costs when decisions on
passenger transportation projects and services are made. From our
research and consultations, we concluded that the separate and"
additional regional development benefits that may be derived
from government expenditures on passenger transportation are
unlikely to be substantial and should not be used to guide passenger
" transportation policies. Our reasoning is threefold.

First of all, passenger transportation projects ‘and,s'ervic'es that are
likely to contribute to regional development will pass the benefit-cost
test under the efficiency objective. The benefits that regions gain
from passenger transportation projects, other than those associated
with benefits to travellers, are generally limited. In almost all the
populated parts of Canada, the basic passenger transportation infra-
structure already exists. Adding more or improved infra,strUcture, if
that does not increase traveller benefits more than costs, is a ques-
tionable means of stimulating development. Half—empty roads and
underused alrports wouId be the likely result.



Secondly, we recognize that regions may realize short-term economic
gains from construction activities associated with passenger trans-
portation projects, but these activities do not have the same economic
effect today as they did in the past. Construction is increasingly
automated, and equipment and materials are often purchased from
other regions.

Furthermore, non-transportation projects also require construction.
We do not believe that transportation projects should be singled -
out by governments for subsidies in order to carry out regional
development objectives for which they are not designed.

Finally, under the terms of our mandate, we are to consider long-
term passenger transportation policies for 30 or r‘nore'years into the
future. We have therefore focussed on the benefits that will continue
many years after projects are completed. Projects not supported by a
review of the needs of travellers, and the benefits to them, place a
long-term drain on financial resources that could otherwise be posi-
tively used for the development of Canada or its regions.

Therefore, we recommend that:

-

I ’ ) ) :
4.2 Governments pursue nation-building and regional -

, development objectives through other programs, rather
| than using the passenger transportation system.
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If governments decide to pursue nation-building, regional develop-
ment or any other objectives through the passenger transportation

- system, taxpayers in the jurisdiction that makes the decision should
pay the cost of such programs, rather than those who use the pas-
senger transportation system. As well, governments should let the
public know why they are providing such subsidies and at what cost.
We strongly believe that the use of subsidies should be the exception,
not the rule.
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PRINCIPLES FOR TRAVELLERS

How can we translate our four objectives into operational pr|n0|ples?
Ourbroad goal is to move people to where they want to go, using
any means for which they are prepared to pay, but avoiding waste.
That'is, we want a péssenger transportation system that is safe,
protects the environment, is falr to taxpayers, travellers and carriers
and is efficient.

In many circumstances, market forces are a reliable guide for achieving
the best use of resources. Market prices provide important signals
about the kinds of travel services that travellers want, and competi-
tion provides an important discipline on those who provide these
services. To prosper in a competitive environment, firms must .
respond to travellers’ preferences, cut costs, improve productivity and
innovate — all of which contribute to increased efficiency. Relying

on market forces will also contribute to fairness. Individual travellers
will pay.for the choices they make, and they will pay the full costs

of their travel without help from the taxpayer or other travellers'. '

. The principles flowing from our four objectives have four thrusts
First, for much of Canada's history, transportation has played a
natlon building or developmental role and Canadians have come to. |
regard it as a public service like national defence, rather than a busi-
ness like a hotel or restaurant. Too often in transportation, there has
been a failure to appreciate the benefits from competitive markets —
and the costs of restricting competition. Therefore, one of the main
thrusts of our principles is to achieve the benefits from treating

'transportation like any other business where people buy and sell
services, instead of as a government function. We have to identify
areas, both in the activities of carriers and the providers of infra-
structure, where there would be benefits from a greater reliance on
‘competitive markets. ‘

- Second, treating transportation as a business will not work in all
circumstances. Therefore, a second thrust of our principles must be



directed at those areas where the market does not work very well —
where it would not provide adequate levels of safety or environmen-
tal protection or where it would not be efficient or fair to travellers
or taxpayers. ' : '

If carriers and providers of infrastructure do not have to take account
of the impact of their activities on the environment and the health

. care system, the prices they charge can result in Canadians travelling
by polluting or dangerous means of travel because it is cheap.
Governments can correct this by ensuring that environmental and
health care costs are taken into account by carriers, infrastructure
providers and travellers.

In some cases, particularly for airpdrt and highway infrastructure, it
may not be possible to have more than one provider. When services
or infrastructure are provided under these monopoly conditions,
providers might charge prices that are too high or might not provide
" the service that travellers want and are willing to pay for. Governments
can take steps to ensure that the services provided and the prices
charged to travellers are similar to what might be expected if
competition did exist.

A third thrust of our principles is directed at those situations where ’
~ leaving passenger transportation to operate in a business context .
would have unacceptable results and must, therefore, be modified
to take account of an important public interest. Although “public
interest” is a vague and potentially all-encompassing term, our . '
focus is specific. We believe that government intervention is
necessary in two circumstances: -
- to take care of the special transportation needs of people with
disabilities; and

« to help firms and travellers who would be especially disadvan-
taged by an abrupt introduction of market forces to adjusttoa =
potentially dramatic change in their operating environment.



. The fourth and final thrust of our principles must be to ensure that
goverhment fulfils its role in a responsible manner. An informed
public is the best check on governments. We believe there is a need
for political decisions on transportation to be transparent so that
taxpayers and travellers can make informed choices. Some specific
changes could help: ' '

* Decentralization may contribute by providin’g those affected by
government decisions with an increased say in those decisions.

+ Those making decisions could be more effectively held accountable
if taxpayers and travellers better understood the implications of
decisions.

Our principles must impose greater responsibility for achieving our

objectives on all the participants in the intercity passenger trans-

portatlon system — travellers, carrlers providers of infrastructure,
governments and their agencnes

These objectives will be best achieved if the passenger ti'ansportation
system is supported and maintained by those who use it. Travellers
should pay for the travel services they use. People who do not travel
should not have to pay forthose who do. -

Therefore, we recommend that:

We recognize that some Canadians may not be able to pay for the
transportatlon they require. In general when people need financial
~assistance to travel, this help should be provided to them through
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general or specific assistance programs, not by charging other users
of the passenger transportation system.

In some cases, such assistance may still not make transportation
services available to all. For example, although some people with
disabilities could receive financial assistance to pay for travel, they
may still lack physical access to passenger transportation services
and infrastructure. Carriers and providers of terminals have a
responsibility to provide accessible passenger transportation and
should have a caring attitude toward people with disabilities.

Therefore, we recommend that:

P

’ 4.4 Travellers wnth physncal or mental dlsabllltles have
i opportunities similar to those enjoyed by all Canadians
f to use publlc passenger transportatlon

i s‘-\——‘&w‘j

PRINCIPLES FOR CARRIERS

We believe that passenger transportation carriers should provide -
services in a competitive environment, operating under the same
commercial principles, economic forces and general rules as most

- other businesses in the Canadian economy. They may, however, also
be subject to government rules.designed for transportation, such as
those associated with safety or environmental protection. As long as
these carriers are charged appropriately for safety, accident and envi-
ronmental costs, competition in the fnarketplace should be relied upon
to determine the most efficient pricing and investment decisions.



Therefore; we recommend that:

owners) pay thelr share of the full cost of the termmals,
Imks and trafflc control servrces that they use, as well
as any costs related to envrronmental damage safety~
! and acc|dents R :

-_5; (c) ‘as Iong as they are wrlllng to pay thelr share of the _:osts

“carriers have equal access to termmals, I|nks and trafflc
control servuces, and e

: (d)} anyone provrdmg carrler servrces be able to wnthdraw
, these servrces W|thout undue delay, but ith-adec
notlce to the pubhc ‘ffji‘;_fr s

PRINCIPLES FOR PROVIDERS OF TERMINALS, LINKS AND
TRAFFIC CONTROL R : 5

Terminals such as airports, links such as roads or railway tracks,
- and related services such as traffic control are essential for getting
travellers to where they want to go. Carriers and travellers told

us that if they are going to be asked to pay the full cost for these
terminals, links and traffic control services, they want to be sure
that what is provided is only what is needed, no more, no less.

We agree. ' )



Therefor_e, we recommend that:
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' 4.6 Terminals, links and traffic control services be priced
{ .. onaterminal-by-terminal, link- by-lmk and service-by-
' service basis.

o i

We recognize that prices could also be determined by averaging across
a number of links or facilities, and that, in the short term, this type of
pricing may be the most feasible approach in cases such as roads.

In some circumstances, prices can be determined through market:
forces, as happens when one airport faces competition from a
nearby airport, or when auserofa facility is in a strong bargaining
position with the provider of the facility, such as a domlnant airline’s
relatlonshlp with some airports.

Therefore, we recommend that:

|
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. 4.7 Where thereis sufflclent competmon or where users are ‘
- in a strong bargaining position with providers of terminals, §
links or traffic control services — and so long as there are 7
" appropriate charges for environmental damage, safety and |
accidents — competition and market forces be relied upon ‘
‘to determine prices and investment decisions for passenger ;

» transportatlon mfrastructure : }

e s S e
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Where terminals, links and traffic control services are provided on a
‘'monopoly or near-monopoly basis, market forces cannot be relied
upon to determine prices. Monopolists can char'ge prices above
costs and normal profits, or inflate costs by over-building. Where
competitive forces are not sufficient, or where users are in a weak
bargaining position, governments, as referees, must regulate prices
and investment decisions on an intermodal basis. '




Therefore, we recommend that:

_ termmal 7 'lnk or trafﬂc control servrce,and-be esrgne ]
to encourage nelther over-use nor un_der_vuse Wher
‘ such prlces do: not recover the fuII co We recommen
that they be adjusted to provrde for full, 'ost-‘recover’y i
: ‘such a way as to“mmrmrze the Ioss of effrcrency, In

i‘(b) mvestments be made only in those prolects where
benefrts to travellers exceed costs and that yreld the :
hlghest Ievel of benefrts over costs regardless of mode

: to effrclency and‘ease of t avel.:

IMPLICATIONS FOR GOVERNMENTS |

FUNCTIONS OF GOVERNMENT

We have said that competition and market forces should be the prime
agents in developing a viable and efficient passenger transportation
system. There are some functions in the passenger transportation
system, however, that can only, and should only, be performed

by governments.
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Governments should be responsible for:

+ establishing policies in relation to the framework — setting policy
with respecf to transportation agencies, establishing guidelines for
project evaluations, notably for the assignment of joint costs to
modes and user classes, taking a cross-modal view of transporta-
tion issues and coordinating the development of environmental
and safety policies with respect to transportatlon

+ standards setting and enforcement — imposing safety and envi-
ronmental standards, and applylng charges to reflect the costs of
environmental damage;

» data gathering and reporting — setting reporting requirements,
and presenting data ina way that allows ready comparison by
users among the various modes of transportation;

« research — together with providers of services, governments finance
and carry out selected research on passenger transportation (the
results of much passenger transportation research cannot be
patented or sold but are of public benefit); ’

* maintaining competition — ensuring that carriers do not engage
in anti-competitive behaviour (for example, by guaranteeing equal
rights of access by carriers to terminals, links or traffic control in
cases where failure to provide access could restrict competition,
especially where carriers own the terminals or links, such as
railway tracks or bus terminais); and '

* regulating monopolies — regulating pricing and investment deci-
sions of terminals and links that are provnded on a monopoly or
near-monopoly basis.

12



Therefore, we recommend that:

ASSIGNING RESPONSIBILITY TO LEVELS OF GOVERNMENT |

We believe that assigning responsibility to the level of government
closest to the people is consistent with our objectives, since our
approach does not require that transportation responsibilities be
assigned to particular levels of government — whether federal,
provincial, territorial, regional or municipal.

In some cases, benefits or costs may extend beyond the boundaries
of one jurisdiction: Only a higher level of government, or governments
~ acting jointly, may be able to ensure consistency. At a minimum,
cooperation among the different levels of government that have
.responsibilities for establnshlng the framework,. maklng the rules,

and refereeing would be requnred

. / . .

In other cases, the delegation of powers or jurisdictional modifica-
tions might be required. If formal constitutional change is needed to
meet our objectives, then governments should consider implementing
such change. ' ' ’

Therefore, we recommend that:




EQUAL TREATMENT OF MODES

When governments collect taxes for general revenue p‘urposes —a
general sales tax as opposed to charges to travellers — they should
tax all modes of transportation on the same basis. -

When governments impose charges to pay for infrastructure and
services that are government-owned, the charges should reflect the
efficient cost of providing the infrastructure or a service, and the
revenue from the charges should be used for that purpose.

Governments should levy charges to cover any other costs that
transportation activities impose on society, whether the activities
arise from operatiohs of.a publicly or privately owned carrier, facility
or service. Where regulations are used in place of charges, they
should impose similar obligations on each mode.

Therefore, we recommend that:
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;( 4.11 Governments tax a}ld regulate all modes fedually. » : P

.

ACCOUNTABILITY

Those responsible for making and applying the rules and for spending
taxpayers’ money should be accountable for their actions to these
same taxpayers. Governments should improve such accountability .
‘through transparency — making relevant information available and
. understandable. :

When governrhents consider providing taxpayer subsidies, such sub-

sidies should be openly debated and visible. Full disclosure of the
costs of the system — revenues, subsidies, who pays and who

P



benefits — will help people to make their own transportation deci-
sions and to judge those made by governments. Disclosure will also
provide a mechanism that enables the public to hold government
agencies accountable.

Therefore, we recommend that:
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[ 4. 12 Decision making be transparent so that Canadians _ }
|

understand why governments or their agencies make i
the passenger transportation choices they make, and so %
that those maklng declsmns can be held accountable. |

‘TRANSTION MECHANISMS

‘We recognize that today’s passenger transportation system is a long
way from embodying the objectives and principles outlined in this
chapter, and that such a passenger transportation system could not
be achieved at once. : -

Immediate action to implement the new objectives and principles
could lead to sharp price increases that travellers would consider
unreasonable, or could jeopardize the viability of a carrier or a partic-
ular carrier service, terminal or link. Time may be neededto allow
prices to adjust, and to permit current service levels to be reduced,
or otherwise modified, to match demand at an unsubsidized price..
Governments will also need time to assess environmental and

'social costs. Any transition assistance should be subject to strict
guidelines. :




Therefore, we recommend that:

-

4.13 In cases where time is required to ease the problems
caused by steep price adjustments, or where a carrier,
a particular carrier service, a terminal or a link is given
another chance to survive within the new framework,
financial assistance be designed to encourage adjustment.
Such assistance should be:

(a) given, where possible, to move people in the most
efficient way, regardless of mode;

(b) provided and managed by the level of government
responsible for the mode;

{c) borne by general taxpayers in the jurisdiction that makes
the decision, not by other transportation users; and

(d) provided on a declining basis, for a predetermined,
reasonable adjustment period, and then terminated.

- 4.14 If a carrier, a particular carrier service, a terminal or a link

cannot survive despite a reasonable period of time for
adjustment, the terminal or link be closed or the service
discontinued. '

Carriers and providers of terminals, links and traffic control services .

'should be given maximum flexibility from regulation in order to

adjust fares and the frequency and quality of service. This flexibility
should also permit substituting services that use another mode of
transportation.



CoNcLUSION

Establishing the foundations for a new framework and the transition

mechanisms required to achieve them are only first steps toward solv-

ing transportation problems. We must emphasize that these first steps
" are essential if Canadians are to make the right decisions in the future.

In the following chapters, we apply our approach to arange of issues
in intercity passenger transportation.



ENDNOTES

1.

The test of “demand” should be the price that travellers are prepared to pay and the test
of “supply” should be the amount that would be provided in a competitive market, when
all costs are taken into account.

If, for example, governments decide that it is desirable to encourage students to travel
around Canada by subsidizing 20 percent of their fare, this could be accommodated by
the transportation system but we do not view it as a transportation policy. The cost should
be ascertained and the full cost should be paid to the passenger transportation system

by all taxpayers. The passenger transportation system and its travellers should not

have to shoulder the burden for a nation-building policy that governments feel benefits

all Canadians. '




CHAPTERS

TRANSPORTATION INFRASTRUCTURE: INVESTMENT
AND PRICING

Il\rmonucnom

One of our objectives for the national passenger transportation
system is fairness to users, carriers and the general taxpayer. We
‘believe that fairness cannot be achieved if the current system of pay-
ment for government-provided transportation infrastructure remains
in place. This system gives some modes a competitive advantage
over others, and often means that the general taxpayer, who may.
not travel often or at all, pays for Canadians who do. As we stated in
Chapter 4, our principles are that:

« each traveller pay the full cost of his or her travel, and travellers,
in total, pay the full cost of the passenger transportation system,
including those costs related to protecting the environment, safety
and accidents (Recommendation 4.3);

« carriers (including private car and private airplane owners) pay
their share of the full cost of the terminals, links and traffic control
services that they use, as well as any costs related to environmental
damage, safety and accidents (Recommendation 4.5b); and

+ as long as they are willing to pay their share of the costs, carriers
have equal access to terminals, links and traffic control services
(Recommendation 4.5c¢).

We also believe that pricing to cover full costs, when applied intel-
ligently, can offer major benefits in addition to fairness among
different groups of users and between users and general taxpayers.
Pricing can: '

* help ensure that existing infrastructure is used in a way that offers
the greatest economic benefit to Canada;




e provide valuable guidance for new investment decisions; and

» provide a basis for decentralizing the operation and management
of infrastructure. In the absence of prices for outputs and inputs, -
it is difficult to give local management the power to decide how
many and which sérvices to offer, and which combination of
resources to use in the production of services. Decentralization
provides greater flexibility to meet local needs and can encourage
managers to achieve the lowest cost for operations.

We emphasize that our approach to pricing is not designed to provide
.infrastructure providers with a means of passing any and all costs on

to users. Rather, our approach is designed to ensure that costs are

subject to greater discipline and that operating efficiency is increased.

We also want to reiterate that the costs we are discussing are already
being paid. They are not new costs. Our concern is that the taxpayer,
who may or may not travel, not be saddied with expenses that bene-
fit those who do travel. While our framework will raise the cost to the
traveller, we expect that it will lower the burden on the taxpayer.

In this chapter, we explore the costs of transportation infrastructure,
how investment decisions should be made to ensure that the appro-
priate amount of infrastructure is in place, and methods for setting
charges. In Chapter 6, we discuss access to infrastructure and the
institutional arrangements for its ownership and management.

TRANSPORTATION INFRASTRUCTURE: AN OVERVIEW

COMPONENTS OF THE TRANSPORTATION SYSTEM

As we noted in Chapter 2, transportation infrastructure refers to
the non-carrier component of the intercity transportation system:
terminals, links, and traffic control systems (Table 5-1).




Table 5-1 _
COMPONENTS OF THE TRANSPORTATION SYSTEM

Infrastructure
Mode | Carrier Terminals Links Traffic control B
Road- -| Cars Car parking Roads (including Police, road signs and
bridges) signals, traffic control
Buses Bus terminals . laws and regulations
Air Airplanes | Airports (including Air navigation . Air traffic control
: runways) systems .
Rail | Trains Stations Railway tracks Dispatch, signal
systems
Water | Ferries Ferry terminals . Waterways and Vessel traffic services
’ 7 {including wharves canals (including
and ferry slips) navigational aids}

Today, the federal, p'rovincial and territorial governments own and
manage most of Canada'’s intercity transportation infrastructure. The
federal government supplies airports, air navigation and air traffic - .
control, and services for water links. Provincial and territorial govern-
ments design, build and manage roads and highways. Some carriers
- own and manage rail tracks and terminals, most bus terminals and
some ferry terminals. ‘ ‘ '

CAPITAL AND OPERATING COSTS

System-wide cost estimates for passe_riger transportation (Table 3-1,
Chapter 3) show that the capital and operating costs of transporta-
tion infrastructure are $6 billion per year or, on average, 14 percent
‘of the total cost of intercity travel. This estimate includes an “interest
charge,"1 -as well as depreciation on the existing physical capital.
Our estimates, however, are only approximate. Governments, which
build and own most infrastructure, rarely keep records that show

the value of the infrastructure. Our estimates'are' intended to reflect
current replacement costs.

In most cases, intercity travellers share passenger transportation

infrastructure with other users. For example, freight and passenger
motor vehicles, as well as urban and intercity travellers, use the
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same roads. It is often difficult to allocate infrastructure costs
accurately among the different users. In our calculations, we have
allocated the following percentages of infrastructure costs to
|nterc1ty passenger transportation: :

» 70 percent of the intercity road network t6 passenger vehicles;

» 84 percent of airports and the air navigation system to commercial
passenger aircraft;?

» 2 percent of the rail network to passenger rail; and

* 12 percent of selected government expenditures for marine links
and control systems (primarily aids to navigation and coast guard
services) to passenger travel on ferries.

MAKING INVESTMENTS IN TRANSPORTATION INFRASTRUCTURE

PRIVATE-SECTOR INVESTMENT DECISIONS

Private-sector companies base their transportation infrastructure
investment decisions on expected profitability and a return on their
investment. We believe this criterion is appropriate as long as these
firms are not making monopoly profits that distort their decisions,
and are taking all costs into account, including those related to.
environmental damage, safety and accidents.

GOVERNMENT INVESTMENT DECISIONS

In the past, governments have often used transportation as a tool

of public policy, making investment decisions that served political,
economic and social goals in addition to transportation goals. We
believe such goals are inappropriate for the passenger transportation
system of the future. Today’s passenger transportation system is
now mature, and Canadians in most of the country are served by
several modes of transportation. Although there may be some areas
where new investment is required for expansion, most expenditures '




are now made to maintain, replace, and upgrade infrastructure. We
believe that infrastructure expenditures, if they are to be made by
government at all, should from now on, be made only if they are
expected to provide a return on investmient.

Two factors determine a return on investment: benefits and costs.
While the total expected cost of an investment project is often easy
to calculate, the expected benefits are much more difficult to esti-
mate. The benefits for private-sector projects are based on expected
increased revenues and cost savings from the investment. Revenues
are determined by what people will pay for the’ new good or service
and by how much of it they will purchase. :

What are the benefits of a new road or an airport terminal? How can
they be calculated? Under our principles, users should pay for what
they use, and the price they pay should cover all costs, including

- those associated with environmental damage, congestion and safety
measures. We believe that governments should measure benefits
using the same yardstick as that of the private sector: the prices
users are willing to pay and the revenues that the infrastructure is
expected to generate.

The PRINCIPLES OF INFRASTRUCTURE PRICING

The total costs of transportation infrastructure are substantial. At the
same time, adequate infrastructure is essential if efficient transporta-
tion services are to be available. Excessive infrastructure is wasteful
because the resources used could have been used to produce other
needed goods and services. In the case of government ownership,
excessive infrastructure is thus an unnecessary burden for taxpayers.
Yet too little capacity, or capacity of the wrong type or in the wrong
place, is also wasteful since it causes delays in the movement of
people and goods. These delays reduce the ease of travel, add to the
-uncertainty and costs of doing business, and thus reduce Canada’s
productivity and competitiveness.
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EFFICIENT PRICING

Efficient prices = prices that lead people to travél without
wasting resources or losing opportunities

Efficient prices encourage people to use the road, rail, air and water
modes in a way that does not waste resources or opportunities.
These prices are also fair if users who are responsible for the

same level of costs pay the same amount.

When travellers must pay for all of the costs incurred in producing
transportation services, they will balance their use of these services
against their costs. They will not use a facility more than they need
to, because this wastes their money; nor will they use a facility Iess
since this wastes an opportunity.

Charges to travellers also test the public’s willingness to pay for
infrastructure investment. Over time, the capacity of transportation
infrastructure requires expansion, contraction or change. Govern-
ments should use consistent rules to evaluate new investment
projects. Charges provide a means of developing such rules by mea-
suring Canadians’ desire for expanding, changing or reducing the
capacity of infrastructure or the size of transportation networks.

MARGINAL COST

Marginal Cost as a Starting Point

An important starting point in establishing prices for transportation
infrastructure is the marginal cost — the additional cost that occurs
when there is an increase in the amount used of a product or service,
such as a road or a runway.




' Marginal.cost = © - the additional cost that results
S - from a small increase in the
- amount provided of a product
or service ’
Example of a marginal cost: the cost for the wear imposed on
o : a road every time a vehicle uses
; the road

For example, the marginal cost of a road is the cost of the wear on
the road incurred each time a vehicle uses the road. If operators of
vehicles do not pay for the damage they inflict to the road, they have
no incentive to reduce vehicle use or to switch to less-damaging
vehicles. Generally, when users do not fully pay for the marginal
costs of infrastructure — that is, when they face a lower charge than
the costs they impose — their transportation choices cost the economy
more than the return or value they receive. In our example, if users
do not pay for damage to roads, they may choose to make an unnec-
essary trip, or use a vehicle that is cheaper to operate but causes
more road wear. The benéfits of such trips to the user are small, but
the costs to the taxpayer may be substantial.

Operational Limitations in Applying Margi'naI-Cos't Pricing

For many types of transportation infrastructure, as in other public
-utilities such as electrical power and telephone services, marginal
costs are difficult to estimate or apply. There are four reasons for this:

First of all, marginal cost may be difficult to measure. For example,
analysts may not agree on the amount of damage that heavy trucks
impose on different types of roads.

Secondly, marginal cost may vary with circumstances. For example,
the amount of damage trucks cause to roads may increase during
spring thaw. Or, the cost of handling additional passengers in a
terminal may increase if the terminal is already at the normal level
of use and extra staff have to be hired. If these variations in cost are

-



predictable, it may be possible to vary prices to match the variation
in cost — although changing prices may involve added complexity
for the operator of the facility, and for users. Not all such variations
in costs, however, are predictable, and transportation providers may
not be able to set prices easily or accurately.

Thirdly, electronic technology is sometimes able to provide instanta-
neous information on variations in cost, and to identify the amount
of use by individual users at any given moment. Although users are
sometimes in a position to respond to varying prices, there are many
circumstances in which fine-tuning prices to match variations in mar-
ginal costs is impossible, or not worth the inconvenience to suppliers
and users. For example, it may be possible to keep track of variations
over the day in the cost of producing electricity — as different cost
sources of supply are used. But, for a household, as opposed to a
large industrial user, it might not be worthwhile to keep watching the
(hypothetical) price meter and adjusting use of electrical appliances
as the price changes over the day.

Finally, even where marginal costs can be measured with some pre-
cision, infrastructure providers sometimes find it difficult to collect
charges from users. Roads, especially those other than limited-
access highways, are a good example of this. The main method of
charging directly for road use is a type of toll booth. But toll booths,
unfortunately, produce additional costs for the road owner and
delays for the users. These additional costs would be especially
large, relative to the costs of use of the road itself, for short trips
using road systems with frequent access points and intersections.
For these reasons, toll roads have been the exception rather than
the rule, and — if used at all — are used only on limited-access high-
ways. Instead, governments use fuel taxes, which can only be
related approximately to the amount of road use and its costs, as
the principal means of charging drivers for road use.

Developments in electronics may eventually make it possible, without

_ great expense or invasion of privacy, to identify moving vehicles on
a segment of road, and then charge for use. This might be done

SO



using an electronic card, for which credit balances could be pur-
chased, and which was automatically debited by signalling devices
in, on, or near the road.

PRICING TO RECOVER TOTAL COSTS

When Marginal- Cost Pricing Causes Deficits

An important further limitation in applying marglnal -cost pricing is
~financial, rather than operational. In many cases, it costs a substan-
tial amount.to provide a basic level of infrastructure such as a two-
lane highway or an airport large enough to handle certain types of
aircraft. The marginal costs associated with addltlonal users,

_however may be small.

""Ex‘am'plei of how margihai%ost‘bricing can resultin a deficit:

A facility servmg 100 users costs $1,000 per day, for an average
cost of $10 per user. - :

-e It costs only an additional $5 1o provude serwce to each user
after the f‘ rst 100 users.

. If there are 200 users a day, the total cost is 81 000 for the flrst
100 users and $500 for the additional 100 users. The total is
$1 500, or an average cost of $7.50 per user.

“+ {f the price for all users is set at the’ margmal cost — $5 —_
revenue would be only $1,000, resulting in a deficit of $500.

Transportation infrastructure pricing involves a difficult choice when
marginal cost is less than average cost, a situation that can arise
when producing the service requires an expensive basic facility whose
capacity can be expanded cheaply.'To charge more than marginal
cost is not efficient because some potential users, who would have
been willing to pay the marginal cost and who would have gained
from using the facility, would not do so at the higher price. This non-
use means a loss to the economy. And yet setting the price equal to
marginal cost.means a financial deficit in operating the facility.




If a government decided to set prices equal to marginal costs,

and to accept the financial deficit, general taxpayers would then
be financing the deficit and would in effect be paying for a part of
the provision of benefits to users. The results of this are: '

* atransportation system that violates our principle of fairness to
taxpayers, users and carriers;

» a need for higher general taxes, which causes distortions in price-
cost relationships elsewhere in the economy that will, in turn,
cause losses of benefits to the economy; and

» pressures for government intervention into the management of
that infrastructure requiring subsidies. Such intervention may
reduce the pressures for cost efficiency that would occur if the
infrastructure was run on a more commercial basis.

As well, in making investment decisions to add or close infrastructure,
it is necessary to test how much users value the basic infrastructure,
not just how much they value additional amounts of service or use.
Marginal-cost pricing does not provide a complete test.

On balance, we favour a policy under which users pay the fuII/cost
of the infrastructure they use, assuming that such costs are no higher
than necessary. In many cases, this policy of full cost recovery may
require prices to be set above marginal cost.

Pricing to Avoid Deficits

-There are several ways of pricing that enable infrastructure owners

to achieve full cost recovery:

Setting prices equal to average costs: This approach is not as simple
as it appears. There may be different categories of users, such as '
vehicles that take up different amounts of space and/or have different
weights. The average cost could be calculated by the total cost
divided by number of vehicles, by total square metres occupied by




all vehicles, or by total weight of all vehicles. Each calculation would
result in different charges for each category of vehicle, and thus in
a different pattern of use.

Determining responsibility for costs: Careful consideration of costs
associated with different types of users may provide a better basis
for allocating total costs than some simple average. For example, if
heavier or larger vehicles require a road or runway to be built to a
higher standard, the extra costs of building to the higher standard
can be assigned to heavy vehicles when setting prices. If more
capacity is needed to serve users at peak periods, these users can
be charged an additional amount to cover the extra cost.

Pricing according to benefits: Prices incorporating costs that can be
directly attributed to particular groups of users may still not cover
total costs. One could set prices in a way that least reduces the use
of the infrastructure and thus minimizes the economic loss associ-
ated with a reduction of use. If this were done, the benefits obtained
by various users, as well as the costs for which they are responS|bIe
would determine the price.

One option is to use a mark-up over marginal cost that varies with
the extent of benefit. The’ benefit could, in principle, be measured by
how much the use of the facility by a group of users declines as the
price increases. The smaller the decline, the more the group appears
to value the benefit of use. This optlon is related to the practice
known as “value of service pricing” or “charging what the market:
will bear.” Railway companies, whose average costs are generally
higher than their marginal costs, traditionally use this type of pricing
when setting freight rates for different categories of products.

Our principles do not support unconstrained charging of what the
market will bear. Rather, we intend that infrastructure providers
charge a sufficient amount to cover full but efficient costs.
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Two-part pricing: With this approach, infrastructure providers charge
one amount for the right to use a facility — such as an annual fee —
and a second charge on a per-use basis. This system is found at some
golf courses that charge an annual membership fee as well as “green
fees” for every round of golf played. A transportation example of two-
part pricing is the annual car licence fee, coupled with a fuel tax that
varies according to use. The per-use fee can be set at, or moderately
above, marginal cost, and the annual fee can be used to cover the gap
between total cost and revenues generated by the per-use charges.
The annual fee may also differ across classes of users, depending on
the benefits that each group derives from the infrastructure.

Recommendations for Pricing

As part of Recommendation 4.8 (Chapter 4), we propose that prices

. be set to encourage neither over-use nor under-use of transportation

infrastructure. In addition, we suggest that where such prices do not
recover full costs, they be adjusted to cover this cost so as to mini-
mize the loss of efficiency. In this chapter, we have argued that
setting prices equal to marginal costs encourages the appropriate
amount of use of a facility. We have also discussed the general
options available to achieve full cost recovery where setting prices
equal to marginal costs would not cover total costs.

We realize that infrastructure owners will be required to make shrewd
assessments when selecting appropriate prices for individual facili-
ties. They will have to decide how far to go in developing finely
tuned prices by balancing the benefits of more accurate incentives
against the costs of greater complexity in compliance and adminis-
tration. Those who wish to raise prices above marginal-cost prices
must assess which pricing approach will least discourage use. At the
same time, they must decide on the fairness of imposing different
prices on various groups of users. We believe that marginal cost
should be the starting point to guide transportation infrastructure
pricing policy. Where required to achieve full cost-recovery, mark-ups
over marginal cost and/or entry fees should be set, taking account
of benefits to different classes of users. '




PRICING NETWORKS

Two types of transportation infrastructure — links and terminals —
‘can be grouped into networks. For example, the road links in the
Trans-Canada Highway make up a network, as do the road links

in the non-urban road system of a province or territory, the route
links in the air navigation system, or a group of airports used by
commercial air carriers.

When owners provide a network of links or terminals, they tend to
apply a common pricing formula to the entire network or major por-
tions of it, rather than set individual prices based on the costs and
demands associated with each link or terminal. For example, motor
fuel taxes, which we view as the main charge for the road network,
have a common basis within a province. For a given type of vehicle,
the effective charge is almost constant per kilometre travelled, and
does not vary with the cost of, or demand for, the section of road
being used. Another example is the Air Transportation Tax, which

is the primary charge for the air navigation system. It is not closely
related to costs of, or demand for, the air navigation services pro-
vided on particular flights since it is a charge on each passenger
and resulits in higher charges for larger alrplanes

The _Stand-AIone Approach

Under our principles, travellers and carriers should pay the cost of
the infrastructure they use. Should this coverage of costs apply to
the network as a whole, or to as small a segment of the network as
is practical? ‘

In Chapter 4, we stated our preference for the stand- alone approach —
users pay link by link or terminal by terminal.

" The stand-alone approach is consistent with the principle that indi-
vidual travellers and carriers pay the costs of infrastructure provided
for their use. It also eliminates cross subsidies from one link or
terminal to another, either within a mode or between modes.




Individualized pricing tests users’ willingness to pay, and provides
valuable information for decision makers who are considering the
addition, expansion, or abandonment of links or terminals. If prices
are set on a network-average basis, potential users of a proposed
high-cost link or terminal may want its construction even though its
benefits would not be worth its full costs. They know that such an
addition will have a minimal impact on the network’s average cost,
which is all they will have to pay.

Prices related more closely to actual costs send the right economic
signals to travellers in their choices of route. For example, the wear
imposed by heavy trucks on roads is substantially less on main high-
ways that are built to higher standards than it is on secondary roads.
If a standard charge per kilometre for a given type of vehicle is
applied, equal to the average cost of wear by that type of vehicle
over the whole network, the charge will be greater than the actual
cost of wear on main highways and less than the actual cost of wear
on the secondary roads. The failure to relate charges to actual costs
will tend to lead truck operators to choose routes that are inefficient
to the economy when all costs are taken into account.

Setting average prices over networks consisting of high- and low-
cost routes can also lead travellers to a choice of modes that is not
beneficial to the economy. If such prices are different from route
costs, users on a given route may be induced to choose a mode that
‘has higher costs to the economy for that route.

The arguments in the preceding two paragraphs are subject to excep-
tions. These arguments are based on prices being better aligned to
marginal cost under the stand-alone approach. However, given the
frequent need for a mark-up over marginal costs to cover full costs,
and the fact that the required mark-up may vary from link to link or
terminal to terminal, prices under a stand-alone system may not
always be closer to marginal costs for the different units than under
a network-average pricing system.




Current practices in individualized pricing, and the practicality of
moving toward such pricing, differ substantially across the modes
and the various facilities that they use. For example, bus terminals
are effectively priced on an individual basis, while a user of the road
system generally pays an almost constant charge per kilometre for
a given vehicle anywhere within a province.

In the following sections, we apply our general pricing principles to
the terminals, links and control components in the different modes
and discuss how far and how fast the stand-alone approach might be
implemented. We do not illustrate potential charge levels. We discuss
charges for environmental and accident costs in Chapters 7 and 8
and draw overall conclusions in Chapter 18 as to the set of charges
that users of a mode might pay.

APPLYING THE PRINCIPLES TO TERMINALS

BUS TERMINALS

Current pricing for bus terminals is close to the stand-alone approach
that we recommend. In many cases, intercity bus companies own the
terminals and face the full cost of providing services. Where munici-
palities own terminals, the terms that individual carriers negotiate
likely reflect some combination of the costs of using a terminal and
the benefits of that use to the carrier.

Bus terminals vary in size and, in a few cases, are integrated with
terminals for other modes of intercity transportation. For example,
the terminal can be a simple passenger pick-up and drop-off point

" next to a rural gas station or urban hotel. In other cases, central bus
terminals in major cities provide passengers with a substantial range
of supplementary services ranging from restaurants to newsstands.

Under our principles, there should be open access to essential infra-

structure for all carriers prepared to pay for their cost. We believe
that in most locations potential operators have sufficient options to
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obtain space in, or to create new, terminal facilities. We are not con-
cerned about monopoly power in such situations. In cases where
access to a single terminal is of critical importance, however, a referee
may be desirable, especially where the terminal is also owned by a
major carrier. Federal legislation and policy on competition provide
some protection of access rights for competitors when a major
carrier owns a terminal, but such rights may require reinforcement.

RAIL STATIONS AND FERRY TERMINALS

Rail stations and ferry terminals, which are also frequently owned by
carriers, do not raise any issues additional to those we have addressed
concerning bus terminals.

AIRPORTS

Current Pricing

Transport Canada owns and operates the majority of Canadian air-
ports serving scheduled air carriers. The primary charges are landing
fees set according to a schedule that varies little from airport to airport.
The federal government has also allocated a share of revenue from
the Air Transportation Tax to cover the costs of the entire airport
network. Revenues from concessions at airports also cover some
airport costs. :

The recent federal initiative to lease Transport Canada airports in
Vancouver, Calgary, Edmonton and Montreal to newly created Local
Airport Authorities (LAAs) should help move airport pricing in a
direction that is more consistent with our pricing principles. The LAA
airports will, after a brief transition period, have to recover full costs
from users, including operators of concessions. The LAAs will not
receive any share of the Air Transportation Tax and will set landing
fees and possibly passenger facility charges according to their
individual requirements.




‘Once an airport terminal is built, marginal costs for use by an addi-
tional aircraft with passengers are often low. Therefore, charges
should also include some amount for the value of the service
provided to the passenger. Aircraft weight may be a reasonable

|nd|cator of this value.

At airpofts, the demand at peak periods can strain capacity and may
. lead to expensive investments for expansion. In such cases, higher
prices for peak-period users — aircraft and/or passengers — could
encourage the highest-value use of the existing infrastructure and
provide a test of the value that users attach to expansion ihvestment.

Applying the Stand-Alone Approach

To find out how charges would vary by type of airports, if all airports
operated on a stand-alone, full cost-recovery basis, we obtained
estimates of the full costs attributable to commercial aviation at

98 airports owned by Trans'port.Canada, as well as the current reve-
nues obtained from landing fees and terminal charges. Table 5-2 .
presents these estimates for five categories of airports:

I. Vancouver and Toronto (which are the two largest airports and
the ones currently closest to full cost-recovery).

" Il. The next six largest airports (in passenger capacity).

Ill. The next 20 airports (in passenger capacity). These airports were
designed to handle more than 200,000 passengers per year.

IV. Twenty-six airports (generally serving smaller cities and thns,
but oriented to scheduled commercial aircraft).

V. The remaining airports that also serve smaller cities and towns.
(These airports are often in northern areas; some are not
oriented primarily to commercial aviation. The estimated costs
per commercial passenger for this group are less reliable.) '




Table 5-2
Suniviary o AirporT CosT Recovery, 1988

Full cost®
Cost attributable to commercial less
aviation (airlines)? revenue
1988 from
Enplaned/ Full Operating | Full cost | commercial
deplaned costs® costs per per aviation per
Airport | Number of | passengers (& passenger | passenger® | passenger®
category airports {millions) millions) ($) (8) ($)
L. 2 29.1 310 2 1 6
n. 6 229 350 3 15 10
. 20 7.4 160 9 21 18
V. 26 2.2 100 18 46 44
V. 44 1.2 180 51 146 140
Total 98 628 1,100 5 18 13
a. 1988 cost and revenue estimates are in 1990 dollars.
b. . For categories |, Il and Ill, full costs include an approximate allowance for land costs
of $5 per passenger. See Notes to Chapter 3 in Volume 2.
c. Full cost per passenger from previous column.

We first discuss the airports in categories | to |V, given the special
circumstances of many airports in Category V.

If charges were set to fully recover costs in the first four categories
- of airports, there would be an appreciable increase in the cost of air

travel for users of the airports in Category Il and especially Category
IV. Under full recovery of present levels of costs, charges per passen-

‘ger, on average, would increase by the amount shown in the final

column in Table 5-2. These charges, however, would not necessarily
be applied directly to passengers as a uniform per-passenger charge
equal to the average amount shown. Some of these costs would be
incorporated in landing fees charged to the carrier and/or in terminal
fees charged to carriers or passengers. Charges may be direct to the
airline but are then reflected in the traveller’s ticket price. It should
be noted as well that, from the traveller’s point of view, the overall




increase in prices would be offset to some extent by eliminating the
portion of the Air Transportation Tax currently assigned to airport
funding. '

The federal government, however, did not build these airports

with the intent of full cost recovery, and the airports are run under a
centralized system that does not pressure management to find inno-
vative ways of achieving cost savings and of increasing revenues. If
management operated airports with greater efficiency and lowered
operating costs, the increase in average charges would not be as
large as the amounts shown. ‘

We note, for example, that Oshawa Airport, which is not federally oper-
ated but is locally run, handles about the same number of passengers
as the smaller airports in Category |V and covers its operating costs -
with charges to travellers.3 Although there are many important
differences® between the two airports, a comparison between
Oshawa and the Transport Canada-operated airf)ort at Yarmouth

is interesting (Table 5-3).

Table 53 :
Comparison oF YarmouTH Anp Osriawa AiRpors, 1967
Yarmouth . ' o - -Oshawa. T
Annual operating deficit ($) 700,000 0
Operating hours (per day) 9 ’ 16
Total movements (per year) 10,000 . 98,000
E/D® passengers {per year) 35,000 38,000
Staff ‘ 20 3
Source: See endnote 3.
a. Enplaned, deplaned passengers.

The airports in Category IV, on average, cover only 14 percent of
~operating costs with charges to travellers. We believe that if these
airports were run locally, had to meet costs through chargesto
‘travellers, and were not subject to central policy requirements

more appropriate for larger airports, they could eventually reduce

o



operating costs substantially. The result would be terminals that are
less expensive and better matched to the level of services required
by the community.

Recommendations for Airport Pricing and Investment

Investments, such as new runways at airports, should be made
according to our principles. The federal government is proceeding
with the necessary studies in order to build three new runways at
Lester B. Pearson International Airport and two at Vancouver Inter-
national Airport. The full costs of these projects, including interest
charges, should be recovered from the users of these airports. Even
though the federal government has progressed beyond the point of
initial consideration, it nevertheless should apply our principles to
these major investments.

We recommend that:

5.1 (a) Airport pricing and investment be on an airport-by-
airport basis; and

(b} The Air Transportation Tax not be used to help fund
airports.

We recommended in Chapter 4 that government provide financial
assistance, on a declining basis, to ease adjustment in situations
where applying our principles would result in steep price increases.




Therefore, we recommend that:

5 2 Where applymg our prlnclples to alrports, mcludlng all

" Transport Canada airports, would result in steep increases 5
|
|
i

in average charges to travellers, governments provide
transitional assistance:

(a) at an initial level based on the current subsidy of
operating costs; -

(b) to be phased out over 10 years;

(c) to be used for capital as well as operating expenditures; -
and

(d) if the airport is closed, to be used locally for other
transportatlon purposes C )

S A o e et e
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As we noted, governments built some airports on a larger scale and
to a higher standard than was necessary, and with the expectation
that taxpayers and not travellers would pay for the costs. In commer-
cial terms, it makes no sense to try to recover the full capital costs

of such existing airports. A write-down in value is necessary, and
Transport Canada’s charges to the airport authority for capital costs -
should reflect this write-down. If the federal government decides to
turn such an airport over to a local authority, it may in some cases be
~_appropriate to transfer it without charge. Any new investment, how-
ever, should not be made unless the prices to be charged can be set
in such a way as to provide a positive return on the investment..




We therefore recommend that:

. 5.3 (a) The valuation of existing airport capital facilities used for .

' establishing charges to travellers, and for transferring the
airport to local airport authorities, reflect the commercial
potential of the airport, not historical costs; and

(b} New investments be made in an airport only when costs,
including a return on the investment, are expected to be
repaid through future revenues.

S

.

According to our estimates, airports in Category V have extraordi-
narily high costs per passenger. Passing on such costs to travellers
would cause a sharp curtailment in use. While it is possible to run
many of these airports in a more cost-efficient manner, especially if
requirements more appropriate for larger airports are removed, we
realize that several airports may have no prospect of survival on

a stand-alone commercial basis.

Governments may wish to retain' some of these airports for reasons
of national defence, health services, emergency evacuation, or other
purposes not related directly to-providing passenger transportation.
In such cases, governments should support the airport with general
taxpayer-financing and indicate clearly the purpose of the airport and
the financing of it. Airport management should also allow commercial
aircraft to use the terminal when this is compatible with the purpose
of the airport. Charges for such services should include the cost of
any extra facilities provided and should not be less than the levels

of charges at small but financially self-sustaining airports.

Where governments judge that there is insufficient reason, on grounds
other than commercial transportation, for keeping the airport open,
they should apply the general transition mechanism that we sug-
gested for other airports— a subsidy sufficient to avoid sharp initial
increases in charges, but phased out over 10 years. Governments




“should not undertake any new capitél spending that cannot be recov-
ered from future revenues. The terms of transfer of the airport to a
local operator should reflect the airport’'s commercial value, which
may be well below its historical cost. At some stage in the transition,
it may become clear that an airport is not viable and should be closed.

APPLYING THE PRINCIPLES TO LINKS

THE ROAD NETWORK

Until the beginning of the 20th century, roads were a necessary, but
secondary, means of transportation compared with rail and water. The
advent of the automobile and truck caused this form of infrastructure
to come to dominate our transportation system and restructure
Canadian lifestyles. One significant change was in the method of
funding roads. While there was a mix of public and private infra-
structure before 1900, after that date, nearly all roads outside of
dedicated logging and mining infrastructure were provided by

local and provincial governments. Most of the developing system
was also provided free of direct charges, and today there are only
three toll bridges and one toll road in the entire country. (Including
international toll bridges and tunnels in the count would boost

the number.) '

4

Since the 1920s, although some of the cost of roads has been offset
by fuel taxes and by specific property assessments for municipal
upgrading, the road system has essentially been built by govern-
ment departments financed through general taxation. This situation
has begun to change because technology has made it possible to
levy charges directly against users. Charges or taxes on fuel con-
sumption in Canada are now partway between those in the United
States (low) and Europe (high), and go a substantial way toward
-offsetting the cost of today’s system. Electronic road pricing® is tech-
nologically feasible, and we believe it will be introduced in some
countries in the next two decades. In the-United States and other




countries, examples exist of automatic toll facilities, reading elec-
tronic toll tags.6 The move from general revenue-based subsidies to
a pay-as-you-go system of road pricing is possible now, and some
move to link-by-link pricing is feasible in the near future.

Fuel Taxes and Licence Charges

We realize that applying our. pricing principles to road links will

be gradual. Our cost analysis also suggests that a large increase in
charges is necessary if users are to pay for the road system. Initially,
-the shift to a pay-as-you-go system should be achieved through
increases in the existing fuel taxes and licence charges, which are
generally set on a province-by-province basis. Governments should
identify and set aside the infrastructure component of these charges
(Chapter 6). We do not want higher fuel taxes and licence fees to be
added to the existing tax structure and thus form additional, windfall
revenue for governments. We strongly believe that increases in fuel
taxes and licence charges should be offset by reductions in the
general taxes that currently pay for most road costs.

Canadians, as travellers and as taxpayers, are already paying for total
road costs; we are advocating a shift from tax dollars to charges
to travellers, not an increase in the total burden.

The marginal cost of road use by cars is low. Marginal-cost pricing
would not cover full costs, but using fuel charges to cover full costs,
or some other basis that relates charges strictly to distance driven,
would tend to discourage road use more than is necessary.

We have examined different pricing a'pproaches that would set a fair
charge for cars and still cover road costs:

* Using only fuel taxes to recover road costs would result in a
substantial increase above marginal costs in the road component
of fuel taxes, thus discouraging road use.

* Raising licence fees would lessen the increase required in the road
component of fuel taxes and might discourage road use less.




"+ Licence fees might also be set according to the value of benefits
received — for example, higher licence fees would be charged for
heavier and/or higher-priced cars if authorities judged there to be
an association between the price of the car and the owner’s valua-
tion of the opportunity to use the roads. Any such approach would .
inevitably have to be based on use of a rough indicator — such as
car weight or car price — of the value of benefits received.

When road owners set road charges to travellers, they must also
include charges for environmental and accident costs. The current”
system of charging for accident costs involves an annual insurance
'p'remium that varies little, if at all, with annual distance driven. The
result is that, for each additional kilometre that road users drive, they
face less than the marginal costs of the accidents they impose. As
noted earlier,-however, using the fuel tax as the main road charge for
cars is almost certain to cost travellers substantially more than mar-
ginal road-use costs. Therefore, the low marginal charges for accident
costs would tend to offset the excess marginal road charges collected
through a fuel tax. This balance lessens concerns about continuing

- to depend on annual insurance premiums and fue! charges to ’
efficiently allocate road capacity.

We believe that charges on fuel will be used for some time to cover a
major portion of road costs. As we shall discuss in Chapter 7, fuel
taxes may also be appropriate as a means of charging for environ-
mental damagé. If transportation is to pay its costs but not more
than its costs, and if governments are to treat the different modes
equally, there should be no special taxes on transportation that
are above the taxes or charges required to meet infrastructure,

. environmental, safety and accident costs.



Therefore, we recommend that:

5.4 All fuel taxes be used for transportation purposes or as a
means of charging for costs caused by transportation, such
g as environmental damage and the health care system costs.

{
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Since the federal government provides few roads, the federal excise
tax on gasoline and diesel fuels should be withdrawn except to the
extent that it proves to be an appropriate environmental charge.
Provincial taxes on fuel used by rail and-air, for which provincial
governments provide few services, should be withdrawn except to
the extent that these taxes prove to be appropriate charges in envi-
ronmentally sensitive regions for which provinces take responsibility
(Chapter 7). S

Charges for Heavy Road Vehicles

Trucking was not specified in our mandate, but our proposal to
recover road costs from users requires an appropriate division of
those costs among cars, buses and trucks. Costs of road wear are
generally much greater from heavy trucks than from cars, but differ-
ent trucks impose different costs. Even though current provincial/
territorial truck registration fees rise with truck weight, estimates
prepared for the Royal Commission (Volume 2) suggest that heavy
axle-weight? trucks currently pay less than their total cost of road

wear. They may, in some cases, impose greater costs per vehicle-

kilometre in terms of road wear alone than they pay in fuel taxes
per vehicle-kilometre. '

For heavy vehicles, we suggest adding an axle-weight and distance
tax to the fuel tax to bring the total charge at least up to the marginal
costs they impose. By aligning total charges more closely to the
wear imposed by trucks with different weights and axle/tire configu-
rations, the additional charge would encourage truck operators to
choose vehicle types and loading practices that imposed less wear

A



on roads. In addition, the charge would achieve more equal treatment
of trucks and rail in the movement of freight, as rail freight generally
covers its full costs. '

Therefore, we recommend that:

5.5 Provincial and territorial governments institute weight-
distance taxes for trucks as part of an overall road-financing
program. :
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Conventional Toll and Electronic Road Pricing

While we realize that fuel taxes, weight-distance taxes and licence
fees applied provincially or territorially will constitute the major
charges for road use in the future, specific link-by-link charges more
fully reflect our principles and are already practical in some cases in
their traditional toll form. -

N

Therefore, we recommend that:

7

5.6 Conventional tolling systems be considered when.new or
expanded limited-access highways are required, with tolls
set to cover any costs of the road link in question that
exceed those recovered by fuel taxes.

In addition, governments could use tolls to levy a higher charge on
peak-period users if congestion is a problem on a road. Toll roads
“should also provide an opportunity to test and improve electronic
systems for identifying and charging for vehicle use.



Longer-Term Directions of the System

Over the longer run, we expect that developments in electronics will
make it inexpensive to identify vehicles, record locations and times
of road use, and charge accordingly. We suggest that governments

_give serious consideration to a system in which charges per vehicle-

kilometre vary by vehicle type, road used and time of use. When it
becomes technically possible to apply a pricing structure of this type,
the benefits of doing so should be weighed against any disadvan-

~ tages (increased complexity for travellers, for example). The benefits

from individualized pricing are greatest where costs, especially mar-

ginal costs, differ substantially among route links and where travellers’
decisions are likely to be significantly affected by differences in price.
Where cost differences are modest, a syétem of common rates of
charge for substantial groupings of road segments and vehicles

“may provide the simplest solution.

The use of light vehicles on low-volume rural roads and other local
access roads may generate marginal costs much lower than the
average costs per vehicle-kilometre. The result is that, to cover the
full costs of the road, users would have to pay high charges. We
believe there is no point, once a road exists, in wasting opportunities
by discouraging road use. Local property taxes, or other local taxes

levied on those who receive the primary benefits from such roads,

may be an appropriate source of funding for part of the costs.
Governments will need to reconsider such sources of funding as
the pricing of the road system moves toward a link-by-link basis.

AIR LINKS: NAVIGATIONAL AIDS

Air links are serviced by the navigational aids used by scheduled
commercial and other aircraft. Inter-airport air traffic control, espe-
cially as it evolves toward a highly automated system, can also be
treated as part of air links for pricing and investment purposes.




The-cost of the air navigation system involves a large capital component
with almost no extra costs to'add more users. Therefore, charges will
have to be set-above marginal costs if total costs are to be recovered.
The excess of charges over marginal costs should be related to the
users’ valuation of their benefits. Pricing in this way would minimize
the extent to which charges that recover full costs cause aircraft
operators and potential operators to forego use of the facilities.
Pricing based on distance flown and size of aircraft is one way of
recognizing the value of benefits received. Governments may also
institute a two-part pricing system based on a membership fee for
aircraft operators plus a fee for each use. :

Recommendations for Air Links

-Currently, the costs of the air navigation and traffic control systems
would almost be covered by the Air Transportation Tax ifall of it
were allocated for these purposes. But the basis for charges under
~ this tax, which is levied on airline passengers, is not related closely

to costs imposed by the aircraft, or distance flown and size of air-
craft. In addition, the charges should be levied on aircraft operators,
who in turn will pass it on to passengers, since carriers and other
aircraft operators make decisions about air navigation system use.

Therefore, we recommend that:

e O—— ~

5 7 A system be developed that charges alrcraft operators
directly to cover the cost of air navigation and traffic control.
The charge should reflect costs attributable to the type of
flight and class of aircraft, and value of benefits received.
This system would replace the Air Transportation Tax.

. . it I — e

As suggested abo‘ve; the basis for appropriate charges is likely to
involve a combination of distance flown and size of aircraft. It may
also reflect the aircraft's route or the region over which it is flying.
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RAIL LINKS

Pricing the use of rail track involves issues similar to pricing roads.
With rail, however, the systems are already in place, or could be
readily put in place, to allow charges to be based on the rail link
used, the time of use, and the speed and weight of the train that
causes wear. Railways that own their own track pay its full cost,

and presumably respond to marginal costs in making pricing and
operating decisions. The component of the cost of track (approximately
5 percent) represented by VIA Rail’s payment, including incentives,
to CN and CP for track use varies to a limited extent with tonne-
kilometres travelled, depending on the link.

WATER LINKS

Links for ferries and other vessels are open water and buoyed (and
sometimes dredged) channels. The costs of water links may vary
little with changes in the level of use, thus the marginal cost may
be low relative to the average cost.

To minimize discouragement of use, the federal government should
apply a pricing approach for water navigation links similar to that for air
navigation. Charges should reflect the costs associated with different
groups of users and the value of benefits received. Savings in operating
cost and safety presumably vary with the size of the vessel and the dis-
tance travelled. Where practical, charges should also reflect the different
navigation system costs associated with different routes or regions.

The portion of total governnient water navigation costs attributable
to ferries is low, and we are not suggesting a special system for
ferries. Currently, there is little or no recovery of water navigation
costs from ferry operators and other users, but Transport Canada has
made proposals to move toward recovering a substantial portion of
these costs. Ferries would come under the proposed cost-recovery
system in the same wéy as other commercial vessels, and we sug-
gest that policy makers examine the pricing approaches we have
recommended when putting such a system in place.
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APPLYING THE PRINCIPLES T0 CONTROL

“Control” is the directing of traffic and p'oljcing of terminals and links.
In each mode, control services involve a mix of capital and labour
costs. Usually, costs are more closely related to the maximum num- -
ber of vehicles the particular facility can handle than to the actual
number of vehicles operating below the maximum. For example,
the cost of handling one more motor vehicle, airplane, train or ship
within capacity limits is likely to be small. If demand for services
changes significantly, however, capacity should be adjusted, with

a corresponding change in costs. -

Use and provision of control services are often closely associated
with use and provision of links, and it may be practical to combine
the administration of pricing for links with that of control. Some con-
trol cost components are route-specific and, where practical, could
be an element in establishing route-specific charges. Other control
costs may not be closely related to activity on individual routes and
will have to be divided among all users of a network. For example, a
component of the fuel tax might be used to charge users of a provin-
cial or territorial highway system for the costs of their police forces.



ENDNOTES

1.

There are two methods of accounting for capital costs: investment expenditures can

be included in total costs in the year in which they are made, or they can be amortized
over time in such a way that the stream of annual “depreciation charges” and of annual
“interest charges” (or return on capital) has the same discounted present value as the ini-
tial investment expenditure. The latter approach gives a smoother stream of annual costs
and provides a better estimate of the cost of using the facility in a particular year. The
Royal Commission’s cost analysis work uses this amortized cost approach; a real rate of
return of 10 percent, applied to one-half the replacement value of the facility, is used to
estimate the “interest charge.”

The balance is attributed to general aviation. Costs of military and other government use
of air infrastructure are excluded from the total being allocated.

Gordon B. Hamilton, “Cost Competitiveness of Canadian Airports,” paper presented to
Air Transport Association of Canada 57th Annual General Meeting, Vancouver, Canada,
November 10-12, 1991.

Yarmouth has 6,000-foot {1,800 metres) and 5,000-foot (1,500 metres) strips that are
150 feet (45 metres) wide to accommodate DC-9 aircraft; Oshawa has 3,400-foot
(1,000 metres) and 2,670-foot {800 metres) strips that are 100 feet (30 metres) wide to
accommodate DHC-8 aircraft.

Yarmouth is 350 km from the nearest alternative paved facility; Oshawa is 65 km.

One fifth of Yarmouth's annual operating costs are attributable to its full on-site
Emergency Response Service (which is not required under national safety standards);
Oshawa depends on the local fire department.

Control-tower costs from the longer operating hours at Oshawa are not reflected in the
airport’s accounts.

Yarmouth faces frequent heavy snow: at Oshawa it is rare, and clearance is not so urgent.

There is a 5-year-old terminal at Yarmouth; Oshawa representatives are asking the federal
government to build a terminal there.

Electronic road pricing refers to systems that are able automatically to recognize the exis-

tence of a vehicle, and to apply a charge that may vary with location and time. The vehicle
might carry a pre-paid “debit card” in the form of an electronic tag, from which the charge
was deducted automatically; or an automatic link might allow the owner’s bank account to
be debited; or the system might send the owner a bill, like other utility bills.

Examples are: on Oklahoma turnpikes, the Dallas North Tollway in Texas, and the Crescent
City Connection Bridge, New Orleans, Louisiana. European examples include the Oslo and
Trondheim Toll Rings in Norway, the Autostrada connecting Milan, Florence, Rome and
Naples in Italy, and the ACESA highway in Barcelona, Spain. These and other systems

are described in T.D. Hau “Congestion Charging Mechanisms: An Evaluation of Current
Practice,” Transport Division, Infrastructure and Urban Development Dept., The World
Bank, draft report March 23, 1992.

“Axle-weight” is a customary abbreviation to describe the features of heavy trucks that
determine the load they impose on road structures. In reality, loads vary with a number of
vehicle characteristics in addition to the number of axles, including the number and width
of tires, the spacing of the axles, and the nature of the suspension. Charges should take
account of as many of these aspects of truck configuration as is practical, as well as the
distance travelled.
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