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Land transport reform 
13.1
Nature of problem and case for reform
Land transport encompasses road and rail infrastructure in urban centres and regions and its use for public transport (trains, trams buses and taxis), private vehicle trips (cars, motor bikes and bicycles) and for business and freight. It also encompasses interconnections between transport modes. 
Land transport facilitates both commercial and social exchange. Its efficiency is particularly important given Australia’s dispersed population and production centres. Lower freight costs flow through to reduce domestic prices as well as improve the international competitiveness of Australian producers. A large number of issues have been identified by the Commission:

· inefficient road use and provision arising from road charging arrangements for heavy vehicles which set average prices, and the disconnect between road charging and road provision (PC 2006c)
· lack of rigorous assessment and transparency around infrastructure investment decisions, leading to relatively low (or negative) pay-off projects being undertaken ahead of high-pay-off ones (PC 2006c)
· infrastructure access and regulatory impediments for heavy vehicles and rail users increase freight costs (PC 2006c)
· potentially high-cost, prescriptive regulatory remedies for addressing land transport externalities such as noise and air pollution (PC 2006c)
· urban road congestion is estimated to impose gross costs on road users (mainly in the form of additional time and fuel costs) of around $30 billion by 2015. Road congestion can also impose negative spillovers (noise, ambient air pollution) on nearby communities (PC 2006a,c)
· poorly-planned, inadequate and high-cost public transport systems increase private vehicle use and road congestion and particularly disadvantage the aged, disabled and low-income groups (PC 2005, 2006c)
· barriers to competition, coupled with prescriptive regulation in the taxi industry, reduce efficiency and impose costs on consumers (PC 1999, 2005d)
· bottleneck intermodal freight connections detract from the seamless transfer of freight across modes raising costs overall (PC 2005d).
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Potential reform and possible gains 
Land transport freight and passenger services (including public transport) account for around 4 per cent of GDP. (The value of private vehicle trips is clearly also sizable, but not directly measured in GDP.) Significant economic gains could come from reforms that increased the productivity of commercial transport services. Additional benefits could also flow to the community from addressing externalities, or doing so in more cost-effective ways. 
Potential reforms that have previously been identified include: 

· Replacing prescriptive regulations that restrict particular types or configurations of heavy vehicles from using all or some roads with performance based regulations to promote flexibility and innovation, allowing  higher mass limits for trucks. 
· Development of nationally consistent and coordinated approaches to regulation of heavy vehicles. 

· Rigorous application of regulatory impact requirements to all new road and rail transport regulation as well as systematic reviews of the appropriateness and cost-effectiveness of existing regulations. 
· Nationally-consistent rail regulatory frameworks (safety, operational and technical standards). 

· Stricter application of the corporatisation model to government-owned railways, including greater clarity of corporate objectives, improved transparency and a general strengthening of accountability.
· Implementation of a nationally-consistent approach to access regulation in the rail sector, including a single national rail regulator or regulatory regime.  

· Incorporation of an objects clause and pricing principles in all rail access regimes, including allowing multi-part pricing and price discrimination where they aid efficiency.

· Winding back rail access regulation where market power is constrained and consider vertical re-integration on lines where operational efficiencies would  outweigh the impacts on potential above-rail competition.   

· Improving road, rail and intermodal infrastructure investment decision-making frameworks across all jurisdictions by inclusion of a clear project selection process (including formal cost benefit analysis), greater stakeholder involvement and public transparency, including formal public consultation, and systematic post-project evaluation.
· Greater transparency of funding of Community Service Obligations for road and rail infrastructure to promote transparency and ensure that enunciated objectives are achieved at least cost.  
· Improvements to the PAYGO system including addressing under-recovery of total heavy vehicle road costs.  

· A sequential approach to fundamental reform of road freight infrastructure pricing and provision including: 

· an initial phase of further research and feasibility studies to progress pricing and institutional reforms 
· a second phase implementing a system of incremental pricing (for certain trucks to use particular parts of the network) combined with institutional reforms (such as the establishment of road funds) to link road charge revenue with future road spending, supported by improved governance arrangements

· a final stage extending location-based charging and where feasible more commercial provision of road infrastructure services. 

· Promoting efficient, targeted responses to road and rail externalities, including  researching the nature and extent of impacts, including the extent to which, and how efficiently, they are being addressed already (for example, vehicle and fuel emission standards).  

· Replace high-cost and ineffective measures to reduce greenhouse emissions in transport (such as ethanol subsidies and mandated targets, subsidies to produce green cars domestically, rail subsidies) with lower-cost, direct price-based mechanisms.
In its Review of National Competition Policy Reforms (PC 2005d), the Commission also identified potential reforms to address urban congestion and passenger transport issues. They included: 

· competitive reform of taxi markets, albeit drawing on experiences domestically and overseas to avoid unintended consequences (such as reducing quality and safety)  
· greater use of demand management policies to target road congestion (although noting that congestion pricing is currently a high-cost solution) 
· reconfiguring and augmenting public transport systems to better meet passenger needs, including more innovative ways of providing transportation alternatives. 
In its 2005 review of NCP reforms, the Commission estimated that productivity improvements and price changes in urban transport, ports and rail had added 0.75 per cent to GDP (PC 2005d). 
In 2006, the Commission estimated that more efficient road provision coupled with further regulatory improvements across road and rail could deliver a 5 per cent improvement in transport productivity (resulting in lower prices for goods and services and, hence, higher consumption), generating an increase in annual GDP of just under 0.4 per cent (PC 2006c). It was considered that a further 5 per cent improvement in road transport productivity would be achievable from more fundamental pricing and institutional reforms, potentially leading to a further increase in GDP of 0.2 per cent. However, this scenario was considered more speculative as implementation and ongoing costs of direct road pricing would be high. 

More recently, the Commission estimated that harmonisation of rail safety regulations could deliver cost savings for rail operators of around $16 million annually (PC 2012b). 
Additional gains could come from better management of congestion in urban areas. However, it should be noted that the magnitude of the gains will generally be far less than the measured costs of congestion, for two main reasons. First, congestion costs typically are measured as the cost of impeded traffic flows (mainly time costs) relative to free-flow conditions, yet free flow is unlikely to be socially optimal (because under free flow there would be too few road users, given the benefits as well as costs of road use). Indeed, in 1996 the BTCE estimated that potential gains from ‘optimal’ congestion levels were of the order of 10 per cent of the then measured total costs of congestion. Applying this ratio today would suggest potential national benefits of around $3 billion (not the $30 billion often cited). Second, time and location-specific congestion pricing, which in theory is 
‘first-best’, in practice is very costly to implement and administer, thus eroding these potential gains further, and quite possibly outweighing them. This is not to say that there are not cost-effective ‘second-best’ remedies. In similar vein to the Commission’s 2005 NCP review, the Victorian Competition and Efficiency Commission has identified a number of options for that State including better management of existing road space and improving the operation of public transport (VCEC 2006). 
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What has been achieved?
Since its inception in the early 1990s, the National Transport Commission (NTC) has had responsibility for implementing nationally-consistent road, rail and intermodal regulatory and operational frameworks and for assessing heavy vehicle charges under the PAYGO system. Major reforms have included the:

· development of a  national system of heavy vehicle  charging (PAYGO) 

· revisions to PAYGO charging to reduce cross-subsidisation and increase heavy vehicle charges to promote full cost recovery 

· agreement to establish a National Heavy Vehicle Regulator in 2013 to coordinate a national system of road access management

· nationally-agreed process of safety and infrastructure protection standards as an alternative to existing prescriptive regulation of heavy vehicles — the performance-based standards are intended to facilitate road access for new and safer ‘innovative’ heavy vehicles 

· establishment of a National Rail Safety Regulator in 2013 to oversee regulatory harmonisation directed at improving safety outcomes and reduce the regulatory burden on industry. 
In 2007, COAG established the COAG Road Reform Plan (CRRP) to progress the three-step pricing and institutional reform agenda recommended in the Productivity Commission’s 2006 report on road and rail freight infrastructure pricing. The Project Board has undertaken initial research on issues such as externalities, Community Service Obligations and heavy vehicle road use. A final feasibility study assessing alternative forms of heavy vehicle charging and funding arrangements was to be presented to COAG in early 2012. 
Infrastructure Australia (IA) was established in 2008 with the functions of  providing advice to all levels of government and infrastructure investors and owners about matters such as future needs and priorities for nationally significant infrastructure, policy pricing and regulatory issues, and options for enhancing efficient use of infrastructure. IA is responsible for conducting infrastructure audits, developing lists of priority infrastructure needs and evaluating proposals for investment in nationally significant infrastructure. 
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Achieving effective reform in the future
The NTC and CRRP processes are transparent, consultative and evidence based, and accordingly provide a solid basis for policy reform in the freight transport sector. Notwithstanding these desirable features of the process, reform delivery has been slow to date, reflecting not only technical complexity but also jurisdictional, political and institutional challenges. Further work to build the evidence base in implementing specific reforms will be crucial, including through trials. 
The evidence base for reforming urban transport systems, primarily passenger public and private transport, is much thinner, and would benefit from a comprehensive national review. 
	70
	Report to COAG on reform potential
	


	
	Land transport reform 
	69



