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FOREWORD

One of the great achievements of the 1980s and 1990s was the
privatisation of nationalised utilities. It should be said that these
privatisations were not wholly successful. In many cases, the
businesses concerned became more and more heavily regulated,
and the issue of corporate structure was not always dealt with
imaginatively. Nevertheless, in the various privatised utilities,
there has been some mix of lower prices, greater innovation and
greater investment to an extent that was certainly not envisaged
by the opponents of privatisation at the time.

There is very little discussion, however, about the privatisa-
tion of the road network — another utility, just like the railways,
airports and energy industries. This is perhaps surprising. Much
of the road network was once private; there are many networks
of private roads elsewhere in the world; there are many different
types of road and it is hardly likely that government ownership
will be appropriate for all these types; and there is no natural
monopoly.

At first it might be thought that roads are, indeed, a natural
monopoly. After all, there is only one M4o that can be used by
cars and buses from London to Birmingham. There are, however,
many different ways to travel from London to Birmingham
— including at least three major road routes and at least two
different train companies. There is the potential for intense
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competition between different modes of travel between any two
destinations. Furthermore, there are alternatives to travelling — at
least for business meetings — such as video-conferencing. In any
case, economists would not normally suggest that nationalisation
is the correct response to the existence of natural monopolies.
Normally the policy approach to be adopted in the case of natural
monopolies would be the regulation of a private monopoly —
though the authors of this monograph explicitly reject such regu-
lation as unnecessary and undesirable.

It is also worth noting that there would seem to be widespread
dissatisfaction with roads in their current state under current
ownership. There is chronic congestion in many areas; many
minor roads are in a very poor state of repair; and road projects
are regularly rejected by government that would bring a very high
ratio of benefits to costs.

It is against this background that Oliver Knipping and Richard
Wellings show how the road network can be privatised. The
authors counter many of the conventional arguments against
privatisation while explaining carefully the benefits of privatisa-
tion. The authors are very aware of the different problems that
might arise from the privatisation of different types of road (from
motorways to residential cul-de-sacs) and propose approaches to
privatisation that are appropriate in each case. The authors do not
neglect, of course, the relationship between the privatisation and
the reform of road taxation.

With private ownership of roads would come private manage-
ment. There would be incentives to maintain roads, find ways
of reducing congestion and price roads in a way that maximised
their use. Although there have been many criticisms of the way
in which railways were privatised, one of the benefits has been
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that professional marketing, management and pricing have led
to an explosion in usage. The same could happen with the road
network. Local communities could look after and control access
to the most minor roads, though it is more likely that large firms
would own and manage motorways, making the best use of tech-
nology and pricing to promote free-flowing traffic and high stand-
ards of safety.

As the authors note, planning restrictions would also have
to be liberalised in order to get the best out of road privatisa-
tion — especially in terms of reducing monopoly power, but also
to ensure that schemes were developed that reduced congestion
bottlenecks.

Overall, this study is a holistic and wide-ranging examina-
tion of the prospects for road privatisation and related issues.
It provides excellent material for policy makers, academics and
students of transport and logistics. The IEA recommends this
monograph as an important contribution to the debate about
road privatisation.

PHILIP BOOTH

Editorial and Programme Director,

Institute of Economic Affairs

Professor of Insurance and Risk Management,
Cass Business School, City University

July 2012
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SUMMARY

Government ownership and management of roads

is inefficient and ensures that the transport system is
unresponsive to consumer demand.

It has been estimated, for example, that congestion imposes
costs of £20 billion per year in the UK, over £90 billion in the
European Union as a whole and £75 billion in the USA.
Construction of new roads in the UK has collapsed in recent
years. The average benefit—cost ratio of cancelled projects

is 3.2 and the average benefit—cost ratio of projects that are
deferred is 6.8. Meanwhile, local public transport projects
are regularly funded despite average benefit—cost ratios of
1.8. Government control leads poor-value projects to be
undertaken for political reasons and good-value projects to be
rejected.

The UK has about half as much motorway per vehicle
kilometre travelled as other major EU countries. Many

of those other EU countries have considerable private
management, finance or ownership of the motorway network.
The management of local roads is no better than the
management of major roads. There are 1.5 million potholes
on the road network and 40 per cent of road users believe
that road surfaces have got much worse over the last decade.
Drivers spend hundreds of millions of pounds on repairs to
vehicles resulting from pothole damage but local authority

SUMMARY

spending on filling potholes in 2010/11 was only £90 million.
Government and local authorities have weak incentives to
determine and allocate road maintenance budgets more
effectively as they are not directly charging motorists for
using roads and gain little from improving the quality of
service to drivers. Feedback mechanisms between voters and
local councils and national government are very poor, with
infrequent elections being dominated by other issues.

Many of the traditional arguments against private ownership
of roads are not valid. Roads are not natural monopolies,
although market power will be encouraged through rigid
planning controls. Also, local roads are club goods rather
than public goods. Private road owners would also have much
stronger incentives to integrate roads with other parts of the
transport system than currently exist.

Motorways and major roads should be privatised. This could
raise about £150 billion in the UK. Owners would be able to
determine charges for road use. Vehicle Excise Duty should
be abolished and fuel duty reduced by at least 75 per cent.
Owners would be free to introduce innovative systems of
regulation and traffic management.

Different approaches should be used for minor roads. Local
roads should be owned and managed by local residents and
businesses. This has happened via private road associations
in Sweden, where road management costs have been reduced
but the quality of services provided is high.

The benefits from privatisation will be reduced if the
government tries to regulate a private road network. On

the other hand, the benefits from road privatisation will be
enhanced if the government simultaneously reforms policies
on land-use planning and public transport.

13
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1 INTRODUCTION

Adam Smith wrote that good roads are ‘the greatest of all
improvements ... [they] put the remote parts of the country more
nearly upon a level with those in the neighbourhood of the town’
(Smith, 1776: L. 11. 14). But Smith also viewed roads as public
works to be provided, managed and owned by government.'
Smith was right about the economic importance of roads, but, we
believe, wrong on the issue of ownership.

Across the world, state-owned roads are characterised by
endemic congestion, high accident rates, poor maintenance and
wasteful investment. While government roads have undoubtedly
brought benefits such as reduced travel times, lower trade costs,
economies of scale and so on, a strong case can be made that
the benefits would have been far greater had they been built and
managed by the private sector. Indeed, both empirical evidence
and economic theory support the contention that private owner-
ship would bring significant efficiency gains and deliver infra-
structure that was far better suited to the preferences of road
users.

Current systems of government control are highly inefficient
and unresponsive to consumer demand. It has been estimated, for
example, that congestion imposes costs of £20 billion per year in

1 See Smith (1776: V. 1. 69-89). Importantly, Smith argued that roads were better
managed by local and provincial institutions rather than national treasuries.
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the UK (Blythe, 2005), over €120 billion in the European Union
as a whole (EC, 2003: 37) and $115 billion in the United States
(Shrank et al., 2010). In 2010, more than two thousand people
were killed in road accidents in the UK and 25,000 seriously
injured (DfT, 2011a), while around 35,000 people died on roads
in the European Union (EU, 2010) and a further 35,000 in the USA
(NHTSA, 2011).

Government roads also impose significant costs on taxpayers
to fund both new construction and maintenance. The British
government spent £9.5 billion in 2010 (DfT, 2011b).> These large
sums of money are not spent efficiently. Investment has tended to
be directed according to political priorities rather than according
to consumer demand.?

Figure 1 compares the construction of new motorways
and trunk roads with growth in traffic over the last quarter of
a century. Traffic levels — and indeed congestion — increased
substantially until the onset of recession, and are forecast to rise
by over a third from current levels by 2035 (ibid.). By contrast,
the construction of new road capacity has collapsed — suggesting
supply has become almost completely divorced from demand.
This reflects the nature of state road ownership, where the supply
of new capacity is decided by politicians and bureaucrats. The
collapse in new road construction since the 1980s resulted from a
deliberate government policy to focus investment on public trans-
port, and railways in particular, rather than roads (DETR, 1998).

Figure 2 shows that, adjusted for traffic levels, Britain has a

2 Figure includes spending by both the Highways Agency and local authorities,
most on maintenance (see DIT, 2011b).

3 There are, of course, elaborate appraisal systems which seek to prioritise invest-
ment according to explicit criteria. Nevertheless, there remains a strong element
of political control, for example over funding of new road schemes.

INTRODUCTION

Figure 1 Motorway and trunk road completions (lane km) and road
traffic (billion vehicle km), 1985-2010*

1,200 — «= Lane km completed
Billion vehicle km

1,000 —

800 —

600 — A [\
400 V V

*Motorway and trunk road completions for England; traffic statistics for Great Britain.
Source: Transport Statistics Great Britain, 1986-2011 editions.

far smaller motorway network than most other major economies.
Moreover, together with the Netherlands, it has the worst levels
of inter-urban congestion in western Europe (Schade et al., 2006:
10). International comparisons reveal huge variations in policy
between state-owned road networks. The UK’s long-standing
‘anti-roads’ approach* contrasts markedly with policy in China,
where approximately two thousand miles of motorway have been
constructed every year since the late 1990s. But a significant part
of this new network has been constructed in outlying regions for

4 Thisapproach dates back at least until the 1920s, when the Ministry of Transport
prevented entrepreneurs from building a privately financed motorway network
(Plowden, 1971).

17
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Figure 2 Motorway length (km) per billion vehicle km*
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*Data from latest available year.
Sources: International Road Federation (2011), DfT (2011b) and authors’ estimates.

political reasons and carries little traffic. Inefficient investment is
a pervasive aspect of state ownership at a variety of geographical
scales. Resources have been wasted providing overcapacity in
many areas while other locations suffer from severe overcrowding.

Despite the deployment of cost-benefit analysis, there is
strong evidence that the British government favours capital
spending on public transport over roads, despite much lower
estimated returns. Furthermore, the most valuable road schemes
are not necessarily pursued. As a result of the Comprehensive
Spending Review in autumn 2010, several strategic road schemes
have been deferred, cancelled or placed under review. As shown
in Table 1, even the cancelled schemes have a benefit—cost ratio

INTRODUCTION

almost three times higher than High Speed 2, which has been
authorised by the government and forms the core of its long-
term rail investment policy. Similarly, The Eddington Transport
Study (2006) found that road schemes had far higher estimated
economic returns than public transport projects, yet government
transport policy has continued to prioritise the latter.

Table 1 Benefit-cost ratios of transport projects

Benefit—cost ratio

Strategic road schemes Average for those 3.2

(post-2010 review) cancelled
Average for those 4.2
under review
Average for those 6.8
deferred

High Speed 2 1.2

(London to West Midlands)

Eddington Report survey Strategic roads 4.7
Local roads 4.2
Rail 2.8
Local public transport 1.8

Sources: Eddington (2006); Dodgson (2009); DfT (2012b); Odell (2012)

Such resource allocation problems apply to government
road management as well as new construction. As a result large
sections of state-owned networks are in a poor state of repair,
imposing significant costs on road users, in terms of poorer safety,
slower speeds and damage to vehicles. Box 1 examines particular
problems associated with road maintenance by local governments
in the UK.

The resulting economic cost goes beyond congestion and

19
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Box 1 Government neglect of road maintenance
The large number of potholes on Britain’s roads is one of
the most obvious manifestations of government failure — a
classic example of resource misallocation by the state. The
Automobile Association (AA) estimates that there are 1.5

as holes over six inches in diameter and two inches deep
(AA, 2011: 2). A 2008 survey revealed that 64 per cent of AA
members thought that the condition of road surfaces had
deteriorated over the previous ten years, with 40 per cent
believing road surfaces had got ‘much worse’.*

drivers for damage to vehicles caused by potholes (AIA,
2012). These compensation payments represent just a tiny
fraction of the costs faced by motorists. In general, councils
are liable for damages only if the pothole has already been
reported. Moreover, many motorists choose not to seek
redress owing to the transaction costs involved or because
they are not aware that they can do so. Also, much of the
damage from potholes is gradual in nature and cannot

be ascribed to a single incident, even though it leads to
significantly higher vehicle maintenance costs, particularly
for suspension systems, wheels and tyres. Estimates of the
annual cost of these repairs vary enormously, from hundreds
of millions of pounds to several billion." By contrast, local

million potholes on the road network, defined in their surveys

Local councils spent £35 million in 2010/11 compensating

authority spending on filling potholes in 2010/11 was £90
million (ibid.). This form of maintenance is also inefficient,
since emergency patch-and-mend programmes are more

expensive than systematic resurfacing (ibid.).

Unfortunately local authorities have weak incentives to
determine and allocate road maintenance budgets more
effectively. Since councils are not directly charging motorists
for using their roads, they gain little from improving the
quality of service to drivers. Moreover, transaction costs

enable them to offload most of the costs of poor maintenance

on to vehicle owners. The feedback mechanisms between
voters and local councils are very poor with infrequent
elections being dominated by other issues. By contrast,

private road owners would have strong commercial incentives

to adopt efficient maintenance schedules and provide road
surfaces of a standard expected by their customers. In the
case of private roads owned and managed by local residents
and businesses one could also expect substantial benefits
from local knowledge and the resulting ability to report and
repair faults quickly (see Box 5).

*‘Snow and ice cause 40% increase in road damage’, AA, 16 Febru-
ary 2009, http://www.theaa.com/public_affairs/news/pothole-prob-

lem-follows-severe-weather.html
T See, for example, http://www.potholes.co.uk/facts
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taxpayer subsidies. Suboptimal road networks have other
profound economic implications. If transport costs are artificially
raised by congestion, poor maintenance or the prohibition of
new road capacity, the costs of exchange are also increased. The

division of labour, competition, economies of scale and associated
productivity gains are hampered. The pattern of economic activity
is compressed into smaller, more localised markets. Conversely,
if governments subsidise road schemes that would not be
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commercially viable, the spatial pattern of economic activity
may be artificially extended, unfairly favouring large companies
and creating diseconomies of scale (Carson, 2008). The negative
economic impact of the tax increases needed to fund such infra-
structure should of course also be considered (see Minford and
Wang, 2011).

As well as distorting patterns of trade, state ownership
hampers innovation. The continual problem-solving, experi-
mentation and discovery that characterise entrepreneurial free
markets are stifled by government control (Kirzner, 1997). The
effects are uncertain and impossible to quantify since one cannot
know what innovations road entrepreneurs would have produced
under a free-market system. Nevertheless, the chapters that follow
explore options open to private road owners for improving the
productivity of road infrastructure, including the application
of new technology, a more flexible approach to regulations and
SO on.

A further objection to state ownership is that roads are
thereby subject to what might be termed the ‘tragedy of the
commons’. Governments effectively prevent individuals and
community groups from managing access to and use of infrastruc-
ture. Public roads have therefore become arenas for crime and
antisocial behaviour. Indeed, across the world entrepreneurs and
communities have responded by creating private streets where
residents and businesses feel safer (Roth, 2006; Beito et al., 2004).

Although in modern times private ownership has been rela-
tively limited in scope, there are enough case studies to support
the contention that privatisation would bring significant benefits.
While governments have severely constrained the property rights
of road owners, it would appear that private infrastructure has

INTRODUCTION

generally exhibited lower levels of congestion, fewer accidents
and less crime. A number of examples are described in Chapter 3.
But it is important to acknowledge that the full benefits of private
ownership will arise only when the role of government is greatly
diminished — in other words when private owners are free to nego-
tiate routes,® set toll rates, control access and determine rules for
users. The absence of such property rights limits the availability
of empirical evidence relevant to the debate. In many instances,
state intervention is so pervasive that private ownership is largely
nominal. The outcomes thus provide only limited evidence for the
benefits of genuine private ownership. Similarly, the problems
experienced in ‘sham privatisations’, such as public—private
partnerships, where high levels of state control are retained and
minimal risk accepted by the private sector (see Parker, 2009a),
are of little importance to the debate.

The limited availability of relevant empirical evidence means
that the case for privatisation must partly rely on the lessons of
economic theory. In particular, Austrian economics and public
choice theory provide incisive critiques of state ownership based
on the inability of government actors to access and use informa-
tion and engage in entrepreneurial activity, and the impact of
government ownership on incentive structures.

Central planning and economic calculation

Governments provide roads using central planning methods
similar in many ways to those used in the Soviet Union (Roth,

5 Issues relating to holdouts, compulsory purchase and eminent domain are dis-
cussed in Chapter 3.
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1996: 1).° But central planners are unable to allocate resources
efficiently because they cannot access the dispersed and subjective,
time- and place-specific knowledge held by individuals (Hayek,
1945). By contrast, entrepreneurs in free markets are able to tap
this knowledge via the price mechanism, which transmits infor-
mation about changing individual preferences to market partici-
pants. In a roads system under government control, relevant
market prices may be absent, making it impossible to calculate
accurately costs and outputs (see Mises, 1949: 696).” Even if some
prices are available, these are likely to be distorted by interven-
tions such as taxes and regulations, which make it more diffi-
cult for officials to allocate resources efficiently. Compared with
private enterprise, state-owned activities are therefore limited in
their ability to respond to changes in supply and demand and to
discover new profit opportunities.

Private entrepreneurs have strong incentives to engage in this
dynamic market discovery process that experiments and inno-
vates in order to solve problems and satisfy consumer wants. As
business owners, they have a strong financial incentive to make
the most of profit opportunities. By contrast, government offi-
cials lack this ‘commercial mindedness’ (Mises, 1935) and their
financial rewards and status will typically be largely unrelated
to exploiting new business opportunities. Indeed, within state
bureaucracies there will be significant downsides associated with
taking entrepreneurial risks.

6  The planning process may take place at national, regional or local level, or some
combination of the above. Cost—benefit analyses may be deployed or there may
be some element of competition. Free-market processes such as entrepreneurial
discovery are, however, typically absent.

7  These arguments also apply to the calculation of ‘social’ costs (see Cordato,
2004).

INTRODUCTION

Government failure

The incentive structures under state ownership mean that roads
policy is likely to be driven by political incentives rather than the
entrepreneurial discovery and satisfaction of consumer prefer-
ences. Politicians may direct road investment in order to raise
their chance of getting re-elected (see Downs, 1957). Alternatively,
new infrastructure might be provided for a politician’s local area
as part of the bargaining process over government spending deci-
sions (see Buchanan and Tullock, 1962). The political process is
also subject to influence by special interest groups, which have far
stronger incentives to engage in lobbying than dispersed groups
such as taxpayers and motorists (Olson, 1965) . To some extent,
roads policy may be captured by powerful corporate interests
seeking to shut out competition by the creation of unfair privileges
(see Stigler, 1971). Alternatively policy may be unduly influenced
by bureaucrats seeking to increase their status or maximise their
budgets (Niskanen, 1971; Dunleavy, 1991). A further explanation
is that officials may develop an irrational attachment to particular
schemes which, for reasons of professional achievement, they wish
to see implemented before retiring. While the relative impact of
these different incentives varies, the overall effect is that the alloca-
tion of resources is largely based on arbitrary political and bureau-
cratic decisions rather than on market processes. We have already
noted how highly profitable road schemes are not undertaken.
At the same time, unprofitable schemes are followed through for
political reasons —not just in public transport. In combination with
the economic calculation problems described above, the incentives
facing politicians and bureaucrats have resulted in a high degree of
‘government failure’ on state-owned roads. The specific impact of
these factors in one well-known case is discussed in Box 2.
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Box 2 The ‘Bridge to Nowhere’

The Humber Bridge illustrates well the shortcomings of
government road schemes. The project, completed in 1981,
links the north bank of the River Humber, seven miles from
the city of Hull in East Yorkshire, to sparsely populated
Lincolnshire across the river. Previously the journey involved
a long diversion around the end of the estuary or an
inconvenient ferry trip.*

The scheme was politically inspired from the start. Its
biggest supporter was Hull Corporation (the local authority),
which believed there would be substantial economic benefits
from expanding the city’s hinterland. Barbara Castle, Minister
of Transport, pledged that the Labour government would
fund the bridge during the 1966 Hull North by-election
campaign. This was widely interpreted as a blatant bribe to
voters (Brittan, 2012). Labour won the crucial by-election
and the subsequent general election two months later.

The 1960s were also the heyday of regional planning and
the government saw the bridge as a key element of a new
‘Maritime Industrial Development Area’ (Simon, 1984).

Well before the bridge opened the failures of central
planning were all too apparent. Construction costs had
overrun by approximately 50 per cent in real terms. Worse
still, traffic was only one sixth of the level projected. Regional
policy goals had also proved unrealistic. The region was
undergoing rapid industrial decline and the population was
stagnating. Transport planners had also blundered by failing
to make the bridge a major part of the strategic network. Two
lightly used motorways had been built in parallel on either
side of the estuary when the bridge would have enabled one

26

to suffice (ibid.). On the other hand, there was no proper
road network south of the bridge.

The scheme had largely been financed via a loan from
central government to the Humber Bridge Board. Although
toll revenues covered operating costs, the above factors
meant the loan could never be paid off. In 2008, local
newspapers launched a campaign to abolish the tolls,
supported by MPs and councillors. In 2011 the Chancellor of
the Exchequer agreed to write off £150 million of the debt,
allowing toll rates to be halved.f

The Humber Bridge may be contrasted with the
development of privately owned roads in several ways. Firstly,
politics drove the project rather than economic calculation.
Secondly, in the absence of price signals its planners badly
miscalculated consumer demand. Thirdly, like many big
government projects that offload financial risks on to
taxpayers, the scheme was ‘gold-plated” in the absence of
normal commercial incentives to economise. It produced
the longest single-span suspension bridge in the world when
cheaper options were available. Finally, the incoherence of
charging for the use of the bridge while not charging for
competing roads and also not adequately developing the
related road network means that what was once the longest
single-span bridge in the world is rather like a minor local
road between villages.

* The ferry trip did at least start in the centre of Hull, rather than seven
miles from Hull, however.

T‘Humber Bridge tolls to be halved, Chancellor confirms’, Hull Daily
Mail, 29 November 2011.
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Road pricing

It might be contended, however, that many of the problems
observed result from the absence of pricing on most roads, rather
than government ownership per se. There is some merit in this
argument, particularly with regard to congestion.

Without pricing, journey costs do not reflect the scarcity of
road space at particular locations at particular times. Motorists do
not pay the full marginal costs they impose on other road users as
a result of congestion (see Glaister and Graham, 2004). Indeed,
those with a low value of time can impose very costly delays on
drivers with a high value of time.

Pricing has the potential to provide an efficient way of allo-
cating scarce road space — in marked contrast to crude govern-
ment charges such as fuel duties and vehicle taxes. Users who do
not place a high value on travelling at peak times may be incentiv-
ised to travel at quieter times by cheaper off-peak toll rates. And
motorists with a higher value of time can ‘outbid’ other drivers
for delay-free journeys during peak hours. Importantly, pricing
enables traffic levels to be managed to maximise capacity. When
there is a risk of congestion, prices can be raised to choke off
demand and ensure traffic flows freely. One key economic benefit
is a reduced requirement for expensive new infrastructure to
cope with peak-time demand. In other words, the introduction of
pricing enables more efficient use of existing capacity.

Pricing also promotes efficient investment in new infrastruc-
ture. Prices provide valuable information about the preferences
of road users. This information is vital for investment decisions,
such as where to build additional road space (Day, 1998). High
tolls will often be a signal that investment in new capacity would
be profitable — although investors must also consider numerous

INTRODUCTION

other factors such as construction costs. Conversely, there would
be little point in building road space in locations where toll rates
were too low to make a commercial return. The price mechanism
therefore helps ensure resources are allocated efficiently. Without
pricing, investment is likely to be misallocated, although this may
be mitigated to some extent by the deployment of cost-benefit
analysis.

The two key benefits of road pricing — more efficient use of
existing capacity and more efficient investment in new capacity
— are likely to be undermined by government ownership. As
discussed above, the incentives facing politicians and officials
are very different from those of commercial businesses. In conse-
quence, pricing under government ownership is likely to be
determined by politics and bureaucratic imperatives rather than
commercial criteria. Tolls will tend to be set at levels that are
acceptable to key voting groups and special interests; administra-
tion costs will be inflated by self-interested officials; revenues will
be diverted to pet projects (for example, tram schemes) for ideo-
logical reasons. These phenomena are all too evident in existing
government road-pricing schemes, including the London Conges-
tion Charge (see TfL, 2007). Political pricing overrides market
pricing and the role of prices in coordinating the efficient use of
resources is severely curtailed. The more widespread introduction
of road pricing, while potentially beneficial, would not in itself
solve the fundamental problems associated with government
ownership of roads.
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Are there compelling reasons for government
ownership?

Despite the shortcomings, the great majority of roads remain
under government ownership and management. Several argu-
ments are used to justify this, including the idea that roads
are public goods, concerns about the development of private
monopolies and the observation that roads generate positive
and negative externalities. Chapter 2 deals with these arguments,
demonstrating that they are not valid objections to private owner-
ship. But even if such economic objections can be addressed,
there are practical arguments against transferring ownership to
the private sector, for example concerns over access rights and
the introduction of tolls. These issues are discussed in Chapter
3. While the process of denationalising roads may be complex
in some instances, it is concluded that there are no practical
obstacles that would prevent a gradual process of privatisation.
The resulting economic benefits are also sketched out. The main
barrier to action is therefore political.

Despite the numerous advantages of liberating roads from
the state, policymakers may fear opposition from various interest
groups. Yet there is evidence that politicians in several coun-
tries are becoming more receptive to the idea of privatising at
least some roads. In the UK, for example, the prime minister has
announced plans to allow private firms to lease motorways and
trunk roads and to build new capacity, which could be tolled.®
Moreover, the possibility of significant receipts from a sell-off
is attractive for governments facing severe budget deficits. At
the same time, technological improvements have enhanced the

8  Inaspeech oninfrastructure to the Institute of Civil Engineering, 19 March 2012.
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economic arguments for privatisation by lowering the transac-
tion costs associated with road pricing. The growing number of
successful privately built and operated roads around the world
— often in developing countries — also strengthens the case for
ending state control. Chapter 4 examines the political economy
of transferring roads to private ownership. It shows how groups
such as taxpayers, drivers and local residents would gain from the
private ownership of roads and concludes that the very substan-
tial efficiency gains derived from privatisation could offer signifi-
cant rewards to policymakers bold enough to proceed with it. This
is not to underestimate the size of the challenge. Calls for tight
regulation of private enterprise dominate so-called market econo-
mies, and ill-defined notions of ‘public interest” are used to justify
the continued state provision of goods and services. Our findings
suggest that this school of thought is flawed and we highlight the
dangers and costs to society arising from its application to roads.
The arguments in favour of privatisation are compelling.
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2 STATE OWNERSHIP OR PRIVATE
OWNERSHIP?

The general economic case against state ownership and in
favour of privatisation was set out briefly in Chapter 1, and has
been made in detail elsewhere (for example, Parker, 2009b).
There are, however, specific questions related to roads in
particular. This chapter addresses these issues and challenges the
assumption that the ownership and/or management of roads are
proper and necessary functions of the state.

Public versus private goods

It has often been argued that road networks are examples
of ‘public goods’ (see Benson, 2004). This line of thought is,
however, fundamentally flawed. Consideration of the two under-
lying requirements for a good or service to be described as a public
good — the inability to exclude users and non-rivalry in consump-
tion — suggests that road infrastructure is actually a private, not a
public, good.!

Current motorway charging schemes, including penalties
for non-compliance, clearly prove that drivers may be excluded
from road use. Walter Block is straightforward in his assess-
ment on excludability: “There is nothing in principle to prevent

1 See Blankart (2006: 59) on the terminology.
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excludability — there is only a lack of past history of market
operation in this area and the limited powers of imagination
on the part of economists’ (Block, 2006: 105). It is often stated
that, though applicable to motorways and country roads, the
excludability would not be enforceable in city centres or resi-
dential areas. This argument is reminiscent of the debates in the
1980s when the technological possibility of automated road-user
charging was questioned. Charging technology based on posi-
tioning systems such as GPS or mobile devices allows for precise
localisation. Also, conurbations may provide a single tariff for
different zones, such as for the entire city, for the centre, rings,
feeder lanes, suburbs or residential areas, rather than point-to-
point charging. Indeed, the Smeed Report published as early as
1964 clearly set out how charging could be applied efficiently
even given the technology available then. Accordingly, at least
one of the conditions — if not both of the conditions — of private
goods is fulfilled.

In addition, congestion demonstrates that road users are often
competing for scarce road space — there is therefore rivalry in
consumption. Even where roads are not congested, they are not
public goods but ‘club goods’. The marginal cost of additional
users may be trivial compared with the fixed cost of providing the
road. Here, excludability still applies, but there is non-rivalry. The
market can provide mechanisms of charging for club goods such
as through annual subscriptions that give subscribers unlimited
access rights for a period of time.

Internalisation of externalities

In addition to the debate about public goods, road infrastructure
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is commonly associated with positive or negative externalities.”
Negative external effects include air pollution, noise and conges-
tion. These are costs that are, for example, borne by residents next
to a busy motorway, but are not taken into consideration by the
individuals causing the externality, i.e. by the road operator and
the road users.

There are, however, also positive externalities for which no
transfer has so far been made, either.® Positive external effects
include network benefits, such as the benefits to users of city roads
that have been connected to the outside world by a motorway
network, which might bring additional business opportunities
and jobs (including to non-motorists), as well as more flexibility
to travellers. In the same way, rural populations may benefit from
connections to market their produce, commute to their city offices
or enjoy cultural events in the nearby conurbation.

Now, recognising such externalities, road operators and
residents may enter into private negotiation procedures. But, of
course, high transaction costs place a burden on the negotiations
for both parties. It is one of the alleged justifications for govern-
mental activity that it may minimise transaction costs. However:

It is clear that the government has powers which might
enable it to get some things done at a lower cost than
could a private organisation (or at any rate one without
special governmental powers). But the governmental
administrative machine is not itself costless. It can, in
fact, on occasion be extremely costly. Furthermore,
there is no reason to suppose that the restrictive and
zoning regulations, made by a fallible administration

2 See Coase (1960) for a market approach on externalities without and with trans-
action costs involved.
3 Although estimates of such benefits may be included in project appraisals.
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subject to political pressures and operating without any
competitive check, will necessarily always be those which
increase the efficiency with which the economic system
operates. Furthermore, such general regulations which
must apply to a wide variety of cases will be enforced in
some cases in which they are clearly inappropriate. From
these considerations it follows that direct governmental
regulation will not necessarily give better results than
leaving the problem to be solved by the market or the firm.
... There is, of course, a further alternative, which is to do
nothing about the problem at all. And given that the costs
involved in solving the problem by regulations issued by the
governmental administrative machine will often be heavy
(particularly if the costs are interpreted to include all the
consequences which follow from the Government engaging
in this kind of activity), it will no doubt be commonly the
case that the gain which would come from regulating the
actions which give rise to the harmful effects will be less
than the costs involved in Government regulation. (Coase,
1960: 17-18)

The ‘do nothing’ option is the market solution and offers
tailor-made solutions to road operators, users and residents alike.
Whereas a rational road operator would negotiate with the users
or owners of the city network regarding the positive externalities,
residents next to a planned road or their representatives may ask
for compensation to alleviate the negative externalities. This is
obvious in the construction of new roads when an operator would
price in externalities in order to pass them on to the road users as
his customers. Transaction costs, though initially perhaps rather
high, are likely to fall quickly, when residents concerned achieve
economies by having their interests represented by associations,
clubs or specialist legal representatives.
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Contrary to the common assumption that private operators
would neglect and run down the environment, it will thus become
part of their utility function by private negotiations. By contrast,
it is problematic to incorporate such goals in bureaucrats’ utility
function when running a state-owned, monopolistic road admin-
istration, although typically some attempt is made to estimate
environmental externalities in the appraisal of new schemes.*

Market definition and segmentation

In a discussion on the current road administration or future road
market it is necessary to assess possible market structures and the
oft-cited threat of monopolistic tendencies in markets with high
sunk costs. Does a private road industry tend to a monopolistic
structure? And if so, would this justify state intervention or state
ownership of such an industry?

Though a future road operator may enjoy exclusivity on, for
example, the M1 between London and the Midlands, there are
alternative transport options. These act, of course, as differenti-
ated options rather than exact replicas. People can travel to the
Midlands via the M40 or via A-roads — many of which are dual
carriageway. An operator that is charging ‘excessive’ tolls on
his road or offering inferior services is incentivising customers
to switch to an alternative operator. There are also operators
of competing modes of transport such as railways and, in some
cases, coastal shipping and airlines. And some customers might
substitute business travel with phone calls, video or online

4 Inthe absence of markets, it is difficult, if not impossible, to put accurate values
on environmental externalities; particularly since individual valuations may be
highly subjective (see Cordato, 2004).
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conferences. Transport markets are closely interlinked and partly
overlapping with other communications markets. Furthermore,
this existing competition — perhaps already significantly greater
than the competition that exists in other markets where there
has been privatisation — is limited by the historical government
road monopoly. High economic rents on a road would addition-
ally signal other (potential) operators to consider competing for
business and building new roads and alternative transport links.

Addressing these considerations, competition theory uses
the concept of the relevant market that is clearly distinguishable
from a material, spatial and temporal perspective (Schmidt, 1993:
44-9). Is the market scope local, regional, national, inter-regional
or global? How dynamic is the market — are we dealing with a
stable and stalled market or will it change over time? Is the market
characterised by innovations that upset the current market struc-
ture and displace some of the industry or may wipe it out entirely?
Taking an example from the early nineteenth century, the emer-
gence of the railways turned the transport market upside down
and accordingly faced strong opposition from turnpike owners,
canal and sea-freight operators. But history repeated itself roughly
a century later, when road and air industries presented a major
challenge to the rail industry.?

It is rare in public policy to see nationalisation justified
because private provision is, or could be, oligopolistic, and we
should not accept that argument with regard to the road network
either. Regulation of private monopolies is one way of dealing with
problems of lack of competition (see later). There are, however,

5  See Knipping (2002: 29-32, 58-70) regarding opposition to the early railways in
the UK and on the correlation of inter-modal road competition on the UK railway
market during the interwar years.
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other mechanisms too. Traditionally — especially in deregulated
financial markets — ownership structures have emerged to deal
with conflicts of interest between customers and owners, mutual
insurers and banks being excellent examples. Ownership struc-
tures could also deal with the problems of monopolies in road
ownership. There is no reason why roads could not be owned by
trusts or organisations mainly governed by road users themselves,
or owned by member organisations such as the former Automo-
bile Association.®

Nonetheless, a denationalisation of the road industry should
aim initially at creating smaller-sized lots of road networks than
privatising the state monopoly in a single chunk, which would
create a dominant position in the road market. Smaller sizes —
whether area-based or route-based — would facilitate consolida-
tion or deconsolidation moves in the road industry and shape
something like an efficient market structure, save for the unavoid-
able inefficiencies and distortions that had been created by
previous state monopoly.

State monopoly versus free-market choice

Monopolist means Single Seller. Literally therefore anyone
is a monopolist who sells anything that is not in every
respect, wrapping and location and service included,

exactly like what other people sell: every grocer, or every
haberdasher, or every seller of ‘Good Humors’ on a road
that is not simply lined with sellers of the same brand of

ice cream. This however is not what we mean when talking
about monopolists. We mean only those single sellers whose
markets are not open to the intrusion of would-be producers

6  Thisis discussed below.
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of the same commodity and of actual producers of similar
ones or, speaking slightly more technically, only those single
sellers who face a given demand schedule that is severely
independent of their own action as well as of any reactions
to their action by other concerns. (Schumpeter, 1943: 98-9)

Schumpeter properly illustrates the fundamental character-
istics of a monopoly, but first and foremost he highlights what
a monopoly is not. This is important because the term is often
deliberately used in a very loose and derogatory fashion in order
to denounce the advocates of the free market:

Economists, government agents, journalists and politicians
in this country obviously love the word because it has

come to be a term of opprobrium which is sure to rouse

the public’s hostility against any interest so labelled. In

the Anglo-American world monopoly has been cursed and
associated with functionless exploitation ever since ... (ibid.:
100)

Schumpeter introduces the concept of potential competi-
tion when pointing towards the ‘would-be producers of the same
commodity and of actual producers of similar’ commodities. Both
groups are a potential threat to the monopoly — the higher the
monopoly rents, the bigger the incentive to challenge the monop-
olist. Also, he asserts that genuine long-run monopolies are hard
to defend in a competitive, dynamic market. Monopolists that do
not stay ahead of potential competitors in the market die a natural
death. In any case, temporary monopolies are far more common
than permanent ones. Indeed, they are a necessary incentive to
the entrepreneur and innovator who aims to harvest temporary
monopoly rents as reward for their entrepreneurial risk (Schum-
peter, 1939: 102).
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Following Schumpeter’s definition of monopoly it would
appear that monopolies are very, very rare — especially if monop-
olies depend on the non-existence of potential competition.
We therefore need to ask how potential competition tends to
be tamed in practice. In fact, legally sanctioned monopolies are
generally the only incontestable monopolies — and thus monopo-
lies in the above sense — against which not even the best potential
innovation stands any chance.”

At the core of the contestability theory lies the concept of
costless, reversible entry, as suggested by Baumol, Panzar and
willig:

A perfectly contestable market is defined as one in which
entry and exit are easy and costless, which may or may
not be characterized by economies of scale or scope,

but which has no entry barriers ... Potential entrants are
assumed to face the same set of productive techniques and
market demands as those available to incumbent firms.
There are no legal restrictions on market entry or exit and
no special costs that must be borne by an entrant that

do not fall on incumbents as well. An entrepreneur will
enter the market if he expects to obtain a positive profit by
undercutting the incumbent’s price and serving the entire
market demand at the new lower price. If the incumbent
readjusts his price, reducing it beneath that of the entrant,
then the new competitor can readily exit from the market
without loss of investment. Thus, potential entrants

are undeterred by prospects of retaliatory price cuts by
incumbents and instead are deterred only when the existing

7 Though critics may raise natural monopolies as incontestable, the authors con-
tradict this charge. See, for example, Knipping (2002: 10110, 314) for a more
comprehensive assessment of (natural) monopolies, sunk costs and contestabil-
ity and Baumol et al. (1982) for its theoretical construct.
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market prices leave them no room for profitable entry ...

A contestable market need not be populated by a great
many firms: indeed, contestable markets may contain only
a single monopoly enterprise or they may be comprised of
duopolistic or oligopolistic firms. (Baumol et al., 1982: xx)

Thus, even if there is only a single seller serving a market,
that market may still be contestable, as long as potential entrants
bear costs that incumbents face as well. This is why contestable
markets exhibit the same characteristics as perfectly competitive
markets and lead to efficient market outcomes, notwithstanding
the number of producers of the same good in the same market.

The availability of sustainable prices does permit the
incumbent to preclude entry. But he can do so only by
offering the public the very same benefits that actual
competition would otherwise have brought with it. With
entry barriers, supernormal profits, inefficiencies, cross
subsidies, and nonoptimal prices all become possible. But
in a contestable market, which is perfectly consistent with
the presence of fixed costs that are not sunk, matters change
drastically, and government intervention can contribute
far less, if anything, to the general welfare. (Ibid.: 292—3,
emphasis in the original)

The sunk costs of road infrastructure are obviously a barrier
to costless reversible entry, since new entrants are likely to incur
costs that incumbents have already borne. It is here that we need
to re-examine the scope of the market in order to understand that
road operators are not the only market participants that have
sunk investments. The same applies to the neighbouring rail and
country-road operators and the competing operators of parallel
highway routes. Moreover, market entrants may disregard an
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incumbent’s sunk costs if they are not entering the same market
but outwit the incumbent by offering safer, faster and more
energy efficient roads, for example with exclusive truck lanes;
optimised construction works at night; well-lit and ice-free roads;
a shorter, more direct connection; an innovative asphalt surface;
customer-oriented pricing schemes; automatic guiding and traffic
sign recognition via a vehicle’s on-board unit, and so on. Indeed,
in some cases it may be more costly to ‘retrofit’ innovations to
existing infrastructure than to include them with new roads,
giving entrants an advantage over incumbents. And this is just an
appetiser of what a free market in roads might bring, depending
on each entrepreneur and his vision. We know what a statist,
monopolistic road administration looks like already.®

According to Demsetz, ‘The key to monopoly power is the
ability of an industry to restrict or retard the expansion and utili-
zation of productive capacity. Government can offer to industry
much greater powers of coercion to accomplish this end than
can be supplied by the industry itself’ (Demsetz, 1989: 108). He
concludes that ‘government intervention that has created and
sustained monopoly should be our primary target’ (ibid.: 109).

In the road industry, we are currently dealing with a legally
protected monopoly under public ownership. It is mistaken to
assume that this means that the monopolistic structure is neces-
sarily a feature of road provision. In fact, market provision and
operation have deliberately been excluded and crowded out by
state ownership (see, for example, Plowden, 1971). As public

8  Thisis not tosay there has been a complete absence of innovation on state-owned
roads. For example, high-occupancy lanes have been introduced in the USA and
active traffic management in the UK. Nevertheless, the scope for innovation and
entrepreneurship has been extremely limited.
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supply of existing infrastructure does not necessarily reflect
customers’ demand, the system might be inefficient if it were
simply sold to private investors as it is constructed. This mismatch
is by no means a market failure, but must be assigned to the
government ownership of the existing road network (Knipping,
2005: 99). It is at individual governments’ discretion to continue
running road networks as state monopolies or to replace the
incontestable single seller with the market’s innovative potential.

In summary, a complex problem is oversimplified when argu-
ments relating to natural monopoly are used to justify the nation-
alisation of roads. A fundamental point about the extent of the
market is misunderstood — the relevant market, for example, is
not a particular motorway but all the different ways of travelling
to a particular destination. Secondly, potential competition is as
important as actual competition. Finally, nationalisation is, in any
case, not the best way of providing goods and services even where
there is monopoly power.

Does private ownership imply a specific pricing model?

Economists have long taken an interest in efficient road pricing.
However revealing such debates may be for economic model-
ling, these pricing schemes usually presuppose state ownership
of road networks and, in many respects, they resemble ‘market
socialism’ in that they use textbook models to try to find efficient
pricing models under nationalisation. It is one of the objectives of
this monograph to move the discussion towards the concept of a
market for roads.

No economic model can simulate the market outcome that
would have developed in the absence of state intervention in the

43



WHICH ROAD AHEAD — GOVERNMENT OR MARKET?

44

transport market. Though models might derive an optimal road
market in a theoretical economy under ceteris paribus condi-
tions, it would not reflect the complexity of the real-world road
market. And as we do not know the optimal market structure
and outcome, we should be wary of repeating the mistakes of the
past by planning and administering markets. In other words, for
road pricing schemes to work effectively, we need to denationalise
roads so that the market can develop appropriate pricing models.

Hayek warned of falling into the trap of what he coined ‘scien-
tistic’ errors, meaning the attempt to apply the tools and methods
from exact natural sciences in the social sciences:

Unlike the position that exists in the physical sciences, in
economics and other disciplines that deal with essentially
complex phenomena, the aspects of the events to be
accounted for about which we can get quantitative data

are necessarily limited and may not include the important
ones. While in the physical sciences it is generally assumed
... that any important factor which determines the observed
events will itself be directly observable and measurable,

in the study of such complex phenomena as the market,
which depend on the actions of many individuals, all the
circumstances which will determine the outcome of a
process ... will hardly ever be fully known or measurable.
And while in the physical sciences the investigator will be
able to measure what ... he thinks important, in the social
sciences often that is treated as important which happens to
be accessible to measurement. (Hayek, 1974)

Closely related to this point is the point made by Austrian
competition economists — taking their lead from Hayek — that a
market is necessary in order to discover what the outcome of a
competitive process would be. Without that competitive process,
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the outcome — in this case a system and set of road prices — cannot
simply be computed.

Even if the technical problem of determining the appro-
priate level and structure of road prices could be solved, it would
be impossible to prevent political interests taking priority if the
pricing of roads were left to politicians — indeed, this has been the
experience of the London road pricing scheme.

If market forces are to be applied to road networks that have
mostly been in the public domain for centuries, governments and
their agents should simply withdraw. Should governments prefer
to follow their conventional wisdom and implant political objec-
tives into privatisation schemes, the process may end up even
more distorted than the current statism. Realistically, govern-
ments will aim to maximise the receipts for the public purse while
observing their re-election constraint. Unfortunately, this would
distort any denationalisation process, leading to failure that
would eventually be blamed on private business. This happened
in the process of rail privatisation:

Moreover, during a privatisation process, governments
are usually eager to ensure that their political interests
are properly represented in a market to be designed — and
thus, their lobbies satisfied and their re-election ensured.
The privatisation of British Rail was a telling example: the
privatisation process was undermined from the outset
due to government meddling. (Knipping, 2002: 232-7;
Knipping, 2006: 164-9)

In order for a road and transport market to take shape,
market forces should be allowed to operate freely, rather than
being hampered by rules and regulations considered desir-
able by bureaucrats, lobbyists and politicians. We deal with the
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actual transition from state administration to market in the next
chapter. Owing to current government ownership, such a transi-
tion to private ownership requires some set of rules that will be
imposed by the current owners of the roads. These rules should
be as non-interventionist as possible. Any negative side effects of
a tightly regulated privatisation process are likely to be the fault of
government, not of private business. They will represent examples
of ‘government failure’ rather than of market failure. The next
chapter sets out various options for privatising already existing
roads or road networks, such as a sale or auction, or distributing
the roads to taxpayers, road users or residents, whether free of
charge or for a price. That chapter also deals with initial allotment
or networKk sizes of the future road operators.

Once the road operators are up and running, they will be free
to determine their own approach to pricing. They might decide to
follow suggestions from economists on efficient road pricing for
their network. They may implement GPS-based charging systems
on their road networks according to which drivers would pay for
their actual road usage (see Box 3). GPS-based systems can offer
differentiated tariffs according to the time of day and congestion
levels, thus providing an efficient mechanism to manage traffic
flows (Knipping, 2011). Operators may also offer flat-rate tariffs,
prepaid packages, commuter schemes, car-sharing packages,
monthly or annual subscription fees and so on. Rather than
using GPS technology, some operators may revert to toll gates
as traditionally used in many countries to date, or indeed offer
customers more than one charging option.” Others, however, may
even decide to offer free usage during certain times of the day to

9  Many existing tolled highways offer electronic cashless and traditional cash tolls.
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induce users to travel off peak, ease congestion during peak traffic
and increase the competitiveness of their networks during peak
times, or just as a marketing strategy. Alternatively, roads could
also be financed by advertising posters, electronic commercials or
sponsorship.

This list is not exclusive and hardly could be, as entrepreneurs
or marketing and pricing departments of operators may come
up with new pricing schemes. Such innovations in pricing are,
however, only possible through a competition in ideas, notwith-
standing the ideas that bureaucrats or economists may think
reasonable or calculate as welfare maximising. That is the differ-
ence from government ownership — private ownership offers
choice and options in pricing schemes that are to be decided by
the entrepreneur in response to customers’ demands. Efficient
pricing is the result of a competitive market, whereby a myriad of
decisions based on dispersed knowledge is coordinated. As stated
in Hayek’s Nobel Prize lecture:

It is indeed the source of the superiority of the market order
... when it is not suppressed by the powers of government

... that in the resulting allocation of resources more of the
knowledge of particular facts will be utilised which exists
only dispersed among uncounted persons, than any one
person can possess. But because we, the observing scientists,
can thus never know all the determinants of such an order,
and in consequence also cannot know at which particular
structure of prices and wages demand would everywhere
equal supply, we also cannot measure the deviations from
that order ... (Hayek, 1974)
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Box 3 Toll Collect — electronic toll charging in Germany
Toll Collect GmbH, a joint venture of the German Daimler
AG, Deutsche Telekom AG and French Cofiroute, runs the
German motorway toll charging system that is based on
the global positioning system (GPS).* The tolls are payable
by all trucks of more than twelve tonnes on about 12,000
kilometres of federal motorways and 1,000 kilometres of
trunk roads. The company commenced operations on 1
January 2005 following an auction and thus became the
world’s first operator of a toll charging system for trucks
based on GPS.

The system operates both via an automatic log-on with
On-Board Units that Toll Collect provides and with a manual
pre-booking process of roads via an online platform or toll
terminals. Operators that rarely use the German road network
usually prefer the manual log-on. To date, more than 665,000
On-Board Units for automatic toll collection have been
installed, with 43.5 per cent registered outside Germany.
Tolls are calculated based on the emission class and number
of axles on the truck and on the distance travelled on the toll
route. The Federal Trunk Road Toll Act assigns each vehicle
to one of four categories, based on its emission class. These
toll rates mean that trucks with the latest-generation exhaust
systems and those that have been upgraded with particle
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Signalling effects of market prices and market
allocation

State-owned road networks are plagued by persistent and predict-
able delays — for example, during public holidays. Pricing could
allocate traffic flows more efficiently, smoothing traffic jams,
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reduction systems pay significantly less than high-emission
vehicles.™ According to this principle Toll Collect’s rates (at the
time of writing) range from €0.141 to €0.288 per kilometre,
depending on emission class and axles.

Toll Collect offers a free-flow charging system that does
not require any stops at toll booths that would cause delays
and traffic jams. According to Toll Collect, the company ‘...
was tasked with setting up and operating an electronic toll
collection system for heavy freight traffic in Germany’. Note
that, as such, Toll Collect procures revenue for the federal
budget but the rates do not necessarily match those that a
private entrepreneur might ask for on a privately owned and
operated road network, not least because the scheme charges
tolls only for heavy goods vehicles.

The collection system illustrates, however, how road
pricing could be implemented in a private road market —
technology certainly is not a major obstacle to denationalising
the road industry. The flexibility of such a system allows the
introduction of various additional services such as telematics
and further rates, whether due to time of the day or season,
speed, special discounts or even weather conditions.

*The data on Toll Collect is based exclusively on publicly available
information from Toll Collect GmbH on www.toll-collect.de
Twww.toll-collect.de as of 15 September 2011.

while preventing road accidents and fatalities at the same time.
Notwithstanding the motivations — or even the well-intended
goals — of state planners or political decision-makers, road
networks lack an efficient allocation of scarce resources. This
is a natural consequence of state control and ownership. The
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government’s roads budget is determined in a political process
competing with other politically determined budgets such as
defence, health, education, and so on. The relationship between
this process and the needs of roads users is tenuous. For example,
in order to keep costs down, state authorities in charge of road
networks may prefer to have construction sites in operation
during normal working hours only to save heavy mark-ups for
night shifts. When construction work is taken up in the morning
in time for the commuter traffic, the negative externality hits only
the commuters, not the state or road budget. In a state-owned
road system, the cost of such inconvenience is likely to affect
voting behaviours only in extreme conditions, and so the incentive
for politicians to reflect the views of road users in their decisions
is limited. Indeed, if there is no charging mechanism, even if road
users would like to pay the extra cost of night-working themselves,
so that they can have a less congested road, they cannot do so. The
additional cost of night-working would be borne by taxpayers in
general. There is no mechanism for signalling road users’ prefer-
ences, nor for responding to those preferences. Exactly the same
argument applies to poor road surfaces, pothole repairs and so
on.

As such, even if bureaucrats ‘mean well’, they will not know
well’ — they cannot know the preferences of road users even if
they want to satisfy those preferences. At best road users get what
bureaucrats think they want — and this only if there are sufficient
resources from the government budget and if policy is not deter-
mined by the preferences of other interest groups.

Implementing market pricing on the roads with competing
road operators addresses the causes, rather than dealing only with
the symptoms, of badly run roads. The superiority of the pricing
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system lies in its signalling capability both to customers and to
operators of a road network. If users perceive prices as too high,
they will look for other options, whether that is car sharing, a shift
to off-peak journeys, other routes provided by competing opera-
tors or even a switch to other modes of transportation.

On the other side of the equation, road operators can allocate
traffic flows more efficiently across their network by pricing differ-
ently depending on the time of day or available capacity. They
may build express lanes for customers willing to pay extra for a
guaranteed traffic-jam-free journey. Some operators may offer
ice-free or illuminated roads, others may operate traffic signs that
communicate with the car’s on-board computer, run separate
truck lanes to increase road safety and reduce journey times for
car drivers or use innovative asphalt to reduce traction for higher
energy efficiency. In order to keep their road network in a shape
that attracts customers, construction is unlikely to occur during
peak commuting hours, when operators receive the largest chunk
of their revenue. Rather, construction could be expected to take
place during off-peak hours and operators may revert to intense
construction at night in order to have the roads open for undis-
turbed morning traffic. Again, the price signals arising from the
profitability of charging structures for different approaches will
provide much more effective information on the value of different
services to road users than the political process.

The pricing system assists the road operator in making choices
to maximise the shareholders’ return:

It enables entrepreneurs, by watching the movement of
comparatively few prices, as an engineer watches the hands
of a few dials, to adjust their activities to those of their
fellows. The important point here is that the price system
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will fulfil this function only if competition prevails, that

is, if the individual producer has to adapt himself to price
changes and cannot control them. The more complicated
the whole, the more dependent we become on that division
of knowledge between individuals whose separate efforts are
co-ordinated by the impersonal mechanism for transmitting
the relevant information known by us as the price system.
(Hayek, 1944: 36—7)

The powerful role of special interests in determining policy
under a nationalised roads system is precisely due to govern-
ments’ legal monopoly. Even after a privatisation that cedes all
power to build, maintain and operate the roads, governments and
their agents may still impose new sets of rules on the operators.
These may come in the form of safety standards, speed limits, new
taxes and fees, licences for the construction of new roads, price
controls or environmental regulations that may impact the entire
road industry or individual companies. A market that is, however,
subjected to a catalogue of actual and potential rules and regu-
lations as a consequence of interest group influence cannot be
expected to release the full potential of a free market. The more
decisions that are not influenced by price signals, the less innova-
tive the sector will be.

Interaction between road transport and other segments
of the transport market

As already noted, the road market is one segment of the wider
transport market. The market for transport includes other means
of transportation, such as rail, air and shipping, but overlaps
with other sectors such as communications. Modern means
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of communication, such as the Internet, video and telephone
conferences, may already have reduced the number of necessary
journeys and will most likely do so even further in the future.

Accordingly, even if the current state-run road opera-
tors exercise monopoly power in the road industry providing
suboptimal services, customers may still vote with their feet and
switch between modes. Nonetheless, the road users have a welfare
loss, because they are using a second-choice mode. Thus, inter-
modal competition only partially restrains monopolistic behaviour,
especially when the whole road network is owned by government.

In many respects, a government monopolist is also worse
than a private monopolist — though we dispute the idea that a
private monopolist would emerge in a privatised roads system,
even ignoring inter-modal competition. As long as the operator
is in government ownership, it does not have to react to market
signals, such as a slump in road-user numbers — indeed, in the
absence of prices, there are limited signals to which to respond.
On the contrary, an inter-modal split in favour of modes other
than cars might be politically triggered." A private operator could
not ignore such signals and would have to react by addressing
customers’ reasons for switching to other modes, irrespective of
the political fashions of the day.

In order to get the transport market to work, a market organ-
isation is required across the entire transport sector. Taking
a highly subsidised railway market as an example, some road

10 Siiddeutsche Zeitung (2011): the prime minister designate of the German state of
Baden Wiirttemberg, Winfried Kretschmann from the Green Party, reportedly
suggested that it would be better to have fewer cars rather than more. According
to Kretschmann, comprehensive mobility concepts are required that embrace
running, cycling, driving cars and riding trains. He suggested that smart net-
works would be needed.
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Box 4 Privatisation and ‘integration’

It is often contended that state intervention is required

to ‘integrate’ different transport modes. Indeed, this was
an important theme of the 1997 Labour government. In
one sense ‘integration’ refers to bringing different modes
under some degree of central control to pursue centrally
determined objectives. The shortcomings of this form of
integration have been discussed at length elsewhere in this
monograph. In another sense, however, integration is simply
understood as meaning coordination — for example, the
‘clockwork’ precision of trains, buses and trams sometimes
seen in Switzerland.

It is often assumed that market forces are unable to
achieve integration of the latter type. Yet there is substantial
evidence to suggest that privately owned transport networks
may be highly successful at coordinating different modes.
For example, private railways in Japan operate extensive bus
and taxi services which feed into their rail networks. These
private firms also integrate their transport services with land-
use planning, for example by developing housing estates,
offices, shopping centres and leisure facilities adjacent to
railway stations. This benefits passengers by providing new
amenities in convenient locations and benefits the railways by
increasing ridership.

Similarly, the private railways of nineteenth-century
Britain built goods depots and wholesale markets at major

termini so that freight could be offloaded and distributed
across cities via horse-drawn wagons. And they often went
to great lengths to ensure that their passengers could easily
reach their final destination. In the 1850s the Great Western
Railway and the Great Northern Railway joined forces to
part-fund the construction of the Metropolitan Railway, the
world’s first underground passenger railway. The line linked
termini at Paddington, Euston and King’s Cross to Farringdon
Street on the edge of the City. It slashed journey times from
Paddington to just eighteen minutes, compared with around
an hour by other modes; reduced fares, compared with
omnibuses, by a factor of five; and carried 12 million people
in its first full year of operation (see Wolmar, 2004).

In reality, private transport operators have strong
economic incentives to improve connectivity to other modes.
By reducing door-to-door travel times, they can encourage
more people to use their services. There is no contradiction
between privatisation and coordination. Indeed, market
pricing enables different services to be coordinated in an
efficient manner. Private road owners can therefore be
expected to coordinate their services with other transport
modes in order to attract travellers and increase toll revenues.
For example, they might decide to construct park-and-ride
facilities on the edge of major cities or even run peak-time
bus services for drivers unable to afford the toll rates.

users would switch to trains owing to artificially lowered prices
if they bore the full cost of road use at the margin. Not only will
the subsidy bill have to be borne by taxpayers; the switching
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customers would suffer their welfare loss in addition. Also, the
road operators, car manufacturers and suppliers would be hit,
resulting in crowding out of private initiative and investments.
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The transport sector depends on network infrastructures that
are characterised by high sunk costs. Whereas central planning
boards, such as the British Transport Commission, were created
to coordinate the transport industry, inter-modal market allo-
cation was neglected. Operators’ services frequently depend on
interlinking and coordinating with other networks. Freight planes
or container ships without rail and road links would defy their
purpose, while roads that lead to nowhere or offer no connections
would quickly see few users without a legally sanctioned monopoly.
Although it is frequently thought that ‘integration’ requires central
political control, the opposite is the case (see Box 4).

Private ownership versus compromise models

Lobbyists, though, are professionals in selling ideas. It is likely
that they will manage to defend and secure their principal’s inter-
ests to a certain extent when moving from a state road administra-
tion to a road market.

In a discussion on the size of government, Mueller finds that

... government bureaucracies do have higher unit costs than
private firms when they supply measurable outputs, such as
tons of garbage collected. Borcherding ... describes this as
‘the Bureaucratic Rule of Two’ - ‘removal of an activity from
the private sector will double its unit costs of production.” If
unit costs rise by this much when direct comparisons with
private sector alternatives are possible, how much more

are they inflated when the bureaucracy knows it cannot be
subjected to a comparison with private market alternatives?
(Mueller, 1996: 340)"

11 Quoting from Borcherding (1977: 62).
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Many roads were once owned privately. What has been taken
from the private sector and reorganised in a state monopoly should
be returned to the private sector in a way that enables the market
to operate freely — meticulous, ‘scientistic’ market planning would
lead back into the command economy in road transport provi-
sion. What the market structure would have looked like if road
networks had not been developed by governments is, however,
impossible to ascertain. The next chapter explains how to release
road networks into the market economy without predetermining
their fate by prescribing a market structure.

To the authors’ knowledge, there has not yet been a privati-
sation in which the state took a minimalistic approach to regula-
tion and market distortion. Assuming today’s mixed economies
rather than a ‘state of nature’ as a starting point, we acknowledge
that governments will play a significant role in the privatisation
process. Thus, their decision-makers need to be convinced to
proceed with a clean-cut process, rather than one of the compro-
mise models that rent-seekers will try hard to sell.

The choice of most governments that embrace private
elements in road provisioning has, up to the current day, mostly
resulted in various middle-of-the-road approaches that may
include tolling, privately built roads, privately operated or
financed roads or some degree of public—private partnership.
None of the existing schemes, however, is based on private roads
that are privately planned and financed, built, run and regulated.
Whereas full business risks are borne by private entrepreneurs
in the latter case, governance may not be congruent with owner-
ship in compromise approaches. Such disparity necessarily leads
to market distortions and network inefficiencies, as projects will
be approved according to political considerations that would not
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have gone ahead were they decided purely according to market
and, thus, customer preferences.

Mixed governance structures — whether related to public
corporations or mixed economies — lack transparency and a clear
responsibility for the use of the funds provided by taxpayers.
Essentially we are facing a principal-agent problem, where the
principals have no direct means of control over the agents.”

In order to align their interests and reinstate the principals’
control over their agents, the principals must be enabled to
sanction the behaviour of the management. This can be achieved
by denationalising the assets and returning them to private
ownership. This process is usually referred to as privatisation or
denationalisation.

12 Blankart (2006: 531-53) describes the two-tier principal-agent problem in
bureaucracies, with the voters as principals; the politicians and their bureaucrats
represent the two tiers of agents that do not necessarily maximise their princi-
pals’ but their own utility. The problem is increased in the case of state bureau-
cracies that are legal monopolies.

3 A FREE MARKET IN ROADS

Chapter 2 demonstrated that the economic arguments in
favour of state-owned roads are weak. It also showed how we
might expect government roads to be marked by a high degree
of inefficiency and government failure. But the process of trans-
ferring roads to private ownership is challenging. There are diffi-
cult issues to resolve regarding property access, competition, the
planning of new routes and the transaction costs associated with
pricing. This chapter assesses the practical policy options avail-
able for privatisation. It draws on evidence from case studies from
around the world. Entrepreneurs and communities have already
discovered solutions to many of the practical difficulties that have
been raised as objections to privatisation.

Different types of road present different problems, so the
discussion is organised accordingly. The privatisation process,
competition issues, regulation and pricing technologies are
examined. Further problems that apply to all roads, such as the
fiscal and legal framework, are discussed at the end of this chapter.

Motorways

The privatisation of motorways and motorway-style trunk roads
is relatively straightforward compared with that associated with
other types of road. They generally do not provide direct access
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to property, so associated access issues are not a constraint.
Nevertheless, policymakers would face a series of key decisions
when privatising motorway networks, including the mechanism
by which ownership is transferred, whether networks should be
split up, the timescale and so on. Further questions include the
extent to which private motorways should be subject to state
regulation.

The privatisation process

Various transfer mechanisms would be available to govern-
ments wishing to denationalise motorways. These include a
flotation process similar to that undertaken with other nation-
alised industries that have been privatised in recent decades
(see Parker, 2009b). Considerable sums could potentially be
raised through such a process. For example, the UK motorway
network has been valued at around £100 billion (Mulheirn and
Furness, 2010: 15). The process of valuing the network is highly
problematic, however. The value of the assets is contingent
on numerous government interventions, including tax rates,
regulation, subsidies to competing transport modes, planning
controls and so on. And clearly there are strong incentives for
governments to maximise receipts from the sale. Perhaps the
biggest danger is regulation that stifles competition from new
routes in order to minimise the revenue risks facing potential
buyers. At the same time, politicans would face strong pres-
sures to protect consumers from economic charging, such
as motorists who use particular routes to travel to work. As
discussed in Chapter 2, a heavily regulated form of privatisa-
tion would destroy many of the economic benefits. Indeed, the
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benefits could be outweighed by additional transaction costs.’

As well as the economic arguments, there is the question of
‘restorative justice’ or restitution (Carnis, 2001). Motorways were
generally built on land compulsorily purchased from owners,
while their construction and maintenance have been paid for by
taxpayers. It is arguably objectionable for governments to benefit
from the sale of such assets. Such objections could be mitigated,
however, if the receipts were used to cut taxes. Earmarking for
tax cuts could also reduce the incentives for regulation discussed
above and help overcome political opposition.

Giving away motorways, for example through the distribu-
tion of free shares, is an alternative option to a sale. A key advan-
tage is that there is no technical need to value the assets, avoiding
some of the incentives for state intervention associated with their
sale. A key difficulty, however, is how to allocate the shares. If
free shares were given to every citizen, this would not reflect the
amount of tax they had paid to fund the construction and main-
tenance of the network. At the other extreme, if shares were given
to the original owners of the land (or their heirs) the value of the
assets transferred would far exceed the original value of the ‘unim-
proved land’.> Allocating a high proportion of shares to vehicle
owners might be a reasonable approximation, with allocations
perhaps depending on vehicle size to take account of different

1 Foran introduction to transaction-cost economics, see Williamson (2008). Some
would argue that the benefits of rail privatisation were outweighed by the trans-
actions costs arising from the particular method of privatisation chosen.

2 Theissue is further complicated because landowners generally received compen-
sation when their land was nationalised, although this does not change the fact
that it was typically taken without their consent. In many countries, however,
the owners’ ancestors may have stolen the land, for example from indigenous
peoples. Land restitution is never likely to be a straightforward process.
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amounts of motoring taxes paid. Heavy goods vehicles, though
more highly taxed, are also responsible for a disproportionate
amount of damage to motorways, so their owners’ allocations
could be adjusted downwards accordingly. It might be objected
that the widely dispersed ownership resulting from a ‘share
giveaway” would prevent shareholders from effectively control-
ling the company managers — an example of the principal-agent
problem in corporate governance (see, for example, Butler (2011)
and Ellerman (2001)). Provided there were no controls on the sale
of shares, however, it seems likely that financial institutions would
soon be able to accumulate significant shareholdings.

A third option would be to transfer ownership into some kind
of non-governmental institution. Newbery (1998), for example, has
suggested that many of the deficiencies of nationalised roads in the
UK could be remedied through the creation of a new company to
manage the network, which he calls Roadtrack. This could replace
the Highways Agency, the government agency that manages trunk
roads and motorways, and would in essence be a regulated utility,
overseen by a body termed Ofroad. The regulated utility model
would prevent many of the benefits of a less controlled, more
free-market approach. Nevertheless, it should not be ruled out as
a useful stepping stone between the current state-centred frame-
work and private ownership. A regulated utility might face less
political opposition and could detach motorways from reliance on
central government funding for repairs and improvements.

A further possible institutional structure for motorways
would be to transfer ownership to a new generation of turnpike
trusts.’ These would charge tolls to cover the costs of maintenance

3 See Albert (1972) for an introduction to the turnpike trusts of eighteenth- and
nineteenth-century Britain.
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and improvements, and could be constituted for the benefit of
the road users. Such organisations could be appropriate for some
existing motorways, although the absence of strong entrepre-
neurial incentives is a clear disadvantage. The RAC or the AA, as
they used to be constituted before demutualisation, are examples
of the sorts of organisations that could form such trusts.

Different approaches have different net benefits in different
situations, and it is important that these are carefully considered
before privatisation — or at least to establish that it is possible
to transfer from one form of ownership model to another. For
example, member-owned organisations are often more prone to
principal-agent problems and find it more difficult to raise capital
than limited companies. Limited companies, on the other hand,
may be less satisfactory for the management of routes where there
is more monopoly power.

Price regulation and competition

Market prices transmit vital information to road owners, helping
them decide where to invest and how to maximise revenues
by preventing congestion. There is thus a strong case to allow
owners to determine prices without any controls by government.
Price regulations lead to the misallocation of resources (see, for
example, Kates, 2011: 119-22). For example, price capping could
undermine investment in new capacity while at the same time
increasing congestion. Nevertheless, policymakers may well argue
that motorway owners could exploit their market power by ‘over-
charging’ users and that regulation is therefore justified.

There are several responses to this approach. First, it should be
observed that traffic is not price inelastic (Graham and Glaister,
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2004). As tolls rise, traffic falls, and it is irrational for road
owners to charge higher tolls than the revenue-maximising point.
Secondly, profit-maximising owners would have to bear in mind
the wider economic impact of their charges. The spatial pattern of
economic activity is fluid and responsive to changes in transport
costs. Road owners will tend to benefit from attracting economic
activity into the areas served by their infrastructure and will lose
revenues if businesses locate elsewhere as a result of uncompeti-
tive tolls. Owners face the prospect of competition from other
modes of transport (e.g. rail, air, pipeline and shipping) as well as
from new roads constructed by entrepreneurs. There are therefore
significant incentives for road owners to maintain their prices at
competitive levels. Even a single owner (i.e. a road monopolist)
would not be immune to these feedbacks. Moreover, as discussed
in Chapter 2, there is strong economic evidence that persistent
monopolies are either an efficient market response to transac-
tion costs or, more likely, the result of artificial barriers to market
entry created by state intervention. Of course, the strict planning
policies of many countries would represent a very serious barrier
to entry in roads markets, an issue discussed in more detail in the
section below on new roads. Finally, it should be noted, too, that
there may be mechanisms other than state regulation for dealing
with potential monopolies, such as an ownership structure
whereby the users have the opportunity also to be owners.
Competition issues would be a factor in the decision whether
to privatise or transfer a network to the private sector as a single
entity or divided into several units. While the former option might
be expected to present problems associated with monopoly, the
latter might be affected by higher transaction costs and fewer
economies of scale. Entrepreneurs operating in unhampered
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markets are generally best placed to discover the most efficient
structure, suggesting that the initial nature of the transfer may
be less important than the absence of controls on the structure of
the industry and the removal of artificial barriers to market entry.
The privatisation of British Rail demonstrated the disadvantages
of government imposing a fixed structure on an industry (see
Tyrrall, 2004).

Road-pricing technologies

The introduction of pricing on motorways risks imposing signifi-
cant transaction costs. Conventional toll booths slow traffic
down and may be expensive to introduce, particularly on routes
with multiple exits, or impractical for certain locations where
there is no room to accommodate the additional width typically
required. The scope for variable pricing may also be limited with
this option. Nevertheless, toll booths are relatively low cost and
could be particularly suitable for uncongested rural motorways.
They are widely used across the world and the technology is tried
and tested. They can also be combined with other technologies
such that the toll booths are one payment option among several,
perhaps aimed primarily at occasional users.

Another low-tech charging option would be some kind of
disc displayed on vehicles’” windscreens to demonstrate that
user fees had been paid. For example, in Switzerland and several
other countries* motorway users must buy a sticker called a
‘vignette’. Any driver not displaying a valid sticker may be fined
by the police. Private road owners could operate similar schemes,

4 For example, Austria, Hungary, Romania, Slovakia and Slovenia.
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although they may be unsuitable for charging many different toll
rates according to the time of day. In addition, flat-fee systems
tend to incentivise heavy usage and discriminate against occa-
sional drivers — although this may be appropriate where there are
large fixed costs. Nevertheless, there is scope for entrepreneurs to
develop more refined systems.

Simple electronic pricing systems include the use of tags,
which charge motorists when they drive past certain charge
points. Alternatively, Automatic Number Plate Recognition
(ANPR) may be employed, as with the London Congestion Charge
system. This is a costly way of charging for entry into an urban
zone as an extensive network of cameras covering every route is
required. It would be much more straightforward, however, to
use ANPR on motorways, where there are relatively few entry and
exit points. A key advantage is that vehicles themselves need not
be fitted with charging technology. There may, however, be high
enforcement costs related to unregistered and falsely registered
vehicles. To some extent ANPR may be inconvenient for occa-
sional users if it requires them to pay online or over the phone.

Perhaps the most sophisticated pricing systems are based on
satellite tracking. Such a system would enable very comprehensive
schemes because there is no need to create charging infrastruc-
ture on minor roads. Highly nuanced pricing regimes are also
possible. Once the technology is fitted to vehicles, the inconveni-
ence is minimal, with users sent a bill based on their use of the
network. As with mobile phones, network access could also be
available through pre-payment/pay-as-you-go options. Operators
could offer discounts for pre-booked off-peak users, deploying
similar demand management strategies to rail operators and
no-frills airlines. Key disadvantages include the potentially high
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cost of supplying and fitting ‘black boxes’ to cars and admin-
istering schemes. In the UK it has been estimated that each box
could cost several hundred pounds.’ A complex, IT-driven road
pricing scheme could also be subject to the cost overruns that
have plagued similar projects. Having said this, it seems likely
that technology costs will fall over time. And private road owners
would of course have strong incentives to keep costs down (unlike
state administrators, who are likely to be captured by producer
interests). It may even be possible to use existing infrastructure
for charging, such as mobile phone SIM cards. A more intractable
problem may be the implications of vehicle tracking for civil liber-
ties. Governments already use ANPR cameras, public transport
smart cards and mobile phone records to monitor their citizens.
Satellite tracking would add a new dimension to the surveillance
state. Data protection laws could help assuage fears, although
it seems unlikely that government security services could be
trusted to adhere strictly to such legislation. The private owner-
ship of roads would at least create a barrier between such data and
government bureaucracies, and, given an appropriate legal frame-
work, privacy agreements could be part of the contract between
owners and road users, such as is the case with banks and insur-
ance companies.

Finally, there may be situations where motorway owners
decide not to charge tolls. Perhaps a stretch of motorway provides
access to a major retail centre or leisure development whose
owners decide that free road space will help attract customers (in
the same way that free parking is often provided).

Private ownership would facilitate a market discovery process

5  See http://www.telegraph.co.uk/news/uknews/1543111/Drivers-face-600-bill-
for-an-in-car-road-pricing-black-box.html
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to find the most efficient ways of charging for road use where
applicable. Accordingly, it is important that governments avoid
prescribing road pricing techology through regulation. In this
context it is regrettable that the European Union has imposed
a directive on the interoperability of charging systems, which
requires:

that electronic road charging and toll systems should be

technically and contractually interoperable i.e. that there

should be a Europe-wide mechanism to ensure that all

charge operators exchange information so that users of a

range of tolling and charging services across Europe can

register with a single service provider of their choice and use

a single on-board unit to access all charging schemes within
the EU. (DIT, 2004: ch. 5)

Such legislation could severely hamper the market process by
which entrepreneurs develop efficient charging mechanisms and
business structures.

It would, however, be undesirable if road operators were
prevented from cooperating on charging technology, leading to
a needless variety in approaches taken by different road opera-
tors. Private railway companies did, of course, see the benefits of
cooperation and introduced through-ticketing in the nineteenth
century. It is very important that competition authorities do not
prevent cooperation with regard to charging methods.

Major roads

Major roads carry large volumes of traffic but, unlike motor-
ways and motorway-style trunk roads, they also provide access
to adjacent properties. There may also be long-standing rights
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of way for bicycles, horses, pedestrians and so on — users who
currently may not pay anything to use the road space.

The privatisation process

The privatisation process would have to take full account of these
access issues. An important concern would be that road owners
could restrict access rights in order to expropriate property. For
example, if a farmer could reach his property only by using a
particular route, the owners of that road could potentially render
the farm worthless by denying access. Thus, as part of the privat-
isation process, a contract would have to be drawn up, guaran-
teeing rights of passage to affected property owners — though
some of these might come under common law obligations. This
might cause problems for the road owners, since farmers, for
example, could create congestion with their vehicles. Of course,
these difficulties are already commonplace under the state system,
and at least the market would provide incentives for road owners
to negotiate to limit access rights for an appropriate level of
compensation to spare other users the inconvenience and danger
of agricultural vehicles.

For reasons of safety and efficiency, access rights contracts
would have to include restrictions on the type and size of vehicles
allowed on the relevant road. Potential problems arise from this,
since it is difficult to predict what kind of technology will be avail-
able, say, 50 years in the future. In the nineteenth century access
rights may have specified that access would be allowed for pedes-
trians, pedal cycles and horse-drawn vehicles. By 1950 these rights
would have been seriously devalued through the advent of the
motor car, possibly allowing road owners to purchase land at very
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low rates where no car access rights existed. One possible solution
is to insert a clause in the contract referring to something like
‘the hegemonic transport technology of the day’, which would be
determined in the future by an arbitrator agreed by both parties
in the event of a dispute.

Perhaps the trickiest issue of all is how far ‘residential” access
rights should be extended. In large urban areas there could be
several business districts and numerous residential areas, with
a complex web of major roads connecting them. The difficulties
should not be exaggerated, since in the long term they would be
mitigated by the growth of new infrastructure without such inher-
ited problems (see below).

Price regulation and competition

Beyond the matters discussed in the section on motorways, which
are also relevant to major roads, access issues may also impact on
pricing regimes. To some extent, residents of adjoining property
may represent a captive market. And while contracts agreed at the
time of privatisation would prevent road owners from denying
access to residents, discriminatory pricing could have a similar
effect. For example, a road owner seeking to obtain property
adjoining his road or to take advantage of a captive market could
charge prohibitive tolls (which for commercial reasons (see above)
would not be applied to through traffic). But, once again, this
should not be seen as justifying state price controls. Rather, the
privatisation process would include contractual arrangements
with regard to pricing in order to protect residents. It is also likely
that rights of way for pedestrians, bicycles and horses would be
preserved without charge, even though they would impose costs
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on road owners and motorists. Many major roads follow historic
rights of way that pre-date motor vehicles (Highways Agency,
n.d.).

Pricing technologies

Compared with the situation with motorways, the introduc-
tion of user charging on major roads is challenging. There may
be long stretches of road, say in mountainous areas, which are
suitable for conventional toll booths. In many locations there may
also be convenient bottlenecks, such as bridges, where tolls can
be charged. Most major roads, however — particularly those in
urban areas — are characterised by numerous intersections with
minor roads, which could easily be used to bypass toll collection
points. Swiss-style ‘vignettes’ might be a suitable alternative on
such routes so that users pay a fixed cost per annum, recognising
the high fixed costs and low congestion on some parts of these
systems. The ratio of revenues to administration costs is generally
likely to be lower on many major roads than on motorways — given
lower average traffic levels. This weakens the case for expensive,
high-technology electronic schemes — unless road owners coop-
erate on the installation of a widespread GPS charging technology.
Nevertheless, entrepreneurs would undoubtedly discover solu-
tions to the charging problems associated with major roads, and
their choice of tolling method could well depend on the particular
characteristics of their infrastructure.

Minor rural roads

The privatisation of minor rural roads shares many of the
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Box 5 Private road associations

In Sweden, about two-thirds of the road network is owned
by around sixty thousand private road associations (PRAs)
(Malmberg Calvo and Ivarsson, 2006). This infrastructure
consists of routes that are very lightly used with negligible
through traffic. Nevertheless, one in four trips in Sweden
starts or ends on a private road. Members of each association
are property owners along the private road, with shares
determined according to the size of their property and

the traffic they generate. Financial responsibility for the
roads rests with the members, who must pay a fee to cover
maintenance and other costs. Each PRA has an elected
board and a set of bylaws. Many larger PRAs pay a fee to

an umbrella organisation, the National Federation of Private
Road Associations, which covers liability insurance, political
representation and so on.

Sweden’s Private Roads Act sets out how property owners
can form PRAs and how these organisations should be
constituted and operated (ibid.: 332). It also outlines how the
costs of the roads should be distributed among the owners.
In practice, a government surveyor determines this according
to the rules of the Act. Private property owners wishing to set
up a PRA can apply to the authorities, who will then appoint
an impartial surveyor (ibid.). There is therefore a bespoke

legal framework for PRAs, which also ensures the collection of
fees.

The PRAs manage the roads at less cost and with better
results than the state road agencies (ibid.). Indeed, the cost is
often less than half that of comparable government-managed
roads. This reflects the improved incentive structures
associated with private ownership and the time- and place-
specific knowledge available to PRA members. Potholes, for
example, are spotted and repaired quickly, before further
expensive damage takes place, because, unlike state officials,
the private owners face the full consequences of delaying
action — including more expensive repair bills and damage to
their vehicles.

The Swedish PRA system is not an entirely free market
solution since many PRAs receive government grants to cover
part of their costs and the roads remain subject to various
state regulations and a tight legal framework. Accordingly,
there are significant barriers to entrepreneurship and to
owners’ flexibility in introducing tolls, restricting access and
determining rules. Nevertheless, PRAs demonstrate that
private, community-level ownership is a practical option
for denationalised minor roads and suggest that private
ownership brings very substantial benefits in terms of
economic efficiency.
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challenges presented by major roads, in particular concerns over
property access and rights of way. Accordingly, similar contrac-
tual solutions would apply. In addition, many minor roads are
uneconomic in the sense that their maintenance costs (and the
administration costs associated with user charging) exceed the

tolls that could be received from the relatively small number of
users. This greatly complicates the process of privatisation.
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The privatisation process

Those minor roads that are economically viable could be privat-
ised through the options discussed above, with contractual agree-
ments on access and pricing for affected land owner. It is clearly
objectionable for taxpayers to continue funding the maintenance
of uneconomic roads, which are perhaps used by just a handful of
motorists to access remote houses and farms. In such cases, the
best option may be to give ownership of the roads to the owners
of adjoining land, either individually or collectively. Individual
ownership would be particularly suitable for sections of minor
road serving a single property. Collective forms of ownership
would guarantee by contract access rights to individual proper-
ties. The example of private road associations in Sweden demon-
strates how community ownership can work (Box 5).

In some instances, depending on the nature of existing rights
of way, the new owners would benefit from the opportunity to
restrict access by non-residents, with large potential benefits
for reducing crime and antisocial behaviour (for example, fly-
tipping). Yet the roads would certainly also represent a consider-
able liability. Under many legal jurisdictions, road owners could
be deemed liable for road accidents caused by poor maintenance
of the infrastructure, even if the victims were trespassers.® Insur-
ance costs could be significant. Owners might also be obliged
to meet certain regulatory standards. And forms of collective
ownership could potentially involve decision-making costs and
legal disputes. For example, disputes could arise as to the kind of
vehicles that would be allowed to use the road, given the impli-
cations for maintenance costs. The relevant ‘constitution’ of a

6  For example, in England and Wales, under the Occupiers’ Liability Act 1984.
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collective ownership structure would have to be drafted with care
and with one eye to possible potential problems arising from the
future development of new transport technologies. The develop-
ment of standardised residential-road ownership contracts can be
envisaged; a development that would reduce the economic cost of
the privatisation process.

In summary, there would be substantial disincentives to take
ownership of minor rural roads. These could, however, be miti-
gated by a change in the law on liability and by the removal of
statutory road standards. Such measures could form part of the
legislation facilitating road privatisation. A less desirable option
than privatisation would be for local governments to simply stop
maintaining uneconomic minor roads, which eventually would
become too degraded for vehicles. Alternatively, ownership could
be transferred to some kind of trust or to charitable organisations.

Pricing issues

The administration costs associated with pricing mean with
most charging methods it would not generally be worthwhile
charging users of minor rural roads. Pricing could be imposed
at low marginal cost using satellite-based electronic charging
schemes, but the incentives to install equipment could be poor for
consumers who rarely used busy major roads or motorways. Their
vehicles would have to be fitted with expensive tracking devices,
their movements would be monitored, but they would receive
no benefits in terms of reduced congestion or improved infra-
structure (because such investment would remain uneconomic).
The difficulties of pricing at the margin, however, do not mean
that revenue could not be raised and charging not implemented.
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Owners would have to determine their own subscription mechan-
isms for raising funds for repair, etc. In addition, the umbrella
organisation of road owners could offer to potential users a
periodic season ticket that allowed them to use all rural roads
owned by affiliated bodies — this would be in addition to any
access rights owners wish to offer.

Minor urban roads

The privatisation of minor urban roads differs from that of minor
rural roads in several important ways. Firstly, the ratio of resi-
dents and users to road space is far higher, so their viability is
more assured. Secondly, many residential roads do not constitute
long-standing rights of way. Their purpose is merely to provide
access to the adjoining properties. Finally, the benefits of priva-
tisation are likely to be much greater in cities (where rates of
crime and antisocial behaviour are generally much higher: see,
for example, Higgins et al., 2010: 168) given the opportunities for
owners to exclude undesirables from their streets, as well as to
implement parking arrangements tailored to the specific prefer-
ences of residents. Many forms of antisocial behaviour, such as
graffiti, fly-tipping, noise from car stereos and vandalism, could
be significantly reduced with private residential roads. The Urban
Street Associations of St Louis, Missouri, provide one model
of how such roads could be administered (Box 6). In the UK the
greater population density and smaller size of housing units
would bring additional benefits from privatisation. For example,
streets could become safe places for children to play again and
residents could manage their own on-street parking arrange-
ments, which are currently an enormous problem in many towns.
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Box 6 Urban street associations

In St Louis, Missouri, there is a long history of streets being
managed by ‘street associations’ composed of residents.
Many associations date back to the nineteenth century

with their rules set out in covenants attached to adjoining
properties. In the 1970s, however, residents in many public
streets petitioned the city authorities to transfer ownership to
street associations in order to address growing problems with
antisocial behaviour, through traffic and so on. About one
thousand St Louis streets were ‘privatised’ in this way (Elliot,
1989).

The associations are responsible for road maintenance,
street lighting, security, sewers and waste disposal. Moreover,
some associations have restricted access to their streets by
putting up chains and gates to deter criminals. Privatisation
therefore enabled residents to create ‘defensible space’,
which has been shown empirically to reduce crime (Newman,
1973). The street associations themselves may also help foster
a sense of community and improve incentives for private
action to prevent crime and antisocial behaviour. Newman
(1981) found that crime rates were far lower in privately
managed streets than in similar public streets. The private
streets also stabilised the surrounding area, helping arrest
urban decay, and also boasted significantly higher house
prices. Clearly the privatisation of urban streets in itself is not
a solution to all the problems associated with major social and
demographic changes in cities. Nevertheless, the evidence
from St Louis does suggest that private streets can mitigate
significantly the negative effects on residents.
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The privatisation process

The process of privatising minor urban roads would be straight-
forward with newly built infrastructure (see below). With estab-
lished streets, residents could be given the ‘right to own’ by
making a request to the relevant government authority (local
councils in the case of the UK). This proposal would be similar
to the successful ‘right-to-buy’ scheme for council house tenants
(see King, 2010), although in this instance there would be no
charge (since property developers paid for the construction of the
roads and taxpayers for their maintenance). As with minor rural
roads, there would, however, be considerable liabilities attached
to ownership, and once again changes to the legal framework
would help address these. Yet the benefits of privatisation could
be expected to lead to higher property prices and lower insurance
costs, in many cases tipping the incentives in favour of privat-
isation. To maximise the benefits, some planning liberalisation
would be required. While this policy is beneficial in general (see
Evans, 1988; Pennington, 2002), the installation of gates, walls
and fences could be exempted from planning controls as an initial
step in the right direction. Moreover, road-owning residents
should ideally be given a proportionate discount on local taxes to
reflect the savings accruing to local governments.

On some streets there may be few residents and enough space
so that the road could be physically divided with boundaries in
order to afford absolute ownership over the access routes to prop-
erties. In such instances this might well be the preferred option
since it may reduce the possibility of future disputes with other
owners. In other cases the question arises of whether privatisa-
tion should take place only in the event of the unanimous agree-
ment of the owners of the properties along the street. If unanimity
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were not achieved then at least one owner would be forced into
a transaction against his will, in apparent violation of liberal
principles. At the same time, if the local authority continued to
maintain the street using taxation this activity would also involve
involuntary takings. An alternative option would be to treat the
street as common property if unanimity could not be achieved.
Yet, in this instance, there could be problems in the organisation
of maintenance. There would be incentives for some individuals
to free-ride on others who had a larger stake in keeping the road in
good condition. On many residential streets ‘selective incentives’,
such as the desire for good relations with one’s neighbours, would
probably ensure cooperation (see Olson, 1965). There would still
be disadvantages compared with privatisation, however, since
it could be more difficult to restrict access or engage in entre-
preneurial activity. Over time, the comparative success of those
streets that opted for privatisation would encourage more of the
‘holdouts’ to give way.

Once regulatory barriers had been removed, the privatisa-
tion of local roads would proceed by a process of evolution and
emulation. The success of early adopters would encourage others
to follow suit. Moreover, in the context of a liberal planning
environment, existing neighbourhoods would be in competi-
tion with new neighbourhoods built by private developers where
private roads formed part of the package sold to prospective resi-
dents and business occupiers (see Beito et al., 2004). Over time,
areas with public roads would tend to decline as more people
and firms moved to private streets in order to enjoy the various
benefits. A higher and higher proportion of urban space would be
privately owned. And private owners could speed up the process
by purchasing properties on public streets and transferring those
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streets to private ownership, benefiting from the resulting uplift
in values (particularly if the properties were derelict or abandoned
through neighbourhood decline).

In a similar way, roads in town centres could be bought by
businesses acting cooperatively. They could then determine a
mix of charges that was regarded as appropriate given the level
of congestion and the desire by businesses to attract business and
customers to the town centre.

Pricing issues

As with minor rural roads, the high ratio of collection costs to
potential toll revenues means that pricing is unlikely to be worth-
while on most minor urban roads. In some instances, however,
residents/owners could profit by re-engineering their streets to
create ‘rat runs’ for through traffic — for example, by reopening
through-routes closed off by local governments. Where privatisa-
tion involves collective ownership structures, the ‘constitution’ of
the organisation should set out the rules relevant for making such
decisions and for charging.

New roads

New roads present few of the difficulties associated with the
privatisation of existing state-owned roads. There are, however,
some specific issues.

Planning controls

The first is the extent to which new road schemes would be subject
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to government planning controls, rather than being exempted
and subject instead to private negotiation between road entre-
preneurs and property owners. Given that land use changes in
general are subject to planning controls, private roads would also
be subject to the requirement to obtain consent. Unfortunately
this means that politicians and officials could effectively direct
transport policy, even though ownership of the new infrastruc-
ture remained nominally private. Many of the benefits of private
ownership could be lost in this way. For example, road builders
could be forced to install bus or cycle lanes or even pay money
towards competing rail services in order to be granted planning
permission. These kinds of deals (known as section 106 agree-
ments, but now being reformed) are certainly commonplace in
the UK planning system. Rather than locating new road schemes
according to market demand, road entrepreneurs could be forced
to consider ‘social benefits” and could end up changing their plans
significantly in order to gain bureaucratic approval. As is the case
with the UK retail sector (Barclay, 2012), planners could even
decide that existing capacity in a given area is already sufficient
and that there is no need for additional road space — a policy with
negative implications for competition in the roads sector. Never-
theless, even if existing planning controls persisted, it still seems
likely that many new roads would be given permission. In some
localities congestion problems are so severe that new infrastruc-
ture would be very welcome.

A separate issue is whether new motorways and major roads,
which generally cross several local government boundaries,
should face local planning controls or whether national legisla-
tion should apply. Negotiation of routes with several different
local governments would clearly be costly and time-consuming.
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When private companies built Britain’s railways in the nineteenth
century, they generally obtained permission through Parliamen-
tary Acts, thereby bypassing local controls. And many countries
today have special institutions charged with deciding or advising
on infrastructure projects of national importance. (In England,
the Planning Inspectorate examines proposed schemes and makes
arecommendation to the relevant secretary of state.)

Compulsory purchase

Large infrastructure projects typically involve compulsory
purchase (known as eminent domain in the USA). Land is confis-
cated from owners along the route, though compensation is paid.
This is clearly objectionable when property rights are central to
a free-market society. Fortunately there are several reasons to
believe that compulsory purchase would not be necessary for the
construction of private roads.

Clearly there is no need to ‘confiscate’ land to build roads
across unowned wilderness areas. And in practice developed areas
are typically characterised by existing routes that could be reused
more productively as toll roads — for example, railways or canals
(see Withrington, 2004). The notion that the absence of compul-
sory purchase would prevent the construction of new roads can be
dismissed. It should also be noted that a combination of private
ownership and road pricing would lead to more efficient use of
existing capacity.

Nevertheless, there is also an argument that land must be
obtained in order to build infrastructure that follows direct routes.
A small number of holdouts could force road builders to make a
large diversion if they refused to sell or lease their land. As Block
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(1979: 218) has pointed out, it may be possible to build a tunnel
under or a bridge over a holdout’s property. This may, however,
be prohibitively expensive for some projects. It is, though, easier
to introduce diversions to roads than to railways and, to the extent
to which alternative routes exist, holdout problems are reduced.

Of course, the notion of an efficient network is, to some extent,
contingent on a static view of the spatial pattern of economic activity.
In practice, economic geographies adapt to the available infrastruc-
ture, and new transport links in market economies will tend to
attract both residential and business development, particularly in
the absence of government planning controls. A system of private
planning, in which a high proportion of individuals would be
members of ‘proprietary communities’ (see Beito et al., 2004), would
also help circumvent any conceivable disadvantages resulting from
the absence of compulsory purchase, as voluntary rules on new
transport infrastructure could be agreed contractually in advance.

It should be noted that, although the authors are not
convinced that compulsory purchase will be necessary to build
new roads, this is largely a separate issue from that of who owns
the roads. Compulsory purchase was used in the context of the
development of the private railway system in the nineteenth
century. If compulsory purchase is retained, however, it should be
reformed. Those selling land for the building of a new road should
be able to obtain the fair market value of the land in its new use as
aroad — possibly enhanced further by the prospect of housing and
business development close to the road.

Financing new roads

Since new roads would no longer be funded through taxation,
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Box 7 The M6 Toll
The M6 Toll is the only example of a privately funded toll
motorway in the UK. Completed in 2003, it provides an
alternative route to a congested section of the original M6
which passes through Birmingham. A private company,
Midland Expressway Ltd (MEL), won the 53-year concession
to build and operate the road. Construction and operation
were carried out without government subsidies or guarantees
with costs covered by revenues from unregulated tolls.
Although the M6 Toll shows that private toll motorways
are a practical proposition, even in heavily regulated
Britain, both traffic levels and financial returns have been
disappointing, with the project making small losses in the first
few years of operation. This largely reflects the high financing
costs of the project, which resulted from the political/
planning risks involved (for example, the real possibility that
politicians would cancel the scheme, change the contract and
so on).*
The inflated financing cost associated with political risk
is just one way in which the M6 Toll departed from the free-
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market development of private roads. Importantly, the route
also faces unfair competition from the existing M6, which

is free at the point of use, reducing the incentive to use the
M6 Toll except at congested peak times. Furthermore, strict
planning controls restrict the ability of the motorway owners
to profit from land development along the route. Finally, the
fiscal framework means that users must pay fuel duty and
vehicles excise duty as well as the toll.

The M6 Toll provides important lessons on the institutional
arrangements that would be conducive to the successful
financing, construction and operation of private trunk roads
and motorways. In particular, it suggests that competing
routes should be privatised simultaneously to avoid ‘crowding
out’ by state-owned infrastructure — or, as a minimum,
incorporate some method of marginal pricing — and that
privatisation should be accompanied by significant reductions
in motoring taxation to limit fiscal distortions to the transport
market.

* For more details, see Wellings and Lipson (2008: 24-5).

they would depend on private-sector investment. There are
numerous examples of privately funded toll roads operating
successfully around the world, even in the UK (see Box 7).

It is therefore worth setting out various financing options and
examining the financial viability of projects. The details will, of
course, vary according to the type of road.

Take the example of a new 100-mile rural motorway
constructed in the UK, one of the most expensive countries in
the world for building new infrastructure. The construction

cost is estimated at £3 billion, including the pricing infrastruc-
ture.” In fact, there are good economic reasons to believe that the
private road entrepreneurs would be able to dramatically reduce
the costs of construction. An attractive gross yield of 8 per cent
would require annual toll revenues of £240 million. If the route

7  Archer and Glaister (2006) provide an estimate of the average cost of building
a six-lane motorway at £6.46 million per km (c. £10 million per mile) in 2003
prices (based on Starkie, 2002). This figure has been adjusted upwards according
to increases in the road construction tender price index with an allowance for the
costs of installing charging infrastructure, etc.
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matched the national motorway average traffic level of around
80,000 vehicles per day (DfT, 2011b) — and unlike governments,
entrepreneurs would be incentivised to build routes where they
would attract traffic — an average charge of 8p per mile would
be sufficient. Assuming higher charges for goods vehicles, which
make up a significant proportion of motorway traffic, tolls for
cars could be as little as 6p per mile, or £6 for the whole route.
For most cars, this would be less than the fuel duty alone paid
for a journey of this length. In comparison with current govern-
ment roads, users would benefit from lower congestion costs and
faster speeds, and would also gain from lower wear and tear and
insurance costs (see below) — suggesting motorists may also be
willing to pay higher charges to use more efficient private roads
and that some projects could still be viable even with high rates
of fuel duty.

Moreover, there would be several sources of profits apart
from toll revenues. Road owners could develop land along the
route, capturing the rise in values resulting from the new infra-
structure (see Harrison, 2006). Even if they did not own nearby
land, they could auction the locations of junctions to the highest
bidders. It is not inconceivable that, in some areas, the devel-
opment of surrounding land could finance the entire costs of
constructing major new roads. Indeed, with regard to minor
roads this already happens in the case of new private housing
developments in many countries (including the UK). On their
completion, ownership of the roads is typically signed over to
local government. In these cases, ownership could instead be
transferred from developers to residents, who would manage
the streets through an association, as discussed above. Indeed,
private roads could be part of a package of services provided
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outside the state, as seen in numerous ‘proprietary communities’
across the world (Box 8).

Further subsidiary sources of revenue for new roads might
include leasing services along the route (hotels, food, petrol
stations and so on); advertising hoardings; and Internet/mobile
phone facilities and so on. Thus there should be no particular
difficulties financing new road projects with attractive rates of
return. Entrepreneurs could finance schemes through share
issues or bank loans, for example. It should be noted, however,
that investors would demand a risk premium if there were a
significant possibility of political interference in the development
of new roads — for example, if a government sought to regulate
tolls or exempt certain types of user. As in the energy industry,
an unstable regulatory or ownership framework could seriously
choke off investment.

The fiscal framework

The economic viability of private roads will be affected signifi-
cantly by the fiscal framework within which owners operate.
Motoring taxes, such as special fuel and vehicle taxes, may reduce
returns to private operators by reducing total consumer demand
and absorbing spending that might otherwise be devoted to tolls.
To the extent that tax rates on road users affect toll revenues, they
may also introduce an element of political risk into the calculation
of expected returns from new investment.

Some of the justifications for special road-user taxes disappear
once ownership of the infrastructure is transferred to the private
sector. The argument that the taxes are needed to fund construc-
tion and maintenance is certainly no longer valid. Accident costs
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Box 8 Private roads and private communities
Across the world, particularly outside Europe, private
communities with private roads are proving attractive
to residents and businesses seeking an alternative to
government-managed space. Such communities provide a
range of services (roads, street lighting, sewerage, security
and so on) and typically have their own rules determining the
use of properties, access to the roads, acceptable behaviour
and so on (see Beito et al., 2004). In some instances,
residents’ associations are responsible for management and
they will typically have their own constitutions to guide
decision-making. An alternative is the ‘hotel’ model, in which
private owners determine the rules and residents enter into
a contract to observe them. In practice, a wide range of
institutional models is possible. The key advantage is that
new communities must market themselves to prospective
residents. In this way, a market discovery process is set
in train, and rules and institutions can be adapted to suit
individual preferences. Community rules can therefore be
far more nuanced than under the one-size-fits-all approach
typical of local government. For example, an environmentalist
community would be free to ban cars, mandate that all
homes were carbon neutral and source all its energy from
renewable sources.

Despite their advantages, the development of private
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are paid by users through insurance and/or personal losses.® Local
environmental costs such as noise and some types of air pollution

8  Even the healthcare costs of accidents can be reclaimed by government from in-
surers through the Injury Costs Recovery scheme.
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communities has been hampered by government
intervention. In many locations, they may face opposition
from town planners and politicians, who fear greater social
fragmentation. Moreover, residents generally have to pay
for local services twice — as well as community fees they
must also pay local taxes (even though their use of local-
government-supplied services may be limited). Nevertheless,
the rapid growth of private communities in many countries
suggests that the benefits outweigh the additional costs.
Security is often a key consideration, as shown by the
popularity of gated settlements in high-crime countries such
as South Africa and Brazil (see Landman and Schonteich,
2002). Private developments with restricted access and armed
security at entry points may be the size of small towns and
include offices, hospitals, schools and shopping centres as
well as homes (for example, Alphaville in Sdo Paulo). Private
ownership of the roads is clearly essential in addressing fears
of crime. Indeed, in crime-plagued Johannesburg there are
hundreds of examples of local residents taking the initiative
by blocking off public roads and restricting access without the
permission of the local authority (Landman, 2003: 26).

The approach to both financing and governance of such
communities demonstrates that such road systems are, in
fact, club goods and not public goods, as is often supposed.

can be dealt with via free land markets and do not require any
fiscal intervention (if planning regulations prevent land markets
from internalising these effects then the resulting ‘negative exter-
nalities’ are the result of government intervention, not the actions
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of road users or owners; Wellings, 2006a). This leaves larger-scale
environmental impacts, in particular the hypothesised effect of
carbon emissions on the global climate. But given scientific uncer-
tainty and severe knowledge limitations, it is far from clear that
anthropogenic emissions are significantly changing the climate;
that the costs of any projected climate change exceed the benefits;
and that the benefits of policies to mitigate climate change will
exceed the associated costs. In any case, even rather high estimates
of the ‘social costs’ of carbon emissions (for example, Stern, 2006)
imply taxes on road fuel that are a small fraction of the current
levies imposed in western Europe. A carbon tax applied equally
to all sectors of the economy would probably not represent an
existential threat to the private roads industry, particularly if it
replaced the motoring taxes currently imposed.’

In conclusion, road users should not be the subject of special
taxes. Private ownership of the infrastructure completely under-
mines any rationale for such levies. Indeed, the transport sector
should be on a level playing field with other economic activities
in order to maximise allocative efficiency. This also means public
transport would no longer benefit from grants, subsidies and tax
exemptions.

Changing the rules of the road

Government roads are subject to a wide range of regulations
covering driver behaviour, signposts, the characteristics of
vehicles, insurance, speed limits and so on. The privatisation
of roads raises the question of whether states should continue

9  Suchataxwould be applied to public transport as well as electricity and domestic
heating — perhaps making it harder for politicians to increase its rate arbitrarily.
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to impose such rules. Various arguments could be deployed in
defence of continued government regulation. First, there is an effi-
ciency argument. If certain standards and practices are adopted
across the network this avoids the problem of drivers having
to adhere to different rules every time they move on to a road
controlled by a different owner. Extreme examples would be if
different owners made different rules about which side of the road
one should drive on or changed the colours used for stop and go
in traffic lights. One can imagine the chaos that might result. It is
also contended that regulation can help businesses since it saves
them the costs associated with developing rules themselves. There
are clearly also safety implications from the absence of standard-
ised guidelines. Advocates of regulation typically point to the
‘social costs’ of unregulated behaviour, such as the health costs of
accidents that are borne by general taxpayers.

It is quite wrong, however, to assume that the removal of
government regulations would lead to a completely unregu-
lated environment for private roads. Owners would have strong
economic incentives to introduce rules that promoted safety and
the efficient flow of traffic. The belief that state action is required
to standardise certain practices is also erroneous. Rules and stand-
ards can arise spontaneously through the free actions of individ-
uals and businesses, as seen in the recent evolution of the Internet.
And for reasons of safety and efficiency, private road owners
would almost certainly adopt established practice on matters
such as common signage, traffic signals, road markings and so
on. But, unlike governments, private operators would have strong
incentives to change non-essential rules if it presented opportuni-
ties to reduce costs or increase revenue. Indeed, subjecting road
regulations to the market discovery process promises to deliver
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significant economic gains. Road owners would be free to try out
various innovations that they hoped would attract more business
to their routes. They would be rewarded for successful ideas by
improved profits. In contrast to the situation with state-controlled
roads, only those changes satisfying consumer preferences would
survive in the long term. Several of the most important regulatory
issues are discussed below.

Speed limits

Under a private system there would be no national speed limits;
the decision on the speeds that should be allowed would rest with
the proprietors. Accordingly, where traffic levels and road condi-
tions allowed, there could be dramatic increases in speed limits, or
even no speed limits, as on some German autobahns, resulting in
substantial reductions in travel times, with concomitant economic
benefits (such as increased labour mobility). For example, with a
speed limit of 100 miles per hour it would be theoretically possible
to travel door to door from London to Manchester in just two
hours, a significant improvement on current travel times (even
by rail or air). Moreover, the introduction of high-speed coaches
on uncongested toll motorways clearly has the potential to revo-
lutionise low-cost intercity travel.” Highly subsidised, capital-
intensive railways could be paved over to make way for dedicated
busways (see Withrington, 2004).

Several options would enable road owners to increase speed
while improving safety, such as widening lanes; limiting slow-
moving vehicles to the inside lane; removing roadside obstacles

10 Coaches are currently limited to 100 km/h as the result of EU legislation.
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such as trees; increasing the separation between carriageways;
installing an advanced hazard warning system; and creating a
separation zone between the lanes and the hard shoulder. There
will be other techniques which will emerge in a competitive
market. The point here is not to prescribe practices but rather to
demonstrate the practicality of constructing or adapting roads
for high speed. The commercial decision to develop high-speed
routes would depend on whether the entrepreneur considered
that high-speed facilities would attract sufficient customers to
return a profit and whether the potential benefits would outweigh
the possible costs, such as any impact on accident rates.

Goods vehicles

There would be no statutory limit on the size or weight of goods
vehicles using private roads. On some routes it might prove prof-
itable for owners to develop infrastructure for very large trucks,
perhaps between major ports and major cities, steelworks and
coal-fired power stations. Vehicles could be scaled up, thereby
reducing the unit labour cost of road transport. ‘Road trains’ —
such as those used in Australia — could be deployed, should road
owners decide to facilitate this. Other road owners may prefer
much more onerous restrictions — or may wish to restrict heavy
good vehicle use at particular times such as on bank holidays.
Road privatisation and deregulation would present opportuni-
ties for very substantial productivity improvements in the haulage
sector, with, ceteris paribus, a resulting lowering of transport costs
for businesses.
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Insurance

Insurance for damage to third parties is generally compulsory
on state-owned roads. Indeed, for many road users insurance is
the largest single component of their transport costs (AA, 2011).
But in a deregulated environment, private road owners might not
require drivers to purchase insurance, since lower motoring costs
could increase traffic and toll revenues. One option would be to
bundle insurance as part of the road toll. Alternatively drivers
could be left to decide for themselves whether to buy cover.

It should be noted that even if compulsory insurance laws
remained in place, the privatisation of roads could significantly
reduce insurance costs. This is because road owners would have
strong incentives to lower accident rates. Accidents would disrupt
traffic flow and reduce toll revenues. They could also damage
profits through the effects on a road’s reputation for safety. Under
some legal frameworks, owners might also have to pay substan-
tial compensation to victims if it were shown they were somehow
at fault. Private owners would also have more freedom to address
threats to safety, for example by excluding unsafe drivers and
vehicles. More flexibility in the setting of speed limits and other
rules of the road would enable better tailoring to local conditions.
To protect children, private residential streets might have speed
limits of 10 mph or less, as found already in many privately owned
communities. Owners of rural roads could ban overtaking (the
main cause of serious accidents) while at the same time limiting
their use by slow-moving vehicles. These are just possibilities. In
practice a market discovery process would encourage all manner
of innovations in safety, together with efficient trade-offs between
safety and other considerations such as infrastructure costs and
vehicle speed.

A FREE MARKET IN ROADS

Vehicle standards

Private road owners could also decide the characteristics of
the vehicles allowed to use their infrastructure. Government-
imposed vehicle standards, particularly relating to safety and
exhaust emissions, significantly increase the costs of road use.
As with insurance, it may be in road owners’ interest to remove
artificial constraints on the consumption of their services. At the
same time, any relaxation of vehicle standards would have to be
balanced against the resulting effects on safety and harm imposed
on adjoining property owners. Importantly, such private regula-
tion would be subject to rational economic calculation rather
than arbitrary political will. And, as with speed, weight limits
and insurance, private control has the potential to deliver very
substantial economic gains.
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4 THE POLITICAL ECONOMY OF
PRIVATISATION

Although the economic case for denationalising roads is
strong, there are numerous political barriers to privatisation in
the form of incentive structures associated with state ownership.
A range of interest groups exert significant influence on roads
policy. They include government finance ministries, transport
bureaucracies and environmental NGOs (Rawcliffe, 1995; Dudley
and Richardson, 2003; Wellings, 2006b). This chapter concludes
by examining the political economy of road privatisation.

The following discussion considers the incentives facing
different interest groups in a potential privatisation process. A
denationalisation of the roads sector would impact upon inter-
ests ranging from local residents to taxpayers, from road safety
campaigners to environmentalists and from bureaucrats to poli-
ticians, to name but a few. The analysis focuses on those likely
to have a decisive influence on the privatisation process. What
are their interests and what do they stand to gain from a private
road market rather than administration and ownership by the
state?

Finance ministries

Government finance ministries are central to the development of
transport policy around the world, although the precise mix of
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national, regional and local control varies.' These bureaucracies
typically set tax rates for road users and also determine levels of
expenditure on road networks (see Newbery, 1998: 2).

In many countries, special road-user taxes represent a signifi-
cant source of tax revenues. For example, in the UK they raised
approximately £35 billion in 2011.> As noted in Chapter 3, such taxes
severely distort the transport market. Their continuation would
threaten the development of an efficient market in private roads,
particularly where high rates were imposed. But phasing out the
taxation of road fuel would present a major difficulty for govern-
ments. They would either have to make spending cuts or raise taxes
elsewhere to make up the resulting funding shortfall. Accordingly,
they have the potential to be powerful opponents of such a policy.

Yet opposition by finance ministries to road privatisation
would be short-sighted. Firstly, there is the possibility of consid-
erable receipts from the sale of motorways and major roads.
The strategic roads network in the UK, for example, has been
valued at approximately £100 billion (see Mulheirn and Furness,
2010: 15) — and this could be a significant underestimate given
the magnitude of road-user revenues and the relatively low-risk
nature of the investment (see below). Receipts from a phased
privatisation process could be used to fund reductions in road-
user taxes. Indeed, a cast-iron commitment to use the receipts
in this way would increase the amount raised since it would tend
to raise toll revenues. Secondly, tax reductions could be further
offset by reductions in government expenditure on roads — as

1 See, for example, Dudley and Richardson (2003).

2 Compared with less than £10 billion spent on the roads, much of it on anti-car
traffic calming schemes, priority measures for buses and cyclists and so on (see
Wellings, 2011).
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investment and maintenance are transferred to the private sector.
A third consideration is the strong likelihood that new technolo-
gies such as electric vehicles will start eating into fuel tax receipts
in any case, thus reducing the disincentive to reform the existing
fiscal framework. Finally, there will be a considerable long-term
economic dividend from private ownership. Lower congestion,
fewer accidents and faster journey times would increase produc-
tivity, leading to higher incomes and larger overall tax revenues.
As awareness of the dynamic benefits of denationalising roads
increases among treasury officials, they may well become more
receptive to the policy. Indeed, if it were part of a general liber-
alisation of the transport sector, the fiscal benefits would be still
greater, since public transport subsidies could be phased out.

Transport bureaucracies

The state ownership of roads is associated with vast transport
bureaucracies. For example, in Britain the Department for
Transport oversees the sector and undertakes high-level policy
development and strategic planning; a subsidiary, the Highways
Agency, is responsible for the construction, maintenance and
management of the vast majority of motorways and trunk roads
in England; local and/or regional authorities are responsible for
the bulk of the road network (DfT, 2012a). Various national-level
agencies enforce regulations. Supranational institutions, such
as the European Commission, also play both a strategic and a
regulatory role. The different tiers of governance employ several
thousand officials.’ Institutional arrangements are broadly similar

3 In England, the Highways Agency alone employs approximately
four thousand staff (http://www.highways.gov.uk/aboutus/documents/
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in other countries, although the role of ‘regional’ bodies (such as
the states in the USA) may be significantly larger.

The denationalisation of roads implies the abolition of trans-
port bureaucracies and even some sort of compromise model
might involve their shrinkage to a regulatory oversight role (see
Newbery, 1998). Accordingly, such agencies are likely to repre-
sent a significant obstacle to the process. In the case of previous
privatisations, senior officials have succeeded in retaining a high
degree of control (and, indeed, high-status, well-paid employ-
ment) through the imposition of complex regulatory frameworks
on nominally privately owned industries. In this way, many of the
benefits of privatisation have been lost.*

It is hard to see how the interests of transport bureaucrats can
be reconciled with a genuine process of denationalisation in which
regulatory controls are dismantled. The new private road owners
would, of course, require technical expertise to manage and
maintain their assets. Accordingly, some officials might expect to
be re-employed in the private sector; and others might draw on
their knowledge to become road entrepreneurs. To the extent that
much bureaucratic activity would not be replicated in the private
sector, however, and that bureaucrats lack the ‘commercial
mindedness’ (Mises, 1935) to be successful in business, it seems
highly likely that denationalisation would threaten the status and
salaries of a high proportion of transport officials across all tiers of
government. Given the demonstrable ability of senior officials to

CRS 632573 HA Organisational Structure Annex.pdf). It is harder in practice
to identify the number of civil servants specifically allocated to roads at the core
Department for Transport, since they often have cross-modal thematic briefs.

4 The privatisation of British Rail is arguably the best-known example (see Hibbs et
al., 2006).
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influence policy,® this is a serious problem for any programme of
road privatisation and suggests such a process will require consid-
erable political commitment by its proponents.

Environmentalists

The environmental movement has exerted huge influence on the
road policies of Western governments in recent decades. Despite
growing traffic levels and congestion, policymakers have focused
spending on public transport, in an attempt to fulfil ‘sustain-
ability’ targets and address climate change (for example, DETR,
1998). Road users have also been subject to increasing environ-
mental regulation, for example through the imposition of tighter
emissions standards. Fuel duties have risen dramatically and car
prices reflect ever more stringent regulatory controls.
Environmentalists have tended to assume that extensive state
intervention is required to minimise the negative external effects
of road use on the environment. Notwithstanding the ecological
disasters of the Soviet bloc, private enterprise is seen as putting
profit above environmental protection. There is now a large
body of evidence, however, that the main problem with environ-
mental pollution is not the profit motive but rather the absence
of enforceable property rights (Anderson and Leal, 2001: 149-51,
165-9; Beckerman, 2003: 52-6; Lomborg, 2001: 107, 113). Strong
private property rights are the best protection against negative
environmental impacts, and road privatisation clearly represents
an extension of property rights in the transport sector. Private
road builders, for example, would have to consider the effects of

5  In relation to transport policy in particular; see, for example, Dudley and Rich-
ardson (2003) and Wellings (2006b).
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their activities on adjoining property owners, in terms of noise, air
pollution and so on. Indeed, to minimise transaction costs, there
will be strong incentives for the development within road markets
of standardised procedures to decide compensation for damage to
property.

Moreover, roads that are free at the point of use (or indeed
flat-rate annual tolls) do not incentivise driving behaviour that
minimises pollution. Charging based on usage induces a different
traffic pattern. A road network that allocates traffic more effi-
ciently reduces traffic jams, detours and unnecessary journeys
that would otherwise have increased environmental pollution.

Motorists

Motorists have tended to have little influence over transport
policy in recent decades. This observation is consistent with
public choice theory since they are a dispersed group with poor
incentives for individual members to engage in collective action
(see Olson, 1965). Accordingly, more concentrated groups such
as the haulage industry and farmers have been far more active in
campaigning against road policies, as seen, for example, in the UK
fuel protests of 2000. Motoring groups such as the Automobile
Association had considerable input into policy in the early twen-
tieth century, but this declined as the membership expanded and
its interests became less focused (Plowden, 1971). Nevertheless,
policymakers may factor in the views of motorists to the extent
that their views affect voting patterns, although clearly transport
policies are just a small part of the packages offered by political
parties to voters during elections.

Many motorists fear that the introduction of road pricing,
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whether or not part of a privatisation, will increase their travel
costs, since taxes such as fuel duty will remain while additional
road charges are also imposed. Indeed, opinion surveys suggest
that support for road pricing increases markedly if new charges
are matched by reductions in fuel duty and other motoring taxes
(see RAC Foundation, 2006). The privatisation process should
therefore include proportionate reductions in road-user taxation
in order to address the objections of payers of road-user taxes
(as well as for the economic reasons already discussed). Ideally,
distortionary taxes should be phased out altogether.

The incentives facing drivers vary according to their indi-
vidual usage patterns. Depending on the tax framework, drivers
with low usage may be cross-subsidising the road network (for
example, through fixed taxes on vehicles). In a privatised system,
they would generally pay for their usage only — if they don’t use
the roads, they cannot be charged.® This would appear to create
strong incentives for low-mileage users — such as pensioners — to
support privatisation. Furthermore, a roads market would result
in administrative efficiency gains and therefore lower costs, so
even drivers with a high usage profile are likely to end up paying
less than they do today. They will also arrive faster, enjoying a
safer and less stressful journey. Motorists would therefore be
major beneficiaries from the move to a private road industry.
Their concerns about the introduction of road pricing are under-
standable, however, given the history of motoring taxation.

6  This may not be entirely true with some roads that are little used and to which
access might be controlled using some kind of subscription basis.
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Residents

There are numerous examples of local residents’ groups opposing
the construction of new infrastructure and even influencing trans-
port policies at national level (see, for example, Bryant, 1995). The
benefits of new road schemes are likely to be dispersed while the
environmental costs are concentrated on the properties directly
adjacent to the route. The incentives for local residents to engage
in collective action are therefore very strong, and personal rela-
tionships between neighbours and within communities can act as
a deterrent to free-riding.

The perspective of residents has already been discussed with
regard to externalities. Though negative externalities, such as air
pollution and noise, are most commonly raised, positive network
externalities often seem to be taken for granted and are mostly
unnoticed. It was concluded above that rational road operators,
users and residents or their representatives would enter into nego-
tiations. Whereas the residents would most likely claim compen-
sation for the negative externalities they are exposed to, in turn
they might be asked to pay for the positive externalities they enjoy
owing to the presence of the road network. For example, a resi-
dents’ association might be asked to contribute towards a new
motorway that improved accessibility and boosted local property
values. Although there are transaction costs involved in a nego-
tiation process, these are not sufficient to require state action.
Institutions such as private associations, clubs or other groups of
residents, users, owners or operators help minimise transaction
costs. As a result, such externalities are considered in the stake-
holders’ utility functions, whether during the construction of
new roads, purchase of existing roads, usage or residence along
the road. In a private road market, residents, users and operators
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are in charge. In a state road administration, however, bureau-
crats may focus on their own utility functions owing to a legal
monopoly of law creation and enforcement.

Assuming that local residents nonetheless prefer to maximise
their own utility, they will benefit from private road operations.
Not only will they finally be able to negotiate for compensation
for harmful externalities, such external effects are also expected
to be less of a nuisance in a private road industry. Efficient road
management, for example by congestion or peak-load pricing, will
reduce traffic jams and corresponding levels of air pollution. In
contrast to the situation with state roads, entrepreneurs have an
inherent interest in their roads being run well and customers not
defecting to inter-modal competitors or other roads owing to long
delays on their networks.

Prices of properties close to road schemes may increase to
reflect future compensation revenues and the negotiating powers
of property owners. Also, residents may run their own road
operations and participate in the decision-making processes
with regard to their local environment and road infrastructure.
They may decide to operate their local neighbourhood roads,
imposing limited access rights and thus increasing child safety,
reducing congestion, noise and even crime. Alternatively, they
may ask their local road company to provide for limited access
only. Associated services such as cleaning, gardening and security
could also be provided as part of the package. Local residents
would be better off with a market in roads owing to the choice and
decision-making and negotiating power the market conveys on all
stakeholders, rather than on a small group of government road
planners.

THE POLITICAL ECONOMY OF PRIVATISATION

Politicians

Politicians supporting the denationalisation of roads can expect
to benefit electorally as the advantages of the policy become clear.
In the short term, receipts from privatisation would enable politi-
cians to make deep cuts to unpopular taxes such as fuel duties. In
the long term, the significant economic benefits deriving from the
policy — including faster travel times and much lower congestion
— will lead to higher living standards and the prospect of further
cuts in tax rates as overall tax revenues increase as a result of effi-
ciency gains. Politicians may also be able to claim credit for much
lower accident rates on the roads and increased mobility of labour
(and therefore lower unemployment).

The advantages of privatisation for local politicians may be
particularly significant. The transfer of residential roads to indi-
viduals and community organisations promises to ameliorate
many local problems such as crime, antisocial behaviour and
unsuitable parking arrangements. Many of these problems have
proved persistent and difficult to solve by other means. Road
privatisation offers a low-cost solution and promises considerable
benefits for local politicians that support the policy.

Finally, the politics of roads should be considered in the
context of the current economic problems facing many Western
countries. In the medium term, a privatisation programme
could raise funds and reduce government debt and government
spending. In addition, the expected productivity gains resulting
from privatisation could make a major contribution to growth
and recovery.
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Opposition to private roads: a response

Innovations and other disruptions to markets usually provoke
reactions from current market players or stakeholders to defend
their position. Lobbying government for special laws, regula-
tions and subsidies that will only distort the market further can
be an effective strategy. Protectionism, in various forms, is widely
deployed across what are often deemed market economies.
Francis gives a particularly telling example of how innovators
were discredited with respect to railways that required parliamen-
tary approval in order to start operations:

Next to the canal owner, the most important opposition
was naturally expected from the landholder, and by

both interests every art was used to produce an effectual
hindrance. Every report which could promote a prejudice,
every rumour which could affect a principle, was spread.
The country gentleman was told that the smoke would kill
the birds as they passed over the locomotive. The public
were informed that the weight of the engine would prevent
its moving; and the manufacturer was told that the sparks
from its chimney would burn his goods. The passenger
was frightened by the assertion that life and limb would

be endangered. Elderly gentlemen were tortured with the
notion that they would be run over. Ladies were alarmed at
the thought that their horses would take fright. Foxes and
pheasants were to cease in the neighbourhood of a railway.
Farmers were possessed with the idea that oats and hay
would no more be marketable produce; horses would start
and throw their riders, cows even, it was said, would cease
to yield their milk in the neighbourhood of one of these
infernal machines. (Francis, 1851: 101-2)

Even though lobbyists may not necessarily succeed in
implementing a legal monopoly, positive discrimination in the
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form of temporary protections, licensing regimes, regulations,
minimum prices, subsidies, etc., are worthwhile prizes to be
attained instead.” In economics, such behaviour is referred to as
rent-seeking:

The government can, for example, help create, increase,

or protect a group’s monopoly position. In so doing, the
government increases the monopoly rents of the favored
groups, at the expense of the buyers of the group’s products
or services. The monopoly rents that the government can
help provide are a prize worth pursuing, and the pursuit

of these rents has been given the name of rent seeking.
(Mueller, 1996: 229)

It is natural that opposition will arise against private roads.
Most of that opposition, however, can be turned in favour of
private roads once the benefits to various stakeholders — such as
taxpayers, residents and politicians — become more widely under-
stood. And while various special interest groups may continue
to reject privatisation outright, others will welcome it, explore
the entrepreneurial potential of a transport market and see
benefits from both competition and cooperation. Nevertheless,
the strength of opposition should not be underestimated. In the
same way as railway entrepreneurs were discredited, objectors to
private roads may argue that the environment will be harmed,
drivers would have to pay more, the sector would face huge job
losses and social instability would be encouraged — and on top
of all this, it would be argued that safety and network integ-
rity would be compromised. Defending their current interests,

7 In his article on occupational licensing, Friedman (2002: 137-60) explores the
many excesses of government interventionism to restrict and regulate entrepre-
neurial activities.
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rent-seekers will not hesitate to invent apocalyptic scenarios.

Notwithstanding potential — predominantly rent-seeking
— opposition, we urge decision-makers to consider the benefits
private road networks will bring to the economy. An efficient
transport infrastructure is a distinct advantage for trade and
industry and a decisive factor in companies’ investment decisions
when locating business or extending production capabilities.

Private road networks relieve the state budget of capital
intensive investments for new roads and maintenance and refocus
the state on its core tasks. Moreover, voter-taxpayers will appre-
ciate lower taxes, whereas voter-drivers will appreciate shorter
commuting or journey times and lower-cost fuel. Rather than
paying flat fees on road usage, drivers can plan their journeys
according to their preferences and will be charged for the roads
they actually use — not for the ones they do not, as happens in the
current tax regime.

This study has set out how a market for roads might be
introduced, advocating denationalisation of existing roads and
private provision of all new road infrastructure. Diversions from
the consistent approach suggested here risk creating a hybrid or
compromise that is inferior to the current situation. Dismantling
the public road system and starting afresh is the only means to
reap all cost advantages to the economy, individual consumers
and voters. As such, the market — and thus individual prefer-
ences — should become central to the roads sector, displacing the
centralised road bureaucracies that have held sway for far too
long.
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Policy recommendations

The political and economic implications of the above analysis
are clear. Governments should adopt policies to denationalise
existing roads and phase out fiscal and regulatory distortions in
the transport sector. Although a private road market should be
allowed to develop its own institutions and structures, there is a
series of steps that must be taken by policymakers to move from
the current state-dominated system to a market-based framework.
These steps must be implemented in a context where several
interest groups threaten to undermine the reforms. Key elements
of the process are summarised below:

 Levies such as fuel duty and Vehicle Excise Duty in the

UK undermine support for road pricing (and therefore

privatisation) among key user groups as well as distorting

transport markets. Such levies lose their rationale if
privatisation takes place. Special taxes applied to the road
sector but not to other transport modes or other sectors

of the economy should therefore be phased out. Indeed,

the combination of discriminatory tax treatment and

state subsidies for public transport would represent unfair

competition to owners of private roads. Specifically, the

following should be done:

— Fuel duty should be reduced from 60 pence a litre to 15
pence a litre. The authors believe that the duty should
be abolished altogether, but it is assumed here that an
element of duty would remain to reflect environmental
costs of climate change (see above). While we are sceptical
about the need for such taxes, that is an issue separate
from that of the ownership of the roads and it is better —
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not least for political reasons — not to confuse the issues.
This measure would reduce fuel duty revenue by about
£25 billion in 2015 (including the VAT charged on the
duty), under the simplifying assumption that no increase
in demand for fuel would arise from the lower price.
- Vehicle excise duty will raise about £6 billion in 2015. This
should be abolished upon road privatisation.
The reform of transport taxation could be part-funded by
transfer of new road construction to the private sector,
thereby reducing government spending on the road network.
New infrastructure could be funded by tolls and other pricing
mechanisms, property development or some combination of
the two. Subsidies to public transport would also be phased
out. Government spending on transport (including that
by devolved bodies) is forecast to total approximately £20
billion, of which about £12 billion will be spent on public
transport. In addition, VAT on public transport fares would
net the Treasury about £2 billion per year (see Wellings,
2011).
The privatisation of the network of major roads alone could
yield about £150 billion if there were the cuts in motoring
taxes proposed here and pricing introduced on the privatised
road system.® Inefficient taxes would thereby be replaced by
an efficient system of road tolls.
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Maintenance costs based on DfT (2011b) and Highways Agency (2012); toll collec-
tion costs estimated at 6 per cent of revenues, based on the M6 Toll, which uses a
variety of charging methods (MIG, 2006); indicative revenues from DfT (2011b); in-
dicative market valuation based on sample of existing privately operated toll roads
(Samuel, 2009). This estimate takes no account of changes in demand due to market
pricing (which are subject to a high degree of uncertainty) or other sources of rev-
enue (such as land development) and therefore should be viewed as indicative.

Further revenue from privatisation could arise from the sale
of roads that are not currently classed as trunk roads but
which have most of the characteristics of trunk roads and
which could be gradually privatised — this would include
ring roads. Additional revenue would also arise from the
privatisation of roads owned by local authorities that were
sold to businesses or local residents.

Local taxation should be reformed so that residents

and voluntary associations providing services currently
undertaken by local government do not effectively pay
twice. Private roads reduce the maintenance burden on local
authorities and their owners should accordingly receive

a proportionate discount on local taxes. There is a strong
case for exempting residents and businesses in proprietary
communities from local taxes when local services, including
roads, are provided privately.

The long-term success of such a privatisation process could
be undermined if governments determined the structure of
the private roads industry in advance. Instead the market
structure should be allowed to evolve through mergers and
demergers which reflect commercial consdierations such as
economies of scale and transaction costs.

Price controls should not be imposed on private road owners.

Such regulation would politicise the sector, discourage new
investment and undermine competition. It could also reduce
flotation receipts significantly. Concerns about monopoly
power can best be addressed by removing artificial barriers
to entry, both in the roads market and in transport and
communication markets more generally.

The full benefits of privatisation will also not be forthcoming
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if strict spatial planning controls remain in place. Planning
regulations would enable government officials to direct the
roads sector by the back door. Moreover, such a framework
could severely hamper competition by erecting barriers to
entry. The implications for private road networks developed
as part of proprietary communities are particularly serious.
Ideally, the denationalisation of roads should therefore

be accompanied by a radical liberalisation of planning
systems, with private planning taking a dominant role (see
Pennington, 2002).

Similarly, the externalities associated with road use should
be addressed, where possible, by private negotiation between
affected parties. The imposition of environmental levies

by governments based on existing ‘social cost’ estimates,’
although undesirable in many ways, would hamper but not
completely undermine the privatisation process.
Government regulations applied to roads and road users
should not be applied to private roads. Instead, owners
should be free to determine their own ‘rules of the road’,
which accordingly are likely to be more precisely tailored to
local conditions and consumer preferences. This also applies
to the deployment of pricing technologies, where it is best
to allow private road markets to develop standard practices.
The retention of current regulations would suffocate
entrepreneurial innovation and prevent very substantial
efficiency gains.

Local residents, individually where appropriate, but more

THE POLITICAL ECONOMY OF PRIVATISATION

The Stern Review (Stern, 2006) suggested that the ‘social cost’ of carbon could
be around $85/tCO2 (in 2000 prices), which would equate to approximately 15
pence per litre of petrol in 2015.

typically in voluntary associations, should be given the ‘right
to own’ the residential roads adjoining their properties. A
simple transfer process should be introduced, similar to

the UK’s ‘right-to-buy’ programme for social housing. This
may involve reforming the law on rights of way so that
private owners can control access to their roads. Newly
constructed residential roads should no longer be adopted
by local government but should be managed and maintained
by private owners. There are many benefits to this, but

one particular benefit would be the possibility of tradable
residential parking spaces in densely populated towns with
few garages.” While these sorts of benefits may seem minor
itis, in fact, such local environmental issues which affect
people’s day-to-day lives to a much greater degree than the
strategic issues with which governments like to concern
themselves.

State control of road networks can be rolled back. Case studies

from around the world demonstrate that ownership by private
bodies is highly successful given the right institutional frame-
work. The rewards in terms of increased economic efficiency
and improved safety promise to be substantial. It just remains
for policymakers to face down vested interests and free the roads
from the dead hand of state control.

10 Forexample, if residents decided upon a residents-only parking scheme — as exist

in many towns in any case — homeowners without a car or who had a garage could
lease their parking spaces to those homeowners who had two cars.
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