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Position paper

Internalisation of external transport costs

Position on the European Commission’s proposalsnternalising external
transport costs and on the draft revision of thedroharging directive

(1) Mobility and transport are an integral part of both our society and
our modern economy with its division of labour.Free movement of
trade and responsible mobility provide a great impéo creating value
added and prosperity. Both business and citizelicwitinue to be
dependent on an efficient transport system. Thatiegimpact of
mobility and transport on the environment, naturd human beings must
therefore be reduced without endangering the fotiowg of our
economy.

(2) Business stands behind the objective of and accepts responsibility
for reducing the negative effects of our modern mabty. Emissions,
noise, congestion and accidents need to be funiiv@mised. To that end,
German businesses offer a wide range of innovatiNgtions whose
development and application should be promoted @mgeted basis.

(3) With effective and cost-efficient instruments, it $ already possible to
achieve remarkable successes for safe, environmeiiendly, low-
emission and low-noise mobilityThese include limit values for harmful
substances and noise, monetary incentives suchiss-rand emission-
based air transport fees, an emission-based stabaa tolls for heavy
goods vehicles and promotion instruments includingouragement to
purchase modern utility vehicles. It is essentatdntinue to use and to
further develop this successful mix of instrumeadto in the future.

(4) Possible additional instruments must offer a cleaadded value in
terms of effectiveness and cost-efficienc¥nvironmental, regulatory
and pricing measures must be evaluated in a costfib@nalysis.
Additional measures must promote innovative tecbgigls and enhance
Germany’s competitiveness. For that reason, stémukeasolutions such as
Europe’s isolated stance on including air transpogmission trading
therefore attract a critical reaction. Initiativesist take account of the
great significance of mobility for business andistcas well as the
benefit of transport to the economy as a whole.

(5) BDI takes a critical stance on the European Commi$sn’s proposals
for internalising external transport costs. The focus of a strategy for
environment-friendly mobility must be a minimisatiof the negative
impacts of transport and not price increases basetl controversial
allocation of costs. Measuring, placing a monetayie on and charging
for external effects throws up considerable methagioal questions and
practical problems. By contrast, a reduction ofateg impacts from
transport can only be expected in the medium tdrirest.

(6) The proposed internalisation will result in cost ircreases even for
environment-friendly transport operations and in distortions of
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(7)

competition between modes of transportOne-sided or staged charging
of external costs covering only one mode of transploould be rejected.
A strategy for environment-friendly mobility mustsure transparency
and fair competitive conditions for all modes afrisport. Existing mode-
specific taxes and charges already have to be tatermccount. The
European Commission is rightly pursing the prineipf co-modality
whereby each mode of transport must be able toldpves strengths and
efficiency advantages on a level playing field ama transport system
that is as interlinked as possible.

Needs-based development of transport infrastructure is essential to
minimise the negative impacts of transportElimination of capacity
bottleneckdy extending infrastructure makes a fundamentatrdmurtion
to avoiding congestion and the associated exta&ffi@tts. Revenues from
infrastructure charges such as the lorry roadnist be deployed in
financing circuits which are earmarked for mainteseand extension of
infrastructure. With the rapid expansion of modegific management
systems, it is possible to exploit further potelnfiwe efficiencies in all
modes of transport, to use scarce resources miiceafly and to
minimise the negative impacts of transport.
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I. Background

On 8 July 2008 the European Commission presengetkage of measures for
“Greening Transport”. The package includes a gdremamunication on
greening transport, a communication on a strategynternalising external
costs, a proposal for a revision of the road chygiirective and a
communication on measures to reduce noise innaikport.

BDI below sets out its position dnternalisation of external costs in the
framework of the road charging directive.

Il. Principles

Mobility and transport are an integral part of both our society and our
modern economy with its division of labour.Free movement of trade and
responsible mobility provide a great impetus toatirgy value added and
prosperity. Both business and citizens will conéina be dependent on an
efficient transport system. The negative impaatobility and transport on the
environment, nature and human beings must theré&fereduced without
endangering the foundations of our economy. Busisésnds behind the
objective of and accepts its responsibility forueithg the negative effects of
our modern mobility. In this regard, the focus afteategy for environment-
friendly mobility must be aninimisation of the negative impactsof transport
and not price increases based on a controversaagion of costs. The aim
must be to promote investments at the same tintehance to strengthen the
attractiveness of Germany and of Europe as locafionbusiness.

Industrial undertakings have contributed to redgaiegative impacts of
transport with avide range of innovations Thanks to the use of modern
plastics in vehicle construction and the associateight reduction, around 500
million litres of fuel are being saved each yeardad transport. This
corresponds to about 1.4 million tonnes of @&missions avoided annually.
Fuel additives for combustion engines help to pn¢wkeposits in engines and
further to reduce fuel and G@missions. Modern active and passive transport
safety technologies have led to a reduction inderti figures despite the sharp
increase in traffic volumes. Innovative propulsteshnologies in air transport
have led to a considerable reduction in noise maisaand innovative
technologies such as low-noise braking systemslacehelping to minimise the
negative impacts of transport in the rail sector.

In recent yeargemarkable successes and innovatiorfer safe, environment-
friendly, low emission and low-noise mobility haseen the light of day with
the existing environmental, regulatory and pricingtruments. The successful
mix of instruments comprising exhaust gas limitued, fiscal incentives, and
promotion mechanisms must constantly be furtheelbped and also continue
to be used in the future for an environment-frigndansport model. Possible
additional instruments such as the proposed intisatan of external costs in
the framework of the road charging directive mu$toa clear added value in
terms of effectiveness and macro-economic costieficy.

Needs-based development of transport infrastructureand rapidexpansion

of modern traffic management systemsor efficient use of infrastructures are
essential to avoid negative impacts of transpdieyTare fundamental
instruments of an active state infrastructure poéind therefore at the same
time key for an effective and economically accefgabobility policy. The
persistent inadequacy of financing for transpoftaistructures has led to
declining quality and visible capacity bottlenedksall modes of transport.
Tailbacks, loss of time, and delays are the consecgl A state-orchestrated
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increase in the price of transport will also nohé#t the environment. Since
freight operations constitute derived demand areduaually not very flexible, a
marked reduction in traffic — even with pricing @yl measures — is not possible
or will be associated with considerable negativeat$ for the entire economy.
A shift to other modes of transport may lead tolegizcal benefits. However,
this solution often breaks down due to a shortdgefoastructure capacities.
Against this background of an inadequate statatfucture policy, an
additional burden on transport with congestion gkarseems inappropriate.

The various modes of transport have differentsdtion and quality profiles.
For that reason, they cannot be substituted foln edtwer at will. Hence, the
European Commission is rightly pursuing the priteipf co-modality whereby
each mode of transport must be able to develogtrigngths and efficiency
advantages on a level playing field and in a transpystem that is as
interlinked as possible. One-sided charging of mxkcosts covering only one
mode of transport will lead timtermodal distortions of competition and have
negative consequences for the economy as a whoteh&t reason, it should be
rejected. Existing fiscal burdens and reliefs aggddie to modes of transport in
the form of mode-specific taxes, fees and chargest miready be taken into
consideration with an eye to Germany’s and Europeiapetitiveness. For road
transport alone, state revenues from charges stype amount to more than 50
billion euros a year.

I1l. Evaluation of individual elements

BDI is critical of the European Commission’s propoals for internalising
external costs in the framework of the road chargig directive.

With the proposed charging of external effectsa@d freight transport via
supplements for air pollution, noise and congestiothe lorry road toll, further
price and transport cost increasesre to be feared first and foremost. In
addition, this would result in distortions of contifien between modes. In the
analysis of the effects of its proposal for a dinex, the European Commission
comes to the conclusion that the proposed intesatdin will lead to negative
effects for economic growth, exports, mobility asmiployment. By contrast, a
reduction of negative impacts from transport caly twe expected in the
medium term at best.

Measurement and placing a monetary value on eXteasas entails
considerable methodological problemsComplete identification and allocation
of all effects — internal and external — to thereot polluter is hardly possible.
The quality of the available data and the undegyimmethodological processes
suffer from serious uncertainties in some casetsmases of the level of
external effects of transport therefore exhibit vgpreads. This also emerges
from the manual on external costs in the transpector presented by the
European Commission in January 2008. Many of thdstecks proposed for
placing a monetary value on external costs arécdiffto understand in terms of
both their methodological basis and their levele Tost rates proposed by the
Commission in the framework of the road chargingclive also present great
uncertainties. Moreover, since a charging of maléxternal costs seems to be
hardly workable, the proposed cost rates conceatifik of steering charges
determined arbitrarily for political reasons whicén be expected to have
negative economic consequences overall.

Charging of congestion costss not justified in the framework of internalising
external costs. It is true that traffic jams havasiderable negative
consequences, mainly in the form of lost time, kigbperating costs, etc.
Estimates indicate costs of more than 100 billiaros a year for Germany
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alone. However, since these costs are paid initbteifistance by road users Seite
themselves, they constitute costs which are extéonasers but internal to the >voné
system. They differ fundamentally from other extdreffects — even in the

unanimous view of economists — and cannot be atmgzther to give a

common total amount. In addition, the persisterdardinancing of transport
infrastructures contributes fundamentally to bottieks, heavy traffic and

congestion. An additional burden imposed on usgrthe state’s failure to

invest is unjustified and should therefore be rigdcFurthermore, the proposed

form of charging for congestion costs would giviséaincentives for the

necessary infrastructure investments. Thus, persgisinder-financing of the

transport infrastructure and increasing capacitylé®oecks could lead to the

resulting traffic jams generating extra revenuadiie state in the form of

congestion charges.

International experience shows that capacity-bagdidation charges are
successful above all if they increase the useedom of choice. Accordingly,
such charges would be a sensible instrument ontpimjunction with an
extension of road users’ alternatives. This algaliap for a revenue-neutral
temporal and spatial differentiation of the lorry road toll, as in the
framework of the freight transport and logisticsstea plan proposed by the
German government. Hence, positive macroeconondceanlogical effects can
only be expected from such a differentiation of librey road toll if there are
spatial or temporal alternatives to using the istinactures eligible for the lorry
road toll. As a rule, that is not the case sincayrfaeight operations have little
flexibility in terms of time or the use of alterina infrastructures or other
modes of transport is not possible. Furthermomgreater spread of transport
times, e.g. thanks to greater censor flexibilitysinipping terminal opening
hours raises issues linked to pay and working time.

Regarding the European Commission’s propagetging of noise costsit
should be borne in mind that only a portion of eai®sts can be classified as
external. Time-based differentiation of toll ratsd any associated shift of
transport operations to low-demand periods runsiruo the wish to reduce
noise nuisance, especially at night. Consisterth&urdevelopment of existing
toolbox, technological innovations and the usenéfastructure-related
possibilities for noise reduction essentially se¢mbe sensible and effective
instruments. These instruments have already actiienpressive successes in
recent years. For instance, the financing of num&passive noise-protection
measures by the relevant mode of transport hawecalstributed to real relief
for those concerned.

With the existing effective limit values for emissas of harmful substances and
thanks to technical innovations, it has been pdssibrecent years to curb road
transport emissions significantly, and hence aéshuceair pollution . Current
estimates assume an emission reduction of 94%adiatile organic compounds
(VOC), 86% for particles (PM), 90% for carbon moite(CO) and 73% for
nitrogen oxides (NOx) by 2020, with 1990 as theebgsar. Not least thanks to
the successful spread of lorry road toll rates ftoyssion class, the share of low-
emission utility vehicles in the Euro-V class hagibled within only one year to
almost 30% of transport operations on Germany’somadys. A further rapid
increase in the share of low-emission vehiclesnigdrtant and can be expected
in the years ahead.

Charging of accident costswhich is also being discussed in this contexnat
justified, bearing in mind the fact that contrilmns are already paid regularly
into vehicle insurance schemes and sickness insarfumds. These costs are

already internalised to a large extent and flow imdividual price signals. The
European Commission rightly comes to the conclusiat these costs cannot



be internalised via charging of marginal costs. €oning the externalosts of
climate change the European Commission rightly points to exigtiagulatory
and fiscal instruments. Thus, despite ongoing strgmowth in road transport in
Germany by around 1.5 million tonnes since 1990, €@issions have been cut
by more than 25 million tonnes since 1999. Thiansoutstanding success. The
European trend is in the opposite direction. Alalh road freight transport in
Germany generated a 4.3% share in national gresehgas emissions in 2005.

The proposed internalisation of internal costs -cWwhvould only produce
ecological benefits in the medium term- seems to bear no relation to the
efforts associated with collecting, placing a mamgtvalue on, charging and
increasing costs even for environment-friendlyftcafThis also applies against
the background that the existing very successfrdagp of emission-based lorry
toll rates would, according to the European Comiaiss proposal, in future
only be applicable to the charging of external sdest air pollution. The
specific incentive to use particularly environmémgendly vehicles would then
be even less than it is today. Moreover, the predasternalisation strategy
would generate a negative impetus for economic gr@amd the efficiency of
Europe as a location for business.

Needs-based investments in maintenance, modernsatd extension of
transport infrastructures are essential to pregadtminimise negative impacts
of transport. Revenues from use-related infrastmectharges must therefore
essentially be earmarked and recycled in finarmralits for investments
outside the general budgéossible revenue$rom supplements to the lorry
road toll for charging external costs should alecelarmarked for reducing the
negative impacts of transport and/or for extendiripting infrastructures or
new build. In order to ensure that traffic flowsaothly also across borders,
application of an electronic toll system is alss@htely essential. The
fundamental question of whether and where extarosis should be charged via
the lorry road toll should be decided taking acdafrthe principle of
subsidiarity at the level of Member States. In amgnt, the principle of
voluntary introduction should govern the inclusimifurther eligible vehicle
categories and roads.

IV. Conclusion

Business stands behind the objective of and acdsptssponsibility for
reducing the negative impacts of transport. The ofigxisting instruments
comprising exhaust gas limit values, fiscal inceasi, promotion mechanisms
and technological innovations has already bookethrkable successes. With a
wide range of technical innovations, industrial ertdkings help to minimise
the negative impacts of our mobility. Needs-basedetbpment of transport
infrastructures and rapid expansion of modernitaffanagement systems are
also decisive. They contribute greatly to avoidaotceongestion and hence to
prevention of many negative impacts of transpoddifional instruments must
clearly offer added value in terms of effectivenasd cost-efficiency. They
must foster innovations and strengthen the competiess of Germany as a
location for business. Charging via supplementhéolorry road toll seems
inappropriate for minimising the negative impact$ransport, in particular in
light of fundamental methodological problems witkeasurement and allocation
of external costs.
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