Radical Transport Policy Two-Pager #12

Transforming transport funding — how to fill the budget black hole
and simultaneously reduce transport-related climate emissions

Investment in public transport and active travel could be greatly increased by
reallocating roads funding, introducing new progressive taxes and removing
regressive, damaging subsidies.

The Government has identified a £22 billion blackhole in public finances that they aim to plug in
the October budget. There is a crying need for greater investment in public transport and active
travel, to provide people with reliable and affordable options for travel, to improve health and to
reduce climate-damaging emissions and air pollution.

This short paper identifies just some of the possible sources of funding that could raise billions of
pounds for a world class transport system that benefits everyone. These funding sources are based
on three principles for reform of transport funding®:

1. Reallocate transport budgets from climate (and other environmental) ‘bads’ to ‘goods’.
2. Give local authorities the powers to raise their own funds for sustainable transport.?
3. Draw funding for sustainable transport from all the beneficiaries of better services.

Scale of funding required
Some (overlapping) estimates of additional spending on transport needed in England include3:

e Public transport — annualised capital expenditure of around £10 billion a year and
additional operating expenditure of around £19 billion per year for buses, trams and trains
by 2030, to enable a doubling of service levels by that time.*

e Active travel — at least £5-8 billion more capital/revenue investment in cycling, and around
£400 million to increase walking to school rates to meet 2025 walking and cycling targets.>

e Rural transport —around £2.7 billion revenue a year to provide a bus to every rural village,
every hour from 6am to midnight, 7 days a week.®

e Extension of the £2 bus fare cap — around £60 million revenue a year (outside London).”

e Reduced or free bus fares — around £3 billion revenue a year.?

These levels of funding would help to deliver high quality, well integrated, cost-effective, cleaner
and more affordable transport services and infrastructure in every region — providing access to
health, education, jobs, family and leisure regardless of income, age, disability or location.
Improving more sustainable transport options is also required to achieve a green economy.

Potential sources of funding

Evidence shows that investment in public transport and active travel provides multiple economic
benefits.® But there is still a need for funding for up-front costs. As illustrated above, the
capital/revenue spending needed for sustainable transport is likely to be tens of billions per year.

However, the table overleaf shows various possible sources?® for raising around £60 billion per
year in funding for walking, cycling, buses, trams and rail in the UK. These are ballpark figures and
more detailed analysis is needed, but they demonstrate that there are many ways to generate
income that could offset increased spending on sustainable transport.




The first step is to reallocate capital spend from roads while staying within the existing transport
capital budget. The current programme for new road capacity is unaffordable, environmentally
damaging and may often be unnecessary or counterproductive.!! The published cost of just 16
road schemes is a staggering £15 billion.'? Official estimates have suggested the next phase of the
road programme (RIS3) could cost around £30 billion.'> We have previously outlined the case for
shifting road funding to investment in public transport and active travel.'* This will also benefit
drivers by reducing congestion and providing attractive alternatives to car travel.*

The next step is to raise more revenue through increased or new taxes on climate-damaging
activities, and the removal of uncosted tax reliefs'® which are undermining other government
objectives.!” Even if these funding sources raise less revenue than expected, because they
disincentivise damaging behaviour, they will still be worth putting in place to achieve other policy
goals. Many of these new taxes would target a minority of people who are disproportionately
responsible for damaging activities such as use of private jets, frequent flying and driving large,
heavy cars. And because the economic disbenefits of road traffic and aviation far outweigh the
revenue generated from existing taxes, it is only fair to recoup some or all of these costs. For
example, some have suggested that it would be more correct to refer to road pricing as “a
reduction in the ‘car/road use discount’”.1®

The third step is to raise revenue from all the beneficiaries of better transport services, such as
tourists, land developers and employers.

As improvements to public transport and reductions in fares are politically very popular!®, new
taxes could be introduced as part of a package of measures that simultaneously improve people’s
travel choices and opportunities, achieve climate and air quality goals and raise the revenue to
pay for them. Political will is all that is needed.

Potential funding source (a,b) ‘ Amount (£b/year)
Reallocate capital funding for roads (c) £5.9-£8.9
Increase first year VED for SUVs by £5,000 2° £4.6
Increase Air Passenger Duty for passengers on private jets 2! (d) £1.4
Double existing Air Passenger Duty on all flights 22 (d) £4.5
Frequent Flyer Levy 23 (d) £7
Kerosene tax on flights 2% (d) £6.7
Add VAT to fuel on domestic flights ° £0.2
Tourism tax (e) %° £0.4-£0.8
Eco levy on driving cars/vans in urban areas 7 (f) £8

Eco levy on driving cars/vans on the Strategic Road Network 28 £5

A distance-based HGV charge ?° £7
Remove the fuel duty freeze (i.e. increase fuel duty by 5p/year) 3° £5
Remove tax breaks on workplace parking 3! £0.6
Land value capture from windfall profits from housing development 32 f11
Payroll levy 33 £7

Subtotal from transport related sources (g) £38 — £41 billion

Total from all sources (g) £57 — £60 billion
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Table notes

(a) Non-transport sources in italics.

(b) A combination of our estimates and published figures from other sources. Another recent analysis
suggests that the transport system has the potential to generate additional revenue of £23bn by 2030.3*

(c) Lower estimate based on past spending®® and upper based on planned future spending.3® Figures
include road maintenance, which would require more detailed assessment for subtraction.

(d) APD, FFL and kerosene tax are arguably alternatives to each other. Applying a fuel duty to aviation fuel
(kerosene) would be similar to the duty on fuel for motorists.

(e) Lower value based on a £1 per night levy in England®’, higher value based on a £2 per night levy. Note
this would require a change in law in England.

(f) Atype of pay per mile charge. The case for pay as you go road charging was first made in 1964.38

(g) These totals do not include fuel duty, Air Passenger Duty or kerosene tax on flights estimates — to
avoid double counting as these may be replaced by road user charging or a Frequent Flyer Levy.
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