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f you drive regularly or commute to work, you have
likely experienced road congestion. Road congestion
not only causes frustration among drivers, but it also
costs the economy in terms of lost time and unnecessary
transportation costs, which are borne by both individuals
and businesses. In Canada, the total annual cost of congestion in major urban areas is estimated to be between
$2.3 billion and $3.7 billion (in 2002 dollars), with more
than 90% of that cost coming from the value of lost time
for drivers and passengers (Transport Canada, 2006).
Fortunately, there is a way to allocate scarce road space
more efficiently and reduce the costs of road congestion:
making use of the price system.
Many economists have long advocated congestion
pricing to reduce road congestion because it gives drivers
an incentive to change their behaviour. With congestion
pricing, drivers pay a fee to use a road, usually in the
form of a toll, which varies according to the time of day
the road is used. For instance, drivers pay a higher fee
during peak periods when road capacity is scarce (i.e.,
during rush hour) and a lower fee during non-peak periods when capacity is in excess (i.e., in the late evening).
When faced with paying a fee, fewer drivers use the road
during peak periods and congestion is reduced.
Congestion fees (tolls) no longer need to be collected
at toll booths as modern toll systems collect fees electronically, requiring no stoppages in traffic. Vehicles are
outfitted with wireless radio frequency transponders that
are read by overhead antennas that detect and bill drivers
according to use. Drivers without a transponder get their
license plate photographed and receive a bill in the mail,
which typically requires them to pay a higher fee.
A number of studies confirm the effectiveness of
congestion pricing. A recent report by the Congressional
Budget Office (CBO), the US agency that reviews congressional budgets and other legislative initiatives with budgetary implications, provides a comprehensive evaluation
of congestion pricing. The report, which examines both
the benefits and challenges of congestion pricing, is important because it draws conclusions based on real-world

evidence rather than theory. The evidence summarized
by the CBO comes from several reputable sources and is
based mainly on the results of congestion pricing in London, New York, New Jersey, California, and Minnesota.
The report found that congestion pricing reduces congestion,1 shortens travel times, makes travel times more consistent, and increases the efficient use of highway capacity.
For example, congestion pricing in London reduced
traffic within the Central London charging zone by 15%
and reduced congestion by 30%. Congestion pricing also
reduced travel times for trips entering and exiting the
congested zone by 14% and reduced the variability of
trip times by 30%.2 All told, London’s congestion pricing scheme produces benefits to society amounting to an
estimated US$122 million per year (net of costs).3
Congestion pricing has also been successful in the
United States. Following the introduction of congestion
pricing, traffic in the peak morning period on the bridges
and tunnels of the Port Authority of New Jersey and New
York declined by 7%, while traffic in the peak afternoon
period fell by 4%. Similarly, traffic and travel times on
California’s State Route 91 declined after congestion pricing was instituted. After accounting for the value of drivers’ travel time, congestion pricing on Route 91 reduced
congestion enough to generate a net savings of more than
US$2 per trip. These savings amount to an estimated
US$12 million per year (net of costs) in benefits to society.4
The CBO noted that nationwide implementation of
congestion pricing in the United States could provide annual benefits to society (net of costs) estimated conservatively at US$19 billion.5 In addition, calculations by the
US Department of Transportation suggest that widespread

implementation of congestion pricing could reduce the
amount of investment needed to maintain the US highway
system at its current physical condition and operational
performance by more than 25% (Department of Transportation, Federal Highway Administration, 2007).
While congestion pricing has the potential to produce
substantial benefits, some challenges may impede its adoption, including concerns about the unequal distribution of
benefits and costs among low- and high-income drivers,6
increased congestion on other (non-priced) roads, and
the high cost of building and operating congestion pricing systems. However, the CBO found that many of these
concerns are either misplaced or can be mitigated.
For example, despite the argument that congestion
pricing hurts low-income drivers, the CBO’s summary
of the findings of public opinion surveys indicates broad
levels of support for congestion pricing across all income
groups in areas where it has been introduced. The surveys
also show that the public prefers tolls over tax increases
for the funding of new roads.
While not discussed explicitly by the CBO, tolls provide an important revenue stream to fund and maintain
new transportation infrastructure, making it possible to
increase road capacity. However, in situations where tolls
are added to existing infrastructure, governments should
ensure that taxes are reduced by an equal magnitude to
avoid double-charging drivers. That way drivers can decide voluntarily whether to pay for the privilege of using
a particular road.
The concern that congestion pricing increases congestion on alternative (non-priced) routes appears misplaced. The CBO report points to studies finding that
drivers generally changed their travel decisions in response to congestion pricing without increasing congestion at alternative times or on alternative routes or modes.
Finally, to mitigate the concern about the high cost
of administering and collecting congestion fees, the CBO
recommended the use of interoperable electronic fee collection systems. Interoperable systems would allow drivers to use a single transponder for multiple electronic
toll collection systems. This would facilitate coordination
and allow different systems to operate together without
imposing high costs on users.
Overall, the CBO’s report suggests that congestion
pricing is an effective tool for reducing traffic congestion.
The significant benefits of using the price system to allocate
road space include reduced congestion, shorter and more
consistent travel times, and more efficient use of highway
capacity. Importantly, congestion pricing can save people and businesses the cost of time lost while drivers are
stuck in traffic. Since the practical challenges impeding the
adoption of congestion pricing are relatively minor and
can be overcome, perhaps it’s time to seriously consider
expanding the use of congestion pricing in Canada.

Notes
1 The CBO noted that a 10% increase in a congestion fee generally reduces traffic congestion by up to 5% and shifts traffic
away from the periods with the highest charges.
2 The reduction in the variability of travel time is especially
important since highway users place a high value on reliable
travel time. In some cases, the value they place on reliable
travel time may be greater than the value they place on reductions in travel time (CBO, 2009).
3 The estimated net social benefit of congestion pricing in Central London accounts for the cost incurred by people who are
inconvenienced by the congestion charge and switch to public
transportation as a result.
4 Regarding California’s Route 91, the CBO does not state
whether the net social benefit calculation accounts for the costs
incurred by people who are diverted from the priced roadway.
5 This conservative estimate of the net social benefit of nationwide implementation of congestion pricing in the US compares the economic benefits due to time savings and reduced
accidents to the loss of economic value to highway users who
are diverted to other times of day, other routes, or other modes,
as well as the costs of toll collection and administration.
6 Since a given congestion fee represents a larger proportion
of income for a low-income driver than for a high-income
driver, these fees are said to be regressive. However, this argument also applies to other forms of highway user fees such
as fuel taxes, which can be even more inequitable. With fuel
taxes, lower-income people often fund the mobility of higherincome people. Higher-income individuals are more likely to
be able to afford new, better-mileage cars and will therefore
pay less gasoline tax. People who are less able to afford a newer, more fuel-efficient car end up subsidizing those higherincome individuals. In addition, with fuel taxes, automobile
drivers end up subsidizing the mobility of for-profit trucking
firms who impose most of the wear on highways.
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