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INTERNATIONAL TRANSPORT FORUM

The International Transport Forum at the OECD is an intergovernmental organisation
with 52 member countries. It acts as a strategic think-tank, with the objective of helping
shape the transport policy agenda on a global level and ensuring that it contributes to
economic growth, environmental protection, social inclusion and the preservation of hu-
man life and well-being. The International Transport Forum organises an annual summit
of Ministers along with leading representatives from industry, civil society and academia.

The International Transport Forum was created under a Declaration issued by the Council
of Ministers of the ECMT (European Conference of Ministers of Transport) at its Ministerial
Session in May 2006 under the legal authority of the Protocol of the ECMT, signed in
Brussels on 17 October 1953, and legal instruments of the OECD.

The Members of the Forum are: Albania, Armenia, Australia, Austria, Azerbaijan, Belarus,
Belgium, Bosnia-Herzegovina, Bulgaria, Canada, Croatia, the Czech Republic, Denmark,
Estonia, Finland, France, FYROM, Georgia, Germany, Greece, Hungary, Iceland, India,
Ireland, Italy, Japan, Korea, Latvia, Liechtenstein, Lithuania, Luxembourg, Malta, Mexico,
Moldova, Montenegro, the Netherlands, New Zealand, Norway, Poland, Portugal, Roma-
nia, Russia, Serbia, Slovakia, Slovenia, Spain, Sweden, Switzerland, Turkey, Ukraine, the
United Kingdom and the United States.

The International Transport Forum’s Research Centre gathers statistics and conducts co-
operative research programmes addressing all modes of transport. Its findings are widely
disseminated and support policymaking in Member countries as well as contributing to
the annual summit.

Discussion Papers

The International Transport Forum’s Discussion Paper Series makes economic re-
search, commissioned or carried out at its Research Centre, available to researchers and
practitioners. The aim is to contribute to the understanding of the transport sector and to
provide inputs to transport policy design. The Discussion Papers are not edited by the
International Transport Forum and they reflect the author's opinions alone.

The Discussion Papers can be downloaded from:
www.internationaltransportforum.org/jtrc/DiscussionPapers/jtrcpapers.html

The International Transport Forum’s website is at:
www.internationaltransportforum.org

For further information on the Discussion Papers and other JTRC activities, please
email: itf.contact@oecd.org
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Abstract

The external accident cost of road use is a function of the marginal relationship between road
use and accidents, as expressed, for instance, by the elasticity. This elasticity is, however, not
necessarily constant, but may be assumed to depend on the traffic volume as seen in relation
to road capacity. Dense or congested traffic may force speed levels down, decreasing the risk
of accidents or at least the average loss incurred given that an accident takes place. Relying
on a large econometric accident model based on monthly cross-section/time-series data for all
provinces of Norway, we derive non-linear empirical functions describing the relationship
between road use and accidents and discuss their implications in terms of accident costs and
externalities. The analysis reveals that there is probably a large accident externality generated
by heavy vehicle road use, but that the marginal external accident cost of private car use is
quite small, perhaps even negative. To the extent that it is positive, it is so in large part on
account of public and private insurance. Contrary to what is frequently believed and main-
tained, auto insurance does not serve to internalise the cost of accidents. In fact, its primary
purpose and effect is exactly the opposite. The adverse incentives created by insurance could,
however, be mitigated by certain innovative approaches to ratemaking. Such schemes would
ideally involve more decision variables than just the decision to drive. Incentives could, in
principle, be attached to speeding, route choice, vehicle choice, safety equipment, or time of
day/week/year.
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1. The role of auto insurance

It is a frequently overlooked fact that the primary purpose of auto insurance is to externalise
risk.

Without such externalisation, and assuming that drivers and car owners retain full liability for
any damage caused to themselves or to other road users, a moment’s inattention at the wheel
would be sufficient to cause immediate financial ruin to any given car driver, except perhaps
to the very wealthiest ones. In such a situation only the most affluent or careless citizens
would risk producing their own motor transport services, i e to drive their own car.

It would mean the end of modern road transport as we have come to know it — as a complex
and highly flexible system dominated by the private car alongside a variety of large and small
professional operators. Only public operators large enough to be self-insured would be able to
enter the market.

Auto insurance is thus a sine qua non for modern transport. One might, however, ask the
question whether the share of (marginal) cost that is externalised through private and public
insurance is optimal, or whether it would be possible to design schemes that are less prone to
moral hazard and adverse incentives.

To provide a formal framework for this assessment, we shall start by looking at the concept of
an externality.

2. Externalities

It is widely recognised that road transport is an activity characterised, at least occasionally, by
large external costs. Such externalities may include accidents, environmental effects, conges-
tion, and road wear.

An externality (external cost) is an adverse (side-)effect of production or consumption that is
not considered by the decision-maker. More precisely, one might say that*

an external effect exists when an agent’s utility (or production) function contains a real
(i e, non-monetary) variable, whose actual value depends on the behaviour of another
agent, who does not take this effect of his behaviour into account in his decision making
process.

Note that, according to this definition, externalities operate at the disaggregate level. That is,
for an externality to be present, it is sufficient that there is a cross effect between two individ-
ual decision-makers. Even if both individuals happen to be, e g, motorists, so that the cross
effect is — in a sense — internal to the club of road users, we are faced with an externality in
the relevant economic sense.

The issue of road accident externalities has been the subject of several important studies®. A
common theoretical finding resulting from these studies is that the external accident cost of

! Our formulation builds on Verhoef (1996), who in turn relies on Mishan (1971) and Baumol and Oates (1988).

L. Fridstrom — Discussion Paper 2011-22 — © OECD/ITF 2011 5



road use is a function of the marginal relationship between road use and accidents, as ex-
pressed, for instance, by the elasticity.

However, very few studies provide well-founded empirical evidence as to the (range of)
value(s) of this elasticity. In the words of Newbery (1988:171),

“The key element in determining the accident externality cost is [...] the relationship between
traffic flow and accident rates, where the evidence is sketchy, to say the least.”

The main idea of this paper is suggest an analytical framework for such an assessment, and to
provide some sketchy, empirical information on the issue.

3. Assessing the marginal external accident costs of road use

Let us start out by noting that an externality, as defined above, is always related to some di-
mension of behavioural choice as faced by a decision maker.

Road users are continuously making decisions along a number of such dimensions. The most
basic choice is whether or not to travel at all, and — more generally — how far to travel, and by
what mode. We shall refer to the decision to travel a certain distance by road, using some kind
of vehicle, or walking, as the road use decision.

Other behavioural decisions include speed, departure time, route choice, and the driver’s level
of attention/distraction. We will be returning briefly to these aspects in section 6 below.

When we want to discuss — with some precision — how transport policy, accident countermea-
sures, automobile insurance or other behavioural constraints may affect road use and accident
costs, and indeed their interrelationship, we shall be helped by a rigorous mathematical
framework. Such a framework should ideally reflect the fact that road users are a strongly
heterogeneous group, in terms of size, speed, vulnerability, and external and internal risk. The
pedestrian is, in most aspects, very different from the 40-ton truck.

Having established such a framework, we shall use it to derive some first results regarding the
marginal accident cost of road use and its division between internal and external components.
We shall, in principle, distinguish between all relevant road user categories. By way of illus-
tration, we shall apply certain empirical results to characterize at least two important road
user categories — those of light and heavy motor vehicles, respectively.

A certain part of the accident cost will almost always be internal. No insurance policy can
remove the pain, suffering, physical impairment or personal grief suffered by a road user in-
volved in an accident, or by this person’s relatives and friends. However, in western societies
a large part of the non-emotional cost is covered through social and private insurance. This
applies to medical treatment, production loss, disability benefits, and material damage on ve-
hicles and infrastructure.

% See, e g, Lave (1987), Newbery (1988), Jones-Lee (1990), Vitaliano and Held (1991), Jansson (1994), Elvik
(1994), Persson and Odegaard (1995), Mayeres et al (1996), European Commission (1996), Maddison et al
(1996), Jansson and Lindberg (1998), and Christensen et al (1998).
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Letv= (v1 V,V, ) be the a vector of traffic volumes, as measured in vehicle kilometres driven
within each vehicle class, let C(v) denote the private, unit accident cost of road use at traffic
volumes v :(v1v2v3 ) and let b(v) denote the corresponding cost borne by other people

than the road user himself. Denoting by K(v) the total accident cost of road use, we can
write

K(V) = v,-k(v) = v,-b(v)+v,-c(v),
where k(v) is the average accident cost per overall vehicle kilometre and v, = Zvj is the
j

overall amount of vehicle kilometres driven.

Also, let
o) )
9;(v) = k,(v) — b;(v)+c;(v)

denote the share of the accident cost which is borne by the type j individual road user himself.
To simplify the argument, assume that qj(v): q; Is a constant not depending on the traffic

volume.

i

Denote by a(v) the mean cost (expected loss) per accident, by @(v) the total expected num-
ber of accidents, and by r(v)=w(v)/v, the overall risk level, i e the expected number of acci-
dents per vehicle kilometre driven. Then we can write

K(V)=a(v)-ov) = k(v):a(v)-ail(v):a(v)-r(v),

A

K a © 80( Vj 8&) Vj
8J- = 8j +£,‘j = — 4+ —
N, a OV @
and
g = 78[’ V—J = a(w/VA) Vj :g?"—h
J J
ov, r o, (w/v,) V,
where, &, &], and &7, respectively, are the overall accident frequency, risk, and mean acci-

dent cost elasticities with respect to traffic category j.

Under these assumptions, the marginal external accident cost of vehicle class j is given by the
total marginal cost minus the average private cost taken into account by the road user:

agv(.")_cj(\,) = kW) ey e[ -civ) = k(V)'[[S?”f]\x_qi I?(E:I))}

i i
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reducing to

aaKv(:)—c@) = k(W) [ez+ei-a.] = o) rv) e +er+1-a,]

in the homogeneous traffic case, or if we do not distinguish between vehicle classes (Frid-
strgm 1999).

The sign and size of the accident externality depends crucially on the risk elasticity with re-
spect to the traffic volume. For all types of traffic considered together, this elasticity is equal
to the elasticity of accidents with respect to traffic, minus one. It is, in other words, positive if
and only if the number of accidents increases more than proportionately with the number of
vehicle kilometres.

Assume, for the sake of the argument, that the mean cost of an accident is independent of the
traffic volumes, i e &f =0 V] . In this case, there is a positive external accident cost generated

by the marginal representative road user only in so far as his own share (q A) of the average
accident cost is smaller than the accident elasticity ¢} (equation 7).

For a particular traffic category j, the relevant parameters determining the marginal external
accident cost are the partial accident frequency and cost elasticities, weighted by the inverse
traffic share, and the internal share of accident costs adjusted to reflect the higher or lower
cost of accidents involving type j vehicles compared to the overall mean cost per accident
(formula 6).

Since, in an “unsaturated” traffic environment, the number of possible two-party conflict
situations may be thought to increase in relation to the square of the number of vehicles on
the road, one might imagine that the accident elasticity (&, ) would be larger than unity in the
early phase of the motorisation:

oV)cv: = =2 = g =1.

For such a case, Newbery (1988) points out that there would be an externality involved which
would be at least equal to the total cost of the accident. (If g, <1, the externality would be
even larger than the total cost of the accident.)

But as roads become crowded, traffic density is bound to affect driving behaviour, notably
speed, thus forcing down the number of crashes, or at least the severity of their outcome®.

Where on this curve are we? What are the values of key parameters such as q;, ¢; and &7 ?

These are empirical questions that can, in principle, be resolved by appropriate financial and
econometric analyses.

® See Shefer and Rietveld (1997) for an extensive discussion of this based on first principles.
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4, Some empirical evidence

An increase in exposure, as measured in terms of vehicle kilometres travelled (VKT, here
denoted v;), must be expected to lead to an increase in accident frequency, although not nec-

essarily a proportional one. On the other hand, an increase in traffic density, as measured, e g,
in terms of average daily traffic (ADT), may have an opposite sign effect, on accident fre-
quency as well as on severity, since speed is forced down in dense traffic. Neither of these
relationships is necessarily linear.

Since, depending on spatial and temporal delimitations, the traffic density tends to be strongly
correlated with the traffic volume, it is econometrically challenging to distinguish the former
effect from the latter.

An attempt was, however, made by Fridstram (1999, 2000a), based on data set consisting of
pooled, regional times series data set — 19 Norwegian counties as measured over 264 months.
An important limitation to this data set is that, being at a rather coarse level of aggregation, it
does not contain observations representative of seriously congested situations. Another caveat
relates to possible econometric misspecification, in that spatial and temporal effects were con-
strained to be equal.

With these qualifications in mind, we exhibit, in Table 1, selected results from the economet-
ric analysis. For a more thorough explanation and interpretation, see Appendix A.

Table 1: Measures of partial association between injury accidents and overall, light vehi-
cle and heavy vehicle road use, as estimated for Norwegian counties 1973-94. Minimal,
mean and maximal sample point values. Source: Fridstrem (1999, 2000a)

Traffic category Elasticity Inverse traffic share times elasticity
Minimum Mean Maximum Minimum Mean Maximum
Total vehicle kilometres 0.484 0.494 0.506 0.484 0.494 0.506
Light vehicle kilometres 0.248 0.291 0.361 0.335 0.345 0.357
Heavy vehicle kilometres ~ 0.181 0.202 0.236 0.909 1.321 1.974

In the table, we show imputed injury accident frequency elasticities (&7, j=A, L, H) with re-
spect to overall, light and heavy vehicle traffic volumes, as well as the measures ej”(vA/vj)

entering the accident externality formula (6). Minimal, mean and maximum values, as result-
ing from evaluating the elasticities at each sample point, are shown.

The imputed elasticities do not vary a lot across the sample. The sample point elasticities with
respect to light vehicle road use cluster between 0.25 and 0.36, with a mean of 0.291. With
respect to heavy vehicle traffic, the imputed elasticities range from 0.18 to 0.24, with a sam-
ple mean of 0.202.

The elasticity is, in other words, consistently lower with respect to heavy vehicle road use
than for light vehicles. This is, however, primarily due to the heavy vehicles’ much smaller
traffic share. In our sample, the light vehicle traffic volume is, on the average, six times larger
than the heavy vehicle road use.
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When correcting for the unequal traffic shares, by multiplying the elasticities by the inverse
traffic share of each vehicle class, we note that the marginal accident effect of heavy vehicle
traffic is 3.8 times larger than for light vehicles. Heavy vehicles are thus, in a sense, about
four times more dangerous than light ones, in the sense of “producing” four times more injury
accidents per marginal vehicle kilometre.

Owing to the pronounced variation in traffic mix across space and time, the marginal accident
effect of heavy vehicles is more than twice as strong (1.974/0.909) at its sample maximum
compared to its minimum value. For light vehicles, the corresponding effect varies by less
than 10 per cent (0.357/0.335).

What about two-wheelers and pedestrians? Here, the empirical assessment of elasticities is
more demanding, since reliable exposure data are not that readily at hand. It is particularly
difficult to obtain comprehensive data sets that describe variations in pedestrian and bicyclist
road use. An attempt was, however, made to construct proxy measures based on weather
conditions, public transport supply and motorcycle fleet data.

In Figure 1 we summarize certain results relying on this approach. Note that to derive elastic-
ities under constant road network supply, we must add together the “motor vehicle kilome-
tres” and the “traffic density” variables, since these will change proportionately (see Appen-
dix A).

Light and heavy vehicle exposure are seen to affect injury accident frequency as of 1994 in
roughly”® the way set out in Table 1, i e by an own elasticity of approximately one half (=
0.911 - 0.414). MC victims increase in response to light and heavy vehicle traffic by a cross
elasticity of 0.763 (= 0.749 + 0.014), bicyclist injuries by 0.475 (= 1.079 — 0.604), and pedes-
trian injuries by a mere 0.137 (= 1.109 — 0.972).

The own elasticity of exposure for MC is estimated at 0.208. Motorcyclist injuries are, in a
sense, more sensitive to increases in automobile traffic than to their own level of exposure.
On might also note that the cross effect of MC exposure on car occupant or pedestrian injuries
is practically negligible. With respect to injury accidents in general, the elasticity comes out at
0.026.

Considering, however, that (as of 1994) MCs represent only about 2 per cent of the total vehi-
cle kilometres, we must multiply this elasticity by almost 50 to obtain an estimate of the mar-
ginal accident cost multiplier, comparable to the figures shown under “Inverse traffic share
times elasticity” in Table 1. Hence MCs are seen to be just about as “dangerous” on the mar-
gin as heavy vehicles, with the big difference, however, that while a major part of the accident
cost will normally be external to the heavy vehicle involved, motorcyclists are much more
vulnerable and probably carry the main part of the risk themselves (confer section 5 below).

A fairly high “cross” elasticity of MC exposure may seem to apply to bicyclist injuries
(0.254), but this is obviously an artefact — a reflection of the fact that the MC proxy, being
based on weather conditions, also captures variations in bicycling.

* The figures are not exactly the same, since in Table 1 we exhibit sample means, while in Figure 1 elasticities
are evaluated as of the last year of observation (1994).
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Figure 1: Estimated injury accident elasticities with respect to exposure, by road user catego-
ry. Norway 1994. Source: Fridstrgm (1999, 2000a)

Interestingly, pedestrian injuries increase sharply with public transport supply, as witnessed
by the elasticities of 0.756 and 1.196 found with respect to bus and tramway/subway (*“light
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rail”) supply, respectively. Walking being the main access/egress mode of public transport
users, these exposure variables obviously also capture variations in pedestrian road use. Even
bicyclist injuries are seen to increase with public transport supply, especially rail. This is so
although enhanced public transport supply tends to constrain automobile exposure (elasticities
of —0.062 and —0.253 for bus and light rail, respectively).
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Figure 2: Weather effects. Injury accidents and victims by road user category. Norway 1994.
Source: Fridstrgm (1999, 2000a)
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In Figure 2, we exhibit certain estimation results concerning the impact of weather conditions,
as applicable to Norway. It may seem surprising that typical winter conditions, such as frost
and snow, do not have a more strongly unfavourable effect on risk. The main explanation is
probably (i) behavioural adaptation, (ii) that in winter Norwegian motorists generally make
use of snow tyres (with or without studs), and (iii) that they are rather well used to wintery
driving conditions. It is worth noting, however, that the number of days with snowfall does
have a risk increasing effect on the monthly injury accident toll, the accident frequency being
20-40 per cent higher during a month with snowfall every day compared to a snow-free
month. The fact that two-wheeler exposure goes down during snowfall serves, however, to
dampen the overall effect. Rainfall does not seem to affect the accident frequency in any sig-
nificant way, except among two-wheelers, whose exposure obviously goes down. Later stu-
dies (Fridstram 2000b) suggest, however, that the injury accident frequency may increase by
up to 10 per cent on rainy days.

Figure 3 exhibits analogous results concerning daylight, with the important distinction that
here the indirect effect through motor vehicle exposure is not included. Four (inverse) meas-
ures of daylight are used. The expected number of injury accidents is 12 per cent higher in a
month/county without evening daylight (i e, after 5 p m) and a further 11 per cent higher
when the sun does not even rise above the horizon during the rush hours (7-9 a m and 3-5 p
m) — a quite frequent phenomenon in northern Norway. Pedestrians are particularly hard hit
by dark roads.

Opedestrians injured
OBicyclists injured
EIMC occupants injured
BlCar occupantsinjured
Binjury accidents

Working hour
darkness

Rush hour darkness

lo.399

Evening darkness

-0.006 LTI
Twilight (min per day) .000

-0.003

-0.2 0.1 00 0.1 0.2 03 0.4

Elastidty
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Figure 3: Direct daylight effects, conditional on motor vehicle road use. Injury accidents and
victims by road user category. Norway 1994. Source: Fridstrgm (1999, 2000a)

5. Road accident externality assessments for light and heavy vehicles

According to the above estimates (Table 1 in view of equation 7), there is a positive external
injury accident cost generated by the marginal representative road user only in so far as

q,—&x < €5, = 0494,

i e, roughly speaking, if the share of the accident cost borne by the individual road user him-
self minus the elasticity of the mean loss per accident is less than one half. In the opposite
case, there is an external benefit involved.

To the extent that speed is forced down in denser traffic, it seems reasonable to assume that
the mean loss per accident is a negative function of density, i e 5 < 0. Taking account of this
would pull our externality estimate even further in the direction of a marginal benefit.

This applies in the case of homogenous traffic, or when we compute the average over all ve-
hicle types. In the more detailed analysis, we find that for light vehicle users, the analogous
mean “threshold” point is 0.345, and for heavy vehicles 1.321 (Table 1 in view of equation 6):

q. —¢&’ < g’ = 0345
(10)

qy —&n < ¢4 = 1321
(11)

There is reason to believe that the share of the accident cost borne by the heavy vehicle opera-
tor is relatively small, and hence that there is a positive external accident cost linked to the
marginal heavy vehicle kilometre. Assuming that, statistically speaking, the heavy vehicle
operator sustains a private loss per kilometre amounting to no more than 32 per cent of the
average unit cost of accidents, and that the mean loss per accident is unaffected by the traffic
volume (& =0), his road use typically gives rise to a positive marginal external accident
cost which is at least as large as the mean total cost of an accident.

For light vehicle users, the sign of the externality is more questionable. Depending on the
values attached to personal pain and suffering or to the loss of life or limb, and on the distri-
bution of casualties between single vehicle accidents, unprotected road users, and multiple
vehicle crashes, one might arrive at different conclusions. It is not obvious that g, k, (v)/k(v)
is smaller than one third (= appr 0.345), but if it is, this would probably be due, inter alia, to
the fact that significant parts of the accidents costs are usually covered by private and social
insurance. There is therefore, in our view, a potential positive external accident cost involved
even for private car users, not in spite of automobile insurance, but on account of it.

Since, however, the measure q, k, (v)/k(v) cannot possibly drop below zero, the external part
of the marginal light vehicle accident cost is unlikely to be very large. If the elasticity of the
mean accident cost with respect to road use is negative (& <0), i e if severity decreases in
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denser traffic, it cannot, based on our estimates, exceed one third of the total accident cost on
the average.

For a definite conclusion in this matter, research is needed to estimate the quantities a(v), &5,

q; and k; (v) and their possible dependence on the traffic volume.

6. Decision variables relevant to insurance ratemaking

So far our analysis has been focused solely on one particular choice variable, viz. (i) the num-
ber of vehicle kilometres travelled (VKT) by car.

Other decision variables at the hand of the individual motorist are the (ii) speed, (iii) depar-
ture time, (iv) route choice, (v) level of attention/distraction. All of these will have a bearing
on the risk which the motorist inflicts upon himself as well as on other road users. In addition,
through the (vi) choice of vehicle, the driver or owner makes a trade-off between built-in
safety and other vehicle characteristics, including price. Finally, insurance companies already
practice widespread price discrimination according to (vii) the owner’s personal characteris-
tics, such as age, gender, residential location, and accident record.

As for (i), it has been suggested (see, e g, Litman 2005) that motorists could pay for insurance
‘as you drive’, i e in exact proportion to the VKT. This would mean that the motorist faces a
small marginal cost of going the extra mile, instead of the stepwise fixed cost characterising
most insurance policies today. While implying a small step in the right direction, this scheme
is unlikely to provide a large enough impetus to reverse the sign of the insurance incentive
from adverse to favourable.

The idea of linking insurance premiums explicitly to certain observable aspects of risk-taking
behaviour, such as (ii) (excessive) speed, may seem more promising. Recent technological
advances may, in principle, allow for rather sophisticated systems by which motorists are
charged according to their speed, or in response to speeding (i e, breaking the speed limit).

Another, similar idea is to make the premium responsive to traffic offenses of any kind, as
recorded, e g, through the demerit point system, wherever such a system is in place.

The third possible choice variable, (iii) departure time, would influence risk inter alia through
its correlation with daylight, season, etc. It has been suggested that novice drivers should have
restricted rights, so as to avoid their driving at the most hazardous times of the day or week (e
g Saturday night). Rather than regulating this by law, one could imagine introducing an eco-
nomic incentive, differentiating the premium in ‘pay-as-you-drive’ insurance by time of day.

Similarly, it could be possible to charge according to (iv) the risk level of the road chosen.
This might channel a larger share of traffic onto the safest kinds of road, giving rise to certain
aggregate safety benefits.

Charges based on the fifth behavioural aspect, (v) the level of attention, or the use of cell
phones or other distractions, are harder to implement, for the simple reason that these aspects
are not systematically observable.
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One major obstacle to the implementation and enforcement of such schemes is that the vehi-
cle owner may not be identical to the driver. This fact also reduces the effectiveness of the
insurance companies’ attempt to differentiate the premium according to (vii) the owner’s per-
sonal characteristics (age, gender, zone of residence, accident record, driver’s license senior-
ity, medical record, etc).

Another hurdle relates to our concerns about privacy — an issue, however, that had apparently
found an acceptable solution in the proposed Dutch road pricing scheme®.

One opportunity that is already being exploited is differentiation according to (vi) vehicle
characteristics. It is conceivable that this scheme could be taken a step further, by explicitly
honouring certain technological safety devices, such as electronic stability control and other
advanced driver assistant systems (ADAS). Such an approach would, however, presuppose
fairly reliable knowledge of the marginal risk reduction associated with each particular safety
device, an assessment that would have to take proper account of behavioural adaptation and
similar rebound effects.

7. Summary and conclusion

Judging by the analysis presented herein, it is not true, as is often maintained, that the acci-
dent risk is largely independent of the traffic volume. Nor is it true that the risk elasticity with
respect to road use is positive. This elasticity appears to be close to zero when congestion is
assumed constant, but distinctly smaller than zero when congestion (traffic density) effects
are taken into account.

The analysis reveals that there is probably a large accident externality generated by heavy
vehicle road use, but that the marginal external accident cost of private car use is quite small,
perhaps even negative. To the extent that it is positive, it is so, not in spite of auto insurance,
but — at least partly — on account of it.

Motorcycle use appears to be just as dangerous on the margin as heavy vehicle use, involving,
however, most probably a significantly smaller external accident cost share.

It should be remembered that the primary purpose and effect of auto insurance is to external-
ise risk. The adverse incentives created by insurance could, however, be mitigated by certain
innovative approaches to ratemaking. Such schemes would ideally involve more decision
variables than just the distance driven. Incentives could, in principle, be attached to speeding,
route choice, vehicle choice, safety equipment, or time of day/week/year. Bonus-malus sys-
tems, which are already widely practiced, could perhaps become even more sophisticated, so
as to assign a larger share of the accident cost to the motorist or vehicle owner involved.

In the best of cases, these measures, if all implemented, could help reduce the adverse incen-
tive implicit in automobile insurance. As of today, the economic incentive towards safe driv-

® This scheme implied that every vehicle be equipped with a smart transponder, i e a unit that not only recorded
all the movements, but also calculated and summed up the appropriate charges. While the vehicle owner would
be able to check all entries by connecting the transponder to his computer, only the weekly or monthly aggregate
charge would be relayed to the collection office.
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ing may seem surprisingly small. There is potentially considerable room for improvement by
bringing market incentives more explicitly into the driver’s or vehicle owner’s decision proc-
ess.
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Appendix A: Econometric analyses
A.l. A Box-Tukey regression model based on pooled regional time series

In brief, the following Box-Tukey® regression model was estimated on monthly data for Nor-
wegian counties:

(43)
In(y, +a)=,n(v,,)+ 5, In[v"'* j+ﬂ3[v“j + > Bx + Uy

trA Itr i>3

(12)
Here, y, denotes the number of accidents or casualties of some kind during month t in re-
gion r, a (= 0.1) is a Box-Tukey constant, v,,, is the total (overall) traffic volume (vehicle
kilometres driven), v,,, is the corresponding heavy vehicle traffic volume, 1, is the length of
the (public) road network, x,; (i>3) denote all the other independent variables of the model

(of which there are about 45)’, u, is a normally distributed random disturbance term, g, are
regression (slope) coefficients, and A, are Box-Cox (curvature) parameters®.

5 See Tukey (1957), Box & Cox (1964).

" In broad terms, these variables include public transportation supply, road infrastructure and maintenance ex-
penditure, population, vehicle stock, daylight, weather, calendar effects, geographic characteristics, legislation,
access to alcohol, and reporting routines.

® The Box-Cox parameters of the dependent and the first two independent variables have been fixed at zero,
translating these into logarithmic transformations.
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B, is the general exposure (traffic volume) coefficient, £, is the coefficient for the share of
heavy vehicles, while S, measures the separate effect of traffic density, as given by the num-

ber of vehicle kilometres divided by the number of road kilometres®°.

A.2. Elasticity formulas

In this model the elasticity of w, = E[y, | with respect to a variable x,,, as defined at each

sample point, is given by

tri ?

O - .
Ello, %] = @‘:‘Z‘) = Box
ri tr

The elasticity is, in other words, generally not constant, but depends on the level of the inde-
pendent variable and on the value of its Box-Cox parameter.

With a little algebra, one can derive elasticity formulas for the road use variables of interest.
Assume, for the sake of argument, that the heavy vehicle share of the traffic volume

(V,y /V,.) OF the length of the road network (I, ) does not change. In such a case, we can write
the elasticity of the dependent variable with respect to the traffic volume (v, ) as

A
Vv
gt(:’)A = 131 + :Bs(ltrAJ .

tr

This elasticity depends, in other words, on the traffic density, and on no other variables. It is a
decreasing function of the traffic density if and only if

° We use the term “traffic density” in a sense different from the normal usage in traffic flow analysis. In this
paper, “traffic density” means “vehicle kilometres per kilometre road per month”. Our “density” measure is thus
interpretable as 30 times the “average daily traffic (ADT) characterising the county”, i e as the monthly traffic
flow as averaged over “all points” on the county’s network. The terms “traffic volume” and “road use”, on the
other hand, are used synonymously with “the number of vehicle kilometres (per county and month)”. Thus the
traffic volume is equal to the traffic density times the length of the road network.

1% The accident regression model is part of a larger econometric system of equations, called TRULS, in which
even car ownership, road use, seat belt use, road casualties, and accident severity are explained. For a more

comprehensive account of this model, and on how we obtain accurate vehicle kilometre measures V,,; for each

province and month, we refer the reader to Fridstrgm (1999a or 1999b).

The model is estimated by means of the BC-GAUHESEQ algorithm of the TRIO computer package (Liem et al
1993, Gaudry et al 1993), which provides simultaneous maximum likelihood estimates of all parameters, includ-
ing parameters defining the disturbance (co)variance structure. To be precise, we include 1% and 14™ order tem-
poral autocorrelation terms and a disturbance variance specification consistent with the assumption that the acci-
dent counts y, are Poisson distributed. The small Box-Tukey constant (a = 0.1) makes sure that In(y, +a) has

finite variance

1 In deriving these elasticities we disregard the small Box-Tukey constant. To correct for this inaccuracy, one
should multiply all elasticities by (a) + a)/a) , @ being the expected number of accidents or casualties.
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ﬂ(vtrA/Itr) tr

ieifandonly if 4, and 4, have opposite signs.

-1
ﬁgtrA ﬂ3 3( ItrAJ < 0 ’ (15)

The Box-Cox regression model is such as to let the empirical evidence (the data) determine,
not only the sign and slope of the partial relationships between dependent and independent
variables, but also on the shape (curvature) of these relationships. Implicitly, this process also
amounts to estimating (rather than assuming) how the elasticities depend on certain key vari-
ables, such as — in this case — the traffic density.

Next, let us relax the assumption that the mix between light and heavy vehicles is constant,
and compute elasticity formulas with respect to either type of vehicles. Noting that

VtrA - VtrL +VtrH ' (16)

where v, is the number of light vehicle kilometres driven'?, we have, after some algebra,

A3

aa)t VtL tA VtL

r Tk — oo + r r 17
o, o e =| b= Bo+ B ) v (17)

and

ow, V. s Vv

tr YirH _ — + Vir + trA LotrH 18
v o | B ﬁ{ It,j v (18)

The terms outside the brackets are the vehicle categories’ respective “market” (traffic) shares.
The elasticities depend on these shares in a multiplicative fashion, as is commonly also found
in travel demand analysis.

Combining these formulas with equation (6) of section 2, we note that the traffic shares can-
cel out, leaving us with the terms inside the brackets as the most relevant measures in relation
to externality assessments. In plain language, we need to compute the elasticity of accident
frequency with respect to vehicle kilometres, times the inverse traffic share of each vehicle
class.

A.3. Estimation results
Main estimation results are presented in table 2.

In the main (injury accidents) model, the coefficient ( 5,) of the overall traffic volume is es-
timated at 0.911. This coefficient has an interpretation as the partial effect of an additional
road user, given a constant mix between light and heavy vehicle traffic, and given a constant
traffic density.

12 ight vehicles are defined as all vehicles with less than 20 passenger seats or less than 1 tonne’s carrying
capacity.
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It would, in other words, coincide with the elasticity with respect to the traffic volume only in
the hypothetical case where the road network is extended at a rate corresponding to the traffic
growth, so that the ratio of vehicle kilometres to road kilometres (the ADT) remains un-
changed. Under these circumstances, the injury accident toll can be expected to increase al-
most proportionately with the overall traffic volume.

For the opposite and more realistic case, where the road network does not change, one has to
combine the partial effects of traffic volume and traffic density (as in formula 14).
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Table 2: Partial results from injury accident regression models. Parameter estimates, with t-
statistics in parentheses. Source: Fridstrgm (1999)

Dependent variable

Independent variable Para- Injury Pedestrian Single Multiple

meter accidents injuries vehicle injury vehicle injury
in total accidents accidents

Overall traffic volume B 0.911 ( 28.26) 1.109 (14.07) 0.804 (15.95) 1.032 (24.71)

(vehicle kilometres)

Heavy vehicle share of B, 0.149( 2.65) 0.105 ( 0.80) -0.209 ( -2.18) 0.347 ( 4.61)

traffic volume

Traffic density (vehicle A -0.435(-11.02) -0.927(-10.66)  -0.081 (-5.30) -0.569 (-6.88)

kms per road km) P -0.013( -0.17) 0.014 ( 0.22)  0.408( 2.40) -0.165(-1.11)

3

MC exposure proxy L 0.027 ( 4.80) 0.036 ( 3.29) 0.032( 3.14) 0.028 ( 3.47)

Public bus service density [ 0.243( 8.02) 0.764 (10.86) 0.307 ( 6.50) 0.108 ( 2.66)

Light rail service density Bs 0.019 ( 3.05) 0.065 ( 5.47) -0.018 (-1.89) 0.025 ( 3.39)
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The traffic density variable comes out with a slope coefficient of —0.435 and a curvature pa-
rameter of almost exactly zero. The latter corresponds, roughly speaking, to a logarithmic
law, implying an almost constant elasticity irrespective of the density level (by formula 15).

Similar regression equations were also estimated for the number of pedestrian injuries, the
number of single vehicle injury accidents, and the number of multiple vehicle injury accidents.
They all show a close-to-unity coefficient (5,) on the overall traffic volume and a negative

coefficient ( 3,) on the density factor. The curvature parameter (4,) is significantly different

from zero only in the single vehicle accident equation. In this case it is positive, implying,
since S, is negative, that the elasticity decreases with the density of traffic (formula 15).

In Figure 4, we exhibit — for each of the four equations — accident elasticities with respect to
vehicle kilometres, as evaluated at each sample point and plotted against traffic density.

The general injury accident elasticity is estimated at approximately 0.5 for all sample points.
For pedestrian injuries, the mean elasticity with respect to motorised traffic is only 0.14.

As we distinguish between single and multiple vehicle accidents, small traces of the “quad-
ratic law” effect may seem to appear. For multiple vehicle accidents, the elasticity is as large
as 0.71 as evaluated at the sample mean. It is slightly increasing with the traffic density, al-
though this tendency is not statistically significant.

Single vehicle accidents, on the other hand, exhibit an elasticity of only 0.48 at the sample
mean, and no more than 0.14 at the highest levels of traffic density.
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Injury accident risk as a function of traffic density
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Figure 5: The partial relationship between injury accident risk and traffic
density. Sample points from 19 counties 1974-94.

A.4. Interpretation in terms of risk

The less-than-unity elasticity of accidents with respect to road use translates into a negative
risk elasticity ¢, =&, —1. In Figure 5 we show — for all sample points — calculated injury

accident risk measures (accidents per one million vehicle kilometres) plotted against traffic
density, assuming an unchanging road network (like that of January 1980) in each county, and
average values on all independent variables except motor vehicle road use.

The imputed risk varies by a factor of about seven between the highest and lowest density
observations in the sample.

A.5. Discussion and suggestions for further research

We have been able to estimate the marginal effects of road use and traffic density on acci-
dents and risk, thanks (i) to our Box-Cox regression model, which — rather than imposing a
particular functional form on the data — allows the data to determine it, and (ii) to our com-
bined cross-section/time-series data set, which allows us to identify the separate effects of
traffic volume and traffic density and estimate them with considerable precision. In a pure
time-series data set, these two variables would be almost perfectly collinear and, at best, pro-
vide only relatively imprecise estimates.
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One might, however, want to ask to what extent these results could be generalised outside our
sample. In general, the traffic density in Norway is relatively low by European standards. In
our data set, only the county of Oslo exhibits traffic density levels above 90 000 vehicles per
month, corresponding to an ADT of some 3 000 vehicles as averaged over all road links in the
network. The maximum density represented in the sample corresponds to an ADT of ap-
proximately 7 000 vehicles.

Note, however, that these figures are not comparable to the traffic flow on given road links;
they are interpretable as averages for all road links within an extended geographic area. Still
we suspect that in most urbanised districts of, e g, Western Europe, the level of traffic density
would often extend far beyond the values found in our Norwegian sample. A similar empiri-
cal analysis based on data from these regions would be necessary in order to assess whether
the negative relationship between risk and density would hold even at the high rates of road
use characterising the densely populated regions of Europe. One can only speculate if and
how the apparently hyperbolic relationship shown in Figure 4 would extrapolate into the
heavily congested domain.

In extending this line of reasoning, one may identify four rather intriguing questions, worthy
of further research:

(i) Are we approaching the stage at which the accident externality cost generated by the
marginal road user is zero or perhaps even negative, on account of the marginal road
user’s contribution to congestion and hence to speed limitation?

(if) Or are we, perhaps, in some heavily congested regions even at a stage where the total
marginal accident cost (external and internal) of road use is approaching zero?

(iii) Is this (one of) the reason(s) why accident counts in Western Europe generally have kept
falling since the early 1970s, in spite of increasing road use?

(iv) Is there, perhaps, some kind of trade-off between congestion and accident externalities,
the sum of the two being less variable than either, since congestion tends to reduce acci-
dents and/or their severity? If such a “substitutability” between externalities exists, it has
important implications for policy. Efforts to relieve congestion may entail not nearly the
same social benefit as if these two externalities were not related — in certain cases per-
haps no benefit at all.
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