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For nearly twenty years, the land transport sector of various
Latin American countries has been undergoing highly signifi-
cant institutional changes, both through the participation of the
private sector and through the easing of economic regulations,
giving rise to new needs for regulation of the market in general
and the operating units in particular. The most important changes
have taken place in rail and bus transport and in the road trans-
port infrastructure. In the region, these changes took place first
of all in Chile and reversed the previous predominance of State
intervention associated with a development model which had
begun to run out of steam. After a privatization process, the
private enterprise which has won the concession for a railway
or highway can exert various powers that militate against com-
petition, not only by unjustifiably discriminating between the
users of its services but also by discouraging economic produc-
tion or diverting transport to another medium which has a higher
real cost. It is therefore desirable that concession contracts should
restrict the possibility that the concessionaire can take advantage
of these powers for his own benefit against the interests of the
community, while at the same time the contracts should main-
tain the incentives for him to improve his efficiency. The de-
regulation of a market can lead to a position where a dominant
operator or group of operators may use his influence or finan-
cial capacity to eliminate the competition, which is something
that the anti-monopoly legislation should be able to prevent.
Sometimes, however, this legislation needs to be strengthened,
for example by giving it the possibility of taking punitive or
dissuasive measures against offenders. Furthermore, in the
public transport systems of big cities deregulation can lead to
unnecessary social costs, such as externalities connected with
congestion or air pollution. In this case, awarding the corre-
sponding concessions by public tender could be the best solu-
tion. Short-term concessions favour the competitiveness of the
market, but longer-term concessions encourage the concession-
aires to make investments in the activity. An optimum system
of concessions could perhaps involve the concept of leasing the
fixed installations and rolling stock or vehicles with a long
service life,
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I

Land transport in Latin America

over the last twenty years

1. The private sector takes the driver’s seat in
rall transport

A notable change took place between the late
1970s and the late 1990s in the institutional frame-
work of Latin American land transport, especially
as regards the distribution of operations between
the public and private sectors. In the case of rail
transport (table 1), it is likely that by the end of the
century the State sector will continue to be respon-
sible for running trains only in countries like Para-
guay, Uruguay and Venezuela, where rail transport
is of little importance, In the rest of the region, the
permanent way will continue to belong to the State,
but the actual railway operations will be in the hands
of private concessionaires. There are already two
countries in the world where all the main line trains
are run by private enterprises, and one of them is
in South America (Bolivia).! Even in countries like
Brazil, which have traditionally favoured State inter-
vention in transport operations, the railways have
been transferred to concessionaires.

Twenty years ago, it was usual for the Latin
American countries to have heavily subsidized
State-owned railways whose business objectives
were not usually very clearly specified and were
interpreted in such a way as to favour social wel-
fare at the expense of business profits, so that
sometimes there was not even any intention of fix-
ing scales of charges that came anywhere near the
cost of operating the services.

Thus, for example, the freight rates of the State-
owned Ferrocarriles Argentinos were defined as a
function of the “economic capacity of the users” or
the “value of the goods transported” (Argentina,
Ministry of the Economy and Public Works and
Services, 1977). In many countries in the world, in-
cluding a number of Latin American ones, the use of

TABLE |

Latin America (11 countries): Public versus
private operation of the national

rallway systems, 1977 and 1997

Form of operation *

1977 1997

Argentina
Bolivia
Brazil
Colombia
Chile
Ecuador
Mexico
Paraguay
Peru
Uruguay
Venezuela

s B i B -l s Mo Mo B MR v M s

! The other is the United Kingdom.

Source: Prepared by the author on the basis of information taken
from various issues of the publications Rieles, Realidad fer-
roviaria, International Railway Journal, and Jane’s World Rail-
ways and interviews with the General Managers of railway
companies of the region.
® F = gperated by the federal or national government,

P = operated by private enterprise.

MS = mixed private/public system,
® One line stitl remains to be given in concession.
® Privatization announced or already under way.

such criteria in fixing rail freight rates contributed
to the financial difficulties and loss of market share
of the railways. To make up for this, Ferrocarriles
Argentinos were favoured with a number of privi-
leges such as exemption from import duties and
heavy subsidies (amounting to US$210 million in
1977), which gave little incentive for their efficient
administration.

2. Nationallzing road transport was never a
logical step, and regulating such transport
was a very complicated matter

The railways competed with a road transport sector
which was effectively deregulated in economic as-

THE EVOLUTION OF THE STATE’'S ROLE IN THE REGULATION OF LAND TRANSPORT ¢ |AN THOMSON
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pects,” but at least in the case of Argentina, this situ-
ation was not due to the conviction that it was neces-
sary but rather to the difficulty of putting regulation
into practice (Argentina, Ministry of the Economy
and Public Works and Services, 1977, pp. 46 and
171). Law No. 12.346 provided for the regulation and
control of road cargo transport, but it was not feasible
to apply the corresponding articles, while in other
countries attempts were made to regulate road trans-
port charges, but this always proved to be impossible.

Cases of the State operation of road transport
services in market economies are extremely rare.
Mainly for ideological reasons, State trucking firms
were set up in the United Kingdom in the late 1940s
and in Bolivia in the mid-1980s, but without the
slightest economic justification and without any pre-
tence that the existing firms were in danger of bank-
ruptcy and thus warranted a government rescue
operation,

Thus, the institutional changes which have taken
place in land transport in the last twenty years have
had very little effect on the road transport sector,
which was already privately operated and largely de-
regulated, except with regard to international road
transport, :

3. Private entorprise runs urban transport too

As regards urban bus services in capital cities and
other important centres, in the period between 1977
and 1997 only Quito went against the general trend
towards the replacement of public services with pri-
vate ones. In Mexico City, the service was national-
ized and then returned to the private sector. Twenty
years ago, a large part of the bus services in major
cities such as Arequipa, Brasilia, Rio de Janeiro, Sio
Paulo, Recife, Lima, Mendoza and Caracas were pro-
vided by publicly owned enterprises, usually munici-
pal, but sometimes provincial or national.

2 In this article, “deregulation” is used to refer to the elimination
of all almost controls on economic matters connected witk the
supply of a service (scales of charges, frequencies, entry into or
exit from the area of activity, etc.). In some cases, the regulation
of a deregulated market appears to be in order, meaning basi-
cally the ordering of the market through the planning of the
services provided, while maintaining elements of competition
among the operators, which would determine the economic
characteristics of their services within a regulatory framework
laid down by the authorities.

TABLE 2

Latin America (selected cities):

Private, municipal or federal/national
ownership of bus companles, 1977 and 997 ?

1977 1997

City

More Less More Less
Buenos Aires P - P -
LaPaz P - P -
Sdo Paulo P M P -
Santafé de Bogotd P FM P -
Quito P - P M
Mexico City P FM P FM°®
Asuncitn P - P -
Lima. P F P -
Montevideo P - P -
Caracas P M P F

Source: Prepared by the author on the basis of information col-
lected from interviews with public authorities and private entrepre-
neurs and various seminars or meetings organized by ECLAC, the
Technical Committee of the Latin American Public and Urban
Transport Congresses and national bodies,
P = private ownership.

M = municipal ownership.

F = federal or national ownership. I the cases of Santafé de Bogotd

_and Mexico City, the public-sector bus companies belong to the

districts in question, which come under the national government.
® All the companies were privatized by the end of the year,

4. The State never played a significant role in
inter-urban bus transport

On the other hand, there have been few cases of par-
ticipation of public enterprises in non-urban bus
transport. Only in Cuba has the State played a major
role in this type of transport. Although there has not
been a change of ownership in inter-urban bus trans-
port, however, there have been fundamental changes
in terms of regulation in some countries.

It should be noted that in 1977 governments did
participate in inter-urban passenger transport by rail

and air. Many of the national airlines, such as

Aeropert, Lan Chile, Lloyd Aéreo Boliviano, VASP,
VIASA, etc., belonged to national or provincial gov-
ernments, but now they are all in private hands (leav-
ing aside the case of the airline Iberia, belonging to
the Spanish Government, which still has a share in
some of them), and the State railways of almost all
the countries of the region offered inter-urban pas-
senger services. In 1997, however, except in a very
few cases (Southern Chile, Cuzco-Carillanca and the
Province of Buenos Aires) these trains no longer op-
erated, or else were of little or no significance. The
managements of privatized railways have shown very

THE EVOLUTION OF THE STATE'S ROLE IN THE REGULATION OF LAND TRANSPORT + AN THOMSON
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little enthusiasm for operating passenger trains, ex-
cept in the case of the Ferrocarril Oriente in Bolivia.

5. Governments intervened in inter-urban and
urban bus transport through regulation

In 1977, private passenger transport companies, both
urban and inter-urban, were subject to heavy State
regulation; their fares were approved by the corre-
sponding ministries and their carrying capacity and/or
journey frequencies were controlled by the authori-
ties. Especially outside urban areas, these companies
basically played the part of contractors, i.e., of opera-
tors of services which were defined by the authori-
ties, and they had little incentive to improve the
quality of the services offered or take initiatives in
their marketing. An observer of that time commented
that the regulations in force impeded the entry of new
entreprenenrs, inhibited competition, generated few
incentives to improve the service, and worked against
the efficient use of the few resources available in the
sector (Gonzdlez Narviez, 1992).

In some countries —Brazil, for example— the
regulations are still frozen in the conditions of twenty
years ago. As recently as 1990, with reference to
inter-urban bus transport in Brazil, ECLAC noted that
“at least since 1945, no company had lost its license”
to operate a line (ECLAC, 1991). Since 1990, the Brazil-
ian government has made proposals for deregulation,
but has always run into the determined resistance of
monopolistic enterprises —usually only one for each
route— and so far has always had to give way.

6. Traditional regulation and its problems

Generally speaking, State-owned enterprises have
regulated themselves in accordance with the provi-
sions regarding safety, technical conditions, scales of
charges, etc., laid down in the Jegislative instruments
which set them up. Sometimes, this has placed them
at a disadvantage compared with private enterprises
operating in the same sector which have not been
obliged to comply with the same rules or which failed to
comply with them because the controls or checks were
not strict enough (Argentina, Ministty of the Econ-
omy and Public Works and Services, 1972, p. 176).
Private bus companies were subject to a number
of regulations concerning not only technical matters
or safety, but also the economic environment. An im-
plicit or explicit concern in those regulations was the

fear that the natural action of the market could leave
some market segments without service or with
services of unacceptable quality. Especially in the
case of passenger transport, in order to try to ensure
the continued supply of suitable services govern-
ments granted concessions or permits which usually
remained in the hands of the same firms almost for
ever. Subsequently, in order to protect users from the
monopoly powers created in this way, the authorities
subjected the operating companies to a variety of
rules on scales of charges, frequencies, transfer of
vehicles to other services, etc.

In the particular case of inter-urban passenger
transport, the application of restrictions on the
number of operators and the frequency of journeys
on the various routes meant that at times of peak
demand the factors of occupation rose to the maxi-
mum feasible levels and many potential passengers
were simply unable to travel, except perhaps by
resorting to the black market (ECLAC, 1991).

When different levels of government imposed
their own rules and regulations, this led to inconsis-
tencies: for example, sometimes there was a differ-
ence between the fares charged by services belonging
to the national government and similar services run
by the regional authorities. Efforts to solve these
inconsistencies led to the application of similarly in-
consistent measures, such as prohibiting services
coming under federal jurisdiction from transporting
passengers from one point to another in a province,
even though their routes through the province in-
cluded stops at both the points in question.

It has been noted that there was a tendency to fix
fares at relatively low levels, especially in urban
transport, in order to reduce the travel costs of the
lower-income sectors andfor keep down inflation
(ECLAC, 1992). In addition to the legal uncertainty
surrounding many operations, this brought with it
various unfortunate consequences, such as reluctance
to renew bus fleets and overloading of the buses in
service (Thomson, 1994). The result was a service
with low fares but also of low quality. This situation
also fostered a climate of dishonesty between the su-
pervisory authorities and the private enterprises. In
one case at least (in Rio de Janeiro), some bus firms
submitted false data to the authorities on the volumes
of passengers transported, in order to secure permis-
sion to charge higher fares.

In some important cases, subsidies were granted
not only to public-sector enterprises, thereby encour-

THE EVOLUTION OF THE STATE’S ROLE IN THE REGULATION OF LAND TRANSPORT = IAN THOMSON



CEPAL REVIEW 64 * APRIL

1998 155

aging their inefficiency, but also to private firms,
which sometimes led to the waste of resources be-
cause the firms took advantage of the situation for
their own benefit (ECLAC, 1992). A study on the de-
veloped countries concluded that out of every dollar
or equivalent spent on subsidizing urban collective
transport, only 60 cents went to the benefit of users,
while some 40 cents of the subsidy was lost through
the payment of unjustifiably higher wages, over-
staffing, etc. (Bly, Webster and Pounds, 1980). In the
mid-1980s, the annual deficit of the public passenger
transport companies in Mexico City and Sdo Paulo
came to over US$ 150 million in each case (ECLAC,
1992).

7. A situation crying out for reforms
The institutional situation of land transport had
reached a stage where fundamental changes were

called for and have in fact already been carried out or
begun in such countries as Argentina, Bolivia, Chile,

11

Mexico and Peru. In other countries the reforms are
still to be embarked upon, having been delayed in
some cases by the obstacles raised by vested interests
favoured by the current regulations, such as bus com-
panies which operate lines where the concessionaires
never seem to have to open their activities up to com-
petition. In the developed countries, land transport
regulation was not radically different from Latin
America, but it worked better because the markets
were relatively stable, the bureaucracies were more
efficient, and also, as far as passenger transport was
concerned, public transport was less important com-
pared with that operated by the private sector.

Reforms have been adopted in different coun-
tries, with very little connection between each other.
Among the developed countries, special mention may
be made of the innovations made in the United States
and the United Kingdom. Interesting changes have also
been made in New Zealand. In Latin America, Chile
occupies a leading position in this respect. A great
deal can be learned from all these experiences.

The rise and fall of .State intervention

1.  The rise of State intervention

Long before the Second World War, all over the
world there was a tendency (in all but a few coun-
tries) towards growing State participation in the
transport sector, either as an operator or as the regu-
lator of the activities of firms operating in the sector.
The State’s participation as an operator was initially
motivated, in most cases, by the insolvency of
railway, tramway or other enterprises due (o such
factors as: i) technological changes in motor trans-
port and highways; ii} the rise in income levels
{which encouraged the acquisition of private vehicles
and reduced the demand for collective transport), and
iii) the greater dispersion of land use patterns (which
reduced the competitiveness of the traditional means
of transport, which were obliged to run on permanent
tracks). Moreover, in some countries such as Argen-
tina or the United Kingdom State operation was the
result of political ideologies.

Normally, State regulation precedes State opera-
tion, beginning, in the case of mechanized land trans-

port, with the railways and tramways. In the case of
the tramway companies, there was a clear need for
regulation in the field of safety, because they share
the use of public roads with other vehicles and pedes-
trians. As far back as the past century, however, some
municipal authorities which were concerned about
the monopoly status of the transport companies —as
m the cases of Bogotéd or Buenos Aires, for example—
subjected them to controls on their scales of charges
or other measures designed to guarantee the quality
of the service provided to users (Jaramillo and Parfas,
1995; Scobie, 1977). In later years, excessively rigid
control over their charges was a very significant fac-
tor in giving rise to the nationalization or municipali-
zation of the tramway companies (ECLAC, 19943,

2. The railways were reguiated at an early date

The arrival of the railways significantly improved
people’s access to their desired destinations and con-
siderably reduced the cost of transporting goods. Al-
though the railway companies charged monopolistic

THE EVOLUTION OF THE STATE'S AQLE IN THE REGULATION OF LAND TRANSPORT « |AN THOMSON
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rates, the cost of rail transport was still below the
levels of the previous means of transport, so that to
begin with regulation was not aimed at economic as-
pects. Later, people began to forget what the world
had been like before the arrival of the railway com-
panies and they began to become aware that those
companies sometimes acted in a monopolistic or dis-
criminatory manner, which led to the application of
economic regulations. This took place at the national
level in the United States in 1887, with the estab-
lishment of the Interstate Transportation Commis-
sion, whose powers were extended in 1935 to the
road transport of passengers and goods, partly be-
cause of the influence of the railway companies,
which exerted pressure to make sure that road trans-
port did not enjoy greater trading freedom than they
did. In the United Kingdom, Parliament had begun to
take an interest in regulating the railways much ear-
lier, in 18335, and by 1940 the railways were probably
the most highly regulated economic activity in that
country (Dyos and Aldcroft, 1969).

3. How deregulation took place in the United
States

Only in the last quarter of the twentieth century has a
serious effort been made to deregulate the transport
sector in the United States, through Acts such as the
1976 Act to revitalize the railways and reform the
regulations affecting them, inter alia through the
more flexible fixing of freight rates, and the 1978 Act
on the deregulation of air transport, which set in mo-
tion a programme to liberalize air fares and entry into
the industry. Later, in 1980, the well-known Staggers
Act gave the railway companies greater freedom of
action and the Act to reform the motor transport sec-
tor somewhat eased the rules on the fixing of charges
and entry into the road freight transport industry.
Four years later, the Act reforming the regulations on
bus transport did the same for inter-urban bus trans-
port (Transportation Quarterly, 1985),

Button (1990) classifies the United States regu-
lations in three categories: i) economic regulations
{on scales of charges, levels of production, number of
producers, etc.); ii) social regulations (on safety, con-
sumer protection, etc.), and iii) anti-monopoly regula-
tions. He considers that strictly speaking deregulation
has only concerned the first of these categories, al-
though there have also been some re-interpretations
in the third category which have resulted in partial

THE EVOLUTICN OF THE STATE'S ROLE IN THE REGULATION OF LAND TRANSPORT ¢ {AN THOMSON

de facto deregulation (it may be noted that Button’s
gystem of classification is rather unusual, and in fact
each of the three categories includes matters often
considered to belong to the economic sphere).

The arguments put forward by economists, who
had worked out the high costs involved in regulation,
were an important motive for deregulation. In some
cases it was possible to compare a deregulated activ-
ity -such as civil aviation in some large states— with
the same activity subject to regulation. It was also
suggested that regulation tended to benefit established
companies or the regulators themselves (Button,
1990). The theory of “contestable markets™ held that
free access to a market could cause a dominant sup-
plier to act as though he was really facing competi-
tion, even though such competition was potential
rather than real.’ Another factor that also prompted
serious consideration of the possibility of deregula-
tion was the lower dynamism of the economy at the
time and the suggestions that growth would be pro-
moted by an economy in which there were greater
incentives. The advocates of deregulation were able
to point to the fact that previous cases where there
had been deregulation (such as that of road transport
in Britain and various subsectors in some states of the
United States) bad generaily been successful.

4. Deregulation and privatization in Britain

In the United Kingdom, deregulation of the transport
sector took longer than in the United States, although
there was a marked increase in the actions taken in
this area under the Conservative governments in power
between 1980 and 1996. In Great Britain, the process
also involved the denationalization of urban and inter-
urban bus services and the railway system (as well as
the ports and civil aviation}. In United States, the rail-
way system was never in State hands (except for a short
time during the rescue operation for the Penn Central
Railroad) and neither were the inter-urban buses,
although the urban bus services continue to belong to
the government sector in many cases.

Road freight transport in Britain had already
been fairly extensively deregulated in 1968 by a So-
cialist government, but the first decisive step towards

3 Button mentions that one consequence of deregulation of civil
aviation was the lowering of fares on main routes but their in-
crease on lower-volume routes where there was no competition.
In other words, in practice the full validity of the theory of
contestable markets still remains to be seen in some cases.
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general deregulation was only taken in 1980, with the
adoption of an Act which liberalized non-urban bus
transport and promoted the privatization of the public
operating companies in that field. In the mid-1980s,
comparable measures were taken with respect to ur-
ban bus transport outside London. In London, the bus
companies were privatized, but rather than liberaliz-
ing supply, a regulated scheme was introduced which
included the award of bus routes by tender. As far as
land transport is concerned, the process was com-
pleted with the privatization of the railways between
1994 and 1997,

The Labour government which took office in the
latter year has not shown any interest in re-national-
izing the railway system, although it does aim to
strengthen the regulation of the companies in that
field or to use the threat of greater regulation as a
means of promoting greater concern with the quality
of the services offered to the public or an increase
in investments (box 1). Nor does it envisage re-
nationalizing the bus sector, although it does aim to
regulate the services operated.

Box §

THE THREAT OF GREATER REGULATION AS
AN INCENTIVE FOR MORE COMPETYITIVE
BEHAVIQUR BY EXISTING COMPANIES
IN MONOPOLY MARKETS

The theory of contestable markets was developed
and applied in the context of the possible entry of
new competitors as an incentive for more competi-
tive behaviour by existing companies with monopoly
powers. The same behaviour can be induced, how-
ever, by the threat of greater regulation. Cases of the
latter type of reaction include the fares policy of the
North Eastern Railway in England last century, the
reduction in fares (after an increase which the Minis-
ter for the sector considered to be unjustified) de-
cided upon by the association of urban bus operators
in Santiago, Chile, in the early 1990s, and the invest-
ment policies of some of the recently privatized
British railway companies when the Labour govern-
ment took office in mid-1997.

4 Initially, it was also intended to deregulate bus transport in
London. Subsequently, however, there was an exchange of views
and reports on this matter between the Managing Director of the
State-owned London Transport company and the ECLAC Trans-
port Unit, which recommended that bus transport in big cities
like London should not be deregulated. It is not known up to
what point the ECLAC recommendations influenced this change
in policy.

5. Not much is happening in this respect in
other developed countries

In other European countries there seems to be a cer-
tain lack of interest in the logic behind the British
deregulation and privatization processes, although
these generally seem to have been successful, On the
European continent, greater importance is attached to
such matters as the integration of the transport sys-
tem, and it is considered that the global objectives of
the State in the field of transport can be achieved
more effectively if it is the State itself which operates
the system. With regard to ports, whereas in the
United Kingdom the financial results are taken as the
framework for analysis, on the other side of the
Channel greater attention is given to their contribu-
tion to the development of the areas in which they are
located. In the Continental European countries, the
changes which have taken place are due mainly to
decisions taken at a higher level, that is to say, at the
level of the European Union rather than that of the
governments of each country. There is a great deal of
discussion of the British and United States experi-
ence, but it has not influenced the policies of other
developed countries very much. '

A notable exception is New Zealand, where the
privatization and deregulation process displays many
similarities with Great Britain. Indeed, the same pri-
vate enterprises have even acquired concessions in
both countries in some cases: the United States com-
pany Wisconsin Central in rail freight transport, for
example, and the British firm Stagecoach in the field
of urban bus services,

6. In Latin America, deregulation began in Chile

In the mid-1970s, a thorough-going reform of the
economy was carried out in Chile which included
quite comprehensive liberalization of economic ac-
tivities, including transport. Road freight transport
was deregulated first, in 1975, through the applica-
tion of an anti-monopoly law (the previous govern-
ment had controlled not only entry into this area of
activity and the value of freight charges, but even the
importation of trucks, granting a virtual monopoly to
a Spanish make of truck). Later, between 1977 and
1979, the entry into and exit from inter-urban bus
transport was liberalized, together with the fares
charged. Subsequently, through a process which was
only completed in 1987, the same was done in the
case of urban bus transport (ECLAC, 1987).

THE EVGLUTION OF THE STATE'S ROLE IN THE REGULATION OF LAND TRANSPORT » JAN THOMSON
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The promoters of this Chilean deregulation
process were not, generally speaking, transport en-
gineers or professionals but general economists of
the Chicago school who usually tend to lump to-
gether many different sectors of the economy. On
one occasion, the Minister of Transport and Tele-
communications (a Chilean Air Force General),
tried to keep in being some guantitative regulations
on the fleet of buses operating in Santiago, but the
opposing opinion of the Minister of Finance (an
engineer who shared the neo-liberal economic
ideas of the Chicago school) prevailed (Thomson,
1992).

It should be noted that, as part of the deregula-
tion process in Chile, serious attempts were made to
maximize the efficiency of the market through, for
example, various measures designed to give bus us-
ers the necessary information for making a rational
choice between the different services offered, to de-
fend users’ rights, and to promote responsible con-
duct by the operating companies (through heavy
fines for the loss of baggage on inter-urban buses,
consideration of bus tickets as a legal contract
between the entrepreneur and the passenger, etc.).

The Chilean experience in deregulating transport
was quite heavily criticized in other countries of the

region, rightly in some cases and wrongly in others

(the fact that the reforms were introduced under a
military government doubtless increased the amount
of criticism). In freight transport, the Chilean reforms
did not result in a set of institutions very different
from those in othei’ countries of the region, but in
inter-urban passenger transport for a number of years
there were no other countries in the region which had
policies anything like those adopted by Chile or a
comparable situation. Although criticized abroad, es-
pecially by entrepreneurs in countries where they
were still benefited by the existing regulations, there
is little doubt that the new Chilean policy was gener-
ally speaking a success, leading to highly competitive
and efficient services. The bus companies make a
profit and the nsers can choose between different quali-
ties of service (mostly very good), at fares which also
vary but are generally below those charged in other
countries analysed by ECLAC in the early years of the
present decade (ECLAC, 1991).

It may also be considered that deregulation has
likewise been a success in almost all Chilean cities,
although in the biggest urban centres, especially San-
tiago, it led to a number of problems connected with
levels of fares, congestion and air pollution. On the

positive side, the coverage of the services has notably
improved. The reasons why deregulation has not
been so successful in the larger cities have been ana-
lysed by ECLAC elsewhere (see, for example, Thom-
son, 1993). Although in the 1990s the government
introduced regulations in Santiago which are consid-
erably different from those existing fifteen years ear-
lier, it is significant that no major changes have been
made in the economic rules governing inter-urban
passenger transport or urban transport in other cities.

7.  Deregulation has crossed frontiers, but not
many of them

The only other country which has adopted a deregu-
lation scheme as comprehensive as that of Chile is
Peru, where in fact the measures were of even greater
scope, since authorization was given for the importa-
tion of uwsed vehicles, many of which, brought from
Asian countries, were acquired by small entrepre-
neurs and placed in service in Lima or other cities.
Moreover, the use for purposes of collective transport
of vehicles half way in size between a private car and
a small bus, which is prohibited in Chile, is not sub-
Ject to any such restrictions in Peru, where there has
been a proliferation of such vehicles, known as Com-
bis (after the passenger van made by Volkswagen).

Legislative Decree No. 640 of 25 June 199],
which eliminated “all administrative and legal obsta-
cles impeding the free access of new concession-
aires” was applied to inter-urban transport, but on
some routes insufficient checks on the mechanical
condition of the vehicles or shortcomings in the
safety regulations led in 1997 to the decision to tem-
porarily freeze the number of vehicles. Later in the
same year, a draft Supreme Decree included among
its preambular paragraphs the statement that “inter-
provincial bus passenger transport is in a state or
emergency” because of the high indices of accidents
and other factors (CIDATT, 1997). The new draft pro-
poses the restoration of a system of concessions.

In Lima, the individual municipalities grant con-
cessions for the operation of bus services, but not
with any intention of limiting the number of vehicles.
In any case, many vehicles operate without the corre-
sponding concession, It is estimated that in mid-1997
some 55,000 collective transport vehicles were oper-
ating in Metropolitan Lima. There is already a great
deal of interest at both the metropolitan and munici-
pal level in the possibility of reordering and rational-
izing the network of collective transport routes.
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TABLE 3

Argentina: Some indicators of inter-urban
bus transport before and after deregulation
of the services, 1990-1995

Number Number of  Average  Coefficient
Year of buses in age of of
companies*  service fleet occupation
1990 152 2597 58 nd.
1991 158 2597 5.6 0.70
1992 160 2 844 53 0.62
1993 164 2934 5.1 0.54
1994 165 3278 4.4 0.50
1995 17t 3695 42 0.38

Source: Compendio estadfstico del transporte en la Argentina.
Ministry of Public Works and Transport, Buenos Aires, 1996,

* Only a marginal increase in the number of companies was possi-
ble, because of the features of the type of deregulation adopted.

In Argentina, inter-provincial bus transport was
deregulated in 1992, with results which were not
evaluated in a general manner until late 1997, The
operating companies complain of low profits, but us-
ers may well be satisfied with the new situation. As
often happens when a bus transport service is deregu-
lated, supply has increased more than demand, and
coefficients of seat occupation have gone down
{table 3). As long as the situation thus created does
not lead to severe imbalances, it will doubtless be
preferred by users to the previous situation.

This state of affairs can only last if operating
costs have gone down since the application of the
regulations, thus allowing the companies to obtain
adequate profits at lower rates of occupation than
before, or if the previous profits had been exces-

sively high. In Argentina, there have still not been
any important changes in terms of regulation of
urban collective transport, regardless of whether it
comes under federal, provincial or municipal juris-
diction.

In Bolivia, inter-urban bus transport has been
deregulated and there has been a significant easing of
the regulations regarding urban transport. In Latin
America, as in Europe, however, cases of deregula-
tion are still the exception rather than the rule.
Chileans sometimes style themselves “the English-
men of Latin America”, and in view of the fact that
the deregulation of transport in both Chile and Great
Britain has aroused relative skepticism in many other
Latin American countries and in Continental Europe,
respectively, perhaps they are right,

8. Privatization is moving forward faster than
deregulation :

The progress made in many Latin American coun-
tries in the privatization of transport services has
been more notable than in the case of deregulation.
At the end of the twentieth century, the only national
railway systems in the region which will still be in
the hands of the State are likely to be those of coun- -
tries where this means of transport is of little relative
importance, such as Paragnay and Venezuela (leav-
ing aside the special case of Cuba). The only urban
or inter-urban buses that will remain in public hands
are likely to be those of some Brazilian cities, some
trolleybuses in Argentina and Ecuador, the Metrobus
system in Caracas, and some municipal buses in
Quito (once again leaving aside the special case of
Cuba).
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The economic regulation of transport

in the present circumstances

It is increasingly frequent nowadays to meet with two
situations in terms of transport; private enterprises
resulting from the sale or concession of public enter-
prises which previously controlled a transport market
(case A), and subsectors of the transport area where
the regulations previously applied to private opera-
tors have been eliminated or are considered to be
excessively restrictive and are on the point of being
reformed (case B). The problems of regulation are
not the same in both these cases.

1. Case A

a) Companies with some monopoly powers

In case A, the private enterprises thus formed are
usually operating in a market where they have some
monopoly powers. It is therefore desirable to adopt
some specific legal instruments to ensure that they do
not exploit those powers for their own benefit against
the interests of the community. For example, the ma-
nipulation of its own freight rates could enable a rail-
way company to internalize for itself an excessively
high proportion of the surpluses of its captive clients.
The same could occur in the case of a highway
whose management is entrusted under a concession
to a private company which is allowed to collect tolls.

Save in exceptional cases, the monopoly power
of a transport company is far from being complete,
because of the existence of other transport options
which may be less attractive for the client (such as
trucks, which are an alternative to trains, or alterna-
tive routes to a highway which has been granted in
concession). Although trucks can also transport bulky
products such as minerals, however, they would only
do so at a higher cost, while alternative routes are
rarely attractive options.

Perhaps the State does not always need to worry
too much about the distribution of profits between,
say, a railway company and a mining firm.> High
freight charges may adversely affect economic pro-
gress, however, and not merely influence the distribu-
tion of the fruits of that progress among the companies

involved. Thus, for example, charging freight rates
much higher than the marginal costs could discour-
age investments in new mines which would be made
if the freight rates offered were more reasonable.

A monopolistic enterprise (the railway, in ‘our
example) might charge lower freight rates to new cli-
ents, which would give rise to accusations of dis-
criminatory treatment, as well as discouraging new
investments by its traditional client.

The latter company could solve its problem by
obtaining the concession to operate the railway from
the government in the corresponding tender process
or obtaining it subsequently from whoever won the
concession, If it did this, it would lower the freight
rates it charged itself and raise them for its competi-
tors, with the opposite results to those described in
the previous paragraph. ‘

At all events, charging high freight rates to
maximize the income of the railway company could
divert part of the traffic to the highways, with social
costs which might be considerable in terms of i) an
increase in traffic accidents, ii) damage to the road
surface due to the high axle loads of the trucks, and
iii) delays caused to the occupants of light vehicles
stuck behind slow-moving trucks on the roads
serving mining areas.

b} Regulation of companies enjoying some monop-

oly powers

In some cases, it would be desirable for govern-
ments to retain some rights to intervene in the freight
rates charged, perhaps by ensuring that they maintain
a reasonable relationship with the corresponding
marginal costs, it order to ensure non-discriminatory
treatment of clients and to keep the profitability of
the railway company within reasonable limits.

It may be noted that a mining client may depend on a railway
company for the transport of its products, or the opposite may be
the case if mineral traffic is of prime importance for the railway.
An interesting example of this is the CentroMin mining complex
in the Central Highlands of Peru and the Ferrocarril Central,
both of which are State enterprises in the course of privatization.
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In case A, the general, anti-monopoly and other
legal regulations are not sufficient, among other rea-
sons because of the confidential nature of commer-
cial contracts (one client cannot know how much
another is being charged). In concession contracts it
is necessary to ensure that the monopoly enterprise
does not take advantage of this status and also has
incentives to improve the quality of the services
offered and reduce their cost,

In the United States, this problem is solved basi-
cally by defining a reasonable rate of profit for the
monopoly enterprise. The principle preferred in the
United Kingdom is to set the rates that the company
1s authorized to charge for a period of five years,
expressed in the form of a number of percentage
points above or below the consumer price index
(Powell, 1992). Both systems have their advantages
and disadvantages. The United States system makes
it possible to ensure interest by investors and to
maintain profitability even when there are unex-
pected fluctuations in the cost of inputs, but if the
profitability allowed is set somewhat higher than the
market levels, this could encourage the companies to
make unnecessary investments simply in order to
maximize the yield on their capital. Under the British
system, the companies would have more incentive to
reduce their costs, but sometimes it is not easy to
define the adjustments authorized in their scales of
charges,

c)  Privatization of rail services in Britain; the role
of the leasing companies

In the particular case of the British railway sys-
tem, the privatization system separates the admini-
stration of the permanent way from the operation of
the trains. A natural monopoly company, Railtrack,
administers the permanent way, while more than 20
other companies operate the trains in different sectors
of the system. The authority responsible for reguiat-
ing the railways (the Rail Regulator) requires Rail-
track to reduce its charges by 2% per year in real
terms, in view of the possible savings in maintenance
costs. Variations in the passenger fares charged by
the monopoly operating companies, especially those
providing urban or suburban services, are also sub-
Ject to real maximum values (Glover, 1996).

The British rail privatization system includes
various mechanisms for ensuring a suitable level of
competition and incentives for the provision of serv-
ices of satisfactory quality. Thus, for example, the
concessions for the passenger services last for be-

tween 7 and 15 years, after which they are put up for
tender again, Some operating companies are negoti-
ating longer concessions in return for additional in-
vestments over and above those provided for in the
contracts. A particular feature of the British railway
privatization system is that the operating companies
are not obliged to acquire their own equipment; in-
itially, the whole of the rolling stock was in the hands
of leasing companies (likewise privatized). There is
also the option of acquiring new equipment through
one of the leasing companies, of which there are three.
Some operators prefer to acquire their new equip-
ment from such companies, whereas others purchase
it directly, or else through their parent companies.

2. CaseB

a) The problems of a deregulated market

In case B the potential monopoly could also be a
problem. In inter-urban passenger transport, for ex-
ample, a company which already dominates the mar-
ket could try to wipe out other competitors with
smaller financial capacity by charging very low fares
until it forces them to withdraw from the market,
Situations of this type have occurred in Chile in the
bus transport market and in civil aviation and have
been taken to the courts. At the international level,
similar actions taken by Pan American and British
Airways effectively wiped out the commercial threat
presented by the incipient Laker airtine.

Big firms could also defend themselves against
competition in other ways: for example, by building
their own terminal and leaving the terminal used by
the other companies, or making their services always
leave a few minutes earlier than the others (there
have also been occasions when the windshields or
tyres of vehicles belonging to new competitors have
been mysteriously broken).

In some cases there could be a monopolistic un-
ion through agreements between operating compa-
nies to control fares or restrict supply. N ormally, such
agreements do not take the form of written docu-
ments and it is hard to prove their existence. It is
almost certain, however, that in Santiago, Chile, in
the 1980s and in Lima ten years later, the collective
transport operators came to agreements for a coordi-
nated rise in fares.

Especially in the case of urban public transport,
deregulation could also lead to oversupply by en-
couraging an excessive entry of new operators be-
cause they do not need to pay the marginal social
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costs that they cause.® These costs are connected with
traffic congestion, air pollution and accidents. Some-
thing similar takes place in the case of road transport
of goods: the taxes usually charged do not cover the
corresponding road maintenance costs in the case of
vehicles with high axle loading.

In case B, the market would appear to be poten-
tially open because of the lack of obvious barriers to
the entry of new operators. However, a latent barrier
—such as the threat of a price war or something like
that- could effectively discourage the entry of new
companies.

In case A, a transport operator can discriminate
between different groups of clients, but this possibil-
ity is not usnally open to companies in case B.

b) Putting order in a deregulated market, without

going back to the past

There can be little' doubt that the regulations ap-
plied in the past reduced the commercial motivation
of entrepreneurs. The problem that must be faced now
in the field of transport is how to regnlate activities in
such a way as to ensure that the market is competitive
and that the social benefits exceed the social costs
caused, yet without strangling the greater efficiency that
privatization and deregulation are supposed to generate

and allowing the private firms to use all their initiative

to develop markets and reduce costs.

In deregulated markets, as already noted, a big
firm could try to dominate the market, or operators
could join together, either formally or informally, for
the same purpose. Anti-monopely laws can limit
such tendencies, although sometimes it is difficult to
prove the existence of monopolistic actions, espe-
cially if there is no written or recorded evidence of
the apparent concerted action of the operdting firms.’
When a dominant company tries to wipe out smaller
companies operating in the same market, the latter
may win in court, but only after they have been

6 The word “oversupply” is very freely used but is not very
clearly defined. With regard to deregulated markets, ECLAC uses
it in the sense of the supply generated when operators do not
have to pay the whole of the marginal social costs corresponding
to their actions,

7 If the users are few in number and well organized, they could
make investigations aimed at proving the existence of anti-
competitive practices which adversely affect their interests. Bus
passengers, however, are very numerous and are not usually
organized, although in some countries institutions have recently
been set up to defend consumers’ interests.

wiped out commercially (as occurred in the case of
Laker Airlines). One way of partly solving problems
of this type is to oblige the big company to pay com-
pensation which is higher than the damage suffered
by the companies affected by its actions, as is done in
the United States.

It often happens that a company temporarily
works at a loss in order to wipe out the competition
by such actions as reducing fares to levels below cost
and making its services leave a few minutes before
those of the rival company in order to take passen-
gers away from it, but once the competition has been
wiped out its raises the fares again, sometimes to
levels considerably higher than its costs. One way of
discouraging such practices is to require that any
change in fares, routes or frequencies must be an-
nounced well in advance. This would at least mean
that the company engaging in such practices would
have to keep on offering its special low fares for
some time after the withdrawal of its competitors. In
Great Britain, bus companies are required to inform
the authorities of modifications in their services at
least 42 days before pufting them into effect; the rea-
son for this is to give the authorities time to arrange
socially useful services (by granting subsidies) when
the market stops providing them and also to produce
timetables for the services, but it would aiso serve to
reduce the incidence of anti-competitive practices.

As already noted, in Santiago (Chile) the almost
complete economic deregulation of the public trans-
port system came to an end in the early 1990s, The
Ministry of Transport and Telecommunications de-
cided to identify the services that should be operated
and granted concessions for their operation, by ten-
der, to companies in the private sector, normally
made up of the members of bus owners’ associations
which had provided the services previously. Gener-
ally speaking, the experience in Santiago has been
quite successful (Thomson, 1995).

In Santiago, the maximum duration of the con-
cessions is seven years, after which each route is put
up for tender again. If the term of the concessions
were longer, the companies could construct their own
facilities for maintaining their vehicles, but this
would weaken the competitiveness of the market and
the companies would have fewer incentives to offer
good quality services to their clients, although if the
companies had their own workshops the buses would
probably be better maintained than if they used com-
mercial workshops, especially if each owner indi-
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vidually arranges the maintenance of his bus or buses
with the latter.

One way out of the controversy over the respec-
tive virtues of short or long terms for concessions
could be the establishment of leasing companies for
workshops, which would lease them to the compa-
nies holding concessions. As far as is known, this is
not done anywhere in the world; the case of the leas-
ing of railway rolling stock in Great Britain is no
different in principle, however, except that work-
shops are immovable pieces of real estate, while roll-
ing stock can be moved from one place to another.

The Santiago system of granting bus route con-
cessions by tender also solves the problem of the
probably excessive expansion of the number of vehi-
cles which tends to accompany the deregulation of
collective transport. The best solution would be to
charge each bus a toll which reflects the social costs
of the congestion, pollution and accidents caused by
its presence on the streets. Until a system of charges
to private vehicles for road use is adopted, however,
it would not be appropriate to think of applying it to
collective transport.

{Original: Spanish)
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