SOME RECENT THINKING ON
FREIGHT TRANSPORT PRICING
IN FRANCE AND SWITZERLAND

By Alain Rathery*

In his early article on the European Common transport policy [1], Denys Munby
was very critical of the proposals for detailed control of freight rates. At a time when
British policy was being liberalised it appeared that EEC policy, under the in-
fluence of French and German domestic policy, was going to be essentially restrictive
and controlled. It may be an appropriate tribute to Munby, therefore, to consider
some recent developments in thought on transport policy in Europe, particularly
as the conclusions now being reached appear to coincide closely with those argued
by Munby some 15 years ago.

In two recent studies (one conducted in France [2], the other in Switzerland [3])
on the general organisation of the transport system, the problem of freight transport
pricing is shown in a new light. Both these very recently published reports, produced
by expert commissions, were originally inspired by increasing dissatisfaction with
current transport policies, and particularly with the constantly heavier financial
commitments by governments to cover the deficits incurred by railways. As flagging
economic growth stretched the deficits to the limits of what the public purse could
bear, it was judged necessary in both France and Switzerland to do some careful
thinking on the organisation of the transport market in order to determine fresh
guidelines for transport policy during the coming years.

Here we will briefly review the main conclusions of these studies, with special
emphasis on the recommendations concerning transport pricing. These recommen-
dations run very much counter to the interventionist practices which have so far
been a feature of transport policy, and to the transport pricing principles adopted
by many countries.

FRANCE

The report of the Commission chaired by M. Guillaumat on guidelines for inland
transport policy [2], published in France in July 1978, reviews the whole inter-
urban transport market and tries to spell out clearly what it judges to be the funda-
mental question on how inter-city transport should be “‘managed” in future:
whether by “free economy”” principles or by central government controls.

* Administrator, European Conference of Ministers of Transport. Any views expressed in this paper
are the sole responsibility of the author; they do not necessarily reflect the views of the ECMT. The
author thanks G. Billet, Secretary General of the ECMT, and A. de Waele, Head of Division ECMT,
whose thoughtful suggestions greatly improved the paper. As ever, what errors remain are his own
responsibility.
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For nearly a century, French transport policy has relied on increasing State inter-
vention and has put faith in controls. Like most European governments in the early
1930s, the French Government, when confronted with the combination of the
depression, the growth of road transport, and the resulting financial difficulties for
the railways, responded through a policy of transport controls in its so-called trans-
port co-ordination measures. This interventionist bias was confirmed by the regula-
tions issued during the years immediately after the Second World War.

There has been some mitigation of this policy, notably with the institution of the
Common Market; but, despite repeated declarations of intent, the transport sector
still remains closely subject to government intervention. Forms of intervention in-
clude price controls on rail and road transport; regulation in other ways of policy
of the nationalised railways; strict control through a licensing system of the freedom
of operation of road transport; and the indirect channel of decisions on infrastructure
projects.

Freight transport pricing
Freight transport pricing has been closely controlled for all main modes.

Most kinds of road freight transport are subject to mandatory bracketed rates
for public haulage. As the scales have to be endorsed by the Minister of Trans-
port, he is able to control both the structure and the average level of road
transport charges. The Government also closely regulates road transport supply
by a transport quota and licensing system;

In rail transport, though the SNCF was able in 1962 to dispense to some extent
with the cross-subsidisation of freight rates, and so was better able to fix its
charges by reference to real costs on each route, rail charges still require govern-
ment endorsement. The Government has not hesitated to freeze these charges—
even if this meant awarding some financial compensation—to curb generally
rising price trends, or to juggle with transport charges so as to serve various
objectives of regional planning or social policy;

In inland waterway transport also there is a system of mandatory rates subject
to government approval. Furthermore, with the institution of the rota system,
shippers are not even free to choose their carriers.

The Guillaumat report considers that, since 1970, some of the basic interventionist
provisions introduced in this way have turned out to be quite inappropriate, and
indeed that they substantially account for the financial difficulties facing French
transport policy. In a keenly competitive environment, subject to market economy
principles and to the rules of competition, the report does not consider it possible to
keep an activity as vital as inland transport within an autarchic system of tight
controls, even though these have been eased to some extent. Users want freedom of
choice for their means of transport and free discussion of transport charges. Many
carriers blame the regulations for being restrictive and cumbersome. Others argue
that equalisation of liabilities, as advocated by the EEC, is making too little progress
and that the freedom given to own account transport is making it increasingly
difficult to manage the public transport service, subject as it is to non-commercial
obligations and to close supervision.

In consequence, the Commission chaired by M. Guillaumat comes out plainly
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in favour of a competitive system. It considers that competition plays an essential
role in striving for economic efficiency because, in the transport sector as elsewhere,
only the arbitration exercised by market forces can induce all modes to be competi-
tive and enable users to reap the benefit. Clearly, true competition means that
operators are not only obliged to balance their accounts but are free to decide on
the means of doing so. Freedom to determine prices obviously goes hand in hand
with a competitive system of this kind. In freight transport, if competition is to be
the rule, it must be based on tariff structures sufficiently diverse to reflect the
differences in carriers’ costs and in quality of service rendered to users. This implies
a wide degree of pricing freedom for transport modes so that they can adjust them-
selves to market conditions (subject of course to aggregate balance of their revenue
accounts).

In more practical terms, the implications of the Guillaumat Commission’s pro-
posals for transport pricing are as follows:

In the case of the railways, the action taken to enable the SNCF to graduate
its prices freely according to its true operating costs should run its full course
(i.e. government endorsement of tariffs should be abandoned, ad valorem rates
should be eliminated, and cross-subsidation should be kept to a minimum).
Apart from this, the Commission questions the desirability of special rates,
notably those based on regional planning considerations:

First, the effectiveness of these special rates is strongly disputed. As a general
rule, they are not considered to be a particularly strong inducement to de-
centralisation. This is not surprising in view of the small proportion (24 per
cent) of the value of common industrial products accounted for by transport.

Secondly, it is argued that such measures can conceivably produce the per-
verse effect that the less sophisticated activities are earmarked for the less
developed regions; this would entail closer specialisation with its attendant
risks in the event of a recession.

For the road transport industry, the proposals of the Guillaumat report would
mean the gradual abolition of mandatory rates by opening up the price
“bracket’’ (i.e. by raising the top rate without raising the minimum rate).

In this way, the authorities would hand back to transport operators the responsi-
bility that is normally theirs, namely, to determine the price of the services they
provide.

Harmonising terms of competition

However, in order that price competition may effectively help the market to
function more satisfactorily and not make the terms of competition worse than
before, it seems essential to Guillaumat that the Government should exert more
pressure in the sphere of working conditions and traffic safety, in view of the relative
backwardness of the road transport industry in these respects.

More generally, the Guillaumat Commission is well aware that the terms of
competition between transport modes and between operators need to be harmonised.
If there is to be an effective contribution to better functioning of the transport
market, a number of pre-conditions must be fulfilled, notably those enabling prices
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to be a true reflection of costs. Apart from the integration of external effects, these
pre-conditions include:

Unification of carriers® obligations to transport users

With the diversity of means of transport, there is no longer any justification for one
mode of freight traffic to be kept subject to general obligations on grounds of ““public
service”. In freight transport, therefore, the obligations of each mode should be
brought into line, and the SNCF should be entirely free to organise its freight traffic
as it sees fit.

Proper treatment of infrastructure costs

Within the transport sector, an integrated mode (rail) is in competition with modes
for which management of the infrastructure is divorced from transport management.
Pricing the use of infrastructures is thus a bridge which must be crossed if users are to
be correctly charged for the expenditure that the community incurs for their benefit.
This is an essential requirement if transport undertakings are to operate on a de-
centralised competitive basis. The principle of short-run marginal social cost pricing
has been accepted (in France this has involved, for road transport, the introduction
of an “axle tax”, and, for the railways, payment of government compensation for
track costs in respect of the proportion of fixed costs imputable to treight traffic). This
was an important methodological step forward, but it is still not enough to put the
terms of inter-modal competition on a firm and effective footing. This can only be
done by a pricing system which enables users of each category of infrastructure to be
charged the entire costs that this infrastructure entails for the community. In con-
trast to marginal social cost pricing, it is argued that “budget equilibrium” pricing,
coupled as it must be with tolls covering infrastructure fixed costs, has three main
merits:

It is an incentive to push all costs, especially the fixed ones, downwards and to
seek to improve network patterns.

It provides a less controversial basis for the costs to be imputed to users.

It provides a cash nexus for such requirements as users may specify.

General philosophy on freight transport

These principles obviously cannot be put into effect unreservedly. The Guillaumat
Commission, dealing as it does with many aspects of the transport market, not all of
them relevant to pricing or to the freight transport sector, admits that. However, the
general philosophy of this study, in its application to the operation of the freight
transport market and especially to pricing aspects, may be summarised as follows.
For freight transport, the role of the State is seen primarily as that of an arbitrator
who must ensure that the terms of competition are well harmonised and who exer-
cises control over external effects such as safety and the environment. One of the
ultimate aims of this deliberately non-interventionist line of action, at least as
regards the commercial function of transport undertakings, is to dispense with any
regulation of transport pricing. To this end, the aim must be to impute gradually to
users of each mode the full costs, including external costs incurred by the com-
munity on their behalf. In this connection an energy conservation policy, better
regional planning, and improved safety in the transport field may each be consistent
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with the working of the sector in accordance with market mechanisms. Indirect
inducements, notably tax incentives, are seen as much more effective in this field
than direct intervention or arbitrary allocation. If external effects are to be correctly
taken into account, careful consideration must be given, in particular, to the con-
sistency of the whole range of specific taxes imposed on road transport users, and
also to the structure of those taxes where they give too much weight to fixed com-
ponents and are not sufficiently geared to match transport operations actually per-
formed and their effects. If, in any event, considerations extraneous to transport did
constitute a good case for government aid to domestic users or to industrial, com-
mercial or agricultural undertakings, the social costs and benefits-of intervention
should be plainly quantified, and compensation given for the corresponding expendi-
ture in accordance with strictly defined procedures. But none of this would be any
reason for not choosing the most efficient solution: for a given standard of service,
the mode of transport chosen must be the cheapest.

SWITZERLAND

The general principles of the Guillaumat report are strikingly similar to those
adopted in the recent Swiss transport policy review, La Conception Globale Suisse des
Transports [3]. This study began in 1972; its purpose, like that of the Guillaumat
Commission, was to look carefully into transport policy in order to make it more
coherent and adjust the transport system to future requirements. The conclusions
arrived at, like the proposals of the Guillaumat Commission, are plainly inspired by
the desire to construct a general transport market wherein free market principles are
applicable to all concerned. This pointis all the more significant because Switzerland
is not a member of the Common Market and has accordingly not been influenced as
France has by EEC attitudes in favour of free competition in the transport sector.

Freedom and competition

The main thrust of the report on Swiss Overall Transport Strategy may be sum-
marised as follows. Starting from the basic economic principle that “a transport
system as a whole must achieve long-term financial equilibrium subject to compensa-
tion for services rendered for the benefit of the general economy at the instructions
of the government”, the Commission appointed to carry out this study considers
that the rules of the market should normally apply to the transport sector and users
should cover the costs incurred on their behalf. Direct government intervention is
then essentially limited to infrastructure. The only departure from this principle is
in cases where the services provided cater for loftier objectives. These services “for
the benefit of the general economy” (which, incidentally, would not be applicable
to wagon or train-load freight consignments) should be defined and subject to pay-
ment of compensation by government authorities. In contrast to present practice,
the only services deemed to be rendered “for the benefit of the general economy’’
would be those performed in accordance with obligations imposed by a political
authority after prior agreement with the transport operator regarding the amount
of compensation. These services should also be subject to periodical re-examination
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to see whether they were still necessary and, more especially, whether they were
being supplied by the most efficient mode.

There must be no privileged treatment for any mode within the “commercially
orientated” transport sector, and market conditions providing operators with the
fullest possible freedom must be established in that sector. Like the road transport
industry, the railways must have sole responsibility for the freight transport services
they supply and for the rates they charge, and deficit financing for freight transport
must eventually be abolished. It is considered essential that public transport under-
takings should not only supply their services at least cost, but also adjust themselves
to actual demand. This being so, they must be given the widest possible freedom in
the matter of freight transport, and government authorities must, in particular,
refrain as much as they can from exercising any influence over the supply of “com-
mercial’’ services, so that these transport operators may use every tool of competition
such as pricing, quality of service and innovation.

Government responsibility for infrastructure

Any terms of competition distorted in favour of a given mode should also be elimi-
nated. To ensure parity of treatment for all modes as regards infrastructure, the
State (i.e. the Swiss Federal Government) would supply the funds for all transport
infrastructure; it would be responsible for infrastructure planning, construction and
financing for all modes, including railways. As a counterpart, tolls would be charged
according to “intensity of usage”. It is argued that infrastructure pricing at marginal
costs, which at present runs into insuperable practical difficulties, could not lead to
optimal use of infrastructure unless the principle of marginal cost were also applied
to other sectors of the economy, and this is not so. In consequence, the Swiss Com-
mission proposed that the use of infrastructure be priced in such a way as to cover
long-term costs in full. The amounts collected in this way would be allocated partly
to a public transport fund and partly to a private transport fund. These two separate
funds for the financing of transport infrastructures are certainly the most distinctive
feature of the Swiss proposals as compared with the Guillaumat report, though
Guillamat does argue somewhat on the same lines by suggesting the institution of
“infrastructure management centres”. ,

Again, in order to avoid distortion of the terms of competition, the Swiss Overall
Transport Strategy report, like the French study, draws attention to the need:

(a) to eliminate the railways’ deficit on freight traffic account ;

(b) to comply with the regulations concerning working and safety conditions;

(c) to take into account external costs and benefits, notably environmental
effects. All such distorting factors which can be quantified and charged to
those responsible should be internalised.

CONCLUSIONS

The ideas in the reports of the Guillaumat Commission and the Swiss Overall
Transport Strategy study are not, properly speaking, new. The merit of both of these
studies is that they have openly stated certain propositions which many specialists
were already thinking but considered it impolitic to put in writing. The reports have
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shown that, in many cases, government regulations and measures were being con-
tinued solely to perpetuate the status quo and to block development or innovation,
even though the perfectly legitimate reasons for their original introduction had long
since ceased to exist. By demonstrating that the reintroduction of certain market
economy rules was not only possible but even socially desirable, these studies have
above all compelled political authorities and non-governmental bodies to ask them-
selves certain fundamental questions. Apart from their recommendations in the
transport field, these reports prompt the idea that broader methodological thinking
might be equally applied to other sectors of public activity, such as the postal ser-
vices, housing, urban planning, agriculture and education, where ‘it could well be
useful to know how to make optimum use, for the requirements of the community,
of that combination of competition and regulatory control that will ensure maximum
effectiveness in terms of clearly-defined objectives” [4].

In conclusion, however, it should not be forgotten that the Guillaumat report,
like the Swiss Overall Transport Strategy Study, deals with the overall organisation
of the transport system and tackles many aspects of the transport market, not all of
them coming under the heading of tariffs or freight transport. The measures
recommended by these studies are part of a general approach, and it would certainly
be dangerous to pick out individual recommendations from a coherent set of pro-
posals and separate them from their context. As C. Stoffaes has recently written [4],
it would be an over-simplification to reduce the conclusions of such studies “to a
flood of liberalism unleashed without restraint into an economic activity previously
in the tight jacket of regulatory constraints. The thoughts in them are, in reality, in-
spired by pragmatism and by a concern to shape the means to suit the end, without
complacency or false reasoning . . . If it was absolutely necessary to give these con-
clusions an ideological label then it should probably be neo-liberalism, in other
words the doctrine that has been growing up over the last few decades and which
strives to rise above ideological conflicts and to derive their respective benefits from
both sides, i.e. the mechanisms of competition and government planning and regu-
latory measures.”

The fact remains that the recommendations on tariffs for freight transport lead to
solutions with a strong flavour of liberalism, breaking away completely from the
state-control practice in force for many years in most countries and calling for
radical changes in the habits and approach of all operators in the transport market.!

This approach seems to set little store by the arguments which, for over forty
years in the case of France, have formed the basis of the largely interventionalist
policies framed for the transport sector.

It is difficult to believe, without directly challenging the capabilities of the initi-
ators of these policies, that the reasoning was completely irrational or, above all, that
it is now completely outdated. It is therefore in order to wonder about the real
feasibility, at the political level, of applying the recommendations that have been
considered here. Itis significant that the future possibilities set out in the Guillaumat
report relate to a fairly distant horizon. The study does no more than point to the

I U
It is strange that these reccommendations, designed to remedy the severe financial difficulties caused

by past transport policies, aggravated no doubt by the recent economic crisis, are based on precisely

that liberal philosophy which was rejected as a remedy for the economic depression of the thirties.
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existence of transitional problems. The task of finding solutions to these problems of
transition is left to the political powers-to-be and the balance of interests involved.
Doubts concerning both the intent and the will to implement the measures recently
recommended in France and Switzerland are strengthened by the fact that they
come at a time when, with economic difficulties building up in all sectors, requests
for intervention by the authorities are multiplying in accordance with an attitude
shaped by years of interventionism. These requests will certainly be particularly
clamorous in the transport sector, where much importance still attaches to the
“‘special aspects” argument (increasing efficiency, perishable nature of the supply,
facility and attraction of the trade, return loads, dispersion of operators, weakness
vis-a-vis shippers and transport agents, importance of safety and environmental
aspects, public service, etc.) recognised by the Treaty of Rome. This kind of opposi-
tion should hardly be a surprise. In fact it would simply be a salient manifestation of
an idea that is deeply anchored in people’s minds: that of the all-providing State,
the precise idea against which most of the proposals contained in both the Guillau-
mat report and the Swiss Overall Transport Strategy Study are aimed.
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