DEREGULATION OF RATES FOR
INTERNATIONAL ROAD HAULAGE
WITHIN THE EUROPEAN COMMUNITY

By Herbert Baum*

I. THE EXPERIMENT WITH “REFERENCE TARIFFS”

In the European Community of the six founder Member States the basic idea of
regulated and controlled competition in goods transport prevailed till the mid
seventies. The hypothesis was that the transport sector needed an administrative
market organisation to prevent undesirable consequences of free competition, such as
imbalances and instabilities. To a large extent, the regulatory management of the
European Community adapted the requests made by Member States (Bayliss, 1979).
Their requests for regulations varied, and still vary today, according to the differences
between countries in:

—interventionist traditions of national transport policy,

—views on the special position of the transport sector in the economic system,
—conditions of economic and transport geography,

—the size, structure and degree of concentration of the road haulage industry,
—the financial status of road haulage and the economic threat to the railways.

The most powerful influence was exercised by the dirigistic orientation of transport
policy in France and Germany; a certain liberal countervailing power was represented
by the Netherlands. In tariff policy, the regulatory philosophy of the European
Community found expression in the system of compulsory forked tariffs with a 23%
spread, introduced by Council Regulation (EEC) No. 1174/68 of 30 July 1968 for the
carriage of goods by road between Member States. That system was intended to
encourage integration of the Community in the transport sector by establishing a
single Community-wide transport market; to help to instil order into the transport
markets and to ensure the best use of the factors of production in the transport sector;
and to avoid cutthroat competition and abuse of a dominant market position, while
taking account of the economic circumstances of carriers.

In 1973 Denmark, Ireland and the United Kingdom joined the Community. All
three pursue a basically liberal transport policy, and therefore rejected the compulsory

* Seminar fiir Wirtschafts- und Finanzpolitik, Ruhr-Universitdt Bochum.
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tariff system. From that time the Commission of the European Communities began to
modify its position on organisation of the market. The fear of a possible market failure
became less pertinent. Instead, prominence was given to the objectives of securing
optimum supply in the market and making the structure of the transport industry
more flexible; and it was thought that those objectives would be reached by liberalised
competition more easily than under a regulatory regime. This conviction was
supported by international experiences of deregulation, which showed that a system of
free competition had more benefits than drawbacks (Nelson, 1980; Kritz, 1976;
Bayliss, 1973; Foster Committee, 1979).

Efficient transport undertakings continued to exist in adequate numbers and to
compete with one another.

The transport market showed no tendency to concentration and cartelisation.

There was no development of cutthroat competition between modes or
between undertakings in any one mode.

The dynamic element of competition (improvement in quality and produc-
tivity) is invariably stronger in deregulated markets.

Co-operation between transport modes in intermodal journeys was improved.

The value-of-service principle in pricing policy was less dominant. Instead,
prices were related more closely to costs, and thus to the relative efficiency of the
different modes.

Internal subsidisation of railways was lessened by deregulation.

Free competition did not lead to instability of prices or to an increase in the
price level.

Services provided in isolated, especially rural, areas did not deteriorate.

Safety in road transport did not suffer under free competition.

The trend of the EC Commission towards liberalisation resulted in an important
step in deregulation in the price sector: Council Regulation (EEC) No. 2831/77 of 12
December 1977 (Amtsblatt der Europdischen Gemeinschaften, 1977) gave the
Member States the option of switching over to a system of non-binding reference
tariffs for the cross-frontier carriage of goods by road, in place of the compulsory
forked tariff system which had been in force till then. As is shown by the proportion of
cross-frontier traffic in the total volume of road haulage in the various countries
(Table 1),' this liberalisation measure, in absolute terms, affects only a relatively small
volume of transport among the EC Member States. Its significance lies rather in its
“quality” as a political step towards a more liberal market with free price competition
on the basis of certain guidance data. The experience gained by undertakings
competing freely in a strictly limited market segment could lead to spillovers to
markets that are traditionally subject to regulation.

The Member States have now made their choice. Haulage operations between the
six founder Member States are still governed by the system of compulsory forked
tariffs. However, since 1 April 1980 the reference tariff system has applied to haulage
operations between the original six Member States and the three newcomers. This

! Statistics of cross-frontier carriage of goods to and from Italy, the United Kingdom, Ireland and
Denmark are not available.
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TABLE 1
Percentage of Cross-Frontier Carriage of Goods by Road in Total Traffic by Road

To Other

From FRG France Italy Netherlands  Belgium Luxembourg Countries

% % % % % % %
FRG X 0.29 0.18 0.65 0.39 a 1.10
France 0.82 X 0.27 0.17 0.92 a 041
Italy a a X a a a a
Netherlands 3.36 0.88 0.24 X 2.50 a 0.55
Belgium 1.92 3.34 0.19 2.84 X a 0.33
Luxembourg 5.79 a a @ a X a

2 No data available.
Source: Statistical Office of the European Communities, Statistical Yearbook. Transport,
Communications, Tourism 1978—1979. Luxembourg, 1981, pp. 56/58.

hybrid system is purely provisional and is to apply only till 31 December 1983 in the
first instance. The Council of Ministers, acting on a Commission proposal drawn up
after consulting the Road Haulage Tariff Committee, must decide what system is to be
used to establish transport rates and conditions in future.

Before the reference tariff system was introduced, a study was made to assess its
chances of success in the light of the objectives of the organisation of the
Community’s transport market (Willeke et al., 1981). However, the generally
optimistic conclusions were based solely on data obtained under the original forked
tariff system and on the rates actually charged in the market before the reference tariff
system was introduced. Figures are now available showing price trends since the
recommended rates were published. This paper analyses the experience gained to date
with a view to assessing the effectiveness of the reference tariff system. The central
questions are:

(1) Does the compulsory tariff system still suffer from the same weaknesses and,
therefore, still justify the call for deregulation?

(2) Do the reference tariffs satisfy the criteria laid down in the Council
Regulation (that is, are they in line with market conditions, and do they allow
carriers’ costs to be covered, ensure adequate market transparency, and
serve as an indicator for pricing decisions)?

(3) Does the procedure for adapting the reference tariffs to changes in the
general economic situation meet the criteria of an efficient system of
rate-formation?

The Commission has rightly stressed that it is still too early for any final judgement
(Kommission der Européischen Gemeinschaften, 1981). A complication is that data
are available for only a limited number of routes. Nevertheless, this is an initial
attempt to assess the effect of the system after two years’ application in practice.
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II. THE SYSTEM OF COMPULSORY FORKED TARIFFS

1. Tariff regulations

The system of compulsory forked tariffs introduced by Regulation (EEC) No.
1174/68 has applied to the carriage of goods by road between Member States since
1972. The main requirements are as follows:

(1) The tariffs are to be fixed and amended by bilateral agreement between the
Member States directly concerned.
(2) The tariffs fixed are to be forked tariffs, with a fork spread of 23% of the
maximum rate.
(3) Special agreements may be concluded at rates outside the tariff limits, if:
—circumstances exist which were not taken into account when the tariffs were
fixed; ,
—exceptionally high technical costs for specific types of haulage warrant a
special agreement at a rate above the upper limit;
—not less than 500 tonnes are to be carried at the special lower rate within
any three-month period;
—the special agreement will maintain or increase the carrier’s trading returns
(Amtsblatt, 1970).

Though the introduction of the system of compulsory forked tariffs allowed some
scope for price competition, critical comments (Munby, 1962) show that, in view of
the relatively narrow limits of the compulsory forked tariffs, economic misallocations
may occur:

(1) The system of compulsory forked tariffs represents a rigid straitjacket for
transport undertakings. A flexible price policy correlated to demand, cost
and competition is hardly possible.

(2) Welfare losses and arbitrary profit transfers will be the result if the costs of
transport undertakings differ and the undertaking with lower costs is unable
to pass its relative advantages on to the customer by quoting lower prices.
Social losses will also occur where potential customers are discouraged
because prices cannot fall to the level of costs.

(3) This will lead to distortion of competition between traders on own account
and public carriers. Where transport on own account can be offered at a
lower price it will be preferred to public carriers. If the public carrier is forced
by the system of compulsory forked tariffs to offer his services at prices that
are lower than the costs of transport on own account, he will get the
transport order. The operator on own account will therefore “cream the
traffic”. The greater risks, and therefore the declining volume of transport,
handled by the public carrier will lead to an increase in his unit costs, and it
will therefore be more difficult for him to make attractive offers. In this way
the public carrier is caught in a vicious circle.

(4) Since the minimum rates are known, customers are aware of the extent to
which they may put pressure on the prices of transport undertakings. Seen
from this angle, the shippers’ power may cause a gravitation of prices to the
lower end of the forked tariff.
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(5) The restriction on competition will make traders less willing to adjust to
structural changes. This means in particular that they will continue to make
economically unattractive offers of transport services and that they will be
reluctant to develop and offer new types of services.

Apart from these basic objections to a system of compulsory bracket tariffs,
the system, as it has been applied in the European Community since 1972, has further
shortcomings, which will be described in the remainder of this section.

2. Special agreements and utilisation of the fork spread

Special agreements are the tariff system’s built-in “escape valve”, to ensure that
market rates can be charged at all times, even if they lie outside the forks.

Since 1972 there has been a distinct decline in the proportion of operations carried
out under special agreements; this has been matched by a corresponding increase in
the proportion performed at rates within the forks (see Table 2). The proportion of
international road haulage operations covered by special agreements varies from one
link to another. It is highest on those with the highest bilateral tariffs; for example, on
the links connecting Germany with the Netherlands, Germany with Belgium, and
Germany with Luxemburg. One particularly striking point is that Italian carriers have
not once had recourse to special agreements during this period. The Italian
Government’s explanation is that Italian carriers have managed to avoid special
agreements by applying the discount provisions? laid down in the tariff system.
However, the validity of this explanation is open to question: one suspects that rebates
have been granted regardless of whether or not the conditions for special agreements
were satisfied. '
~ The reason for this decline in the proportion of special agreements is that rising
costs have forced operators to perform an increasing proportion of their operations at
the fork rates. That is clear from the developments in the average rate charged for
those operations carried out within the forks (see Table 3), which has increased
steadily as special agreements have progressively declined in importance.

Till 1977 the tendency to exploit the lower limit gradually died down, only to pick
up again slightly in 1978, under the impact of the tariff increases made then. On the
whole the average rates lie in the lower half of the 23% fork spread, though with a few
exceptions they are over 80% of the maximum. Also, competent circles of the
administration assume that the reason for the tendency of prices to decline to the
lower limit of the fork is that the tariff rates have been fixed so high that even if the
rates actually charged remain below them satisfactory results can still be reached
(Storsberg, 1974). It is clear from Table 3 that the average rate overstepped the upper
fork limits on certain links; that is the market price had a more decisive impact on the
rates than any mandatory upper limit imposed by the authorities.

On deregulation, two specific conclusions can be drawn from the trends in the
proportion of special agreements and in the exploitation of the fork limits. Firstly, since
there is no sign that market rates have clung to the lower limit or that wider use has

2 Discounts may be granted to consignors who undertake to entrust a carrier with a specific volume
of goods within a period of 90 consecutive days.
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TABLE

Transport within the Forked Tariffs and

1.1.72-30.6.72 1.7.72-31.12.72 1.1.73-30.6.73 1.7.73-31.12.73
Transport Direction
(Carrier’s Nationality) a b a b a b a b
% % % % % % % %

Benelux
—Belgian 98.6 1.4 98.1 1.9 97.6 2.4 97.1 2.9
—Luxemburg 69.9 5.0 69.4 5.0 97.0 3.0 98.6 1.4
—Dutch 100.0 — 100.0 —_ 100.0 — 100.0 —
Germany/Belgium
—German 75.0 25.0 67.6 324 70.0 30.0 68.5 31.5
—Belgian 87.1 12.9 87.5 12.5 92.2 7.8 92.4 7.6
Germany/France
—German 87.8 12.2 86.4 13.6 85.8 14.2 86.8 13.2
—French 74.5 15.0 71.2 22.8 88.8 11.2 87.3 12.7
Germany/Italy
—~German 92.5 7. 99.5 0.5 99.0 1. 99.0 1.0
—French 100.0 — 100.0 — 100.0 — 100.0
Germany/Luxemburg
—German 53.2 46.8 60.1 39.9 50.3 49.7 69.3 30.7
—Luxemburg 86.2 4.8 80.9 10.1 92.7 73 92.0 8.0
Germany/Netherlands
—German 69.9 30.1 65.6 344 63.4 36.6 65.9 34.1
—Dutch 70.0 30.0 64.3 35.7 67.6 32.0 71.0 29.0
Belgium/France
—Belgian 94.1 5.9 91.2 8.8 95.0 5.0 84.5 15.5
—French 79.5 23.0 70.0 30.0 78.2 21.8 81.0 19.0
Belgium/Italy
—Belgian 100.0 — 100.0 — 100.0 — 99.4 0.6
—Italian 100.0 — 100.0 — 100.0 — 100.0 —
France/Italy
~French 76.5 9.0 86.0 14.0 90.6 9.5 93.6 6.4
—Italian 100.0 — 100.0 — 100.0 — 100.0 —
France/Luxemburg
—French 78.0 14.0 68.0 320 88.1 11.9 96.5 35
—Luxemburg 90.0 ? 90.0 — 100.0 — 99.0 1.0
France/Netherlands
—French 71.5 17.0 81.4 18.6 87.4 12.7 88.7 11.3
—Dutch 70.0 30.0 70.0 30.0 72.0 28.0 73.0 27.0
Italy/Luxemburg
—Italian 100.0 — 100.0 — 100.0 — 100.0 —
—Luxemburg 86.1 ? 85.8 ? 100.0 — 100.0 —
Italy/Netherlands
—Italian 100.0 — 100:0 — 100.0 — 100.0 —
—Dutch 100.0 — 100.0 — 100.0 — 100.0 —

a = Within the forked tariffs.
b = With special agreements.

? = no data available.
— = no transport.



INTERNATIONAL ROAD HAULAGE RATES IN THE EEC Herbert Baum

2
with Special Agreements, 1972 to 1979

1974 1975 1976 1977 1978 1979
a b a b a b a b a b a b
% % % % % % % % % % % %
97.8 2.2 97.8 2.2 99.5 0.5 98.8 ? — ? — ?
90.8 9.2 93.8 6.2 97.5 5.0 98.4 3.3 99.8 2.1
100.0 — 100.0 — 100.0 —_ 100.0 — 100.0 — 100.0 —
72.6 27.4 80.3 19.7 83.9 16.1 85.0 15.0 88.1 11.9 90.6 9.4
87.8 12.2 92.6 7.4 96.3 3.7 94.0 6.0 94.0 6.0 ' 92.6 7.4
87.7 12.3 89.5 10.5 91.4 8.6 90.8 9.2 92.9 7.1 96.7 33
90.2 9.8 91.8 8.2 94.0 6.0 95.1 4.9 97.2 2.8 98.0 2.0
99.0 1.0 99.5 0.5 99.5 0.5 100.0 — 100.0 —_ 100.0 —
100.0 — 100.0 — 100.0 — 100.0 — 100.0 — 100.0 —
89.4 10.6 90.5 9.5 78.5 21.5 78.7 21.3 90.9 9.1 92.6 7.4
94.3 5.7 93.8 6.1 96.2 3.8 97.9 2.1 97.6 2.4
68.7 31.3 75.7 24.3 78.1 21.9 82.0 18.0 859 14.1 89.2 10.8
77.0 23.0 83.0 17.0 87.0 13.0 91.0 9.0 93.0 7.0 97.0 3.0
85.1 14.9 90.6 9.4 93.1 6.9 93.0 7.0 94.0 6.0 93.5 6.5
87.1 12.9 87.3 12.7 90.0 10.0 93.6 6.4 97.5 2.5 98.3 1.7

98.9 1.1 94.6 5.4 97.4 2.6 98.0 2.0 97.0 3.0 94.6 5.4
100.0 — 100.0 — 100.0 — 100.0 — 100.0 — 100.0 —

95.0 5.0 96.0 4.0 98.1 1.9 97.7 2.3 98.7 1.3 98.9 1.1
100.0 — 100.0 — 100.0 — 100.0 — 100.0 — 100.0 —

98.0 2.0 98.5 1.5 98.3 L7 995 0.5 99.5 0.5 99.5 0.5
100.0 — 100.0 — 100.0 —  100.0 — 100.0 — 100.0 —

90.8 9.1 96.9 3.1 95.0 5.0 5.2 97.1 2.9 97.6 2.4
78.0 220 83.0 17.0 850 15.0 87.0 13.0 840 16.0 100.0 —

100.0 — 100.0 — 100.0 — 100.0 — 100.0 — 100.0 —
100.0 — 100.0 — 100.0 — 100.0 — 100.0 — 100.0 —
100.0 — 100.0 — 100.0 — 100.0 — 100.0 — 100.0 —
100.0 — 100.0 — 100.0 —

Source: Based on data from EEC Commission, in: Kommission der Europdischen
Gemeinschaften (Tarifausschuss Strasse): Berichte iiber die Entwicklung der Beforderungs-
entgelte und -bedingungen im Giiterfernverkehr zwischen den Mitgliedstaaten. Brussels.
continuous volumes.
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been made of special agreements, the frequent claims that liberalisation of the market
leads to cut-throat competition or to dominance by consignors are unfounded. Nor is
there any clear pressure towards the upper limit; this therefore invalidates the
argument that carriers might abuse the rates. On the other hand, the compulsory fork
tariff system does not leave enough room for market forces to come into play. The
first tariffs set were far higher than the actual market rates; consequently a relatively
high proportion of haulage operations were carried out at rates outside the forks,
whether legally or illegally. In time, as the market rates steadily rose but the tariffs
remained the same, the market rates gradually came more closely into line with the
published tariffs. Then, in 1978 and 1979, the tariffs were eventually exceeded,
because the system was not flexible enough to adapt, and there was no other way of
charging rates which covered the increased costs.

3. Distortion of competition through fluctuations in the rate of exchange

One result of the 1973 decision to float the European currencies is that the two
scales of freight rates set up under each bilateral tariff system—one in each of the two
national currencies concerned—have gradually drifted apart since the compulsory
tariffs were introduced. The fork spread has not been held at the uniform 23% called
for by the Regulation, but has widened to as much as 60% in some cases
(Kommission der Europidischen Gemeinschaften, 1973). Bilateral tariffs gave the
consignors an opportunity to profit by paying in the weaker currency. As throughout
the 1970s all the other currencies concerned were falling against the German mark,
the fork spread could be stretched by calculating the freight rates in the other currency
rather than in DM. To counteract this, some governments raised their rates, in their
own national currencies, for services to and from Germany. For example: (1) the
German-Italian tariffs expressed in lire were increased by 30% in October 1975; (2)
the German-French tariffs expressed in French francs were increased by 6.5% in July
1976; (3) the German-Italian tariffs expressed in lire were increased by a further
62.2% in June 1977 (Lucan, 1978). However, those increases were not enough to
restore the exchange parity to what it had been when the tariffs were introduced. Rates
derived from the tariffs expressed in the relevant foreign currency, taking into account
the entire 23% range, gave the following lower limits, converted to DM at the
exchange rate of early 1978:

German/Netherlands tariff: 28.4%
German-Luxemburg tariff: 31.8%
German-French tariff: 53.1%
German-Belgian tariff: 31.8%
German-Italian tariff: 32.8% (Lucan, 1978).

This widening of the fork spread as a result of shifts in the exchange parity gave the
carriers more room for manoeuvre when fixing their rates, with the result that
differences in their basic competitive positions affected the rates actually charged in
the market. This ran counter to the EEC’s efforts to stabilise the market as part of its
transport policy. Of course the introduction of the European Monetary System at the
start of 1979 has eased the situation; but, in principle, the problem will remain while
there is the possibility of fluctuations in exchange rates, or if EC Member States break
out of the “snake” and/or do not participate in it.
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4, Differences between countries in the conditions of competition

Repeated attempts have been made to establish compulsory tariffs for the carriage
of goods to and from the new Member States, but all to no avail, mainly because it
was impossible to come up with a tariff for operations including a sea crossing—for
example, roll-on/roll-off services—which did not conflict with the principle of free
fixing of maritime freight rates. Constructing a compulsory tariff system for physical
distribution services provided by more than one mode of transport has also posed
problems. To make matters worse, the lower fork limit depends on the carriers’
general running costs, which diverge sharply from one Member State to another. As
long ago as 1973 the Road Haulage Tariff Committee wondered whether, for markets
where some of the key factors affecting the services were determined at the national
level and varied accordingly, there was any point in fixing uniform tariff systems until
a genuine economic and monetary union had been achieved (Komission, 1973).

In any case, the new Member States, with their liberal ideas on transport policy,
were not convinced that compulsory tariffs were the right answer for international
road haulage; their allocative efficiency was too low, and too much bureaucracy was
involved.

The varying degrees of determination with which the authorities monitor the tariffs
also plays its part. Monitoring is non-existent in three Member States: Italy pleads
lack of staff, Luxemburg claims that it is not worth monitoring such a small volume of
traffic, and the Netherlands authorities are more interested in monitoring the social
provisions in force. The other Member States are also hampered by understaffing and
lack of facilities. Only the Federal Republic of Germany carries out systematic
checks. Yet, without uniform checks, compulsory systems put the more closely
monitored carriers at a disadvantage.

III. THE EEC REFERENCE TARIFF SYSTEM

1. General criteria and structure of the reference tariffs

Reference tariffs lay down non-binding recommended rates set by joint agreement
between the road hauliers’ and commercial organisations in the Member States
concerned in the light of consultations with the transport users’ and freight forwarders’
organisations. They must reflect the state of the market; that is, they must not differ
too widely from the rates actually charged. In addition, they must cover the costs of a
properly managed and rationally operated road haulage undertaking.

The bilateral reference tariffs which apply to road haulage services® provided by
German hauliers all have the same structure, including the following components:

1. General rules. These indicate how to apply the tariff in order to calculate the
rate to be charged for a given service.
2. Goods classification. The goods are divided into three classes. Class II, the

3 See the German-Danish, German-U.K. and German-Irish tariffs for the carriage of goods by road,
as published by the Bundesverband des Deutschen Giiterfernverkehrs (the German Road Haulage
Association), as at 1 April 1980.
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base class, has a coefficient of 100; Class I, high-value goods, has a coefficient
of 112.5; and Class III, low-value goods, has a coefficient of 92.5.

3. Weight classes. There are four* different weight classes—20 tonnes, which is
the base class, with a coefficient of 100; 15 tonnes, with a coefficient of 113.5;
10 tonnes, with a coefficient of 140.5; and 5 tonnes, with a coefficient of
195.5.

4. Distance tables. These give details of the distance covered in Germany and of
the distance covered in the other country concerned. The German-U.K. and
German-Irish tariffs also give details of the length of transit sections in other
countries. Sea crossings are not taken into account in the tables of distances.
Instead, a sea surcharge and the sea-freight charge incurred are added to the
rate for the inland sections of the journey.

The tariffs are expressed in the currencies of the two countries concerned. The rates
(including waiting costs and surcharges) are based on cost calculations for 1 January
1978.

2. Disparities between the reference tariffs and market rates

Reference tariffs cannot succeed in promoting competition (by increasing the
openness of dealings and ‘acting as an indicator) unless they bear a realistic relation to
the rates actually charged in the market. Article 4 of Regulation (EEC) No. 2831/77
stipulates that the tariffs should be differentiated as necessary to ensure that the actual
rates charged do not differ too widely from the reference tariffs. Whether or not this
happens in practice can be seen from Table 4, which compares the market rates and
the reference tariffs.” The table shows the rates charged by German carriers for road
haulage operations to and from Denmark, Ireland and the United Kingdom. The
figures for services to and from Denmark distinguish between those involving a sea
crossing and exclusively inland (road) services. Tables 4 to 7 are all based on statistics
for 1981.

2.1. Services between Germany and Denmark

A comparison of the market rates and reference tariffs in 1981 shows that, on an
average of 41,463 haulage operations, the rates actually charged lay some 11.4%
below the reference rate. The rates actually charged varied from one weight class to
another; those for the heavier weight classes were mostly well below the reference
rates (roughly between 12% and 15% lower, taking all classes of goods and all weight
classes together). Only in the 5-tonne class were the reference tariffs exceeded—by

* The tariff for Denmark also includes a 23-tonne class.

’ No experience had been acquired with reference tariffs at the time of the ex-ante analysis (i.e.
Willeke et al., 1981). That study could therefore do no more than determine the difference between the
draft reference tariff and the rates actually charged in the market immediately before the recommended
rates were introduced. The present ex-post analysis covers services on the links between the Federal
Republic of Germany and Denmark, Ireland and the United Kingdom, where the Bundesanstalt fiir den
Giiterfernverkehr (Federal Road Haulage Authority, BAG) in Cologne keeps a constant watch on
movements in the rates.
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TABLE 4

Divergence of Market Rates from Reference Tariffs for Transport between Germany
and Denmark, Ireland and Great Britain in 1981

Weight Class
5 tonnes 10 tonnes 15 tonnes 20 tonnes 23 tonnes Total
Goods class % % % % % %
All transport
All goods +5.1 —5.3 —13.0 —12.0 —15.1 —114
I +2.4 —6.3 —13.7 —19.6 —26.5 —13.5
1T +14.6 —-23 —11.5 -1.9 —8.0 -17.3
111 +6.3 -33 —12.3 —15.3 -21.1 - —18.2
Denmark: Transport by road and sea
All goods +7.3 +4.2 +0.8 -5.0 -3.8 —1.8
I +8.0 +3.0 —1.4 —14.3 —18.1 -5.0
II +6.1 +9.0 +7.7 -1.7 +3.6 +1.9
111 +0.1 +2.2 —4.5 —6.0 —-10.5 1.7
Denmark: Transport by road
All goods +1.3 —9.1 —16.9 —13.7 —16.3 —13.6
I -3.5 —10.6 —17.5 -20.5 ~28.7 —16.8
II +16.0 —5.2 —16.3 —9.6 —-8.7 —8.6
III +7.3 —4.8 —13.2 —16.5 —22.0 —19.3
Ireland
All goods +30.6 —5.3 —11.8 —10.2 — —8.6
I +38.2 —5.8 —114 +12.8 -94
II +15.8 +3.7 -21.0 +10.1 -0.3
11 —46.2 — — +113.6 +50.4
Great Britain
All goods +26.7 +0.2 —4.3 —0.3 +0.5
I +374 +1.6 —6.0 —-2.9 +0.3
II —10.2 —8.9 +4.6 +3.0 +1.4
III +0.3 +19.0 -9.9 —8.4 —4.7

Source: Based on collected data from the Bundesanstalt fiir den Giiterfernverkehr, Cologne, 1982.

5.1% on average. The main reason for this undercutting of the reference tariffs in the
heavier weight classes is that costs fall as the volume carried increases—a point not
sufficiently taken into account in the tariffs.

Goods are carried to Denmark either entirely by road, to regions such as Jutland,
or by road and sea, to Copenhagen, for example. Considerably lower rates are
charged for purely inland services than for those involving a sea crossing. This is
simply because the ferry costs push the costs of combined road/sea services well above
those of all-road services. The widest deviation is found in short-haul all-road services,
because carriers’ costs are far lower for short-haul runs. International short-haul
operations are performed as round trips. Since the whole operation is thus often
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TABLE 5

German Carriers’ Transport Revenues from International Goods Transport by Road
under Reference Tariffs in 1981

Transport to and from

Classes of Goods =~ Weight Classes Denmark Republic of Ireland ~ Great Britain
Tonnes Pf per t/km Pf per t/km Pf per t/km

I 5 28.6 34.5 384

10 214 18.1 233
15 15.3 14.0 18.2
20 12.4 13.2 17.2

23 10.4 — —

All weights 15.8 14.7 20.1

II 5 26.0 25.3 234
10 19.1 15.7 18.6

15 13.8 12.0 16.9

20 11.8 13.6 14.4

23 11.9 — —

All weights 12.6 13.9 15.5

III 5 25.8 11.3 23.7
10 18.8 — 22.4

15 12.7 10.4 13.2

20 10.8 29.6 12.3

23 10.2 — —

All weights 10.9 19.1 13.8

All classes of

goods 5 27.8 31.6 34.7
10 20.7 17.8 22.4

15 14.7 13.8 17.8

20 11.9 13.4 15.5

23 11.2 -— —_

All weights 13.4 14.7 18.3

Source: Based on collected data from the Bundesanstalt fiir den Giiterfernverkehr, Cologne, 1982.

completed in a single day, costs are much lower than for long hauls, on which there
are inevitably extra costs for crew accommodation, crew expenses, and so forth.

In addition to the percentage deviation, comparison of the goods-class and
weight-class coefficients for the rates actually charged and for those recommended
under the reference tariff provides a further indication of the extent to which the
reference tariffs are in harmony with the market. The coefficients are set out in Table
6. They can be calculated from the coefficients laid down in the tariff and the carriers’
actual transport revenue (see Table 5), with the values for goods class II and the
20-tonne weight class—the most common classes—as the base.

It is clear from the differences between the goods-class coefficients that the
reference tariffs were exceeded when high-value goods were carried and undercut for
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TABLE 6

Weights and Goods Class Coefficients of the Reference Tariff and the Market Rates
Jor International Goods Transport by Road 1981

Transport to and from

Denmark Republic of Ireland Great Britain
Reference  Market  Reference  Market  Reference  Market
Tariff Rates Tariff Rates Tariff Rates
Goods class coefficient
(all weight classes)
I 112.5 125.4 112.5 105.8 112.5 129.7
II 100.0 100.0 100.0 100.0 100.0 100.0
111 92.5 86.5 92.5 137.4 92.5 89.0
Weight class coefficient
(all classes of goods)
5 tonnes 195.5 233.6 195.5 235.8 195.5 223.9
10 tonnes 140.5 174.0 140.5 132.8 140.5 144.5
15 tonnes 113.5 123.5 113.5 103.0 113.5 114.8
20 tonnes 100.0 100.0 100.0 100.0 100.0 100.0
23 tonnes 95.0 94.1 — — — —

Source: Based on data from the German-Danish, German-Irish and German-British reference tariff
of goods transport by road and the transport revenues of Table 5.

low-value goods. However, the drift has been contained within relatively narrow limits.
In contrast, the weight-class coefficients indicate that rates far higher than those
recommended were charged, particularly in the lighter (i.e. 5-tonne and 10-tonne)
classes.

Table 7 breaks down the rates actually charged by their percentage deviation from
the reference rate. Taking all goods and weight classes together, rates below the
reference level were charged for approximately 70% of all operations. The remaining
30% or so were charged at more than the reference rate. Rates more than 40% above
or below the reference level were charged for 25% of all the haulage operations
covered. Some 45% of all operations fell within a band extending 20% either side of
the recommended rate. Even when the band is narrowed down to 10%, it still covers
25% of the hauls. The Federal Cartels Office (Bundeskartellamt) in Berlin assesses
non-binding price recommendations in commerce generally by the criterion that the
right to recommend prices is being abused if 20% of firms charge prices which deviate
from the recommended price by more than 15% (Deutscher Bundestag, 1980). By
that criterion, the reference tariffs for services to and from Denmark are no longer
compatible with market conditions, since the actual rates charged deviate from the
recommended rates by more than 20% in 55% of all cases.
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2.2. Services between Germany and Ireland

The empirical basis for assessing operations to and from Ireland is far flimsier than
for Denmark, with only 455 cases to consider. The Bundesanstalt fiir den
Giiterfernverkehr in Cologne estimates that approximately 80% of all goods carried to
Ireland and the United Kingdom are handled by freight forwarders. They accept the
goods on their partners’ behalf and convey them to the ports at the mouth of the
Rhine, where they hand the consignments over to non-German carriers. Alternatively,
German freight forwarders transfer the goods to the French or Netherlands border,
where non-German carriers take over. Domestic tariffs apply up to the frontier. After
that an “appropriate” rate is charged for the onward journey to the ports of
Amsterdam, Rotterdam, and Antwerp. Only about 20% of the haulage operations on
this link are “through” operations, and as such come under the German-Irish
reference tariff.

It is clear from the waybills for 1981 that the average rates actually charged, taking
all operations together, were about 9% below the reference rate (see Table 4).
However, that relatively slight deviation masks a number of cases where the reference
rates were exceeded, or undercut, by large amounts but this was obscured by the
averaging. Because of the small number of operations involved, some of the data are
not representative, but relate to isolated cases. One of the reasons for the occasional
overstepping of the reference tariffs lies in the high sea-freight costs, which German
carriers pass on in their charges.

It is clear from the goods-class and weight-class coefficients for services to and from
Ireland (see Table 6) that the tariff scale for low-value (Class III) goods does not fit
the market. The rate for the 5-tonne class should be increased.

Table 7 breaks down the rates actually charged in the market by their percentage
deviation from the recommended rates; less than the reference rate was charged for
90% of all the services provided, taking all the goods and weight classes together. In
spite of that, 57% of the operations were still performed at rates within 10% of the
recommended rate. If we apply the same criterion for assessing compatibility with the
market—that is, no more than 20% of the services should be provided at prices
deviating more than 20% from the reference rate—the reference tariff for services to
and from Ireland is just compatible with the market, with a figure of 19%.
Nevertheless, that is a higher success rate than the German-Danish and German-U K.
tariffs can manage.

2.3 Services between Germany and the United Kingdom

Though the statistics here are far broader-based than those for the link with Ireland,
covering 7,367 operations, all the same reservations apply when it comes to
interpreting them. On this link too, much more than half the volume of goods is
handled by freight forwarders, who are not guided by the reference tariff but instead
apply the German domestic tariff (RKT) up to the border and freely calculate an
“appropriate rate” from there on. Experts from the Bundesanstalt fiir den
Giiterfernverkehr feel that the reference tariffs have no significant impact for services
to the United Kingdom. If the market rates are close to the reference tariff, this is pure
coincidence and has nothing to do with the success of the reference tariff in increasing
the openness of market dealings or in fulfilling its function as an indicator.
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An analysis of the 1981 waybills (see Table 4) indicates that the average market
rate for all services together lay some 0.5% above the reference rate. However, this
degree of agreement—which appears good at first sight—masks erratic extremes, with
some rates fluctuating up to as much as 150% of the recommended rate. Blatant
miscalculations have been made in the scales based on the value of the goods (where
the rate for Class I goods is too low), in those based on their weight class (where the
tariff for goods in the 5-tonne class is far exceeded), and in the distance scale (where
the short-haul tariff seems too high); all this is confirmed by the goods-class and
weight-class coefficients in Table 6.

Of all the three reference tariffs, the German-U.K. tariff is the one where the spread
between the actual rates and the recommended ones is widest (see Table 7). Some
32% of all the services in all goods and weight classes were provided at rates more
than 40% higher or lower than the reference rate. Rates deviating by at least 20%
from the reference level were charged for as many as 58% of all operations. This tariff
is therefore by no means compatible with the market.

2.4. Reasons for deviations

It can be seen that there are big discrepancies between the reference tariffs and the
prices actually charged. The criterion of compliance with market conditions is very
frequently violated. The reasons lie in the following facts:

(a) The reference tariffs have not been sufficiently differentiated on the basis
of production costs of transport services. In the same way, competitive
conditions between road haulage undertakings are misjudged for some transport
services, and prices are recommended that cannot be obtained.

(b) The reference tariffs have been drafted as international cross-frontier
tariffs. In reality, however, a break often occurs at the border (for example, on
traffic to Great Britain or Ireland). Up to the Dutch and Belgian ports German
undertakings are responsible for transport, applying national German tariffs and
a freely negotiated payment for the distance from border to seaport. For the
section within the United Kingdom or Ireland haulage will be in the hands of
British or Irish domestic transport undertakings. The price splitting caused by
this situation is not taken into account in the reference tariffs.

(c) In many instances, especially for transport to Great Britain, the reference
tariffs make no allowance for traditional commercial agreements for transport
and delivery services. These are based on individual price agreements and defy
any administrative schematisation. Where they are concerned, the reference
tariffs are partly ignored by the market.

(d) Relatively slight deviations in the statistical average sometimes hide wide
ranges of individual values and irregularities.

3. How far do the reference tariffs cover costs?

Under Article 5 of Council Regulation (EEC) No. 2831/77, “the reference tariffs
should be established in such a way as to lead to the application of transport rates
which cover the costs of the corresponding services ... and to allow a fair profit for a
properly managed and rationally operated undertaklng To provide the base data for
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this, the Economisch Bureau voor het Weg- en Watervervoer (EBW) in Rijswijk
carried out a complete cost accounting exercise for Dutch road haulage companies (as
at 1 January 1978). As a result of that calculation it could be assumed that the
reference tariffs fully covered operators’ costs, and in some cases even allowed for a
profit (Willeke et al., 1981). The question now is how far they still cover those costs,
as costs have increased since then.

The cost models and methods of calculation used to construct draft tariffs must
“accord with the usual rules and practices in business economics” (Kommission,
1980). They must be based on the average costs of the services in question. Those
average costs can be subdivided into four categories—fixed, labour and variable costs,
and overheads, including risk and profit; these in turn comprise the follwing items,
the evaluation of which depends on national conditions in the Member State
concerned, though they are to be calculated under uniform rules (Kommission, 1977):

1. Distance costs (direct, variable costs):’
(a) fuel,
(b) lubricants;
(c) tyre wear;
(d) repairs;
(e) amortisation costs (i.e., depreciation).
Labour costs: drivers’ wages, social contributions, drivers’ expenses, etc.
Fixed costs:
(a) insurance;
(b) taxes and licensing fees;
(c) interest payments;
(d) imputed costs.
4. Overheads, risk and profit:
(a) general overheads;
(b) allowance for risk and profit margin.

The costs specific to a given operation are calculated as follows (Kommission,
1977):

Total cost of the operation = (time needed for the operation x time-related costs per
time unit)
+ (length of haul x distance—related costs per kilometre).

w~

This formula allows for changes in productivity and in the relative value of the
separate cost items. The cost model in turn makes it possible for allowance to be made
for special conditions: for example, for operations including a sea crossing or requiring
special vehicles.

_The tables of operating costs published by the Deutscher Kraftfahrzeug-
Uberwachungsverein (DEKRA) (1981) give a more up-to-date picture of the degree
to which the reference tariffs cover costs. The following assumptions were made in
order to derive from those tables representative cost data suitable for direct
comparison with the tariffs:

1. All operations in any one weight class were assumed to have been performed
with the same type of vehicle. The “representative vehicle” for each weight
class was defined by calculating the overall average costs for all types of
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vehicles suitable for that class. The type of vehicle whose total costs came
closest to that average was then designated the “representative vehicle”.

2. The total tonnage was all carried in the weight class concerned.

3. The tariff rates were calculated for Class II only.

The total costs were then as follows:$

Total costs (in Pfennig per km) = sum of the fixed costs (excluding wages)/annual
distance covered
+ sum of the variable costs/annual distance covered
+ revenue-related charges and expenditure (in
Pfennig per km)
+ distance-related rate for drivers’ wages.

Tables 8 and 9 list the carriers’ costs—and the degree to which they are covered by
the rates charged—for services to and from Denmark, Ireland and the United
Kingdom.” Evidently the tariff rates increase less than in proportion with distance,
while the total costs rise proportionately. Consequently, the longer the haul the less the
costs are covered. Over the shortest distances costs are covered comprehensively—by
as much as 433%—in every weight class. Over the longest distances, the tariff rates
cover costs for more modestly, though nonetheless normally by at least 17%.

Only over the longest distances (i.e. in the 2,000 and 3,000 km range) in the
5-tonne class do the rates fail to cover costs adequately. This could be because the
tariff structure ignores the fact that costs for smaller vehicles with a lower payload
are far higher than those for vehicles with a heavy payload, mainly because of the less
advantageous ratio of payload to fuel consumption. On the whole, however, it is fair to
assume that the reference tariffs more than cover costs and even allow for a profit.

4. Updating the reference tariffs

Reference tariffs cannot fulfil their function as guide and indicator unless there is a
way of adapting them to changes in demand and in costs. The rate-formation
procedure must therefore include arrangements for bringing the tariffs into line
without delay with any changes in market conditions. Experience to date has shown
that at present the reference tariffs are revised too late and by too little.

Under Council Regulation (EEC) No. 2831/77 the road hauliers’ trade
organisations draw up draft amendments to the reference tariffs, consulting in the
process the organisations representing transport users and freight forwarders. The
reference tariffs in force since April 1980 are based on cost data for 1 January 1978,
which means that the base data were already over two years out of date at the start.
Subsequently the road hauliers’ organisations from each Member State agreed to
calculate the increases in costs up to 1 April 1980 and to revise the recommended
rates accordingly. By 1 April 1981 they had put their proposals to the governments of
the Member States.

¢ The tariffs must make allowance for waiting costs as well as for distance-related costs. The cost of
each operation is calculated purely on the basis of the per-km cost; but the carrier’s waiting costs are
included in the total per-km costs for the vehicle, under the heading of staff costs and other fixed costs.

7Since the German-U.K. and German-Irish tariffs for the carriage of goods by road both apply the
same freight rate tables, they both cover costs to the same degree.
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TABLE 8

Carriers’ Costs compared with Reference Tariffs for the Transport of Goods to and
Jfrom Denmark

Degree of
Fixed costs Total Total coverage of
Weight class Distance  Tariff  without wages Variable costs  costs costs costs
Tonnes km DM DM p.a. Pf/km Pf/km DM %
5 100 243.00 28,483 35.9! 99.2 99.20 245.0
250 400.00 248.00 161.3
500 646.50 496.00 130.3
1000  -1098.50 992.00 110.7
2000 1996.50 1984.00 100.6
3000 2893.50 2976.00 97.2
10 100 350.00 39,176 48.8! 114.4 114.40 306.0
250 575.00 286.00 201.0
500 930.00 572.00 162.6
1000 1579.00 1144.00 138.0
2000 2870.00 2288.00 125.4
3000 4160.00 3432.00 121.2
15 100 424.50 45,473 62.82 134.0 134.00 316.8
250 696.00 335.00 207.8
500 1126.50 670.00 168.1
1000 1914.00 1340.00 142.8
2000 3477.00 2680.00 129.7
3000 5038.50 4020.00 125.3
20 100 496.00 58,540 83.32 165.7 165.70 299.3
250 818.00 414.25 197.5
500 1324.00 828.50 159.8
1000 2248.00 1657.00 135.6
2000 4086.00 3314.00 123.3
3000 5922.00 4971.00 119.1
23 100 542.80 60,301 87.42 172.2 172.20 315.2
250 894.70 430.50 207.8
500 1446.70 861.00 168.0
1000 2454.10 1722.00 142.5
2000 4462.00 3444.00 129.5
3000 6469.90 5166.00 125.2

1125,000 km p.a. and 240 operational days.

2140,000 km p.a. and 240 operational days.

Source: Based on data from: “Die Kosten der Nutzfahrzeuge”, in: Lastauto/Omnibus, Catalogue
1981, pp. 288-328, and Bundesverband des Deutschen Giiterfernverkehrs (ed.): Deutsch-Ddnischer
Strassengiitertarif, April 1980, Part IV, pp. 3—4.
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TABLE 9

Carriers’ Costs compared with Reference Tariffs for the Transport of Goods to and
Jfrom the Republic of Ireland and Great Britain

Degree of
Fixed costs Total Total  coverage of
Weight class Distance  Tariff  without wages Variable costs  costs costs costs
Tonnes km DM DM p.a. Pf/km Pf/km DM %
5 100 333.00 28,483 35.9¢ 99.2 99.20 335.7
250 456.50 248.00 184.0
500 652.50 496.00 131.5
1000 1096.50 992.00 110.5
2000 1980.50 1984.00 99.8
3000 2864.50 2976.00 96.3
10 100 479.00 39,176 48.81 114.4 114.40 418.7
250 656.00 286.00 229.3
500 938.00 572.00 164.0
1000 1576.00 1144.00 137.8
2000 2846.00 2288.00 124.4
3000 4117.00 3432.00 120.0
15 100 580.50 45,473 62.32 134.0 134.00 433.2
250 795.00 335.00 237.3
500 1137.00 670.00 169.7
1000 1909.50 1340.00 142.5
2000 3448.50 2680.00 128.7
3000  4989.00 4020.00 124.1
20 100 682.00 58,540 83.32 165.7 165.70 411.6
250 934.00 414.25 225.5
500 1336.00 828.50 161.3
1000 2244.00 1657.00 135.4
2000  4052.00 3314.00 122.3
3000 5860.00 4971.00 117.9

125,000 km p.a. and 240 operational days.

2140,000 km p.a. and 240 operational days.

Source: Based on data from: “Die Kosten der Nutzfahrzeuge”, in: Lastauto/Omnibus, Catalogue
1981, pp. 288-328, and Bundesverband des Deutschen Giiterfernverkehrs (ed.): Deutsch-Frischer
Strassengiitertarif and Deutsch-Britischer Strassengiitertarif, April 1980, Part IV, pp. 3—4.

The Bundesverband des Deutschen Giiterfernverkehrs proposed the following
increases in the three tariffs in question (Bundesverband der Deutschen Industrie et
al., 1981):

(1) the German-U.K. tariff for the carriage of goods by road (DGBST): the DM
freight rates and point-of-loading surcharges were to be increased by 18.3%
and the waiting charges and sea-crossing surcharges by 11.5%;

(2) the German-Irish tariff for the carriage of goods by road (DIRST): the DM
freight rates and point-of-loading surcharges were to be increased by 16.9%
and the waiting charges and sea-crossing surcharge by 10.1%;
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(3) the German-Danish tariff for the carriage of goods by road (DDST): the
DM freight rates and point-of-loading surcharges were to be increased by
18.2% and the waiting charges and sea-crossing surcharge by 11.4%.

Those proposals met some opposition, both in Germany and in the other countries
concerned. Leading industrial associations found fault with them for simply
aggregating the changes in the price index without taking account of improvements in
productivity. What was more, they claimed that the increases for all three links were
based on the movement of the pound sterling. Denmark thought that the proposed
increases were too high and came out against them. Thereupon the Commission of the
European Communities vetoed the increases and started a search for fresh evidence.
Since Denmark refused to give in, the matter was finally put to the Council of the
European Communities for a decision at the beginning of 1982.% In all, this drawn-out
institutional procedure for settling disputes delayed the revision of the tariffs for two
whole years.

The haulage industry’s proposals for such extortionate increases showed that it
lacked the neccessary feel for the market.

The road hauliers’ representatives claimed that their proposals were warranted by
the increases in carriers’ costs between 1 January 1978 and the introduction of the
reference tariffs on 1 April 1980, when German carriers’ fuel costs, drivers’ wage
costs, and so forth had increased by between 16% and 17.8% on the links with the
United Kingdom and Ireland and by 19.2% in the case of Denmark. German carriers’
costs appeared to have risen by different amounts on different links, and not all by the
same amount, because the road haulage organisation based its proposals on the
movement and inflation of sterling. What is more, costs for fairly long hauls and fairly
long waits were included in the costs for services to and from Ireland and the United
Kingdom.

The increases finally approved—5.6% for services to and from Denmark, 16.9%
for Ireland and 18.3% for the United Kingdom—have further widened the gap
between the recommended rates and the market rates (see Table 10).

The undercutting for Danish services has intensified from 11.4% to 16.1% for all
traffic in all goods, weight and distance classes. Even for those services where, on the
whole, the reference tariff still provides a useful guideline to the market rate (that is, in
the 5-tonne and 10-tonne classes), the reference tariffs are now more out of touch
with the market. The discrepancy is particularly blatant for road-only services, and in
particular for short hauls, where the market rate is now 30.2% lower than
recommended.

The increases eased some of the discrepancies in services to the United Kingdom
and Ireland (particularly in the 5-tonne class). Nevertheless the recommended rates
for that class are still far exceeded over long distances. Obviously, faults in the tariff
structure cannot be remedied simply by adjusting the tariffs. In any case, those
adjustments have been achieved at the price of all-round increases which only widen
the gap in those cases where severe undercutting of the tariffs is already rife.

8 Even when the reference tariffs were first introduced, the Council of Ministers was called on to take
the final decision because the Danish Government objected to the original level proposed.
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TABLE 10
Divergence of Market Rates from Reference Tariffs, 1980/81 and 1982

Transport to and from

Denmark Republic of Ireland ~ Great Britain
All Transport by  Transport All All
transport  road and sea by road transport transport
Reference Tariffs
(1980/81)
1 All transport
5 tonnes +5.1 +7.3 +1.3 +30.6 +26.7
10 tonnes —5.3 +4.2 —9.1 -5.3 +0.2
15 tonnes —13.0 +0.8 —16.9 —11.8 —4.3
20 tonnes —12.0 -5.0 —13.7 —10.2 —0.3
23 tonnes —15.1 —-3.8 —16.3 — —
Total —114 —1.8 —13.6 -8.6 +0.5
2 Long distance
5 tonnes +5.2 +7.8 +1.4 +42.8 +62.4
10 tonnes —-5.6 +4.2 —-9.2 —1.1 +13.0
15 tonnes —13.1 +1.0 —16.4 —13.9 +0.3
20 tonnes —11.9 —4.5 —13.7 —6.1 +4.8
23 tonnes —14.4 —34 —15.2 — —
Total ~11.1 —1.5 —13.0 3.7 +8.4
3 Short-distance
5 tonnes +2.3 +3.8 —0.9 +19.4 —-9.1
10 tonnes +0.6 +3.7 -1.2 54 -13.1
15 tonnes —11.0 +0.0 —35.3 —11.6 —11.1
20 tonnes —134 —11.0 —18.1 —13.6 —8.2
23 tonnes —24.1 -1.5 —28.3 — —
Total —16.9 -3.6 —26.2 -9.9 —10.2
Reference Tariffs
(1982)
1 All transport
5 tonnes —0.5 +1.6 —4.0 +11.7 +17.1
10 tonnes —10.0 —1.4 —14.0 —19.0 —15.3
15 tonnes —17.6 —4.6 —21.3 —24.5 —19.1
20 tonnes —16.7 -10.0 —18.3 —-23.1 —15.7
23 tonnes —19.6 —8.9 —20.7 — —
Total -16.1 -7.0 —18.2 —21.8 —-15.0
2 Long-distance
5 tonnes —0.4 +2.1 —4.0 +22.2 +37.3
10 tonnes —10.6 -1.3 -14.0 —15.4 —4.4
15 tonnes —17.7 —4.4 —20.8 —26.3 —15.2
20 tonnes —16.6 —9.6 —18.2 —19.7 —114
23 tonnes —18.9 —8.5 —19.7 — —
Total —15.8 —6.8 —17.6 —17.7 —8.4
3 Short-distance
5 tonnes 3.2 1.7 —6.2 +2.2 —-23.2
10 tonnes —4.8 —1.8 —12.1 —-19.0 —26.5
15 tonnes —15.7 —-5.3 —38.7 —24.3 —249
20 tonnes —17.9 —15.7 —22.4 —26.1 —224
23 tonnes —28.1 —12.5 —32.1 — —
Total —21.3 —8.7 -30.2 -23.0 —24.1

Source: Based on collected data from the Bundesanstalt fiir Giiterfernverkehr, Cologne, 1982.
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IV. THE PATH AHEAD

After two years, deregulation of the rates for the carriage of goods by road between
Member States has failed to have the expected impact.

The founder Member States have not availed themselves at all of this opportunity
for further liberalisation and have shown little interest in doing so in future. Meanwhile
the mixture of compulsory tariffs and recommended rates aggravates the dis-
crimination caused by the differing degrees of determination with which the authorities
monitor the fork tariff system, since it distorts the conditions of competition for
carriers and for general trade and industry.

There is no guarantee that the rates are in harmony with market, even on those
links where the reference tariffs are applied. Indeed, the severe undercutting of the
reference rates for certain short-haul and road-only operations arouses the suspicion
that the recommended rates are unrealistic. On the other hand, the market rates for
the lighter weight classes and combined road/sea operations are higher than those
recommended. This is also reflected in the degree to which the recommended rates
cover costs: they more than cover the costs of short-haul operations in particular, but
fail to cover the full cost of operations in the lighter weight classes or over longer
distances. Consequently, the reference tariffs have failed to make the market more
efficient or to serve as a useful indicator. These failures suggest that the recommended
rates are not differentiated as well as they should be.

Updating the reference tariffs to take account of changes in market conditions and
in the cost data poses the difficult problem of reaching a consensus both at the
national level—between the carriers and the consignors—and at the broader
international level—between the countries concerned. In the final analysis this can
damage the credibility of the tariffs. This criticism can be levelled at both sides—at the
carriers’ associations for flagrantly failing to take account of market realities in their
extortionate demands for higher tariffs, and at the users’ representatives for adopting
delaying tactics which prevent prompt decisions.

If the reference tariff system is so defective, we should ask ourselves what
alternatives are open (Kommission, Tarifausschuss Strasse, 1981):

The Federal Republic of Germany, France, Italy and Belgium favour reverting
to a fork tariff system which would be binding on all parties. In view of the
potential difficulties described in Section II, this does not appear to be the right
solution.

Denmark, Ireland and the United Kingdom all support free market pricing.

The Netherlands and Luxemburg are in favour of extending the experiment
with the reference tariff system and of leaving open the option of switching to free
market pricing at a later stage.

In view of the obvious functional deficiencies of the reference tariff system, the
complete liberalisation of goods transport prices could be considered a desirable
policy. This view is supported by the encouraging experiences with liberal transport
markets in the new EC Member States.

That policy, however, must be judged critically by its prospects of overcoming the
quietism which prevails in the field of regulatory policy and gaining acceptance for
principles of market economy in the transport sector. These doubts relate not so much
to the economic efficiency of deregulation, they are rather of a political and tactical
nature. We must be aware of the danger that, with a free market between the old and
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the new Member States of the European Community and a regulated market among
the old Member States, the market integration hoped for will not be achieved, and in
the old EC Member States the fear of a consistently pursued liberalisation of prices
may contribute to the consolidation of the compulsory fork tariff system. In view of
the attitude of the transport undertakings, which so far is still unfavourable, the
chance of a common liberalised transport market might be greater after favourable
experience with a reference tariff and market orientation system. A successful policy
of step-by-step changes will probably be more convincing than the “dream of the
grand design”.

First, though, the manifest shortcomings of the reference tariff system currently
applied between the original Member States and the newcomers must be overcome.
While further experience is being acquired with the amended reference tariff system,
parallel measures must be taken to widen the fork spread of the compulsory tariffs
that still apply between the original Member States. The forked tariffs could
subsequently be replaced by a reference tariff system. That would allow a considerable
degree of free competition. The final decision on eventual abolition of the
recommended tariffs and their replacement by a completely free pricing system will
depend on whether or not the recommended rates turn out to be unrealistic, or to
restrict competition because of collusion between operators in the market. However,
this problem is a secondary matter in comparison with the need to decide between
compulsory forked tariffs and non-binding reference tariffs.

An analysis of the deviations from the recommended rates, of the extent to which
costs are covered and of the updating procedure reveals the following weaknesses in
the current system and a need for the following improvements:

(1) The weight and distance scales laid down by the German-Danish reference
tariffs are not in harmony with the market for short-haul services and for the lighter
weight classes. A special short-haul tariff should be introduced, and the tariffs for the
5-tonne and 10-tonne classes should be increased. In addition, separate tariffs
should be introduced for road-only and for intermodal road/sea services. On services
to and from the United Kingdom and Ireland, the reference tariffs for the lighter
weight classes and for high-value goods are considerably exceeded. On the other hand,
those for the carriage of low-value goods over short distances are undercut
substantially. The tariffs should be amended accordingly.

(2) The procedure for revising the reference tariffs must be tightened up to make the
tariffs more flexible and to prevent delays in dealing with the proposals made by the
various parties engaged in the market (Kommission der Europdischen Gemeinschaf-
ten, 1981). A deadline should be set for the consignors and freight forwarders to state
their position on the carriers’ proposals. The Member States concerned should also be
informed of the proposals simultaneously if the new rates are to come into force at the
same time for services in both directions on any given route.

(3) The tariffs would become more flexible and more realistic if users participated
directly in the tariff-formation process, for instance by sitting on joint committees, as
they already do for certain domestic services within the Federal Republic (Hamm,
1981). Since all parties concerned could then put forward tariff proposals at all times,
there would be no need for periodic automatic adjustment of the tariffs, as advocated
by the Commission of the European Communities. Experience with joint tariff
committees in other branches of the transport sector suggests that there is no reason
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to fear that each side might attempt to block the other’s moves, thereby allowing the
State, as arbiter, to steal the leading role; on the contrary, the need to hammer out an
agreement prevents either side from making exaggerated demands.

(4) The Commission considered including certain mandatory elements in its
proposal for the further development of the reference tariff system (Kommission der
Europiischen Gemeinschaften, 1981). The idea was that the tariff committees should
fix a “threshold of economic acceptability” for the formation of rates. That threshold
would be the minimum rate that a rationally operated haulage company should
charge. Carriers charging lower rates would have to justify these lower rates to the
supervisory authorities. Should the carriers persist in charging rates which did not
cover their costs in spite of investigations and warnings, checks would be made to
ascertain whether their pricing behaviour still satisfied the conditions relating to
professional competence which have to be met in order to gain a carrier’s licence. If
necessary, persistent infringements could be penalised by temporary or permanent
withdrawal of the international licence.

That proposal raises a number of problems. Firstly, the criteria for intervention by
the authorities are not clearly defined and are open to different interpretations. There
is no generally applicable definition of a threshold of economic acceptability for rates.
Carriers’ costs for the outward and return journeys vary. Often it is impossible to
calculate the cost of international haulage operations separately, since carriers
combine the costing of their domestic and international services. It also leaves open
the question how long the carrier must have departed from the recommended rate
before administrative action is taken. From the administrative point of view, including
carriers’ costs as a factor in a free market pricing system is a dubious exercise. Free
market systems provide no guarantee that costs will be covered, though, admittedly,
that should be achieved in the long term, as inefficient firms are forced to withdraw
from the market and stronger competitors take their place.

The Commission’s proposal would mean highly inflexible administrative interven-
tion in the rate-formation system. Suspension from the industry is undoubtedly a
disproportionately harsh penalty for failing to charge the recommended rate, which in
any case is expressly intended to allow room for manoeuvre. There is no precedent for
such a drastic penalty in any of the national laws on competition. However,
undercutting could be viewed as a form of abuse. A dominant business which abused
its position in order to fix exorbitant rates would then be liable to fines or to
confiscation of its ill-gotten gains.

In any case, the atomistic structure of the road haulage market makes it extremely
unlikely that any business would be able to attain a dominant position. That is all the
more reason for not initiating proceedings against carriers whose rates fail to cover
their costs. Their capacity and influence on the market is so limited that their action
will have no perceptible effect on the turnover of their competitors, and is hardly likely
to provoke counter-measures.

The most likely outcome is that carriers resorting to undercutting will eventually be
forced out of the market. That is not the same thing as cut-throat competition. Market
rates that consistently diverge from the reference rates are a sure sign that the
reference tariffs are out of step with the market. In that case, it is the rates
recommended by the professional organisations—and not the carriers’ pricing
practice—that must be put right.
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