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Abstract:

The paper describes the present situation of the rail-transportation system in most of  South-America and, on the basis of the EU experience, suggests some measures to improve the system efficiency.
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1. Introduction

In the 1990s and afterwards, the interregional trade in Mercosur and Comunidad Andina has surged enormously. This trade expansion is putting a greater burden on the transportation infrastructure. It appears that a modern and efficient transportation system is a prerequisite for the development of trade.  But a modern and efficient transportation system can only be sustained within a competitive framework. 

In South America the land transportation network is a system of corridors that, starting in the main ports of the subcontinent (Rio, Santos, Montevideo, Buenos Aires, Valparaiso, Callao), reach the interior. These corridors are presently dominated by the road system, while the national rail networks are neither modern nor efficient and, in general, lack international connections. Many of its indicators show inefficiency, low levels of safety, overstaffing and, in general, low productivity related to the age and poor maintenance of track and rolling stock. This is compounded with a loss of importance as in Brazil, which had 38.287 km of tracks in 1960, and only 22.123 in 1990, or in Argentina, which went from 43,905 Km to 35, 754 Km. This decline has been general across the countries of the region as it is made clear in Table 1, which shows the increase in km of paved roads together with the simultaneous decrease of km of rail track. The unequal growth of the different modes of transportation has reduced railroad transportation to a marginal activity in most countries. In 1999 only 0,7% of the value of exports among countries in the Comunidad Andina was transported by rail. (46% by road and 40% by ship)
.  Equally marginal is the international rail transport in Mercosur or in the transversal axis Bolivia-Brazil.

	
	
	Paved roads (kms)
	
	
	Rail tracks (kms)
	

	
	1960
	1970
	1980
	1990
	1960
	1970
	1980
	1990

	
	
	
	
	
	
	
	
	

	Argentina
	22,172
	33,375
	52,194
	57,28
	43,905
	39,905
	34,077
	35,754

	Brazil
	12,703
	50,568
	87,045
	161,503
	38,287
	31,847
	28,671
	22,123

	Colombia
	2,998
	5,98
	111,98
	10,329
	3,161
	3,436
	3,403
	3,239

	
	
	
	
	
	
	
	
	

	Total region*
	85,514
	182,088
	267,962
	370,059
	132,47
	120,045
	105,691
	110,301

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	* also includes Bolivia, Chile, Costa Rica, Ecuador, El Salvador, Guatemala, Honduras, 

	
	
	Peru, Mexico, Nicaragua, Panama, Paraguay, Venezuela and Uruguay

	
	
	
	
	
	
	
	
	

	
	Source: The World Bank, 1995. 
	
	
	
	
	


Table 1. Roads and Rail tracks in Latin America

The lack of financial resources by the States and the inefficiency of public held rail corporations placed a heavy burden on the National governments that lead, with different speeds, to the privatization of the rail transportation infrastructures. 

Two basic models have been followed by countries that have tried to introduce more competition into their rail networks. 

a) Vertical desaggregation of the different railroad activities, separating basically track, passenger and cargo, and opening up the last two services to competition by selling the access to the use of the tracks. This is the UK model.

b) Regional concessions that offer regional monopolies to the consortia that win the concession. This is the most common South American model.

The railroad privatization process in South America began in 1991 –1992, when Argentina privatized 5,000 km of tracks. After 1995, the privatization of rail services became general in South America. In Bolivia, privatizations followed the rule of transferring to private firms the control and 50% of the property of public corporations. In Colombia, where the transportation by rail is basic to connect the interior with the Pacific and the Caribbean, 1880 km of tracks have been tendered to private firms. Ecuador with its highly mountainous profile lacks proper rail connections, which do not even exist between Quito and Guayaquil, the two main cities. Peru is going ahead with the privatization of its most important railroad, Cuzco-Quillabanba, basic in the transportation of minerals to be exported. Brazil began in 1996 the privatization of two important freight services, Ferrocarriles de San Pablo and Ferrocarriles de Rio. Paraguay and Uruguay need good transportation infrastructures since they are highly dependent on the trade with other Mercosur countries. Uruguay is partitioning the Compañia Nacional Ferroviaria and rehabilitating the corridors for wood, rice and cement transportation from the interior to its ports.
  

These reforms have not always been carried with enthusiasm. The participation of the private sector in the operation of services that were thought to be the sole responsibility of the public sector has been accepted but not fully encouraged. Overall, the inexistence of an appropriate regulatory law has been a brake to any privatization process. With weak regulatory structures lacking monitoring and control capabilities, private investors cannot be assured a fair return to their investments, nor have access to the appropriate mechanisms for a speedy resolution of disputes. In addition, the climate of high political and institutional risk has meant that privatization did not become synonymous of competition. With hindsight, it can be asserted that, often, governments privatized primarily in order to obtain revenues, and not only with little concern for increasing competition but, in some cases, with the purposeful design to maintain after privatization the monopolies that public services had enjoyed.

2. Revitalizing the railways

Consequently, South American countries still tend to have antediluvian freight services and decrepit suburban lines at saturation point that release their floods of passengers into sometimes dilapidated and unsafe stations. Revitalizing this sector means finding the resources needed to reinvest in the industry, while fostering competition among the railways companies. A well-designed program of capitalization by means of concessions to private consortia could achieve both goals. The US example, where rail haulage is flourishing and accounts presently for about 40% of total freight, shows that the decline of rail need not to be inevitable. 

What is needed is a true cultural revolution in how public services are viewed in order to make rail transport competitive enough to remain one of the players in a South American transport system. Citizens will have to accept that public-owned services have efficiency problems; governments will have to accept not to interfere with managerial decisions and private firms will have to accept that their revenues must come from the quality of their services and not from the rents of market power or corruption. According to the European experience, a common South American market and the joint regulation of rail services in the whole of this market, replacing its present geographical fragmentation, should help to promote this revolution in attitudes. Unfortunately, the present political environment and the technical circumstances of the rail industry are not favorable to dramatic changes. Nevertheless, a number of steps can be taken in this direction:

1) The first steps will have to be taken domestically. They may include the separation of railway infrastructure from the provision of railway transport services, beginning with the accounting separation, followed by the managerial separation. This step will allow proper estimation of costs and revenues per area of activity as well as the independent decision making per area of activity. Further, separation of ownership between railway infrastructure and provision of rail services would foster competition and improve efficiency, but may not be feasible if the rail network lacks significant levels of traffic and revenue. 

The current poor state of most rail infrastructure (specially track and signaling) are an important limitation to the operation of large loads with sufficient speed. This combined with the different country specifications of track and signaling as well as the lack of intermodal links, dampens the interest of private operators. Unless the track owners, whether public or private entities, mobilize enough resources to modernize the track infrastructures and harmonize the rules and technical specifications across South America, the competition in railroad services will not fully materialize.

In addition, in most South American countries railroads suffer a strong intermodal competition by the trucking industry. Often this competition has been called unfair for different reasons. Most important, because trucking services do not pay the full costs of their operations, in particular in reference to the damages caused on public roads by the operation of trucks, and for not incurring some of the costs of safety regulation. Since the experience with rail privatization in South America shows that, in the present circumstances, the new ventures have not been profitable, it is important, in order to attract private investments in rail infrastructure and services, to make sure that the trucking industry is competing with the rail industry in a level field. Without it, railroad routes will not attract the levels of traffic needed to interest private investors. 

Finally, and perhaps more important, governments should consider implementing the necessary instruments to promote multimodal approaches to transportation, including container traffic in ports, airports, road and rail, that can make the economic prospects of investing in the rail industry much more attractive.

2) The second step would be to create a genuine common network of railroads in South America, based in the opening up of rail transport to commonly regulated competition. This would certainly foster the arrival to the South American rail network of companies from other backgrounds, with solid experience in logistics and intermodal integration, and broad financial and investing capabilities, which would make the industry more competitive and efficient while encouraging the national companies to restructure. 

Moving form local networks to a common South American network would help overcome some of the obstacles that presently hamper the revitalization of the industry, namely:

a) The technical and regulatory barriers existing in every country work in favor of existing companies and hold back the entry of new operators. 

b) The fragmentation of the rail network creates further uncertainties about the financial viability of the different investment projects. With networks better interconnected, with a broader rail system accessible to private investment, and with revenues accruing along longer routes, some of the business uncertainties would even out.

c) The lack of transparency of concession design and procedures, together with limited powers and little independence of regulatory agencies, do not provide incentives for attracting private consortia. A South American regulatory board could add independence to the regulatory decisions and reduce the exposure of concessions to political and institutional risk. 

The example of the European Union, providing an alibi for decisions that were politically controversial at the national level, should be encouraging. Some of the competition-fostering decisions that require eliminating “national presence” clauses could be implemented more easily under the umbrella of a South American rail network. We turn now to this experience.

3. The EU Experience.

3.1 Basic facts

The decreasing market share of rail on passenger and freight transport is not a Latin American phenomenon. On the contrary, we can say that during the last 30 years the railroad is losing its market share against other transportation modes in almost all the countries
.  Some basic facts may help to understand the extent of this trend:

a. In the OECD the market share of railways in the transportation of passengers has come down from 10.4% (1970) to 6.5 (1995). More importantly, its share on freight transport has been reduced from 31.3% (1970) to 15.2% (1995). 

b. In the European Union the decline in rail’s share of the freight market has been also very dramatic. In 1970 more than 21% of the freight market was carried by the railway. In 1999 this percentage is only 8%. Railway passenger traffic has also declined, in line with the OECD data, from 10% (1970) to 6% (1999).

c. Other negative effects in the EU railway are: a reduction in the efficiency of the railway (the tonne/km performance of freight transportation has fell by 16% from 1970 to 1999; the average speed of international rail freight services has fallen to 18 km/h; less than 60% of the trains arrive in time (less than 30 minutes after the official hour of arrival); from 1979 to 1999 the length of the railway network has shrunk by 10%; etc.

The reasons for the decreasing share of transportation by railway are basically related its relative performance with respect to other transport modes and, in particular, with roads and private cars. 

a. Other modes offer more flexible and less expensive transportation.

b.  The price of other modes, in particular roads, does not reflect all the costs like the external effects (congestion, pollution and accidents).

c. There are all kinds of regulatory and administrative obstacles that prevent competition.

d. Decreasing record of reliability, flexibility and speed in railway transportation.

e. State regulations have denied railway firms the freedom to operate as a commercial service.

3.2 Lessons from the EU experience.

The European Union has tried to turn around railway transportation in Europe introducing market forces in the sector as a way to revitalize rail transport in several phases. Its experience results in some lessons that can be summarized as follows:
1. It is very difficult to speed up changes, since the technical differences across countries make interoperability impossible without further investment. Given that the lack of investments is one of the reasons why countries want to introduce market forces, this generates a catch-22 effect. In addition, many countries claim that technical difficulties do not allow them to open up their markets.

2. Free access should be promoted in different steps: first freight, then international passengers. 

3. The basic issues that should be carefully regulated are licensing, allocation of paths (capacity) and charging principles.

4. Free and non-discriminatory access requires the clarification of the role of each participant in a neutral and transparent framework. Railway undertakings are responsible for carriage; independent infrastructure managers ensure equitable rights of access to infrastructure; the regulatory bodies arbitrate to settle potential disputes. Each group of participants in the market should have their own accounting, independently of the rest of the participants. 

4. Specific Measures for South American Railways

In the remaining of this paper we will prescribe a number of specific measures to encourage the equal rights of access to all freight services, including cabotage, and to all passenger services, including the transportation of passengers within one country, although this process will have to be achieved gradually. If railroads have to add value to the transportation of goods and passengers, the measures to be implemented towards this goal should hinge around:

4.1 Separation 

Separating the management of railway infrastructure from the provision of railway transport services will add accounting and managerial clarity to the operation of the rail systems and provide better information to the regulatory agencies. Presently, in many countries there is no clear separation between the operation of infrastructure and rail services. In fact, in many countries, not only rail companies own the infrastructure, they also operate the trains, allocate the rights to use the network and conduct their own safety checks. Sometimes, they even have corporate interests in the shipping companies. What is worse, many companies do not have clear commercial objectives, and do not posses the management skills or the information systems to properly run the trains. 

In addition to the separation of managing and accounting according to areas of activity, the total separation of corporate interests between the consortia operating track, services and the shipping firms, together with the exclusion of concessionaries from offering transport services themselves, should be seriously considered. Otherwise it becomes extremely difficult to maintain fair access to track use, a condition that is crucial for a proper level of competition in services.

Unfortunately, the present lack of sufficient traffic in many South American networks does not seem to allow for several operators competing on the same network. Consequently, in these circumstances of little potential competition, it may be preferable to allow vertically integrated concessions of both track and services, which may help to overcome the disputes that have been common in the past over the responsibilities for the decline of rail infrastructures and services. A single integrated concession may not face strong competition but will place responsibility more clearly in the hands of the private operator. With poor accounting and information systems, such an arrangement may, in addition, facilitate the information gathering process of the regulatory agency.

4.2 Tender Design

The concessioning process has to be designed with great care. The privatizing experience of the past years seem to indicate that the more open and clear the design of concessions is, the fewer the problems in the future. It also shows that concessioning does not finish when concessions are granted. Once the concession has been granted, many issues remain that have to be confronted, from access tariffs and track usage rights to long-term viability. 

 The following are elements of any well-designed procedure:

· Clear and transparent contractual obligations and accountability procedures.
 Property rights have to be secure.

· Clear auction design to avoid opportunistic behavior

· Avoidance of “national presence” in the bid evaluation

· Avoid delays in the concessioning process. Once the call for bids has been announced, delays in the winner selection will encourage the deterioration of the service

· The renegotiating rules have to be clearly spelled out. In particular, renegotiations should not be carried behind closed doors, and any reevaluations should be publicly available.

· The penalties for the non-fulfillment of contractual obligations must be clear and enforceable.

4.3 Independent Regulator

The creation of an independent regulator representing the interests of all parties involved (governments, private businesses, consumers) to establish and monitor the exact responsibilities of each player involved. 

Presently, South American regulators are administrative bodies that lack the formal powers needed to challenge and repeal restrictive rulings or decisions made by other governmental agencies or branches of the State. They usually cannot overrule restrictions on competition imposed under “special statutes” concerning, usually, matters of national security, health, the environment or quality. Nor can they play an active role in disputes between private concessionaries and governmental agencies.
 To promote competition, the role of the regulator cannot be circumscribed to challenging the restrictive activities of firms, but should include subjecting government activity to technical supervision and political accountability. The South American experience of the past decade indicates that the involvement of governments in running the transportation sector follows political goals rather than economic ones. On the other hand, privatization often has taken place without putting in place the necessary regulatory rules necessary to preserve a competitive environment that will put a lid to price increases and a floor to quality deterioration.

Specifically, the independent regulator should:

a. ensure equal rights of access independently of nationality. This translates into capacity being allocated in real time with reference to the entire network and charges being harmonized.

b. Update and harmonize the technical requirements of the railway network in order to foster its interoperability, i. e., the ability of any train to run on any stretch of the network

c. Open up the national freight markets to cabotage

d. Set the safety standards for the rail network

e. Supervise the quality of the rail services

f. Forbid cross subsidies between vertically integrated firms

g. Monitor and rule on any State aid that may interfere with the rule of competition

h. Impose penalties on any failures and delays to meet the regulator’s provisions. Challenge in court anticompetitive actions by other governmental agencies. Grant exemptions to prohibitions. Its powers cannot be limited to the formulation of recommendations to other executive agencies.

4.4 A South American Common Network

A way to improve the efficiency of the railroad system is to work towards common rules for the whole South American network. The less insulated the national networks are, the larger will be the margin for increasing competition. This is so because unless the business structure of the rail system is broad, it is unlikely that revenues will be enough to attract significant private investments. Also, common rules and common technical design will bring about economies of scale and scope that will attract the more financially powerful and more experienced private consortia needed to perform the required investments and increase the competition potential. For these reasons, a common South American network is essential in spite the fact that the South American rail system lacks important international connections.

Most likely, the process of opening up the national markets and establishing common administrative duties and responsibilities for all stakeholders, including the national authorities, will be slow. In the meantime most decisions will be taken at the national level, but all of them should be directed towards the ultimate objective of a unique and competitive South American rail network. 

To proceed towards a more fully integrated South American network will require taking steps towards:

a. A political agreement to work towards the goal of attaining in the future a single rail network for both freight and passengers’ services 

b. Accepting a transfer of sovereignty from national governments to a supra national agency with regulatory powers in order to pursue the objective of market and technical integration of the railroad industry

c. Committing to the goal of technical harmonization and common traffic regulations, and providing for the financing of it

d. Working towards the convergence of national traditions in social matters and in working conditions (e.g., number of drivers, driving time and rest periods, …)

e. Improving the level of qualifications of the railroad personnel

f. Co-financing of rail infrastructure and equipment

g. Establishing a common real time information system and telematic applications

h. Integrating track design and construction characteristics as well as rolling stock and signaling systems specifications. This is the way to appropriate economies of scale and scope. It also avoids that incumbent firms distort the entry of new firms by independently innovating on the industry standards.

i. Guaranteeing a level of safety not lower than the highest attained at a national level

j. Refraining from giving State aid which is not publicly and transparently monitored

k. Fostering an increasing participation of National Courts and National Competition agencies in enforcing the provisions of the supra National regulatory agency.

l. Homogenizing accounting information and imposing strict accounting rules.

m. Establishing the information requirements to perform the regulatory role.

n. Deciding the conditions for access to the network

o. Regular meeting of railway regulators to exchange information on the development of the competitive rail market

p. Rail operators offering integrated online services

5. Conclusions

Railways represent a dwindling means of transportation in South American countries. Historical underinvestment, the strong competition from truckers, the few international connections and the lack of multimodal transportation structures has made of the railroad system a marginal industry, except in very specific services like suburban passenger transportation in Buenos Aires or for specific freights from mining or milling locations. 

Governments may do well to close or sell most tracks and concentrate investment in multimodal transportation operations, including railways, in a few selected locations. These few remaining lines should be concessioned, or reconcessioned, according to transparent rules favoring the most efficient operators, with the separation, whenever feasible, between track operators and providers of freight services. Even if few international lines remain open, the harmonization of rules and technical requirements among countries will help a more efficient running of the system, taking advantage of economies of scale and scope, facilitating that international consortia operate in each other countries, and fostering competition.


Without a broader interconnected network, the presently fragmented system will be unlikely to generate enough revenues to attract the significant levels of private investments needed for the modernization of the South American railroads. All decisions taken at the national level should prepare the ground for the goal of a unique and competitive South American rail network.
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6. Appendix

Colombia

The railroads were nationalized in 1954, creating the company Colombian National Railroads, part of the Ministry of Transport and Public Works. The Atlantic coast railroad (762 kms) was inaugurated in 1961 and linked existing lines. Likewise, major cities were connected to the ports at Buenaventura and Santa Marta.
Railroad operations came to a peak in 1974 and then declined rapidly because of the serious financial crisis provoked by multiple problems in all areas: financial, labor, administrative, technical and operational. This gave rise to a large and growing deficit. 
In 1988 the government decided to restructure the existing model and assume the costs of rehabilitating the basic railroad system. Law 21 1988 was the first step in the process to reorganize the sector, which included winding up the company Colombian National Railroads and replacing it with a mixed economy structure. 
Thus, a new company Colombian Railroads -FERROVIAS- replaced Colombian National Railroads and took over the administration, maintenance, upgrading and control of the railroads. Furthermore a Corporate Liability Fund was set up to assume the labor liabilities of the extinct company. 
In keeping with CONPES document 2776 of 1995, which contained the strategic plan for railroad modernization, FERROVIAS initiated the privatization program with the tender call for the Atlantic line running from Santafe de Bogotá to Santa Marta. The concession-holder had to rehabilitate, operate and maintain the line for 30 years. 
This corridor was handed over in concession to Ferrocarriles del Norte de Colombia (FENOCO S.A.) a consortium whose members are: Grupo Dragados (Spain); Rites Ltd. (India); Odiosa (Colombia); Tecsa (Spain); Inpocarga (Colombia), Transportes Sanchez Polo (Colombia) and Nedtrans (Colombia).

A tender was opened for the Pacific line in 1998, covering 499 kms. between Buenaventura, Cali, and La Felisa. The concession was awarded in November 1998 to Sociedad Anonima Concesionaria de la Red del Pacifico, a Colombo-Spanish group including: Sacyr S.A, Sacyr Colombia S.A., Castro Tcherassi & Cia. Ltda; Equipo Universal & Cia; Cano Jimenez Estudios y Construcciones Ltda; and Edgardo Navarro Vives.

In addition to the Atlantic and Pacific concessions, future plans calling for private investment include building the La Felisa-Bolombolo-Medellin-Bello connection and others such as the concession Neiva-Ibague-la Dorada (refer to map), branches to some coal areas, and towns such as Santa Marta and Buenaventura.

FERROVIAS reports that Colombia has 3,150 kms. of railroads, of which only 1,746 kms. (55%) are in use, the remaining 1,404 kms. have been abandoned. While there is capacity to carry 8.4 million tons a year, utilization is estimated at only 10%. Rolling stock consists of 34 engines and 1,545 passenger coaches and freight wagons, most of which are obsolete. 
There were two freight companies in 1999 : the Colombian Railroad Transport Company -STF- ; and the Western Railroad Transport Company - STFO, both are now being wound up since the lines have been handed over in concession. 
Railroads have played an important part in developing the coal sector. The government has an operational agreement with Drummond Ltd. to carry 7 million tons of coal a year from La Loma (Cesar) to Cienaga, increasing this volume to 14 million tons in coming years. 
The Cerrejon railroad in the Guajira department (north Colombia) carries coal from the mine to Puerto Bolivar on the Caribbean coast. This is the most modern railroad in Colombia and carries 17 million tons for export and is only used at present by the Intercor-Carbocol association that exploits the Northern Cerrejon mines. However, it will shortly be used by the multinational companies RTZ, Amcoal, Glencore and Chilgener when they start mining operations at Southern and Central Cerrejon in the southern part of the Guajira. These companies will have access to both the railroad and the port to export their coal.
Table 1 shows railroad freight in recent years with a projection up to 2002. The projection assumes that the Atlantic and Pacific coast concessions will be fully operational.


Table 1 Railroad freight /Carga Transportada por Ferrocarril
(thousands of tons)/ (miles de toneladas)
	Year /Año 
	Atlantic Line / Red Atlántico 
	Pacific Line / Red Pacífico 
	Drummond
Coal / Carbón Drumond 
	Total / Total 

	1970 
	2.067 
	715 
	- 
	2.782 

	1975 
	1.898 
	541 
	- 
	2.439 

	1980 
	1.594 
	341 
	- 
	1.935 

	1985 
	1.034 
	299 
	- 
	1.333 

	1990 
	642 
	198 
	- 
	840 

	1994 
	621 
	191 
	- 
	812 

	1995 
	988 
	141 
	- 
	1.129 

	1997 
	728 
	109 
	1.155 
	1.992 

	1998 
	658 
	121 
	5.100 
	5.879 

	1999 
	367 
	- 
	6.905 
	7.272 

	2002* 
	2.776 
	1.500 
	14.000 
	18.276 


Source / Fuente: Ministry of Transport - Ferrovias. La República, 29th September 1998, Page 9B

With respect to passenger transportation, operators are Turistren on the Bogota-Nemocon line; Transferreos on the Medellin-Barranca and Medellin-Cisneros lines; and Ferropaz that started operations in May 1999. Traffic is low, only 100,000 passengers a year, well below the record of 5.2 million in 1974.
Venezuela

On September 1998 the Venezuelan Parliament approved reestructuring the Instituto Autónomo de Ferrocarriles del Estado (Ferrocar), so that Ferrocar would centrally manage the railroad network, while the private sector construct, maintain and operate the tracks.  
At present the only commercial railway working in Venezuela is the one on the coast between Barquismeto and Puerto Cabello, (173 km) and from Yaritagua to Acarigua (75 km). In addition there is a railroad to transport the iron mineral in the State of Bolivar (mines at Pao-Puerto de Palúa and Cerro Bolívar-Puerto Ordaz).  All in all, the system has only 17 units of traction, 10 passenger cars, 129 mineral carrying cars and another 126 platforms.

State-owned railroad development agency FERROCAR announced a plan several years ago to construct a 4,800 km national railroad network. A 28 km line between Caracas and Cumana has been under construction since 1997 by a consortium from Italy, Yugoslavia and Japan. FERROCAR is planning to award a second concession for a 128 km line between Cumana and Valencia to the same group. Lines from Puerto Ordaz to Cumana, from Caracas to Barcelona, and from Barquisimeto to Maracaibo and Tachira State are also planned. Most of these projects, however, are currently on hold until the economic situation can justify the investment.

Next Table shows the evolution of passenger and freight transportation.
	

	Year
	Passengers
	Freight

	1990
	590.003
	266.781

	1991
	491.683
	316.920

	1992
	422.613
	331.198

	1993
	398.185
	259.418

	1994
	267.148
	315.016

	1995
	103.450
	319.469

	Source: Instituto Autónomo Ferrocarriles del Estado.



 

© 1997 - Centro de Información y Documentación Empresarial sobre Iberoamérica (CIDEIBER). Todos los derechos reservados.
Perú

The Peruvian rail system is a non-integrated and low density network that represents a minimal part of the country’s transport industry, both in terms of freight (less than 4% of market share) and passenger traffic (less than 3%) (see Campos, 1998). At the beginning of 1990 the railroad industry consisted in three companies, ENAFER, the largest operator and CENTROMIN, both public, and the private SOUTHERN PERU COPPER. ENAFER is public owned but does not depend on any ministry’s budget, nor receives any form of direct subsidy from the Government. It is divided into three geographical divisions, Ferrocarril del Centro, Ferrocarril del Sur and Ferrocarril del Sur-Oriente. The first mainly carries freight and its market share is around 50% in its corridor, the second carries some passenger traffic and the third offers passenger services to Cuzco.

In the 1990s, the reduction of mining exports and the increased trucking competition has resulted in accumulated shortages of the necessary maintenance investments and the deterioration of infrastructure and operations, and a sharp decline in its performance indicators. For example, the average load of freight wagons in 1997 was less than 850 tons per year, less than one third of best practice (Campos, 1998, p. 7).

It was not until 1996 that a special privatization committee of railways was created in charge of designing and carrying out the privatization of ENAFER. The Peruvian government set the date of mid-1999 as a deadline for the privatization process. This process implied that ENAFER would maintain the ownership of track, rolling stock, signals and stations, while offering a long-term asset management contract to a private concessionary operating and maintaining the ENAFER infrastructure and providing open access to private transport services by charging them an access fee and, eventually, leasing them rolling stock. To prevent conflict of interests, the concessionary cannot offer transport services itself
. This concession is for 30 years with the possibility of extending the contract. Notice, then that the only difference with the previous system is that now there exists the possibility of competition in transport services and, but this may be less important, that a private concessionary replaces ENAFER in the management of the infrastructure. The details of the private concession, although important, will not be described here.
 

As things stand now, i.e., after September 20, 1999, when the concessions where decided, Ferrovias Central Andina manages Ferrocarril del Centro where Ferrocarril Central Andino operates, Ferrocarril Transandino obtained the concession of (most of) Ferrocarril del Sur and Peru Rail offers the transport services, while Consorcio Ferrocarril Transandino manages Ferrocarril del Sur-Oriente and Peru Rail operates in it. Through an auction mechanism, new operators can bid in the future to offer rail services.

Brazil

Three state owned societies have offered rail services in Brazil during the years previous to the implementation of the privatization program. REFSA (Rede Ferroviaria Federal, SA), FEPASA (Ferovias Paulistas, SA) and CRVD (Companhia Vale de Rio Doce). In 1996 REFSA’s network was divided into six vertically integrated monopolies whose rail services would be concessioned to private operators and whose rolling stock and infrastructure would be leased to a private operator. In December 1997, FEPASA was transferred from the provincial to the federal government and privatized as well. The seven concessions were sold to the highest bidder with few restrictions in terms of investment obligations or excessive concentration of ownership. Finally, in June 1997, CVRD was sold as part of a mines and mills industrial holding.

The model chosen intended to minimize access issues by organizing the industry into separate and relatively disconnected networks. Yet, in many cases, concessionaries would have to use its neighbor’s tracks for long-distance traffic. Although this led to complaints about access tariffs, these have been left to the carriers to handle, without intervention of the regulatory agencies. That this process will convergence to an efficient price setting process may be in doubt, due to the existence of captive shippers and the crisscrossing of joint interests between concessions and shippers. It would not be surprising that collusive and predatory practices would prevail.

Bolivia

When ENFE (Empresa Nacional de Ferrocarriles de Bolivia) was privatized in 1995, it had two separate networks that were only joined together in Argentina, at Güemes.  These were a) la red Occidental with 2166 Km in an axis going from N to S from La Paz to Villazon on the frontier with Argentina. Six lateral lines stemmed from this main line.  B) la red Andina, with 1285 km centred around Santa Cruz with three branches, one of them connecting with Corumba (Brazil).

After a convoluted process, ENFE was concessioned to Cruz Blanca, a Chilean consortium that later sold the Oriental network to a US company.

It appears that after closing many unprofitable lines and firing more than 4000 workers, productivity has significantly increased after privatization. Presently, a study tries to evaluate the feasibility of joining the two networks with the idea of bringing the soy crops in Eastern Bolivia and Brazil to the Pacific ports. Peru and Bolivia are also working on a rail link between the two countries, between La Paz and the port of Matarani.
Uruguay

Few usable railroads remain in Uruguay, mostly for specific freights like rice or cement. There are few (and mostly non-operational) intercommunications with Argentina and Brazil. With Brazil, the gauge difference requires moving the freight from one train to another. Since 1946, when railroads were nationalized, a public agency (AFE) has the legal monopoly on all rail operations. In 1985 passengers’ transportation and many of the money losing freight services were cancelled. Presently the government has started some regulatory reform, which still needs the approval of the corresponding laws.

Argentina

After several failed attempts, the Argentinean Congress passed a law in August 1989 for private participation in state-owned enterprises, which applied to the state-owned railway company Ferrocarriles Argentinos (FA).
The rail freight network was partitioned into six sub-networks that were concessioned to private consortia through an open process. Concessions remained vertically integrated and, therefore, had to handle all activities related with railroad operations. They were granted the monopoly in their network for 30 years plus 10 more years. They were only obliged to allow access to their tracks to passenger operators. In such a situation, auction design and winner selection is critical to achieve an efficient result.

Intercity passenger services were either closed or given away to the provinces, since it was observed that the majority of them were not commercially viable. The provinces that accepted, agreed to subsidize the services that were run over the networks concessioned to the freight and metropolitan operators for a fee.

Finally, the Buenos Aires commuter services were separated into seven vertically integrated units and tendered through competitive bidding.

A decade later, the results are mixed. Although traffic has increased, freight concessionaries are in bad financial shape, and the contract conditions have not been respected. While the private consortia are not paying the concession fees nor making the investments required, they are neither being paid by the Provinces operating passenger services on their tracks. At the other extreme, subway concessionaries obtained revenues above their expectations due to the huge increase in traffic. The flip side is overcrowding and deterioration of the quality that cannot be compensated with an investment increase since further public subsidies, for an still unprofitable service, are not being offered.

The situation can be described as resulting from a weak regulatory structure that lacks monitoring and control capabilities and cannot enforce contractual obligations. The survival of the privatization process and competition depends presently on the renegotiating process that begun in the summer of 1997 and, obviously, on the economic and political situation of the country.

� Antoni Bosch Domènech is the corresponding author (antoni.bosch@upf.edu).


� Comunidad Andina (2001), p. 4. Only in Bolivia, international rail transportation plays any role. In the remaining countries of the Comunidad Andina its relevance is nil..


� See the Appendix for details on the privatization process in the South American countries involved in this paper.


� One important exception is the US, as mentioned above.


� Campos et al (2001) compare the methods used for rapid transit concessions and freight concessions in Argentina. Rapid transit had a more transparent procedure which may very well explain the larger success of these concessions.


� Estache et al (1999) describe the deterioration of the rail traffic in Argentina due to delays in awarding the winning bids.


� Engel et al. (2000) warn that experienced firms have advantages over governments when renegotiating open-ended contracts.


� As in the case of the dispute between provincial governments in Argentina and the freight concessionaries on access fees. See Campos-Mendez et al (2001).


� Most of the information is taken from � HYPERLINK "http://www.coinvertir.org.co/03-sector/01-infra/railroads/3-railr.htm" ��http://www.coinvertir.org.co/03-sector/01-infra/railroads/3-railr.htm�, Investor Information Desk, Ministry of Finance and Public Credit, 2001-2002.


� These comments are based on  Campos (1998)


� But could participate in transport services through subsidiaries or related companies.


� If interested see Campos (1999), p. 20 and ff.


� This description is inspired in Campos (2001).


� Thanks are due to Andrés Pereyra from Universidad de la República de Uruguay for his information.


� For a detailed description of the privatization experience see Campos and Eustache (2001).


� More on the bidding process in Thompson (2000).





PAGE  
33

