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POLICY BRIEF

FACILITATION OF TRANSPORTATIONIN TURKEY
AND POLAND: A COMPARATIVE STUDY

1. THE ISSUE AND THE MOTIVATION

With increasing trade liberalization and lowering of tariff and -teoiff barriers to trade,

transport costs remain among the major constraints for further economic integration and thus
of countrieso6 ability to partiseizeghetgewthi n t h
opportunities. In this context, we considered how recent regulatory changes and investment in
infrastructure have affected the evolution of transport costs. The focus of our analysis has
been on each of the four sabctors of the transpgation industry: road, rail, maritime and air
transportation. As specific case studies, we considered the cases of a new member state of the
European Union (EU), Poland, and of a country candidate to EU accession, Turkey.

2. THE STUDY

The study consistsfeeven chapters. In Chapter 1 we provide a picture of the state of the
transport infrastructure and its quality, whereas in Chaptér&/€ concentrate on the analysis

of existing regulatory frameworks for road, rail, maritime and air transportatioorsees

well as on the analysis of restrictions to market access and commercial presence. Each of the
chapters concerning regulatory systems describes the basic characteristics of the sectors as
well as the international regulatory regime, the rules agdlatons in the EU, and lastly the

rules and regulations in Turkey and Poland. Chapter 6 studies the market structures of each of
the four subsectors for Poland and Turkey using firm level data with a particular attention to
the performance and charactéics of firms that are engaged in the provision of such
services. Chapter 7 studies the implications of trade liberalization in transportation services.

In the past, Poland, like many namarket economies in Central and Eastern Europe, relied on

public transportation services provided by large statmed enterprises. However, the
situation changed dramatically in early 1990s with the beginning of transition and adoption of
privatization programs. Bigger statevned enterprises were split and transforriméal public

or private enterprises. During the transfor
modal split decreased sharply, and the increased demand for road transportation services and
the surge of private traffic led to considerable bottleaaa infrastructure.

In Turkey the transport system relies essentially on road transportation, while railway network
remains underdeveloped. In foreign trade maritime transport plays a very important role. In

air transportation after the withdrawal gbvernment from commercial activities during the

1980s, Turkey experienced a tremendous development in civil aviation sector. However,
despite the recent I mprovement s, Turkeyos i
those of other OECD and EUutries.

3. THE MAIN RESULTS

In Poland, the liberalization of all transportation sectors intensified after the accession to the
EU. The major institutional changes were very visible in the case of air, road and railway



transportation. Despite liberalizati@fforts of the last decade, a detailed market analysis of
EU firms reveals that prieeost margins are fairly stable in all transport sectors. In the case of
Poland, while competitive pressure in rail services is rather low, inefficiencies in the major
rail service providers result in poor financial conditions of single enterprises. In the case of
airline companies, we register a strongly decreasing minimum efficient scale along the whole
period, which is consistent with the entry of a number of-émst frms. Those firms have
benefited from lower technological barriers that have considerably enhanced industrial
competitive pressure. On the other hand, railway companies still register the highest minimum
efficient scale, most probably due to the relevantdhe fixed costs for investment in
infrastructure, which impedes the entry of smaller firms and reduces the level of competition.

The analysis of the determinants of export behavior of transportation firms in Poland and
other Central and Eastern Europezountries reveals a complicated picture. In the case of
transportation services, labor productivity has a positive impact on the probability of
exporting. Moreover, the quality certificates and introduction of new products are among the
factors that tendo increase the probability to export as well. However, when comparing
transportation services with manufacturing industries, we could not find confirmation of some
of the determinants that in the latter case are usually considered important for export
performance of goods. Transportation services are in this context peculiar. While in general
larger manufacturing enterprises have a higher probability of exporting, this result does not
hold for transport firms. Human capital is acknowledged as an impattevetr for export
activity of manufacturing firms, the same is not true for transport firms.

On the other hand, the analysis of export determinants for Turkish transportation firms reveals
many similarities to manufacturing sector. Empirical resultgyssigthat firms that are more
capital intensive have higher productivity. Similarly as in other empirical studies, the firm size
in Turkey is positively related to the probability of exporting. Moreover, the coefficient of
large firm is greater than the eficient of the variable for medium firms, indicating vertical
integration in transport service exports. Furthermore, the empirical results suggest that firms
with foreign participation involve in export activity more than the domestic ones.

Comparing e evidence from firm level data on Poland and Turkey, we find that services
trade in transportation sector display some of the properties of goods exports. Therefore, our
analysis suggests that heterogeneous firm literature would work for transporiqtiots es

well. The main determinant of exports in transportation sector for both of the countries
appears as the labor productivity. The other determinants of exports in transportation sector
vary for the two countries due to both available data andréiftéirm structures.

The economic analysis of the institutional liberalization was concentrated on rail sector, that
proved to be difficult to liberalize. The empirical analysis, based on gravity model, did not
reveal a clear downward trend in the lew&israde barriers between EU countries. Moreover,

we were not able to find a statistical evidence that all indices of rail services liberalization
significantly affected the bilateral trade flows in rail services. Only the LEX index of the
importing county turned out to be significant. This index quantifies the legal requirements for
market entry. Our results suggest, that among all the measures, only the liberalization of the
legal framework of the importing country has had a significant impact on tlengoof
imports.

The lack of economic implications can be attributed to the fact that the entry to the rail sector
by independent operators has been limited by the infrastructure ownership and that in the
majority of EU countries the rail infrastructureash been owned by incumbent state rail



undertakings. Moreover, the potential competitors in Eastern Europe were discouraged to
entry by the low quality of rail infrastructure, suffering from inadequate investment and being
nontattractive due to low level dfeight and passengers fares. It has been also shown that
independently from liberation efforts the level of pramest margin (PCM) in rail was fairly
stable and low in comparison to other sectors. We argued that a low level of PCM in this
sector represds the inefficiency of the firms and not the strength of competitive pressure.
The effects of institutional liberalization are expected to be more pronounced in other
transportation sectors.

4. POLICY RECOMMENDATIONS

Despite major liberalization achievements, Polish transportation sector is still far less
competitive than the E\15 member states. This relative underdevelopment is mainly due to a
low level of infrastructural investments. Those investments have beermtdralhy low for

rail and motorway sectors, whereas the situation is only slightly better in the case of air
transportation. Recently, some major investments in motorways, airports andpbigh
railway lines have been undertaken and supported by EUwtilifunds; thereby a quality
improvement is expected in the next dec&ttmvever, in order to guarantee the conclusion of
those investments, ongoing financial support from EU structural funds is crucial. At the same
time, due to political fragility of EUinancial procedures, there are worries that the available
funds can be reduced by year 2020. In this case the development of new forms of public and
private partnership would be of help to pledge that investment plans are completed in due
course with thexpected results in terms of infrastructural endowments.

Turkey, on the other hand, has set ambitious targets for 2023, tfeat@iversary of the
establishment of the Republic of Turkey in order to improve the performance and
competitiveness of theansportation sector. It aims to expand highways by three times,
almost double the length of divided roads, double the railway infrastructure capacity, expand
considerably the length of higdpeed railways, and increase also considerably the port,
airport and air fleet capacities. In addition, Turkey aims to have fair competition in the
provision of transportation services by liberalizing the four transport sectors in trade with the
EU, which in turn requires the adoption and strict implementation of theadguisin the
related transport sufectors.

The Polish and Turkish experience of liberalization of trade in transportation services
revealed that the liberalization process within the context of EU integration is challenging. In
particular, in the case of road freight transportation, the liberalizatquires that the
countries adopt and implement effectively the rules and regulations on market access and
competition, prices and fiscal conditions, social conditions, technical conditions, road safety,
and international transport networks. Polandaasnember of the EU had to adopt and
implement these rules and regulations. On the other hand, Turkey is a candidate country for
EU accession, and is committed to adopt and implement the EU rules and regulations.
However, other countries may not have thespect of EU accession. For those countries, in
particular for the southern Mediterranean countries, at their present state of development the
adoption and implementation of EU rules and regulations could be much more challenging
and costlier than in thease of Turkey.

The study reveals that the southern Mediterranean countries will benefit from liberalization of
transportation services. But the crucial point is how to liberalize the transportation sector.
Liberalization could be achieved unilaterally lgopting and implementing international



norms. Unilateral liberalization may lead to efficiency gains, but such liberalization can be
constrained if the country cannot on its own gain improved access to larger foreign markets.

On the other hand, liberaéiion can be achieved through negotiations under the World Trade
Organi zationds ( WTO) Gener al Agreement on
multilateral approach to liberalization under GATS may lead not only to efficiency gains but

also to improvedaccess to larger foreign markets, the chances of achieving liberalization
through multilateral negotiations are very dim. Finally, the Mediterranean countries can try to
achieve liberalization of transportation services through regional cooperation witalth

But as emphasized above this approach has its problems.

The study reveals that the Mediterranean countries can derive efficiency gains by liberalizing
uni |l aterally, but foll owing the WTOG6s framew
of transportation services through cross border delivery (mode 1 in WTO parlance), by
establishing commercial presence (mode 3), or by the presence of a natural person (mode 4).
Thus, the countries could focus on policy measures that will discriminate atmaiigin
transportation services or transportation service providers. In the case of mode 3 the countries
could put emphasis on elimination of the requirements on discriminatory legal forms of entry

and restrictions on foreign equity, limits on licenses disdrimination in the allocation of

licenses, restriction on ongoing operations, and relevant aspects of the regulatory
environment.



CHAPTER1

OVERVIEW OF TRANSPORTSECTORS INPOLAND AND TURKEY

A close relationship exists betweegade costs and expords revealedy Samuelson (1964)

and Dornbush et al. (1977) within the framework of a version of the Ricardian model of
international trade. On the other hamdthe Melitz (2003) model, that combines economies

of scale at the firmevel with productivity differences between firms, and its numerous
extensions, trade costs do play i mportant rc
costs affect the aggregate volume of international tri@ohee with increased liberalizati@n

major component of trade costs turned out to be the transport costs as shown by Hummels
(1998) and Anderson and Wincoop (2004), the transport costs are one of the major
determinants of a countryds compeihtheawoNdenes s,
economy. Empirical models of Bougheas et al. (1999) and Limao and Venables (2001)
confirm this conclusion.

Important determinants of transport costs are distance, geography, infrastructure,
administrative barriers, and state of competitianthe transport sector. In addition, high
transport costs resulting from inefficiencies in transport services may become an obstacle to
trade and impede the realization of gains from trade liberalization. In principle governments
can try to decrease theaftrsport costs by improving poor transportation infrastructure
conditions, reducing administrative costs, and decreasing the inefficiencies in transport
services by liberalizing the transport sector and thus increasing competition in the sector.
Hence, thdiberalization of transportation services sector is of crucial importance for both the
output and exports of this sector as well as for decreasing the trade costs of goods produced
by various industries within the manufacturing sector.

In this study we ancentrate on the effects of changes in infrastructure and regulatory
framework on the transport costs by focusing on the fowssuators of the transport sector,
namelyroad transportation, rail transportation, maritime transportationa@nchnsportaon,

and consider the cases of an associated country witliEduhgpean Union EU), namely
Turkey anda New Member State of the EU, namely Pola@GHaptes 2-5 of the study
concentrate on the analysis of regulatory framework in road, rail, maritime and air
transportation sectors and Chapter 6 on the analysis of firm level data in those bethiss
chapter we concentraten the analysis of currerttansport infrastructure in Poland and
Turkey. Emphasis is placed on the analysis ofrtihe of the transprtation sectors in Polish

and Turkish economies in relation to other EU and-Boncountriesfor providing a better
understanding of theconomic importancef the sector within a comparative framework.
Next, we turn to the study of existing mark#tucture in transportatn sectors of Poland and
Turkey, anddescribe the changes in markets and infrastructure investment in ettoh of
transportatiorsub-sectors.

The chapter is structured as followsVhile section 1 considers the Polish and Turkish
transportation sectstin relation to other ELAnd noREU countries, Section grovides an
overview of thePolishtransport sector with emphasis on developments in air, rail, maritime
and oad transportation stdectors, andection 3 studiesimilarly the Turkish transport sub
sectors. Finally, Section 4 concludes.



1. POLISH AND TURKIS3 TRANSPORTATION SECORS WITHIN A
COMPARATIVE FRAMEWORK

Transportation sector is important for the economieBuskey, Poland and EU27able 1.1
shows the shares of the different transport sectors in the overall value addednalyzed
countries as well as the shares in the costs of intermediate use and in totatidalie# final
productsderived fromthe latest available inpwtutput table®. It is to be noted that the
transportation sector was economically much more important in Turkey than in Poland and on
average in the EU27Turkish transportation sectoproduced over 10 percent of the value
added (latest input/output tables from 20@Rereas transportation sectorPolandproduced

3.6 perceniduring 2005 of value added@ndthe transportation sector in EUZX2 percentof

value added during007.

Besides its role in the creation of value added, the transport services constigrtdicast

part of the costs of intermediate use in the analyzed economies. The share of transport
services took over 8 percent of total intermaggel use in Turkey, considerahiyore than in

Poland (49 percen} and in the EU27 (percen). Similar pattern&merge when the value of
intermediate use ixomparedto the total output of production sector: the share of
transportation sector in the value of final products produced in Turkey.&asr8entversus

2.3 percentin Poland and 2 percenin the EU27.

It hasalsoto be noted that Poland relies heavily on land transport compaveater and air
transport which constitute a very small share of the total transport services both in terms of
value added and in terms of the value of intermediate usealBadue to its geographical
location, but also thanks to large airline industry, Turkey uses water and air transport services
in a much more intensive fashicend it also produced a larger share of value added than in
Poland and EU27.

Tablel.1l The immrtance of transport sectors in the analysed economies

\ EU27 \ Poland ] Turkey

Shares in the total value added

Land transport; transport via pipeline service§ 2.6 35 9.0

Water transport services 0.3 01 0.9

Air transport services 0.2 ' 0.4

Total transport services 3.2 3.6 10.3
Share of transport intermediate use in the total output

Land transport; transport via pipeline servicey 1.6 2.2 3.0

Water transport services 0.2 0.2 0.6

Air transport services 0.3 ' 0.2

Total transport services 2.1 2.3 3.8
Share of transport in the intermediate use

Land transport; transport via pipeline service§ 3.0 4.6 6.3

Water transport services 0.4 03 12

Air transport services 0.5 ] 0.5

! Source: Erostat



EU27 Poland Turkey

Total transport services 4.0 4.9 8.1
Note: the input output table base year2007 for EU27, 2005 for Poland and 2002 for
Turkey data for Poland aggregated in the original 10 table (water and air transpaditg

value added percentage is computedas 0 p Tt T wherew is the output vector of

sector i and) is the unit value added coefficient.

Thedependence of the analyzed economies on the transportation sectors through intermediate
use make the efficiency arible structure of those sectors a crucial issue from the point of
view of economic policy. Ineitiencies that stem from inappropriate infrastructure and the
degree of competitiveness of those sectors translate indirectly to costs and production
efficiencies of other sectors in the economy.

Similar analysis can be performed for the gigit NACE setors (Table 1.2. One can
observe that in most of the sectors, transport activities constitute more than 1 pethent of
total value oftheir production,for tourism and transporelated industriesthese cost go as

high as 2Qpercentof the total valueof productionin Poland over 14percentin Turkey and

over 13percentin the EU27. Miningsectoris very transporintensive in the EL27 (over 7
percentof the value of output) and much less so in Turkey and Poland. Other transport
intensive sectors includeholesaletradeand retail trade sectqrespecially in Turkey, where
transport costtake over Hercentof the value of output.

Tablel.2 Intermedate use of transport services

EU27 Poland Turkey

Agriculture, hunting and related service activities | 1.4 0.6 14
Forestry, logging and related service activities 14 2.3 1.2
Fishing, operating of fish hatcheries and fish far

service activitiesncidental to fishing 2.0 1.3 19
Mining of coal and lignite; extraction of peat 3.0 2.3 13

Extraction of crude petroleum and natural gas; sef
activities incidental to oil and gas extraction exclud

surveying 2.6 0.0 0.1
Mining of uranium andhorium ores 2.9 0.0 0.0
Mining of metal ores 7.3 1.3 3.0
Other mining and quarrying 6.8 0.0 3.5
Manufacture of food products and beverages 2.9 21 4.4
Manufacture of tobacco products 2.1 2.7 3.3
Manufacture of textiles 2.9 0.7 3.2
Manufacture ofwearing apparel; dressing and dye

of fur 2.1 0.9 3.2
Tanning and dressing of leather; manufacture

luggage, handbags, saddlery, harness and footwea| 2.7 0.8 2.7

Manufacture of wood and of products of wood ¢
cork, except furniture; manufacture atticles of straw

and plaiting materials 4.0 6.3 4.8
Manufacture of pulp, paper and paper products 4.1 4.0 34
Publishing, printing and reproduction of recorg

media 2.3 1.2 3.2




EU27 Poland Turkey
Manufacture of coke, refined petroleum products
nuclear fuels 35 2.4 4.8
Manufacture of chemicals and chemical products | 2.6 2.0 3.1
Manufacture of rubber and plastic products 2.4 2.1 3.6
Manufacture of other nemetallic mineral products | 5.7 52 4.4
Manufacture of basic metals 3.2 1.8 3.1
Manufacture of fabricatedmetal products, excef
machinery and equipment 1.8 1.7 3.5
Manufacture of machinery and equipment n.e.c. 1.7 1.1 2.1
Manufacture of office machinery and computers 1.8 0.6 0.5
Manufacture of electrical machinery and appar:
n.e.c. 15 1.7 3.2
Manufacture of radio, television and communicat
equipment and apparatus 14 1.1 2.2
Manufacture of medical, precision and opti
instruments, watches and clocks 15 1.2 14
Manufacture of motor vehicles, trailers and se
trailers 2.0 1.3 3.1
Manufacture of other transport equipment 1.2 1.1 1.8
Manufacture of furniture; manufacturing n.e.c. 2.9 1.9 4.5
Recycling 2.4 7.2 4.9
Electricity, gas, steam and hot water supply 14 4.3 19
Collection, purification and distribution of water 0.6 04 0.6
Construction 1.1 2.1 34
Sale, maintenance and repair of motor vehicles
motorcycles; retail sale services of automotive fuel | 2.6 3.2 4.3
Wholesale trade and commission trade, excep
motor vehicles and motorcycles 4.9 7.2 5.9
Retail tradegxcept of motor vehicles and motorcycl
repair of personal and household goods 2.1 2.0 5.5
Hotels and restaurants 1.0 0.4 3.8
Land transport; transport via pipelines 5.8 6.6 104
Water transport 7.5 0.0 10.7
Air transport 54 4.7 7.4
Supporting andauxiliary transport activities; activitie
of travel agencies 134 20.7 14.2
Post and telecommunications 1.3 0.6 2.2
Financial intermediation, except insurance and pen
funding 0.7 0.2 0.4
Insurance and pension funding, except compul
socialsecurity 0.8 0.3 0.9
Activities auxiliary to financial intermediation 0.7 0.4 2.0
Real estate activities 0.2 04 0.8
Renting of machinery and equipment without oper
and of personal and household goods 17 1.3 24
Computer and related activities 0.9 1.2 2.0
Research and development 13 0.9 3.1
Other business activities 1.0 1.3 1.8




EU27 Poland Turkey

Public administration and defence; compulsory sa

security 1.2 0.8 4.1
Education 1.3 0.5 1.1
Health and social work 0.7 0.3 2.5
Sewage and refuse disposahnitation and simila

activities 1.1 2.3 0.8
Activities of membership organisation n.e.c. 1.8 04 1.1
Recreational, cultural and sporting activities 1.0 0.6 2.3
Other service activities 0.9 0.8 1.3

Note: the table shows the share of transpaetivities in the total intermediate use in all
sectors of the economy, the ratio of the intermediate use of transport in sector i to the total
intermediate use of that sectoEach row of the tablecorresponds to the following
expressionP QY & ¥ p 0O where® j is the input output coefficient corresponding

to the use of transport services of sector i addis the unit value added of that sector.

As far as manufacturingectors areoncerned, the costs of intermediate transpsetare high

in production of normetalic mineral products, reaching as high asp&rtentin the EU27,

5.2 percentin Poland and 4.¢ercentof the value of output in Turkey. High transport costs

are also incurred in the wood and paper industries, ugptrdgntof the total output value in
Poland and considerably less in Turkey and the EU27. Opercgntof the value of the final

output is spent on transport in production of basic metals (except Poland) and in the case of
metal products (Turkey onlyJ.ransport is also important in the Turkish food industry (over 4
percentshare in the value of output). In most other manufacturing industries, the share of
transport cost in the total value of output varies betwgserdentand 3percent

2. TRANSPORTSECTOR IN POLAND

Transportis the one of the largest contributor to GDP amounting to 3.6 percent in 2011.
Poland is a medium size country by European standards with many plains and few
mountainous areas. The distances within the country are relatively Both the distances

from the German border to Belarus and the distance from the Czech border to Baltic Sea are
about 1,000 km. Poland is a transit country for WWeesdt and NorttSouth European traffic.

The length of European roads is 5,500 km, whichelatively largein relation to other
neighboringcountries’ The traditional transport network ésowell developed. Poland has
406122 kilometers of standard roads, whichlasge relative to other countries both in
absolute terms and per square kilometers. The rail network is also relatively well developed.
The total length of tracks in Poland in 2010 was of 20,220 kilometers, of which 58 percent
were electrified railways. This wahe third largest rail network in Europe. The rolling stock

is also substantial. For example, there were abd&utridllion of lorries, road tractors, semi
trailers and trailers in 2010, which is a comparable number to other large European ¢ountries

2 The international Eoad network consists of a grid system of reference roads having a generaoubhgnd
westeast orientation; it includes also intermediate roads located between the reference roads and branch, link
and connecting roads. In the case of Czech Republic and Hungary the lengtbaafsBEs 2,600 and 2,200
kilometers respectively.

% The rdevant number of lorries, road tractors, sérailers and trailers, was equal to 5.4 million in France, 2.6
million in Germany and 5.2 million in Spain. Those

a



As a result the annual freight road transport in Poland, was eqdg@8283237 thousand ton
kilometers (Tkm) in 2010, which was comparable to figures in other large European
countries like France, Germany or Spdin

Unfortunately, Polan@l snodern transpornetworkis far less developed in comparison to

other EU15 countries For example, in 2010 there were no high speed rail lines in Poland,

while the respective numbers for France, Germany and Spain y8&i2 Km, 1286 km and

1,599 kilometers.The relathe si t uati on of Pol and is even \
length In 2010 there were 857 kilometers of motorways, while the relevant numbers for
France, Germany or Spain were several times higher. The massive construction of motorways

has started in Poldnonly after 2010. This relative backwardness in modernspiam
infrastructure diminishethe transit potential of Poland.

Poland, before transition towards the market economy initiated in 1989, like many non
market economies in Central and Eastern Europe, nelgedly on public transportation. Vast

majority of passenger transportation was done by large, public entergRigésansportation

was provided byPolish State RailwaysPplIskie Koleje PanstwowePKP), which had a

monopol positionin the rail sectarin the same way the passenger road transportation was
performed, almost exclusively, by a large state owned entespg P a (Est wowa Ko mu
Samochodowa (PKS). The number of private motor cars in Pelas@xtremely small by

Western European standards. The role of air transport was negligioeair sector was
monopolized by the state carrier Polskie Linie Lotnic@d .

The situation changed quite dramatically after transition in early 1990s. The introduction of
market economy and currency convertibility boosted the market for imported passenger cars.
In 2009 there were 433 passenger cars p@d0Olinhabitantsin Pdand, a number thas
comparable to many EU members from Western Europe. Many new small road transportation
firms emerged, usually with only few trucks. The large stataed enterprises were split and
transformed into public or private enterpris@fie cemand for public passenger and rail
transportation decreased quite dramatically in the firstA.@ears after the transitiowhile

the role of air transportation has been increasing, especially in the international passenger
transport.

In Poland, likem all Central and Eastern European countf&SECs) r a i | transpor
of the modal split has decreased sharafter the start ofthe transition processRail

transpord s  sirhther freight transport marketropped from 51 percent to just under 27

percent between 1995 and 2005, whilewajo s s har e of passenger tra
cent to just 8 per cent between 1995 and 20@4ing the same tim@eriodthe share of road

transport increased dramatically compensattiegdecreasi rail transportation.

A more detailed data on modal split in Poland for the last ten years are presérabtkifh.3

In the case of passenger transport, the share of passenger cars increased from 74.7 per cent in
2001 to 88.4 percent in 2010. On the other ithedshare of trains decreased by 5 percentage
points from 10.6 percent in 2001 to 5.2 percent in 2010. The share of motor coaches and
busses in passenger transport decreased drastically from 14.7 per cent in 2001 to 6.4 per cent

tractors in possession of small farmen Poland or in France. They do not reflect precisely -tistance
transport capacity.

* Those numbers were very close to the numbers for Italy or Spain, and much lower in comparison to Germany
or France.



in 2010. Thus, the role obublic transportation, which has decreased immediately after
transition, kept on falling over the last ten years. A similar trend was observed in the case of
freight transport. The share of (mostly public) railways in transport of goods decreased
drasticdly by 19 percentage points from 37.9 per cent in 2001 to 18.8 percent in 2010. On the
other hand, the share of road transportation in freight of goods increased by almost 20
percentage points from 61.1 percent to 81.2 per cent over the same periodrs®f aotast
majority of road transportation firms are private. The role of inland water transportation,
which was very small (1.0 per cent in 2001) has been marginalized to 0.1 per cent in 2010.

Tablel1.3 Modal split of passenger transport and freighffoland 20022010

| 2001] 2002| 2003| 2004| 2005| 2006 2007| 2008 2009] 2010

Modal split of passenger transport

Trains 10.60|9.50 (8.80 [8.00 |7.30 |6.90 [6.80 [6.20 |5.50 |5.20

Passenger cars 74.70(77.00|77.60|78.90|80.70(82.50|83.60 (85.50|87.00|88.40

Motor coaches, buses al,; ,;1135011350(1310/1200(1060/9.60 8.40 |7.40 |6.40
trolley buses

Modal split of freight transport

Railways 37.90(37.00(35.30(33.70|30.80|29.40 (26.40|24.00{19.40|18.80
Roads 61.10(62.20|64.00|66.10|69.00{70.40|73.50 (75.90|80.50(81.20
Inland waterways 1.00 |0.90 (0.60 |0.20 |0.20 |0.20 (0.10 |0.10 |0.10 |0.10

The Polish Government in recognition of modernization needs has set ambitious targets of
constructing new motorways and high speed railway hmés funds partially supported by

the European Structural Funds.

2.1Developments in Transport S@ectors

In order to analyse thmajor developments in Polish transport -selstors & consider first
the case of roattansportationfollowed byrail, maritime andiir transportation respectively.

2.1.1 Road Tansportation

Road transport is the most important transport mod@dtand. In 2010it carried 94.8
percent of passengerdere88.4 percentwasattributed to passenger cars and fiedcentto
coaches and busses. Moreover, 8defcentof all freight transport was carried using road
transportAs mentioned abovead transport lea dominant role in the generationkaith the
value added (3.percentof overall value addedn road transport vs3.6 percentof value
addedin transport overall) in the transport sectodin the share of intermediate use (4.6
percentof overall intermediate use come from road transgmrd.9percentirom all transport
sectors combingd In 2009, road transportestor employed 202 thousand peopleThe
importance of road freight transport is also indicate@idhle 1.4 Even in absolute terms, the
number of tonn&kilometers carried by road freight transporPolandwas the second highest
in theEU countries. Eenin relative terms, where this number is taken relative to the value of
GDP at market prices, for each 1 EGRGDP, Polish economy uses 0.56 tkm of road freight
transport.This is one ofthe highest transport intensities the EU27, lowerthan only in
Lithuania and Latviaandwith similar values observed for Bulgaria. This indicator is visibly



lower in all the EU15 countries. It is also worth noting that the road freight transport intensity
of GDP has increased in Poland byg&centsince 2006, wich means that the output of the
road freight transport sector is growing faster than the rest of the economy. In most of the
other countries under consideration a reverse trend is observed.

Tablel1.4: Tonnekilometres of road transport and road transpuensity of GDP

Country Millions of Tonnekilometre tkm per 1 EUR of GDP
2006 2010 2011 2006 2010 2011
Belgium 43,017 35,002 33,107 0.13 0.10 0.09
Bulgaria 13765 19433 21,214 0.52 0.54 0.55
Czech Republic | 50,376 51,832 54,830 0.43 0.35 0.35
Denmark 21,254 15,018 16,120 0.10 0.06 0.07
Germany 330016 | 313104 | 323833 | 0.14 0.13 0.12
Estonia 5,548 5,614 5,912 041 0.39 0.37
Ireland 17,454 10,939 10,108 0.10 0.07 0.06
Greece 34,002 29,815 0.16 0.13
Spain 241,788 | 210068 | 206843 | 0.25 0.20 0.19
France 211445 | 182193 | 185658 | 0.12 0.09 0.09
Italy 187,065 | 175775 | 142885 | 0.13 0.11 0.09
Cyprus 1,165 1,087 941 0.08 0.06 0.05
Latvia 10,753 10,590 12,131 0.67 0.59 0.61
Lithuania 18,134 19,398 21512 0.75 0.70 0.70
Luxembourg 8,807 8,694 8,835 0.26 0.22 0.21
Hungary 30479 33721 34,529 0.34 0.35 0.34
Netherlands 83,193 75,783 73333 0.15 0.13 0.12
Austria 39,187 28,659 28,542 0.15 0.10 0.09
Poland 128315 | 202308 | 207,651 | 0.47 0.57 0.56
Portugal 44,835 35,368 36,453 0.28 0.20 0.21
Romania 57,288 25,889 26,349 0.59 0.21 0.19
Slovenia 12112 15,931 16,439 0.39 0.45 0.46
Slovakia 22,212 27575 29,179 0.50 0.42 0.42
Finland 29,715 29,532 26,787 0.18 0.17 0.14
Sweden 39,918 36,268 36,932 0.13 0.10 0.10
United Kingdom | 165479 | 146685 0.08 0.09

Source: Eurostat

As compared to other transport modes, the road transport sector is very fragmented. As of
December 312010 9.1 thousand licenses for roughly 66 thousand vehicles were issued in th
domestic passenger transppiis another 63 th@and licenses for praion of taxi services

As many as 61.thousandicenses were granted for domestic freight transpocbuntingfor

181.2 thousand vehicl@sThe analysis of the structure of international freight transport sector
shows that by 2016f the 22 thousand firms wlit international transport licensanost 25
percenthad only one vehicle, and almost 90 percent had fewer than 10 véhtlgse same

time only 57 firms had over 100 vehicles.

S http://www.transport.qov.pli282b082dbb41-:2793921p 5.htm
8 www.trans.info/message/view/7324.html



http://www.transport.gov.pl/2-482b082dbb417-1793921-p_5.htm
http://www.trans.info/message/view/7324.html

Similar analysis can be performed for #ié firms in the freight road transportation sectors.
Over 77percentof firms had only one vehicle in 2010 and over@rcentof firms had fewer

than 10 vehicles. Only 190 firms.Ppercen} had 50 vehicles or more. The fragmentation of

the road transporhdustry dates back to the early years of transformation when the transport
sector was liberalized. However, some signs of consolidation and increased concentration are
clearly present: the number of firms with more than 10 vehicles quadrupled since 1#95 wh
the number of firms with 50 vehicles or more doubled.

Tablel.5: Fragmentation in the road transport industry (number of enterprises)

Number of vehicles 1995 2000 2005 2009 2010 (pi(r)clgn)
Total 60,070 91,794 70,383 75,034 79,430 1000

1 vehicle 52,815 79,782 55,106 56,328 61,550 775
From 2 to 5 vehicles 6,270 10,879 13,776 14,082 15,388 194
From 6 to 9 vehicles 333 548 745 308 331 04

From 10 to 19 vehicles 340 359 440 1,160 1,224 15

From 20 to 49 vehicles 234 177 263 647 747 0.9

50 vehicles or more 78 49 53 164 190 0.2

Source: Eurostat

The share of transport for hire and reward accounted fgoebBentof all freight carried
domestically in 2009 and the remaining part can be attributed to own account transport.
Between 2005 and 2009 the importance of international freight road transport doBlyled.
2009 the share of international road transport inaerall freight road transport reached
almost 45 percerds revealed bgentral Statistical Officg2010).

The road network in Poland in 2010 consisted of.38Bousand kilometers of which the
national road constitutedgercentand handled 6@ercentof traffic. By June 2012 only,289

km of motorways and 835 km of expressways (most of them very fragmented) have been in
operation. In 2009, only 6Percentof national roads were in good state, whereapei@ent

were classified as being in bad condition.

" Hire and reward drivers carry freight for another firm (customers or freight forwarders) on a contractual basis.

On the other handiccording tahe EUGransport for hire or rewaédtonsists of a range of transport operations

such as postal transport,risport vehicles that are damaged or have broken down, transport of goods by vehicles
whose authorized payload does not exceed 3.5 tonnes, transport of medicinal products or medical equipment,
transport of emergency equipment. Transport operations foohimvard other than those just listed require an

operating certificate, namely the Community license, which replaces bilateral licensesLatvel (Council

Regul ation EEC NA 881FimlB, nad thatABnex M aor tieelEuropedrd Bcpnomic

Community EEC) Directive of 23 July 196aefines intracommunity own account transport as follows:
iTransport of goods by mot or v @)hhie goods tramgpdrtedenudt belorg t he f
to the company or have been sold, boughtie@nproduced, extracted, transformed or repaired by it, or given to

it, (ii) the carriage must be used to take goods to the company premises, to send them from the company
premises, to move them, either within the company premises, or outside the cprepasgs for its own needs,

(iii) the motor vehicles used for this carriage must
vehicles transporting the goods must belong to the company or have been bought by it on deferred terms, or
hired provded that in the latter case they meet the conditions of Council Directive 84/67 on the use of vehicles

hired without drivers for the carriage of goods by road, and (&hgport must only be incidental to the
companies activity as a whole. 0



The development of the road infrastructure in Poland has accelerated following the 2007
UEFA decision to organize the 2012 European Football Championship in Poland and
Ukraine. The medium term plans on construction of roads and motorways were adjusted i
order to set ambitious plans for completion of major roads before June 2012 when the
championships took placeWithin the period of 200201Q 1,1665 km of new national

roads including 1835 km of motorways and 298 km of new motorwaysvere completed.

The fiscal situation in 2010 lead to an adjustment of the medium term plans and establishment
of the 20112015 Program for Construction of National Roads, set the goals of creating the
network of 8104 km of motorways, 7838 km of motorwag and major improvements to
existing roads by 2013. The plans for 2015 include completion of the Al {smrth), A2
(eastwest through central Poland) and A4/A18 (easst through southern Poland). The
majority of vehicles used on Polish roads weresast 10 years old and their share increased
from 61 percentin 2005 to almost 7@ercentin 2009 Central Statistical Office(2010).
Between 2005 and 200%s many as .8 million seconehand passenger vehicles were
imported.The analysis performed dpternational Road Transport Uni¢h998) shows that

in late 1990s the degree of congestion of the Polish road was high as compared to other
European countries and estimated to take up to@8&ntof total travel time (as compared

to 3.2 percentin the UK) in the case of road freight transport and Recentof GDP. As

noted above, the infrastructure development has speedafienthe late 2000,sbut so has

the demand for transportation services with a growing economy and increasing openness and
interrational trade, especially with the rest of tig.

Figurel.l Average daily traffic (vehicles/24 hours)
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Source:http://www.gddkia.gov.pl/userfiles/articles/g/GENERALNY POMIAR RUCHU 2010
[0.1.1.5 Synteza GPR_2010.pdf

As Figure 1.1 shows, the average daily traffic on international roads in Poland has gone up by
45 percent, with yearly growth as high as 7.5 percer0@7. Other parts of the national
roads network have experienced even larger surges in traffic. Overall traffic on national roads
including international roads went up from 5109 vehicles / 24 hours in 2000 up to 9,888
vehicles / 24 hours in 2010 represagtan over 90 percent increase (General Directorate for
National Roads and Motorways (2011)). However, due the improvements in the road
infrastructure, driving habits, better education of drivers and law enforcement, the degree of
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road safety has increasadd the number of road accidents has dropped by almost 28 percent
between 2001 and 2010 (Police Headquarters (2011)).

2.1.2 Rail Transportation

Thefirst private company WarsaWienna Railway was set up in 1844. The first section of
the line from Warsa to Skierniewice was opened one year la@pening of all Warsaw
Vienna Railway from Warszawa to the border (328 km) has been completed in 1848.
Connections between WarsawCracow, Berlin (via Breslau), and Vienna (via Gliwite
Kozlei Bohumini Breclar) and Dresden were completed at the end of the same year.

Since that period the development of railways on Polish territoryathsrdynamic, but very
uneven. The best infrastructure was developed at the German territory, less progress was
made ovethe AustreHungarian territory and the least developed infrastructure was set up in
Russian territoriesPolish State regained independence in 1918, aftery&dBsof partition
among Germany, Russia aAdstro-Hungarian EmpireFormation of first Governnm of the
Polish Republic led to creation &ailway Department in the Ministry of Communication,
andto the establishment dhe Polish State Railway$¢lskie Koleje Panstwow@KP)).
Initially, the company was public andasused formilitary purposesThe transfer of military
railways to civil railwaysn the former Russian and Austrian sec@tarted irl918,andwas
completed only in 1921. A year latBolish administration took over the railway network in
Upper Silesia. The main task of new Polighménistration was to reconstruct and fyrnthe
railway infrastructure. Sincené Russian gauge wagder relative toGerman and Austrian
gauges signaling systems and railway rolling stock were incompatible, there were no direct
connections between diffareparts of newly reconstructed Polish state.

The initial rapid devel opment of rail ways w
1930, the revenues of PKP dropped by 50 percent, and 23 thousand employees of PKP lost
jobs between 1930 and 1933e rew wave of modernization of railway network startedly

during 193339. The major investment during that period whasso called Coal Corridor,
connecting Silesian mines with new Polish harbor in Gdyséav rail lines were constructed,
connecting Warsawvith Katowice and Cracow. Poland had also three fairly modern factories
producing passenger wagons (Lilpop, Rau & Loewenstein in Warsaw), wagons and
locomotives (H. Cegielski in Poznan) and locomotives (Fablok in Chrzanow).

A very |l arge share of Pol andbs rail way i nf
destroyed during the Second World War. Poland received several hundred of locomotives
from USA and UK underthe UNRRA (United Nations Relief and Rehabilitation
Administraton) program, andhasregained someagons from Hungary and Austrés a part

of therepatriation process. The domestic reconstruction was relatively rapid. The Polish State
Railways (PKP) regaineits monopolypositionover the whole Polish territory.

The main modernization investments under communist regime were aimed at electrification
of existing rail lines. The production of steam locomotives was stopped in 1957, and
production of relatively modern electric locomotives has been developed. Till b888 E0
thousandkm of railway lines (almost 50 percent of total) were electrified. The main Coal
Corridor has been modernized am the corridothe maximum speed was increased to 160
km/h.
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The beginning of the transition towards market economy in 4¢806ted advesely the Polish

State Railways PKPThe initial important drop of GDP (in 1994®91), combined with rapid

growth of privately owned motor cars and trucks, reduced drastically the demand for rail
cargo freights and TphairwestnangfendssobPKPere aecdusga andt at i o
first strikes ofrailway workers starteth 1993. The number of railwayassengers dropped

from 784 million in 1990 to 400 million in 1998 and further to 263 million in 2006. The
reduction of demand for rail seces in Poland, like in many other Central and Eastern
European countries, reduced t hdeasticallyover lastr an s p ¢
twenty years. Thus, in Poland, like in many European countries, rail transport share of the
modal spli has decreased very abruptly duriegent years.

Since 2006 the total passenger transport in Poland has almost stabilized. The total number of
passengers has been equal td8% pkm (1000 pass., million pkm) in 2010, only 4.5 per cent

less incomparison to 2006. The relevant numbers for Germany and France, the largest
European passenger s 0,83mpkm &nd 884Q pkmvrespeetivedyq u al t o:

The situation in Polandods freight Tdbled® sport
The transportation of massive godalg rail is gradually increasing in Poland, Turkey and
Germanyduringthe period 2003 to 2011. This phenomenon is probably reflecting a relatively
higher domestic market potential in those three countries in recent y@arthe other hand
goodsd transpor tllegdin thenoldimsember stategaly aFrahce and Spéira

and inthe New Member States (NMS) of the EU such@zsech RepHungary, Romania and

Slovakia

Table1.6: Goods transported by rail: millions tkm

2003 |2004 [2005 (2006 |2007 (2008 (2009 |2010 |2011
gZECh 93297 88,843 85613 (97,491 (99,777 |95073 (76,715 82900 |87,096

France |120676|117,415/107,532|/109222|111,236|109509(86,127 |85,045 |92,481
Germany [296924(310261|317,294|346118|361,116|371,298|312087|355715|-
Hungary 42940 |51,726 (50,850 (54,705 |51,523 51,543 (42,277 |45,794 |47,424

Italy 74,293 183,533 |89,755 |102169|105314/95,810 (76,336 |84,435 (12,878
Poland [161,816(282919|269553|291,394(245307|248860/200,819(216,767|24,8606
Romania |- 72,738 69,176 (68312 (68,772 |66,711 [50,595 (52,932 (60,723

Slovakia (50,521 (50,445 (49,310 |52449 |51,813 |47,910 (37,603 [44,327
Spain 26,244 30,514 (29,731 |29,862 (29,918 |26,906 (21,292 (21,986 |25,014
Turkey |15,755 (17,708 (18946 |19,745 (20,849 (22,870 |21,270 {23,816 (24,753
old EU 518137|541,723|544,312|587,371|607,584|603523|495842(547,181/130373
CEE 348574/546,671(524502/564,351|517,192|510,097|408009(442720{443849
Source: Eurostat

Nevertheless, the drop ddilways share in inland freight transportation is very pronounced in
Poland and in some other CE& This radical change was reflecting relative
underdevelopment of road transports before transition and its rapid expansion afterwards in
Central Europeanaoeintries. The relative decrease of railways in modal split is reflecting
relative low level of its competitiveness. In consequence there is need for modernization of
the network and a downsizing of the whole sector.
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The downsizing phenomenon can be lmestasured by a decreasing numbeemiployees in
principal railway enterpriseas shown inTable 1.7 Unfortunately the data on employment

are somewhat incomplete. In Poland the number of employees was reduced from 145
thousand in 2001 to 110 thousand in 2010 or by 24 per cent in relative terms. In Turkey the
number of railway employees was reduced by 1Bousand or by almost 40 per cent over the
same period. In absolute terms the largest drop in total employment in principal railway
enterprises was observed in Germany (by almost 90 thousand) and in Romania (60 thousand).
This reduction in employment, iRoland as well as in the majority of other cases, was a
reaction to the oveemployment in the old incumbent, monopolistic, state owned railway
enterprises (PKP), which started to face the increased competition from incoming Railway
Undertakings (RUs) another modes of transportation.

Tablel.7: Employment in principal railway enterprises, by type of activity

2001 (2002 [2003 [2004 |2005 |2006 |2007 (2008 |2009 (2010 |[change
Czech Rep.|85,225 (82,839 (79,885 |74,993 (66,627 (62983 |57,934 (56,054 |- - -29,171
France 176575|175510(171,674|167,895(164298 |- - - - - -12,277
Germany |- 223065|- - 60,399 |- - - - 134702|-88,363
Hungary 56,647 |55619 (54,888 |- - - 42,709 (37,795 [36,794 |- -19,853
Italy - 97,180 [95,071 |93380 (91,500 (91,679 |87,421 |83,335 (78991 |75011 [-22,169
Poland 145239|140,633|136687|133329(126,342(125263|122568|117,077|109743|109840(-35,399
Romania (101,418|87,835 |- 65568 |- - - 41,520 |41,340 |- -60,078
Slovakia 144596 (43,688 |41,627 39,151 |36,664 [34,766 |34,074 |33,468 |32,643 |31,749 [-12,847
Spain 32584 (31,422 |- 29,752 (14916 (20,721 (20,763 |20,893 |20,671 |- -11,913
Turkey 45175 |41,978 (29,695 [28978 (27,473 |26415 |28,024 |27,603 (26,868 |- -18,307
old EU 209159|527,177|266,745(291,027|331,113|112400|108184 104228 (99,662 (209713
CEE 433125|410614|313087(313041|229633|223012|257,285|285914|220520|141,589

Source: Eurostat statistics.

Another aspect of downsizing can be observed in the number of wagons, used by railway
enterprises. The relevant figures are showitable .Unfortunately, the data on number of
wagons are incomplete as well. In all European countries the drop in the numbers of wagons
in operation was very substaaiti In Poland the number of wagons was reduced in 2010 by
almost 7.5 thousand in comparison to 2001 and by almost 19 thousand in relation to the
maximum level reached in 2004. A similar situation existed in other CEECs, with the largest
drop observed in Roania, by almost 50 thousand, or nearly 50 percent in relative terms. This
change was reflecting the obsolete state of wagons. In Old EU countries the largest drop was
observed in Italy. On the other hand the number of wagons increased slightly onlkey.Tur

But we have to take into consideration that in Turkey the share of rail transportation in modal
split is relatively small and did not decrease during the last ten years.

Tablel.8: Number of wagons, by status of enterprise

2001 (2002 |2003 |2004 |2005 (2006 [2007 {2008 |2009 |2010 ([change

Czech Rep.|52427 [49,150 |48,158 |47,500 (47,172 |47,680 |47,659 (46,925 |35436 (35077 |-17,350

France 109,770|107,033|103833|99,372 |95,238 -14,532

Germany (118415|111,852 - 102778 -15,637

13



Hungary 22,983 (21,695 |20,189 (19,783 (16,027 |- - 12,240 |10,683 |- -12,300
Italy - - 56,155 |54,528 [|45660 (46,371 (41,398 |40,740 |30,319 (30,331 (-25,824
Poland 96,741 (119308(111532|107,315(103234|103527|104982|101,528|95,462 |89,270 [-7,471
Romania (93187 (86,786 |- 60,964 |58951 |55503 |54,713 |47,420 |45505 |43,311 |-49,876
Slovakia 24587 (24,796 |23973 |24936 (25515 (25989 |27,538 (20,820 |14,534 |15260 [-9,327
Spain 25987 (25041 |- 32658 |22,658 (13,817 (14,311 (13,718 |13218 |12966 |-13,021
Turkey 17,571 |17,030 (16,841 [16,872 |17,499 (18229 [19205 |19537 |17,607 |- 36

old EU 243926|159988|186558|266334 (60,188 |55,709 |54,458 (43537 |43297

CEE 18242792320 |153183|147,665|129172|129910|127,405|106,158 93,648

Source: Eurostat

The downsizng is practically not observed the case of total railwaljnes. In Poland and in
some other countries with a large railway network (e.g. Hungary or France), the total length
of lines decreased slightly. In the case of Poland, which has the third largest network in
Europe, the reductioof lines was forced mainly by the declining quality of the netwdrk.

some other large countries, investing a lot in modernization of the network, the total length of
lines increaseanly slightly (e.g. Germany and Spain)A similar slightincrease wasilso
observedn the case of Turkey.

The total length of operational standard galiges was kwly decreasing over the time from
20,545 kilometers in 2002 Although Poland is the third Igest railway network in Europe

after Germany and Franées economic attractiveness is limited. Many railway lines were
closed after 1990 due to lack of funds. The average density of the railway network is 6.6
km/100 sg. km, ranging from 3.3 km/100 sqg. km in the Podlaskie voivodship (province
neighboring to Easterborder of Poland) to 17.4 km/100 sq. km in the Silesian voivodship.
Most of these lines are property of PKP Polskie Linie Kolejowe (BKP PLK) which
operates as the infrastructure manager. The entire Polish railway network includes 1,600
railway statioms, all managed by PKP PLK.

The most important railway lines in Poland are E20 (German border Warg&elarus
border), E30 (German bordérWr o cigkatewicéd K r a K Ukwainian border) and E65
(Czech borderi Katowice i Warszawa i Gdynia). Thee lines have been under
modernzation since 2000, most of theprojectshave beerscheduled for completion until
2012. Part of E65 line between Katowice and Warszawa is known as the Central Railway
Line (Centralna Magistrala Kolejowa) and has already been réhtddl for highspeed
trains.

As mentioned abovethe railway infrastructure was in a poor stdteing themid-2 0 0 0 6 s .
Some 30 percent of the network was classifi e
to major speed restrictiorend they weresuspended for usén that period the maximum

speed was restricted on many lines.

8 In 2005 atabout 6 percent of the network, the maximum speed was less than 40 km/h. See: Office of Railway
Transport (2005) Functioning of Polish Railway Transport in 2004 and updates.

° Office of Railway Transport (2005) Functioning of Polish Railway Transpor0d¥2page 5. The number of
standard lines decreased from 22,560 kilometers in 2000.
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Despite some efforts undertaketine technical condition of the infrastructure was still
worseningduringe ar | 'y 2 0 0 0 Gosa.repoft presented ibyntige Office of Reedly
Transport (2005) the major challenges for the infrastructure thesnadequate level of
investmeng for maintenance and modernization of railway infrastructure. In particular in
2005 it was estimated that the backlog in main repair amount$@0 &m of tracks and
16,600 crossovers, while yearly needs resulting from the repair cycles amount to 950 km of
tracks and B70 crossovers. In 2004 only 179.8 km of tracks and 149 crossovers were
replaced.The rolling stock owned mainly by the PKP and other Patsllvay undertakings
(RUs) was of rather poor technical condition as wélf.the 115 thousand freight cars and
about 9 thousand passenger wagons owned by HRlisimajority of themwereold and no

in line with modern standards.

Indeed, the level of infrastructure investment in Poland was very low by European standards
and inadequate to meet the modernization needs. The relevant numbers are preabted in

1.9 Until 2005 Poland invested alidlD times less in comparison to other large EU countries
having the similar or slightly larger length of lines in the railway netwaitough Turkey

had a much smaller railway networketinvestments in Turkey wesgill half of railway
investmentsn Poland,

Tablel1.9: Investment in Rail Infrastructure (Current Prieddillion EUR), 19921 2008

1992 {1994 {1996 |1997 |1998 |1999 |2000 |2001 |2002 |2003 |2004 |2005 |2006 |2007 {2008
92 |160 |280 (302 |269 (371 (394 (473 |417 |411 |485 (465 (612 (1,217

Czech
Rep.

France |3,601(2,840|2,963|3,024(2,879|2,891|2,955|2,444|3,045|3,634|3,680(4,118(4,214|4,505|5,119
German

4,673|5,471|5,200|4,745|4,423|7,350(5,305|5,481(7,437|7,233|6,417 |4,284 4,860 (4,717 |4,716

y
Hungaryl4l |75 |103 |80 |136 |188 |197 [228 |278 |280 |155 |171 |91 |376 |298
Italy 2,312(2,078|2,170|3,681/4,549|4,856|5,5257,403(8.809| ¢ |8,970(7,702

Poland |96 (164 |278 (308 (338 [237 (198 |113 |108 |195 219 (235 |353 (646 |901
Romanig5 (21 |51 (43 |46 (30 (43 |57 |106 |99 |58 |109 [102 (311 |317
Slovakial24 |29 |107 |121 |64 |37 |53 |170 (241 |91 |91 |160 [225 (287 |215
Spain |973 |772 |645 |597 [856 |1,279|920 |1,106(1,199|1,633|1,900|1,9262,255|2,368 2,503
UK. |3175/2,579|2,735|3,365(3,917|4,821 |4,583|5,873|6,751|7,497|6,300(6,518|7,392|8,137|7,515
Turkey (34 |34 |36 |44 |54 |69 |61 |[50 |47 |86 |125 |170 [330 [271 |339
Source: OECD, International Transport Forum, Paris 2009, Online Database
(http://www.internationaltransportforum.org/statistics/statistics.html), issued 16 July 2010.

Thus, the modernization of Polish railways network is a great challenge for the gonernme
Only recently, Poland has begun investing in railway modernizatitnthe aim ofraising

the quality of standards. Poland has divided its railway lines into national interest lines, urban
interest and international interest lines, which can benefit from external funds. According to
the PKP PLK the lines of strategic interest for international traffic wiljtaelually upgraded

9 The structure of rolling stock and average age of freight cars were as follows in 2004: (1) box cars 12.6
percent 27.7 years, (ii) coal cars 68.3 percent 22.1 year§iufldt cars 14.9 percent 24.3 years. The situation
regarding the technical condition of locomotives was similar. The basic electric locomotives for passenger traffic
are: EPQ9 (average age of 11.2 years) and EUO7 (average age of 26.1 years).
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to European standards. The ultimate goal is to ensure the interoperability of the Polish
network included in the TrariSuropean network of high speed lines, as well as the
interoperability of the TranEuropean conventional railway sgst. In general, the
modernization of railway lines in Poland is made with the help of-btadget funds and
through nomreimbursable European funding, as well as various agreements signed with
European Investment BanklB), European Bank for Reconstrumti and Development
(EBRD) andtheWorld Bank.

Currently, the main cities in Poland are linked through a railway transport system where trains
can reach speeds of 160 kmBut, Polish Railways do not have rolling stock that can reach
this speed. PKP SAds been planning to buy Pendolino fast trains ever since 1998, but the
contract was cancelled for financial reasons. Finally, in 2012 the PKP SA signed the contract

worth 665 EUR millions for 20 trains bf Penc

of EUR 1.3 billionuntil 2013 fort he r enewal of the companyo6s
trains shall be operating at lines Warszawad a s k, Wanr s kandwv\arszawa
Katowiceduring the perio?0132014 and he latter should be operating to the 220 km/h
cruising speedfter2015.

Polish Railways priority was to connect Warsaw, Wroclaw and Krakow with airports. In
total, PKPPLK was planning to modernize ninailway sections with total length of almost
thousand kilometers. Unforturedy, PKP PLK was not able to finalize all infrastructure
modernization projects, and some of them have been abandonede likedernization othe

line connecting Szczecin with Poznan. Due to the fact that PKP PLK was not able to realize
all projects bafre 2012, some of the European funds have been transferred from railways
networks to road modernization investments.

The Polish infrastructure manager, PKP PLK plans to invest PLN 5 Billion (EUR 1.2 Billion)

in the extension of the transport netwdtkntil 2015, the railway infrastructure has EUR 4.8
Billion investments approved from European funding. One of the major investments will be
the Rail Baltica project which will link Warsaw, Kaunas, Tallin, Riga and Helsinki. Ralil
Baltica Polish segment is 34dm long will cost around PLN 700 Million (EUR 178.8
Million). With over EUR 4 Billion announced for investments in the Polish railway
infrastructure over the next 3 years, the railway network in Poland should be modernized. The
situation is changing withatge scale investments-tinanced by structural funds of ttiJ.

At present the economic attractiveness of Polish railway infrastructure remains rather
potential than real.

2.1.3 Maritime Transportation

An important feature of the Polish position is its geographical location, particularly its access
to the Baltic Sea. The Polish coastline has over 528 km length, which allewse of the

cost line forsea fishing, shipbuilding, tourism, and maritime transport. The Polish marine
merchant fleet is used primarily for carriage and export of raw materialsnahg@roducts to

and from theothercoastal countrieolishvesselscarried mainlygeneral cargograin, coal

™ For example in 2010, funds of PLN 3.7 Billion (EUR over 880 Million) have been approved, which with
European funding, gave the amount of PLN 4.2 Billion (EUR 1 Billion) for new railways investments.
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and cokeNearly 79 percent dPolish maritime traffic ign irregulartransport namelytramp
shipping.

One of the possible negative impacts of Polish membership in the EU was the rapid decrease
of the role of Polish shipowners in the Pblisargo traffic. In 2003 Polish shipowners
transported 9.1 million tonnes of cargo, which was over 23 percent of total cargo traffic (39.4
million tonnes). In 2009 this share dropped to 6.5 percent of total cargo of over 40 million
tonnes. The rapid drop itotal amount of cargo transported by Polish shipowners after joining
the EU is visible irFigure 1.2.

I n Poland there are four main seaports that
Szczecin and $winouj Scie. Qargortraffie takep macecire n t o
these ports and this share remained stable throughout the last decade. The remaining part of
the cargo traffic is facilitated by 57 smaller ports and harbours along the Polish coastline. The
greatest weakness of Polish marginnfrastructure is the distance from the main oceanic

traffic routes and the underdeveloped transport connections with the main business centres in

the country.

In comparison to other international ports in the Baltic Sea region, which are the direct
competitors of Polish harbours, the four main Polish seaports do not lag behind in terms of the
reloading offer. The main obstacle to gaining on international importance is the limited
quality and throughput of the access to the port facilities. In yeafsi2B009 the total length

of seaport quays decreased by 5.4 percent, though at the same time the length of quays
suitable for use (of depth over 10.9 m) increased by 10.3 percent. The total length of
transshipping quays increased by 1.4 percent while @hgth of the transshipping quays
suitable for use grew by 3.2 percent. The most significant development took place in
Szczecin, where throughout the last decade the length the transshipping quays suitable for use
spiked by 45.9 percent reaching 11K84. On t he ot her hand i n Swino
transshipping quays suitable for use dropped by 45.4 percent and at the end of year 2010
amounted only 5.8Bm. Among the major weaknesses of Polish fatigued seaport
infrastructure are the shallow port poolssufficient maximum load of quays,
underdeveloped logistics of transhipping quays and decapitalisation of remaining port
infrastructure.

Figure 1.2: Cargo transport by cargo carrying Polish sea fleet
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Source: Statistical Office in Szczecin, Statistical yearbook of maritime economy 2011,
Szczecin 201Attp://www.stat.gov.pl/cps/rde/xbcer/gus/rs_rocznik _gosp_morskdil.pdf
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Figure 1.3: Cargo traffic in Polish seaports
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Source: Statistical Office in Szczecin, Statistical yearbook of maritime economy 2011,
Szczecin 201ttp://www.stat.gov.pl/cps/rde/xber/gus/rs_rocznik _gosp_morskiej_2011.pdf

The number of ships in Polish cargargang sea fleet increased by43percentduring the

years 2002009. However, this trend has been revised since the year 2009. Since 2009 the
worldbs sea transport sector has been experier
gener al downturn i n worl doés economy and i n
decreased rapidly to a | evel at whi dthe t hey
exploitation costs. This forced the ship owners to reduce employment and take other anti
crisis actios. In year 2011, as compared to year 2010, the number of Polish cargo carrying

sea sips decreased by IOpercent and accountéal only 108 shipsat the end of year 2011.

Still this was combined with onlgslight decrease in the tb@eadweight of the ships (by40.
percentland the total gross capacity4gercent).

At the end of 2011 there were only 15 cargo carrying ships under Polish fldy.tatal
deadweight of 26.4 thousand tws and gross capacity of GT 2thousand they constituted

13.9 percent of Polish fleet, 0.9 percent of its total deadweight and 1 percent of total capacity.
The small fraction of Polish ships operating under Rofiag is due to the reflagging
phenomenon, when shipowners change the flagotioer flagsoffering lower exploitation

costs. Majority of Polish ships operate under the flag of the Bahamas, Cyprus or Malta. This
reflagging process was appliegt the majority of ships with the exception of the oldest units

that were predicted to be withdraveoonfrom the market. Therefore though in 2011 the
average age of Polish ships was 17.8 years, for the ships under Polish flag it was 32 years.
Therearenotsi ps under Polish flag that are owned

Table 1.10: Polish sea fleet by flag in 2011 (as of 31 Dec)

flag
total
Bahamas|Cyprus |Malta Poland |Liberia |Vanuatu
number of vessels 108 36 20 16 15 13 7

deadweight (DWT) irthous. tonnes |2 931.0 (11415 [395.2 [534.0 [26.4 363.5 |454.8

gross tonnage (GT) in thous. tonnej2 039.2(849.9  [311.4 |354.3 [21.2 235.3 [257.2

Source: Statistical Office in Szczecin, Gospodarka morska w Polsce w 2011 r., Szczecin 2012,
http://www.stat.gov.pl/cps/rde/xbcr/qus/t_gospodarka_morska_2011.pdf
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In 2011 Polish ship owners transported37.5tonnes of cargo, which wdsss tharthat of

the year bfre by 7.5 percentThe structure of the cargo transported by Polish fleet is
dominated by rao units (over 6(percent) while the percentage of cargo transported by large
containers was reduced @opercent(Figure 1.4) Such structure imms the inadeqacy of

Polish fleet in terms of global trends. Nowadawsernational trade tesdo rely largely on
container traffic and &rge cordiners constitute more than fi@rcent of the total cargo traffic

in Poland. This share is similar to the share of large containers cargo in France and United
Kingdom, though significantly less than in Germany, Spain, Portugal or Tutkeing the

year 2011only one ship in the Poliskea fleet consisting of 108 shipgas suitable for
transporting large containers. The majority of Polish fleet (83 percent) focuses on bulk cargo
traffic. In the Baltic Sea region there is already competgimong thel9 foreign shipowners

with over 152 ontainer ships with total capacity of 113.7 thousand TEU.

Though the number of large ships in Polish sea fleet remains significantly smalléhdban

of other western European countries, which tend to own a few times more ships than Poland
The numberof vessels in Polish fleet is comparable to those of other countries in Baltic Sea
region. Also in terms of the flag the size of Polish fleet bears strong resemblance to fleets of
Lithuania, Latvia or Estonia. All of the countries experience a situatitbere ships owned

by the countryés <citizens frequently operat
Baltic countries had a flag fleet with total gross tonnage above 1 million tonnes. Nevertheless,
in terms of the number of ships arriving at thajon seaports Poland bear more resemblance

to Portugal or Ireland. In 2009 over 15 thousand ships arrived in Polish seaports, which was
more thanthe number of ships that arrived to paristhe three Baltic States. Still twice as
many ships as in Polan@vVe arrived this year in Finland and in Turkey.

Figure 1.4: The structure of cargo transported by Polish sea fleet in 2011

17,40% 17,00%
Odry bulk

O liquid bulk
E ro-ro units

B other general cargo

Source: Statistical Office in Szczecin, Gospodarka morska w Polsce w 2011 r., Szczecin 2012,
http://www.stat.gov.pl/cps/rde/xbcr/gus/t_gospodarka morska 2011.pdf

2TEU is the abbreviation of Twenty foot Equivaldmit, meaning a container with the basic dimensions of 20
ft length, 8 ft wide and 8 ft 6 inches in height.

19


http://www.stat.gov.pl/cps/rde/xbcr/gus/t_gospodarka_morska_2011.pdf

Another aspect indicating that Poland is not one of the major players in maritime transport
sector is lhe total amount of cargo traffic in Polish seaports. In 2009 the absolute tonnage of
cargo traffic in Poland reached 44.6 million tonnes, which is similar to other countries
operating in the Baltic Sea region, though much less than for countries in westepe or

for Turkey (with over 277 million tonnes cargo). Also the gross weight of goods handled in
seaports per capita reveals that Poland uses maritime transportation to much smaller extent
than countries in Western Europe. Within the first decadbaeoiXI* century the weight of

cargo traffic increased from 1.2 tonnes per capita to 1.6 tonnes per capita. These numbers are
still significantly smaller than in the other large countries in Europe. But it is worth noting
that after the temporal breakdown2009 the value reached in 2010 was higher in relation to

the precrisis levels, whereas in other European countries cargo traffic has not recovered.

In maritime transport the risk of an accident is much greater than in case of air transport. The
rea®n is that the direct contact of the ship with the sea element combined with the wind can
prevent the shipowner from further seafaring. Nevertheless, in the first decade Bf XXI
centurythere was no major shipwreck (i.e. drowning, complete loss of a &uigg in the

Polish sea fleet. Still maritime accidents are on a daily basis in Pblaadh year 8000
accidents involving Polish ships take place. Most of them are collisions of ships or ship
crushes (25ercert35 percenf. Stranding of ships accowtt 5 percentl2 percentof all
accidents and 10percemi25 percent involved engine breakdown or misadventures
experienced by crew members. The number of accidents of Polish sailors is not larger than in
other European countries, though the rate of fat@tlanots among them remains disturbingly
high.

2.1.4Air Transportation

The modern history of Polish civil aviation starts with the establishmeRtotskie Linie
Lotnicze LOT (trading as LOT Polish Airlines or LOT) on 1 January 1929 by the Polish
government as a state owned ggierning corporation taking over existing domestic lines
Aero and Aerolotmaking it one of the world's oldest airlines still in operatio@T stared

on January, 1929 with domestic services to Bydgoszcz and Katowice in addditdmose
previousy operated by Aero and Aerololts first international service began @ugust2,

1929 to Vienna. Accepted into IATA in 1930, LOT opened an interndtiomate to
Bucharest that year, followed by Berlin, Athens, Beirut, Helsinki, Rome and some others. The
airline had carried 218,000 passengers by the outbreak of the Second World War. Services
were suspended during the Second World War, and all of LOTrafaiwere either destroyed

or detained.

The LOT airline was recreatdyy the Polish government on Mardl®, 1945 andn 1946 the

airline restarted its operations. Both domestic and international services restarted that year,
first to Berlin, Paris, Sttkholm and Pragueln 1955 LOT inaugurated new services to
Moscow and Vienna. Ser vi c e s-estabbished onildl@8. B nd Z
1963 LOT had expanded its routestve the Middle Eastn and North Africamities Cairo,
Baghdad, BeirutBenghazi, Damascus and Tunis. The first transatlantic routes in the history
of Polish air transport were inaugurated in 1972. From thel®9&ds to early 1990s LOT

flew from Warsaw to Chicago, Edmonton, Montreal, Newark, New York and Toronto. These
routeswere primarily inaugurated to serve the large Polish communities present in North
America. LOT began service ots ifirst FarEast destinatioBangkok via Dubai and Bombay

in 1976.
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After the fall of the communist system in Poland in 1889 airline cotinued to operate as a
staterun monopoly until 1992 when it became a joint stock compdtiy the State Treasury
owning 67.97percentof shares; Regimaliny Fundusz Gospodarczy S.A. owniB§.1 percent

of sharesand the employees ownirg)93 percentof the share in the compan$oon in

1993, LOT began to expand its West&uropean operations, inaugurating, in quick
succession, flights to Osl o, Frankfurt and
airports outside Warsaw were also duly @axged around that time. In 1994 the airline signed

a codesharing agreement with American Airlines on flights to and from Warsaw as well as
onward flights in the United States andldal operated by both companies. In addition,
flights to Thessaloniki, Zagb and Nice were inaugurated. In 1997 LOT set up a sister airline,
EuroLOT, which, essentially operating as its parent airline's regional subsidiary, took over
domestic flights. The airline was developed with the hope that it would increase transit
passegerflow through Warsaw's Chopin Airport, whilst at the same time providing capacity
on routes with smaller load factors and play a part in developing LOT's reputation as the
largest transit airline in Central and Eastern Europe. Expansion of LOT's reuwterk
continued in the early 2000s and the potential of the airline’s hub at Warsaw Chopin Airport
to become a major transit airport was realised with more and more success. In 2003 LOT
became the member of Star Alliance led by the German Lufthansa.

After Pol andds &UmeB804 LA rconfronted twithancreasing competition

started losing its dominant position in the Polish marketfanddfinancial problems. The

very strong position of LOT has been undermined in recent years, mainly asltaofes
competition from emerging lowost airlines serving the European routes. The share of LOT

in the passenger air traffic in Poland decreased quite abruptly from almost 60 percent in 2004
to less than 30 percent in 2011. This change resulted mainty fraarket access

|l i beralizati on, decrease of -alrlines.Uneeedthe siparei c e s
of low cost airlinesncreased from 12.@ercentto 47.9 percenduring the same period of

time.

In order to compete with low cost airline©T in 2004 created lowcost arm Centralwings,
however, this strategy did not protebevery successful. Already in 2009 the new company
was dissolved and reincorporated into LOT after just five years of aperhate to its long

term unprofitability and.OT's wish to redeploy aircraft within its own fleet. In 2008 LOT
opened a new flight to Beijing, however this lasted just a month, in the period prior to the
Olympics™® In 2010 LOT started new services to Yerevan, Beirut, and resiisméights to
Tallinn, Kaliningrad, Gothenburg, and Bratislava. In addition to this, new services to Thilisi,
Damascus and Cairo were inaugurated. In 2010 LOT cancelled flights, after 14 years of
operati on, bet ween Krak-w and the USg desti
profitability concerns and not lack of demand as the reason for the routes' cancellation. The
aircrafts previously used on this route weredeployed to resumed service to Asia, with three
weekly flights on the WarsawHanoi route'*

3 The main reason for failure to continue this service was given as the need to route aircraft via an air corridor to
the south of Kazakhstan (as L@id not have permission for flights over Siberia from the Russian government)
which was making the services too long and thus unprofitable.

14 This route to Hanoi was largely undatilised by European carriers and has proved very successful for LOT in
the beginning. However, in February 2012 LOT decided to halt service to Hanoi and phased out their Hanoi
destination in March 2012. The aircraft previously used on this route were theploged to resume service to
Beijing.
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In 2010/11 LOTannounced its new 'East meets West' route expansion ;pibkecgirlinewill

add a number of new Asian destinations to its schedule over the coming years. The policy
aims to take advantage of LOT's perspectives as a transit airline and the substartigiepass
growth seen on Europagsia flights in recent years. In 2012 LOT reopened its route to Beijing
and has plans to open routes also to Shanghai and Tokyo. This has now become feasible since
the initializing of an agreement on Siberian overflight perfotsLOT by the Polish and
Russian governments in November 2011. However, the main obstacle is the lack of
appropriate longlistance planes. The first two Boeing 787 Dreamlirtease arrived on
November30, 2012, with another three being delivered by Fabyu2013. Other possible
destinations for the near term include Seoul, Shenzhen, Bangkok, Singapore, Delhi and
Washington DC, however these are all dependent on the delivery of Boeing 787saircraft

LOT has begun a process of partial privatization antingeminority shares to the Swiss
company SairGroup already in 1999. Howevatiter the sale of 37.6 percent stake to
Swissair, the state remainexs the majority (51percenf owner of the company. Given
deteriorating financial standing was intended toprivatise LOT completely in 2011.
Although advanced talks were undertaken with Turkish Agdithe deal failed to materiadiz

In July 2012 it was announced that a planned sale of a majorditéthe airline to Turkish
Airlines would not go ahead. The mgroblem was théact thatTurkish Airlines as a nen
EU airline was according to EU regulations not allowedoten a majority stake odn EU
airline. The LOT airline is now again seeking a partner to take a major stake. If they fail to
find a new buyerhe airline may be floated. In 2011 LOT lost 145.5 millioN, compared

to a 163.1 milliorPLN loss in 2010.

The dynamic growth of air transport market is very well pronounced after Polish accession to
theEU in 2004.As a result of accessior@ess tahe Polish market has greatly increased the
degree of competitiowithin the country It seemsthat the liberalization procesy havinga
positive impact orthe development of ehair transport markdtas contributedat the rapid
growth of passengdiig hts in Poland

The liberalization ofthe air transport markeh Polandhad a verypositive impact orthe
development of thisnarket.As new entrant$o the domestic and internationabutesstarted

to offer their servicescompetition in the sectorincreasedbringing tangible benefitsto
consumers Moreover, a number afew routes have been open&ihce 2004a significant
increase in the numbef passengers handléy the nationahirports inregularand charter
traffic has been observeDespitethetemporary drop inthe number of passengers a result

of the global crisisn 2009,the number of passengatsringthe period20042011increased
more thanthreefold. The rapid growth in airline traffic has occurred despite the fact that
Polish airprts suffered from underinvestment, inadequate infrastructure and limited capacity.
This dynamic growth of number of passengera reflection of théiigh rate of GDP growth
experienced durin@20052008, increasd demand for tourism services and the grayvi
importance ofthe movement dPolish labor forcéo the EU.

In 2004 Polishairports servea little more thar/ million passengers, 20.5 million 2010
and 21.7 million in 2011n total, in absolute termduringthe period20042011the number
of passengermcreased by more thatd.7 million For comparisonit is worth noting that
during the periodbefore liberalization ofthe marketnamely 19992003 the number of
passengerbadincreased by only.8 million (an increase 084 percen}. It should also be
noted thatin 19932003 the annuaincrease in the numbef passengers handldy the
national airportavasapproximatelyd percentper yearexceptin 2002 when the growthate
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was about3 percent The liberalization of themarket meant thatduring 20042007, the
number ofairports servedto passengargrew at a rate 0f25-30 percentper annum while
during2008the increasevas reduced t8 percent However, inabsolute termshe numbenof
passengers handléad 2008increasedy more tharl.5 million, andthe increase waspread
over thewhole period of 19992003. In 2009 there was adecrease in the numbef
passengers handldry the national airportdoy about8 percent(1.7 million people)to 18.9
million passengerdn 2010,the number opassengerscreasedagainby 8.1 percentto 20.5
million passengerdlowever, this wastill belowthe numbefor the year 2008t was onlyin
2011,whenthe number of passengensreaseccomparedo 2008 for the first time. In 2011
Polishairports sergd a total of21.71million commercialtraffic passengeréan increasef
6.1 percentcompared tahe previous year).

At the same timehe liberalization otthe airline market ledo the development akgional
airports. During the 20042011 commercialair traffic in Poland passenger flights, both
scheduledand charter) was supportedby 11 airports, which providedair traffic control
services locatedin 11 of thel6 Polish regionsThe system otivil airportsin Poland,used
for passenger transportpnsisted ofone dominantcentral WarsawO k 1 @irpert and ten
regional airportsnamely K r a k Katowice, Gd a (Es Wr oc g a w, Pozna G, G-
Szczecin BydgoszcandZielona Goraln addition,in the Warmiaand Mazuryregionthere is

the Masuriaairport locatedin Szymanynear Szczytno, but it islosed topassenger traffic
since 2005. Morover, in the province oLublin a newairportis being builti N § wOrd ni k
the other handhe Lublin Airport is now having its main terminal built and it ispected to

be finished in September 20TfAree Polish regions namely Podlaskie, Opole and
Swintokrzyskie .do not have airports

Prior to 2004the dominangirportin the countrywas theairportWarsawO k 1 .cConsumers
wishingto go abroadn most casesvere forced tdravel throughwarsawO k n cRiegonal
airportsofferedfew international connectionand some of therafferedonly domestic flights
to WarsawAfter 2004,the role of theD k N ipassenger serviaeclinedstronglyin favor
of local airports The share o#Varsawairportin handlingthe passenger traffecreased from
75.5percentin 2002to 42.9percentin 2011, and athe same timéhe role of regional airports
in Krakow, Katowice, GdanskWroclaw andPoznan increased significantlyhe sharesn
passenger markébr the airportin Krakow increased fronY.4 percentto 13.8percentduring
the period20022011, the airporin Katowicefrom 3 percentto 11.5percent and theairport
in Gdansk,from 4.9 percentto 11.3 percent However,the highest rate of growth in the
numberof passengemwas reporteat the airports ihodz, Bydgoszcz an&atowice.

It is worth notingthatin the 20022004 period only oneairport in Polandservedover one
million passengers a yedt.was theairport in Warsaw.In 2005, therewere alreadythree
airportsserving more than one million passengardsince 200&ix airportsnamelyWarsaw,
Krakow andKatowice,Gd a (Es WVr oacngda wP,mzwhiah@ 2011 Warsaw,Krakow,
Katowice andG d a Garved oveR million passengers.

Thelong-term forecastsnade by the Polish Civil Aviation Officadicate rapidgrowth of the
airline market Majority of airports have been already modernized and expanded while in
others such investments are planned in the neaefdtbese actionare justifiedbecause the
forecastsuggest @ontinuation osteady growtlof passengens Poland at around’ percent

per annunduringthe period201215. It is to berealizedprimarily in regional airportswhich

is a continuation athe currentrend.
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A good opportunityo expand the airport capacity in Polamads the organization &@uropean
Football Championship 2012 (EURO201®@hich forcedthe airport managerso accelerate
the necessary investmeniis.Wroclawthe new terminabuilt in 2012increagdits passenger
capacityto 3.2million passengers per yedn addition,the airports that do nofully utilize
their capacity donot remainpassive.In particular G d aaxsnkreased itpassenger
handling capabilitiesnorethantwofold. In March 31, 2012 seconderminal wasofficially
openedand the firspassengers werhecked imApril 6, 2012

Airports that do not support directly the EURO 2012 host cities were given the status of the
so-called supporting airport and hamtbke into account the temporary increase in the number

of passengers. For example, Krakow plans to expand its terminal complex, in order to
increase its capacity. The new terminal will have 55 thousand square meters of floor space
and an annual capacity 8 million passengers.

In the expansion ofirport infrastructurgairportswill benefit also from public funds,in

particular, from funds available under the Operational Programniefrastructure and
Environmentand additionally irthe case of airporthatdo not belong téthe TransEuropean
Transport NetworkTEN-T from the Regional Operational Programme&part from the
already mentionedirportsKatowice Lodz and Rzeszowplan to buildnew terminalswhile

WarsawOk nc i e, an& BydgosadZare going to upgradeor expand their existing
facilities.

In 2010, airportsin the worldchecked im.8 billion passengers arsb million tons of cargo
andcivil aircraftsperformed70 million takeoff andlanding operationsCompared t@®2009,
the numberof passengersn the worldincreased by6.3 percent tonnageof cargoby 15.2
percentand thenumber of operationBy 0.8 percent The largestpassengenirports were
Atlanta, London Heathrovand Beijing and largest cargo airpomgereHongKong, Memphis
andShanghaiDespite its rapid growth in recent years Polish air transport market still plays a
marginal role in the world air transportatioand cargo traffic is negligible. Its share in
passenger transports was equal to 0.43 percent and in cargos toefcé@t pn 2010
compared to 0.2fercentand 0.07 percent in 2004, respectivalyarsawO k 1 cwihieh is
the largeshirportin Poland,wasnot recordedn the world rankings by the end of 20Ghd
wasrankedas135" in the worldordering 0f2010.

According to Eurostat dathe EU airportsin 2004handledabout 650million passengerdn
2008,the number of passengers rtiyeabout 23ercentto 798.3million reachingits highest
valuebefore the crisisbutin 2009fell to 751million, and in 201Gose again t@76.8million
but it was still below its prerisis value.At the sametime, the increasein the number of
passengerservedby airportsin Polandwas much highef more thanthreefold However,
despite the significaribcrease in the numbef passengers handlég the airportsn Poland
and theirrole in theEU as a wholas still ratherminor. In 2010, thePolish airportshecked in
only 2.4 percentbof all passengers ithe EU. It is worth notingthat in 2004 theshare wasnly
1.4 percent Most passengers iB010were handled by thairportsin the UK (92.9 million),
Germany {66.1 million), Spain (53.4 million), France(122.9 million) and Italy (109
million). The major airports inthe EU during 2010 were theHeathrowairportin London
(65.9 million passengejs CharlesDe Gaullein Paris(58.2 million passengejs Frankfurt/
Main (53 million passengejsBarajadViadrid (48.9million passengejsAmsterdamSchiphol
(45.2 million passengels Rome Fiumicino(36.2 million.) and Munich (34.7 million.).
Warsaw O k 1 awvitheover 9 million passengers handled was rankady 34, howeverit
should be notethat in 2004t was ranked}1.
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Analyzing the development dlfie aviation markein particular EU countriest is clearthat
theaviationmarketin Polandwas oneof the fastest growingharkets.In theyears 20042010,
only the Latvian market, whichncreased the numbef passengers b$41 percent, grew
faster than thé>olish market Significant increases were reportai$oin the othernew EU
member stateespecially Romanigby 277 percen}, Lithuania(by 230percen}, Slovakia(by
174 percent andEstonia(by 139percen}t. Analyzing the absolute valuesveals thaPoland
was one othe markets irwhich the largesincrease in the numberff passengers served was
reported During the period20042010, the largestincrease in the numbef passengers
handledwas reportedn Germany 80.2 million), Italy (27.9 million), Spain(23.6 million),
and Franc&19.8million). During the sam@eriod Poland wasn 5" placewith more tharl.2
million increase imumber of passengers handled

Certainly, the Polish aviation marketshould be regardeds a growing market with huge
potentialresultingfrom themobility of the populationput also from thdargepotential of the
Polish population the progressivenrichmentof the populatiorand its geographic location.
However,it is worth mentioninghat in 2004 the Polishaviation marketompared to other
EU marketswas rather underdevelopedin 2004, he national airports served.8 million
passengersnly, which gavePoland 18 position amonghe 25 EU member stateMore
passengers wetlgandled byairportsin much smaller countries such as the Czech Republic
(20 million) and Finland (11.8 million). The differencan the numbeiof passengers handled
between PolandndIreland which wasranked 18 in the EU was 136 percent(ie Irelandin
2004 handled136 percentmore passengerthan in Polanf In addition, a tiny country,
Cyprus occupyingl8” place in theankinghandleds.4 million passengerdn 2010,P o | and & s
position in the EU rankingmproved slightly.In 2010, Poland was ranked4, ahead of
Finland and the Czech RepubliRankedl13 Belgiumhandled 4.3 millionpassengersore
than Polandn 201Q

The limited capacity of Polish airports stemmed directly from a less dense airport network in
Poland in comparison to Western European countries. In Poland ih one airport per
almost 32 million inhabitants, whereas in more developed European countries this ratio is on
average one to 460 thousands inhabitastdavaurablefor Polandis theindicator measiing

the density ofairport infrastructurgi.e., the aregoerone airport For Poland the value of this
indicatoris 28 thousandk m/j airport andthis value isfar abovethe values fothe leading
countriesin the EU (Austria - 7.5 thousand.k m] airport, Germany- 7 thousandk m]
airport Italy - 7.3 thousandk m] airpott and Francei 115 thousandk m] airport). In
Poland travelers from newrban areas often have to travel over 200 km using ground
transportation to reach the nearest airport.

The dynamic development afie market in Poland is not surprising when dag&es into
account themobility factor,measured by the ratmf passenger® thenumber ofinhabitants
P o | ameighbaurdrom Central and Eastern Europaveratesthat aretwice as highfrom
Western Europehat are 5 times as higand from Scandinaia up to ten times higher
Currently,the mobility rate for the worldis 0.7,for Europe 2.0andfor North America4.5.
Polandwith a score 00.23 in 2004 an@.5in 2010ranksone of the last in Europ€&or this
reasona number oforeign carrierareinterested irservingthe Polish markeperceivingthe
marketasthe potential sourcef profits andtrying to obtain a strong market shatght after
the liberalization.
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3. TRANSPORT SECTOR INURKEY

Transport together witbommunicationss the third largest contributor to GDP amounting to
13.3 percent in 2011. Turkey is a large country with mountainous terrain and harsh winter
conditions, and distances within the country are relatively long. While the distance from the
Bulgarian borderd Iran is 1,750 km, the distance from the Bulgarian border to Iraq is 1,900
km.

The main institution responsible for the transport sector at the central government level is the
Ministry of Transportation, Maritime Affairs and Communications (MTMAC). Thiaistry

is responsible for developing the infrastructure of rail, maritime and air transport modes; the
regulation of transport operations in the various modes and the supervision of State Economic
Enterprises (SEE) in the transport sector. The attactsdutions to MTMAC include the
Directorate General of Highways (KGM) and the Directorate General of Civil Aviation
(DGCA), and the related institutions of MTMAC consist of the Directorate General of State
Railways (TCDD), Directorate General of Statepdirts Authority (DHMI), and Directorate
General of Coastal Safety (KEGM). While KGM is responsible for the development and
maintenance of state and provincial roads and motorways, TCDD is responsible for the
operation of the railways and some of the majonts in the country, DGCA supervises and
monitors the air transport sector, DHMI manages air navigation systems and most of the
airports, and KEGM is concerned with coastal safety in Turkish maritime waters.

The backbone of Turkey's transport system st®sas of 2011 of 65,049 km of roads and
8,770 km of rail network. Surrounded by seas on three sides and with a coastline of 8,333 km,
Turkey has about 160 ports and 67 airports. Based on data from 2010, the share of road
freight transportation in totatansportation measured in volume terms is 88.9 percent, railway
transportation 4.7 percent, maritime transportation 5.9 percent, and air transportation 0.6
percent. Regarding transport of passengers, the modal share of road transport is 91.7 percent,
railway transport 2.2 percent, marine transport 0.6 percent, and air transport 5.4 percent. Thus,
transport system in Turkey relies essentially on road transportation.

Turkeyods transport sector has bee2012gmalwi ng r
demand growth rates weBe41 percent for road freight transport; 4.87 percent for rail freight
transport; 7.17 percent for maritime freight transport; and over 12.96 percent for air freight
transport. But, the supply of infrastructure was in genesalffitient to meet the demand.

Turkeybés transport sector has been growing 1
quality of the network. According to the quality index for transport infrastructure, published

in the World Global CompetitivenesReport (WCR) 2012012, Turkey as shown in Table

1.11 ranks above Poland in the quality of its roads, railways, ports and air transport
infrastructure, buit is belowthose ofKorea, Malaysia and Germany. Although not shown in

Table 111, T u rinfrastyubtiere quality lags behind the levels of EU countries, particularly

in the railroads and ports sector. Thus, Tur
to catch wup with the EU countries. On the
Performance Index (LPI) report ranks Turkey"20ut of 155 countries with its score of

3.51 According to LPI, 60 percent of the respondents believe that quality of railways is

The World B a n dsOceuntriesP in sixa aoraponenats: (i) efficiency of customs and border
management clearance; (ii) quality of trade and transport infrastructure; (iii) ease of arranging competitively
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either low or very low. This percent is 11.11 percent for airports and pods/.41 percent

for roads. LPI further reveals that according to 33.33 percent of respondents rail transport
rates are high or very high. The percentage is 25 percent for road transport rates, 3.7 percent
for airport charges, and zero percent for pbdrges. Thus, there could be significant returns

for Turkey in terms of exports and economic growth from improved transport infrastructure.
Furthermore, a better transport infrastructure will help to improve the transportation network

bet ween fAponogro peearsftoerrrm regions of Turkey and
industrial and trade performance.
Table 1.11Quality of Different Modes of Transport
Turkey Korea Malaysia Germany Poland
Score | Rank | Score | Rank | Score | Rank | Score | Rank | Score | Rank
Roads 48 |42 58 |17 57 |18 62 |10 23 | 134
Infrastructure
Arr - Transport| g5 |45 |59 |28 |6 20 |65 |6 37 |111
Infrastructure
Railroad 27 |60 |57 |8 5 18 |57 |s 25 |74
Infrastructure
Port — Transport ,» 1g9 |55 |25 |57 |15 |61 |10 |34 |107
Infrastructure

Source:World Economic Forum (2012)

The Turkish Government recognizing these needs has set ambitious targets for 2023" the 100
anniversary of the establishment tfe Republic of Turkey, in the new transport strategy
document® The document advocates a modadftshetween roads and railwayis. the new
strategy, the Governmentods target is to I
percent in freight transportation and from 2.22 percent to 10 percent in passenger
transportation by 2023. These tageequire a reduction in the share of road transport from
80.66 percentto 60 percent in freight and from 89.p@rcentto 72 percent in passenger
transportation. The Government announced plans to expand highways by three times, from
2,250 km to 7,500 kmand almost double the length of divided roads by the end of 2023.
Similarly, the plan more than doubl#e railway infrastructure capacity by 2023 as shown in
Tablel.12.

ncr

Tablel1.12: Existing Road and Railway Networks and Targets for 2023

Existing Network Target for 2023
(kilometers) (kilometers)
Highwaynetwork 2,250 7,500
Divided Roads 19,700 32,000
Railways 11,005 25,536

Source: Ministry of Transportation, Maritime Affairs and Communications (2010)

The government estimates total cost of TL 839$ 252.6)illion in 2010 prices for the new
investments that are planned until 2028e amount is equivalent to $252.6 billion measures
in 2010 pricesOf the total cost, the Government is aimingfittance 21 percentwhich
amounts to aboutL 78 billion, from the private sector throughuBlic Private Partnership

priced shipments; (iv) competence and quality of logistics servicesblflity to track and trace consignments;
and (vi) frequency with which shipments reach consignees within scheduled or expected delivery times
%See Ministry of Transportation, Maritime Affairs, and Communications. (2010).
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(PPP)projects.But theneed for additional annual fiscal resources in the level of 3 percent of
GDP poses majorfiscal challenge for the govement.

3.1Developments in Transport S$ectors

Analyzing themajor developments in Turkish transport sdztors we consider first the case
of roadtransportation, thereafter rail, maritime aadtransportation respectively.

3.11 RoadTransportation

During the first decades of the Republic while railways and maritime transportation sector
received priority investments, road transport was neglected. In\iB#® the share of road
transportation in total passenger transport was 49c¢®@pgrthe share of road transport in total
inland freight was 17.1 percent. Following the establishment of the Directorate General of
Highways (KGM) in 1950 road transport developed rapidly with substantial investment in the
road network while the other rdes of transport were neglected. During the plan period
starting in1963, it did not change. total public investment in the transportation secthar

share of roads increased up to 80 percentadralrways to 10 percentyhile the shareof
railways andhe share of seaways decreased to 6 percent and to 4 percent respectively.

While Figure 1.5 shows the road map of Turkey, Tallel3 provides basic data on road
transportation. During 2010 total number of vehicles amounted to 15.1 million of which 7.5
million are passenger cars and 726,359 trucks. The road network, consisting of motorways,
state highways and provincial roads but excluding rural roads, has as of 2011 2,119 km of
motorways, 31,372 km of state roads and 31,558 km of provincial roads, amgowné total

of 65,049 km. Of this total, 20,273 km consist of divided roads, and the total length of roads
having hotmixed asphalt pavements capable of handling heavy axle loads stands at 13,680
km. While the share of road transport in total exports4lag percent during 2010, the share

of road transport in total imports amounted to 23.6 percent. In 2002, the Turkish government
had set a target of X0 km of multilane highway networks; up to now, 2,119 km of
divided motorways, 17,033 km of dividethte highways, and 1,121 km of divided provincial
roads have been completed.

Figurel.5: Road Map of Turkey

Road Map of General Directorate of Highways

e Motorways
Motorways under const.
———  State Roads
Provincial Roads




Table1.13: Basic Data on Turkish Road Transportation Sector

| 2003 | 2004 [2005 |[2006 [2007 [2008 |2009 |2010 |2011
Road Network
Motorways (km) 1,753 | 1,662 | 1,667 |1,908 |[1,908 |1,922 [2036 |2080 |2119
State highways (km) 31,358 | 31,446 | 31,371 | 31,335 | 31,333 | 31,311 | 31,271 | 31,395 | 31,372
Provincial roads (km) 30,133 | 30,368 | 30,568 | 30,429 | 30,579 | 30,712 | 30,948 | 31,390 | 31,558
Total 63,244 | 63,476 | 63,606 | 63,672 | 63,820 | 63,945 | 64,255 | 64,865 | 65,049
Surface types of road network
Asphaltic concrete (km) | 8,683 |[8,692 [8,747 [9,112 [9,314 [9926 | 10,717 | 12,277 | 13,680
Surface treatment (km) | 50,218 | 50,461 | 50,302 | 50,159 | 50,619 | 50,305 | 49,782 | 48,929 | 47,912
Stone blocked road&m) | 132 136 133 135 158 168 180 212 212
Stabilized —and crashe , y1 | 5936 [2207 |2132 |1,796 |1,600 | 1,490 |1,314 | 1,077
stone (km)
Earth roads (km) 1,018 | 1,214 |[1,329 |1,226 | 947 862 783 782 721
Primitive roads (km) 752 737 888 208 986 1,084 | 1,303 | 1,351 | 1,447
Traffic
Eri‘;’sengers (passenger| 164 311| 174,312| 182,152| 187,593| 209,115 206,008| 212,464 226,913/ 242,265
Freight (ton km) 152,163 156,853| 166,831| 177,399| 181,330| 181,935| 176,455| 190,365| 203,072
Traffic accidents
Accidents 455,637| 537,352| 620,789] 728755 | 825,561| 459,941] 299,569] 292,308] na
Deaths 3,966 | 4,428 | 4,525 | 4,633 | 5,007 |4,236 |4,324 |4,045 |na
Injured 128,689| 152,214| 154,094| 169,080| 189,057| 184,468| 201,380| 211,496| na

saurce: MTMAC websitenww.kgm.gov.tr

As modes of freight transport other than road are largely underdeveloped in Turkey, a great
amount of pressure is put on the road infrastructure, which is in need of improvement. The
percentage of roads in good or fair condition in Turleelpw in comparison to the 95 percent

in good or fair condition of roads in Western European countries. Since 88.9 percent of freight
transport is realized on roads, increases in freight transport rises heavy commercial vehicle
traffic creating unsafe siations on the roads. According to MTMAC (2007) heavy loaded
trucks make up 22 percent of total trucks, and trucks with excessive axle load 20 percent of
heavy vehicles. In addition, the high density of heavy vehicle traffic leads to deterioration of
road s$ructures andinsufficient maintenance due to inappropriate management procedures is
a serious road network problem. Thus, infrastructure development remains to be one of the
key i ssues affecting Turkeyds transportat:.

Although road safety hasnproved during the last decade, road accidents remain a serious
sociaeconomic problem in Turkey. In 2003, about 250,000 accidents were reported by
police, of which there were 3,966 demtand 117,268 injuri€$. From 20@ to 2011, the
number of accidentsad beerdecreasingt anannualaveragerate of2.5 percent. While the
number of fatalities has been drastically reduced, the number of injuries has been increasing at
about 1.3 percent per year. However, the current fatality rate in Turkey (8 fatEdif#0
vehicles) is still about four times the average of the European Community (2 fatalities/10,000
vehicles). In 2010 a total 0of104,388 road accidents have taken place in Turkey on urban and

" The death figures are undetiigsated as they do not include the deaths in the hospitals after the injured persons
have been taken from the site of traffic accident to the hospitals.
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intercity roads, with total casualties 0f045 andthe total number of injured reaching
211,496. Although fatalities per 100 million vehieken resulting from traffic accidents are
decreasing, they are still high by international standards. According to World Health
Organization (2009) the number of death ped,Q00 vehicles was 13.4 in Turkey, while it

was 9.3 in Spain and 6.0 in Germany. The reduction of fatalities over time has resulted from
the introduction of air bags and seat belts in cars, and one of the most important goals in the
divided road projectsds been to decrease the number of traffic accidents through increasing
traffic safety.

On the international level Turkey spends great efforts to establish transportation connections
between Europe, Asia and Africa. Road network of Turkey is includdeeifiransEuropean
North-South Motorway (TEM) project, which is a regional transportation infrastructure
project starting from Poland and reaches Asia via Turkey and also covers Middle East,
Southeast European countries. TEM road network in Turkey stdBtdgarian border, passes

through Istanbul and parts into two branches in Ankara as eastward and southward. Eastern
branch is again parted into two branches in
Sea Region, the ot he rbordemThe southern iBgnchlends & Byriaat | r
and Iragi bordex Turkey is also a party to the Agreement of Main International Traffic
Arteries (AGR) within the United Nations Economic Commission for Europe (UNECE)
framework. According to the provisions of R3wo arteries reach Turkey. These ar8E
entering from Bul gar i-2renteirgfrahreGreelabiordeKat [psala.u | e
These two main routes reach International Road Netwolkkiddle East and Asia at southern

and eastern borders of Turkei\Anatolia. On the other hand, the Trans Turkey Highway
(TTH) starts at Bul gar i an erede andl Ankara, then it padss s e s
into two, one of its branches ends at Syrian border, the other ends at Iragi border. Another
branch stas in Gerede, passes through Refahiye, Erzincan and ends at Iranian border. TTH is
connected to road network of Europe and Central Asia, and it is the shortest transit route
bet ween Centr al Asi a, Western Asi a-Wasdhd Nor
TRACECA (transport corridor Europ@aucasugisia) corridor provides efficient road
connection between Europe and Asia. Major traffic is carried along the-Etaopean
Motorway, an extension of Pduropean Corridor IV from Bulgaria to Ankaf. Finally,

note that Turkey is involved in the construction of Black Sea Ring Highway, which is planned

to have 1,140 km of length and to pass through 12 Black Sea Econorape@iion

countries.

3.12 Rail Transportation

The first railway line in Turkey was the 130 km IzmiAydin line built in 1856 by a British
company. Thereafter, the following railway lines were built on the territories of the then
Ottoman Empire until the formation of the Turkish Republic in 1923R(ijneli Railways,

(i) Rousse- Varna, (iii) Anatoliai Baghdad railways, (iv) Izmiir Kasaba, (v) lzmii Aydin

and its branches (610 km standard gauge), (vi) Damaddama and its extensions, (vii) Jafa

BThe European Commi ssi onés January 2007 -Eumpeamuni cat i
Transport Axes to the Neighbouring CountriesGuidelines for Transport in Europe and Neighbouring

Countriesd to the Counci |l amlidking theenaj& axesoopteedraisirBpeaan| i a me n t
networks with the transport networks of neighbouring countries. The Commission identified five major
transnational transport axes and one of -HastensAR sdoncer |

will link the EU with the Balkans and Turkey and furtfiewith the Southern Caucasus and the Caspian Sea as
well as with the Middle East up to Egypt and the Red Sea.
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T Jerusalem, (viii) Burs& Mudanya, (ix) Ankard Yahsihan, and (x) DamascusMedina.
These railways were essentially privately financed. With the declaration of the Republic in
1923 Turkey inherited ,438 km out of the 8,619 km of railway lines from the Ottoman
Empire.

After 1923 a Turkish Stateooppany cal l ed O6Chemins de fer doA
to take over the railways that were under German ownership and lying in Anatolia under
Turkish control. On the other hand all railways belonging to the French or the British during

the Ottoman pévsd were returned after 1923 to their former owners. During the French
occupation of Cilicia and Syria a separate company had been created by the French to take
over the part of the Baghdad railways that was in the area controlled by the French. This
company was reorganized when the French withdrew from Cilicia and part of the area was

left to Turkey. In 1924 all of the railways in Turkey were nationalized. In 1927 ports were
connected to railways and general Administration of State Railways and Porfemezd.

By 1938 the length of railway lines increased to thE53 km as a result of the railway
oriented transport policies followed during the first years of the Republic. This policy was
pursued until 1950s when the length of railways reach2@¥%m,and within the indicated

period the share of railways in total transport sector increased to 42 percent for the passenger
and 68 percent for freight. After 1950, a transport policy which focused mostly on road
transportation was adopted. In 1953 Turkight& Railways (TCDD) was set up as a State
Economic Enterprise, which had monopoly rights on any railways related activities. While
during the first years of the Republic approximately 134 km of railway line was built per year,
after 1950, average lengthmilway lines constructed per year decreased to 30 km.

The rail industry in Turkey is dominated by TCDD which is a state owned, vertically
integrated company that not only deals with provision of infrastructure, but also with the
supply of both freightand passenger services. It is responsible for operating and renewing
railways, ports, and piers, guiding and coordinating affiliated companies, carrying out
complementary activities regarding rail transport such as land transport that includes ferry
operaions. TCDD also manufactures rolling stock and similar vehicles, sets up warehouses
and passenger facilities, and undertakes railway construction works as a contractor in Turkey
as well as abroad. TCDD, affiliated with the Ministry of Transport, benebts inonopoly

rights concerning the operation of railway services in Turkey. The three affiliated companies
of TCDD are TULOMSAS (locomotive, motor and freight wagons), TUVASAS (passenger
cars), and TUDEMSAS (railway machines and freight wagons). Thera &w&al of four
factories that are active in the railway sector, and they include a switch factory, two concrete
sleeper factories, and a raiklding factory. In 2006 TCDD established the HYUNDAI
EUROTEM company in cooperation with the private sector aoumacture electric train sets,

light rail vehicles, high speed train sets and high speed train passenger cars. The
VOESTALPINE KARDEMIR Railway Systems Company was established by TCDD in 2010

to produce all types of switches suitable for conventional lsigh speed railways. In
addition, TCDD owned large number of rather inefficient ports. In order to deal with
congestion and inefficiencies, the operational rights gul8ic ports operated by the Turkey
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Maritime Organization (TDI) were privatized seveyalars ago, but the main ports are still
operated by TCDD?

Currently, the Turkish rail network comprises, as shown in Figuierdughly 8,770 km of
mainlines, 2,342 km of branch and station lines, and 888 km of high speed lines. High speed
rail track has been added from 2004 to 2009 as part of the connection Anlsisambul and

the initial step of building up a comprehensive high speed rail netiofkurkey 77 percent

of the mainlines are singleack; 3159 km of total lines are electrified and0®km of them

are signalled. Electrified and signalled lines in overall lines are 26.3 percent and 32.6 percent
respectively. During 2011 TCDD carried 26.2 million intercity passengers, 59.4 million
suburban passengers, and 24.4 million tons of freight.

Figure1.6: Rail Network
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The railway services include passenger transport, freight transport, and port handling as
shown in Table 1.14. The rail network is single track operation over 95 percent of the
network. With respect to rolling stock there are as of 2007 15,384 actigbtfreagons,
20,387 active other type of wagons, 522 active diesel mainline locomotives and 67 active
electric mainline locomotives, as well as 129 other locomotives (shunting locomotives, diesel
multiple units, and electric multiple units).

1 TCDD s still the port operator in Haydarpasa port, Derince port, Izmir port, Baadiort, Samsun port,
Mersin port,, Iskenderun port. On the other hahd,port of Tekirdag which was privatized was later returned to

the public sector.
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Tablel1.14: Services offered by TCDD
2002 2003| 2004 | 2005| 2006| 2007 | 2008| 2009| 2010| 2011

Passenger
Transport (Million| 48 |50 |51 52 60 (81 79 |80 84 |86
Persons)
Passenger
Transport Revenu| 56 62 62 77 104 | 90 87 86 99 102
(Million Euro)

Freight Transpor
(Million Tons)

Freight Transpor
Revenue 105 (125 | 146 | 173 | 208 [199 |216 |191 |231 (222
(Million Euro)

Port Handling
(Million Tons)

Port Handling
Revenues 186 | 195 | 195 | 212 |242 [182 |152 |122 |120 (110
(Million Euro)
Source: Turkish State Railways (2012)

146 1159|179 (19.2 204 |21 23 22 24 25

36.3 |41.5|46.7 |44.6 [ 50 |37 30 |26 20 15

The Turkish Treasury, which is the major sha

operating deficits, and MTMAC supervises it. TCDD receives compensation for duty losses
on certain trains operated and railway lines kept open for social purpogeB. dI€b receives
compensation through the budget of the MTMAC budget for its cost of repair and
maintenance of railway infrastructure. Together these payments make up the operating
subsidy. Treasury also makes capital transfers to TCDD each year, whieh capital
investment and TCDD staff costs. From time to time, Treasury also pays TCDD debts. The
subsidies provided to TCDD simply cover TCDD costs. The subsidies to railways have been
increasing substantially over time, and they will continue to increashe absence of
reforms.

Recently, the government of Turkey has given special attention and priority to railways
among other transport modes, which has resulted in allocation of large amount of investment
and new rail transport policy both in passenged freight transportation. Approximately 10
billion US Dollars investment was allocated to railway infrastructure between the years 2002
and 2010.

Over the course of last 8 years, the TCDD has changed its freight transportation strategy and
shifted toBlock Train Operations from pied®y-piece transportation. 24.2 million tones
freight was carried in 2010 and when it is compared with the transportation in 2002 freight
transporthasincreased by 67 percerdandfreight transport income was increased 266
percent.

There are 452 km sidelines which enable the connection of 326 freight centers (such as
Factoryorganized industrial zones) with main railway network. In terms of type of goods
carried; ore, coal, container and international transportatiayuatéor the 78 percent of total
transportation. Moreover, transportation of goods such as automobile, construction materials,
food products etc. which were not carried in 2002 are now being transported by block trains.
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With regard to international transgtation, block trains are operated reciprocally from Turkey

to Germany, Hungary, Austria, Bulgaria, Romania and Slovenia in west and to Iran, Pakistan,
Syria, Irag in east, and to Turkmenistan, and Kazakhstan in Central Asia. In this scope, 191
block freght trains are operated reciprocally per day including 158 domestic and 33
international trains.

TCDD is also involved in international, intercity, regional and combined passenger
transportation5.5 billion passengekm was procured by transporting2203 | | i on passer
in 2010. On the other hand, TCDD g¢gi,888s sub
million passengekm was procured in suburban passenger transportation by transporting 60
million passengers in 2010. High Speed Train (HST) operagbmden Ankara and Eskisehir

was started in 2009 as the first step of Ankatanbul High Speed Train project. Recently,

the second HST operation started between Ankara and Konya.

3.1.3 Maritime Transportation

Turkey, located at the crossroads betwearope and Asia, is a peninsula country surrounded

by the Black Sea in the north, the Aegean Sea in the west and the Mediterranean in the south.
It sits on important transport routes through the strategic waterways of the Istanbul (Bosporus)
and ¢ a rfbakldneléseStraits, connecting the Black Sea and other northern countries to
southern seas. Cargo coming from Europe and Americas are handled in transit to
Commonwealth of Independent States (CIS) Republics, Iran, Iraq, and the Balkans and vice
versaTur keyos ¢303a3s tkim nleonigs, 8and the countryads
or near the sea. It is thus not surprising that 54.5 percent of the quantity and 75 percent of the
value of goods exported by Turkey are transported over water. Oatlthe hand 55.4
percent of the quantity and 93 percent of the value of goods imported by Turkey are
transported through maritime transportation. Total loading and unloading in the maritime
subsector including transit and cabotage cargo has risen frorh @ilion tons to 363.4

million tons in 2011, and in 2011 container handling reached 6.5 millionEbe share of
Turkish flag vessels in total freight handled amounted to only 16.6 percent. The number of
ships in the Turkistowned shipping fleet (1000TGand above) was 568 in 2002, whereas in
2011 it has become 1,165 by an increase of 105 percéntal tonnage of Turkislowned

fleet (1000 GT and above) was 9,329 million DWT in 2002, whereas it has reached 22,572
DWT in 2011 by an increase of 242 percérurkishowned Merchant ships of 1,000 GT and

over ranked 1?7in the world in 2002, whereas it has ranke§ t562011.

Tablel.15: Basic Data on Turkish Maritime Sector

2003 [2004 [2005 [2006 [2007 [2008 [2009 [2010 [2011

Shipping Fleet

Number of Turkishowned

ships (1000 GT and above 579 571 657 785 870 1,003 1,156 1,239 1,219

Total tonnage of Turkisk
owned fleet (1000 GT an(8,817 [8,715 9,152 10,453 |11,115 |13,183 |15,328 (18,671 (19,660
above, 1000 DWT)

®HATEUO means fAtwenty feet equivalent unit.od

2L GT stands for gross tonnagdeis a measurement odtal capacity expressed in volumetric tons of 100 cubic
feet, and is calculated by adding the underdeck tonnage and the internal volume eddaleeand deck space
used for cargo
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2003 [2004 [2005 [2006 [2007 [2008 [2009 [2010 (2011

Freight

Total freight handled ir
Turkish ports|189.91 [213.11 [213.03 [244.00 [291.57 |314.61 |309.44 [348.64 |363.35
(million tons)
Total - container handling, 3460 |36.86 |41.82 |48.64 |52.53 [46.03 |61.18 |70.38
(million tons)
(Tlogg'o TCES;a'”er handiing, 45 75 |3,113.86(3,312.21 |3,358.05 4,582.27 |5,001.62 |4,404.44 |5,743.46 |6,523.51
Total volume of exports handled in Turkish ports

Turkish owned ships;, g5 11567 (1130 [0.82 [9.80  |1065 [958  |11.62 |12.27
(million tons)

Foreign owned  ShiPlas 54 4045  |a320 |53.49 |58.86 |6259 |64.19 [72.32  [69.50
(million tons)

Share of volume of expo

handled by Turkish ownd,; g5 |55 95 |5073  |1551 |14.28 |1455 |12.98 |13.84 |15.01
ships in total volume (

exports ( percent)
Total volume of imports handled in Turkish ports

Turkish —owned  shipSag 36 |94 |3158 [32.79  [27.19 [21.15 [2039 [28.87 [30.12
(million tons)

Foreign owned  shipi;, 57 |91 g9 |oa59 [106.61 [126.21 |130.40 |119.48 |133.72 |143.43
(million tons)

Share of volume of impo

handled by Turkish ownd,g o |54 16 |503  |2352 [17.72  |13.96 |1458 |17.76 |17.36
ships in total volume ¢

imports ( percent)

Note: 'na’ stands for not available.
Source: MTMAC (2012)

There have been important developments in the Turkish shipbuilding sector in recent years.
Shipbuilding has evolved to an internationally recognipeldistry. The industry has modern,
quality certified shipyards that can build ships, yachts, ryagats, and sailing boats, as well
as carrying out extensive repair and conversion works. As of 2011 there are 70 active
shipyards, while another 56 were repb e d
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Concerning ports we note that there are ab®@ ports in Turkey, both privately and
publically owned, servicing domestic and foreign trade. More than 100 of the ports are
private, the rest being about equally split between the Government and Municipalities. 20
ports were originally controlled by Tkish Railways (TCDD), and the remaining public ports

by Turkey Maritime Organization (TDI). As of 2011 five of the main ports remain under the

# gee Organization for Economic ©peraion and Development (2011).
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management of TCDD, namely those of Samsun, Haydarpasa, Derince, Bandirma, and
Iskenderun. The ports of Hopa,ré€un, Ordu, Rize, Sinop and Tekirdag owned by TDI were
awarded to private operators in 1997. The port of Antalya was privatized in 1998, followed by
the ports of Alanya and Marmaris in 2000. The ports of Cesme, Kusadasi, Trabzon and Dikili
owned by TDI wee sold or offered under concession in 2003.

In 2004, the Privatization Higher Council planned tenders for the remaining TCDD ports.
These include the most important container ports of Mersin, lzmir, Haydarpasa and
Iskenderun. In 2005, the joint venturé the Singapore based PSA International and the
Turkish construction company Akfen submitted the highest bids for both Mersin and
Iskenderun. But, the Competition Board rejected the plan arguing that the joint venture
securing both concessions would ciitampetition. The concession contract on Mersin was
signed in 2007 with the Turkish Privatization Authority. Privatization of Iskenderun Port has
not been completed yet. On the other hand, Izmir port was tendered in 2007. The highest
bidder was a constium consisting of Hutchinson Port Holdings together with some Turkish
firms. But the deal has fallen through. The port will beteredered for privatization. A
consortium under the | eadership of Turkeyos
of Derince.

In Turkey there are specialized ports such as container ports. There are four major container
ports, Haydarpasa, Ambarli, Izmir and Mersin. Except Ambarli, the other three ports are
operated as mentioned above by TCDD, and Izmir port is inclitetie privatization
portfolio. Haydarpasa Port is not included in the portfolio since it will be part of a tourism
complex project. On the other hand, PendikRRoTerminal meets approximately 50 percent

of ro-ro traffic, and Autoport in Izmit is expesd to meet 280 percent of total car handling.
Moreover, Alida, Samsun and Ceyhan regions meet the traffic of oil and its derivatives;
Kusadasi, Istanbul, 1zmir and Marmaris ports meet the large portion of the cruise passenger
traffic.

3.1.4 Air Transportation

The first aviation activity in Turkey started in 1912 as an establishment of two hangars and a
smal | runway in Sefak®y, situated nearby th
becamet he Yeki | k© yo6 ofTluyriknigs hs chheoroolp.l ane Associ at
1925, and the name was changed | ater to 607
1933, the first civil air transport company
small fleetof5ai cr af t . During the same year O6State A

under the Ministry of National Defense, whaséssion was to establish civil air routes and
provide civil air transport. Air transport between the principal cities of Turkeyoimneercial
purposes began using aircraft which were bought previously for military purposes.

I n 1938 t8erateée aAus! iom ewsa sA denhi anni gsetdr -&¢oeraldfd®di r e c t
State Airlineso, and it was a.tin ®43httedapid o t he¢
development of transport services in civil aviation made it necessary to attach the DG to the
Ministry of Transport. But further developments in civil aviation showed that entrusting the
management of aerodromes and of aircrafts ts#mee body had to be given up. As a result

the functions were separated. O0Civil Aviati or
to the Ministry of Transport. In 1958&ir transport was reorganized and the new company
operated under a special legigla as Turkish Airlines (THY) with a capital of 60million

TL, while the administration of aerodromes, ground services, air transport, air traffic control
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and aeronautical communications was placed in 1956 under the responsibility of the
0Di r ecGenerraatle f or State Airports Authorityo.

Il n 1987, the oO6Ci vil Avi ati on Dep aGehemefort 6 ha
Civil Avi atuodéd (ID&CM) ni stry of Transport a
Ai rports Managemen twasAsiablished in 198306 In 1981Hahk a&rodrome
operating company with limited responsibility was established attached to DHHMI but with

its own legal personality. The Decreaw No. 233 of 1984 reorganized the financial
companies of the State, and closed DMK and t he aerodrome oper at
The assets, receivables and liabilities of DHHMI and of the attached operating company were
ceded to the O60State Airports Management Auth

On the other hand THYthe predominant provider of gsenger and freight services in
Turkeydéds air transport sector, was cl assi fiz¢
capital was raised. In 1994 the Turkish Airlines Corporation was redefined as a State
Economic Enterprise under the jurisdictiontioé Privatization Administration. By 2006, 49

percent of Turkish Airline shares belonged to the Privatization Administration in order to be
privatized, and 51 percent were offered to the public. The privatization of THY led to
substantial cuts in cost3urkish Airlines Annual shows that domestic passenger numbers
almost doubled while the number of international customers more than doubled. In 2011 THY
increased its sales by 40 percent to 11.8 billion(¥L.07 billion)and booked an operating

profit of TL 339 million ($203 million) Owing mainly to the effects of navperational items,

net profit amounted to TL 19 millio¢$11.4 million) While THY in 2010 flew to 42 domestic

and 132 foreign airports, in 2011 it added 21 new destinations with the nuzabbimg 196

of which 44 are domestic and 152 are international. With the addition of 21 new destinations

in 2011, thathe totalnumberof destinationgseached 196 of which 44 are domestic and 152

are international . On t h et, whichhreimberdda6h dt,the Tur ki
beginning of 2004, has reached 179 as of20Ml, and 19 new aircrafts are expected to be

added to the fleet in 2012.

Liberalization of air transport services started in 1981. Within this context Tuakisbrts

have been wdructured They are the first transport facilities that have been established as
Build-OperateTransfer (BOT) projects. The tender for the Antalya Terminal 1 was the first

Public Private Partnership (PPP) of the Turkish State Airport Authority. The @paatners

have been responsible for financing the projects. To attract investors to join airport PPPs, the
Turkish government has provided demand guarantees, shifting the business risk to the public
sector and protecting the bidders for airport PPPs thamisk of losses. Since in the cases of
Antalya Ter minal 1 and | stanbul At at ¢rk Ter
traffic levels guaranteed by the government from year one onwards the parties did not resort

to them.

Gover nment & sromwlhe tcdmineraal activitieb in air transport sector staired
1986wi t h t he governmentds withdrawal from the
of Plane Services Inc (USAS) shares have been privatized by block selling in 1989, with the
remaining 30 percent share being privatized later in October 1993. Airports Ground Handling
Services Inc. (HAVAS) has been privatized by block selling of the shares, 60 percent in 1995
and 4" remaining 40 percent in 1998.

Turkey has had a tremendous el®pment in the civil aviation sector during the last decade
since the start of liberalization of air transport services in 1981. Over the perio@00D2
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traffic has increased by 15Qokrcent. While domestic flights during the same period
increased by68percent, international arrivals and departures increased by 110.5 percent. In
fact, the total number of passengers increased from 33.8 million in 2002 to 117.3 million in
2011 as shown in Table16 Of this total 58.3 million in 2011 were domestic &&million
international passengers whereas thelmer of domestic passengers v8ag million in 2002

and of international passengers 25.1 million. The increase in the number of controlled flights
is expected to continue in the near future. Although ta#id growth rate is expected to
amount to 2.1 percent per annum for Europe as a whole over the peric8@®&L.2 growth

rate of 5.9 percent is expected for Turkey. It should also be underlined that the traffic volume
is higher in the summer period due tourism activities. The following figures further
illustrate the growth in the sector. In 2002, there were 150 large aircrafts in Turkish fleet
compared to the 349 aircrafts in 2011. In 2002, total numbers of transit flights, domestic
flights, and intenational flights were 156 thousand, 158 thousand and 218.6 thousand
respectively. On the other hand, in 2011, total number of transit fliggg290.3 thousand,
international flights 460.2 thousand, and domestic flights were 581.3 thousand. Thus] the tota
number of flights had increased from 532.5 thousand in 2002 to 1.3 million in 2011. In 2002,
near 793 thousand tons of cargo were carried by air. 181.3 thousand tons of this amount was
domestic and 611.7 thousand tons were international. In 2011, doroasgo jumped to
715.6 thousand tons and international cargo reached 1.6 million tons. The total was 2.3
million tons.

Tablel1.16: Air Transport Statistics

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Number

large aircrafts {150 162 202 240 259 250 270 300 332 349

of

Freight carriec
domestic 181,262 |188,936 (262,647 |315,858 |373,055 |414,192 |399,213 |484,833 |555,871 |715,603
lines(tonne)

Freight carriec
international (611,691 |775,101 [901,559 [979,644 |971,344 |1,131,890(1,135,091(1,241,512(1,467,350(1,617,594
lines (tonne)

Total
carried

freight

792,953 964,037 |1,164,206|1,295,502(1,344,399(1,546,082(1,534,304/|1,726,345|2,023,221|2,333,197

Domestic  ail
traffic (unit)

157,953 |156,582 |196,207 |265,113 |341,262 |365,117 |385,764 |419,422 (496,865 |581,271

|r?terna_t|onal_ 218,626 |218,405 |253,286 |286,867 |286,139 |323,471 |356,001 |369,047 |420,596 |460,218
air traffic (unit)

Overflight

(Transit) 155,952 |154,218 |191,056 |206,003 |224,774 |247,099 |268,328 |277,584 |294,934 |290,346
Traffic

Total Traffic  |532,531 |529,205 |640,549 (757,983 |852,175 |935,687 |1,010,093|1,066,053|1,212,395|1,331,835

Number

passengers |8,729,000|9,147,000|14,461,00(20,529,00(28,774,00(31,949,00(35,832,00{41,227,00(50,517,00(58,329,00
domestic lines

of

Number

passengers
international

lines

of
25,054,00025,296,00030,596,00(35,042,00(32,880,00038,347,00043,605,00044,281,00052,189,00059,018,00¢

Total numbe
of passengers

33,783,00(34,443,00(45,057,00(55,571,00(61,654,00( 70,296,00( 79,437,00085,508,00(0 102,706,00(117,347,00!

Source: Directorate General of Civil Aviation, General Directorate of State Airports
Authority
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With deregulation and liberalization in the sector, several private airline companies have
entered the market in recent years. Currently, the largest airline companies are Onur Air, Atlas
Jet, Pegasus, ar@d¢, n e kK ETogay, ¢hers are 15 airline compasiof which three are

cargo operators in the Turkish civil aviation sector. As of 2011, Turkey has 67 airports. The
maj or international airports are Atatg¢rk in
in Ankara and Adnan Menderes in Izmir. Whigd of the 67 airports serve domestic and
international flights, 31 airports are used for domestic flights, and 12 airports have special
status.

The total number of passengers carried grew by 15.1 percent and reached 22.6 million in
2008. In addition, ago carriage increased by 8.0 percent to 203,000 tons. The freight carried
by domestic and international lines has continuously grown until 2008. However, freight
volumes then declined in 2008 due to the effects of the global financial crisis. Although
domestic airfreight volume is smaller than international airfreight, it is growing faster. The
compound annual growth rabetween 2004 and 2008 has been 7.1 percent for freight carried
by international lines and 11.0 percent for freight carried by domests. |

4. CONCLUSION

In this chapterwe analysed the current transport infrastructure in Poland and in Turkey.
Emphasis was placed on understanding the quality of logistics and of transportation services
as well as the quality of transport infrastructure in general.

Polandlike many nosmarket economiein Central and Eastern Europe malied before the
transition towards the market economy initiated in 1@80public transportation provided by
large, public enterprises. Rail transportation system was operated by PKP, which had a
monopoistic position. In the same way the passenger road transportation was performed by
another large statewned enterprise PKS. The number of private motor cars in Poland was
extremely small by Western European standards. The role of air transport wadbleeghdi
monopolized by the state carrier LOT.

The situation in Poland changed dramatically after transition in early 1990s. The introduction

of market economy and currency convertibility boosted the market for imported passenger
cars. The large statevned enterprises were split and transformed into public or private
enterprises. I n Pol and, l'i ke 1 n al/l Centr al
share of the modal split has decreased shar
droppd from over 50 percent to just under 27
share of passenger transport fell from 15 per cent to just 8 per cent between 1995 and 2004.
At the same time, the share of road transport increased dramatically, cotimgefegathe

drop in railway transportation.

The increased demand for road transportation services and a surge of private traffic revealed
that the existing road transportation infrastructure was a considerable bottleneck. The larger
demand for air paseger transportation services was restricted by both the limited number of
airports and their insufficient capacity in major cities. On the other hand, the drop of demand
for railway passenger and cargo services and underinvestment in maintenance and
modernzation of the existing network reduced the competitiveness of the railway transport
even further. A similar phenomenon has been observed in the case of the maritime sector. In
addition, liberalization of the economy revealed tqr@at weaknesses of Polismaritime
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infrastructure: remoteness from the main oceanic traffic routes and underdeveloped transport
connections with the main domestic business cenfras. relative drop in demand for
maritime services was r el at edaiththe EU witlen tiei ber a
framework of the Europe Agreements signed in 1991 and the accession to the EU iin2004.
comparison to other international ports in the Baltic Sea region, Polish seaports do not lag
behind in terms of the range and quality ofvems provided. However, the main obstacle to

gaining on international importance is the limited quality and throughput of the access to the
port facilities.

Only in the recent years some major investments in motorways, airports andpbegh
railway lines have been undertaken with the support of the EU structural funds. The
improvement in the quality of the transport infrastructure in Poland can be expected in the
following decades.

Turkey, in contrast to Poland, has been a market economy throughouhadke postwar

period and has been associated with the EU since the 1960s. The major modernization efforts

in the field oftransportinfrastructure development hateeeni ni t i at ed i n the 109
transport sector has been growing relatively fasr dlve last decade. The transport system in

Turkey relies essentiallynoroad transportation, similar #oland. Currently, the network of
motorways in Turkey is roughly as large as its Polish counterpart and it is planned to be
expanded by threefold irhé following decadeOn the other hand, the railway network in

Turkey remains still underdeveloped despite the attempts of the government to change the
modal shift between roads and railways in favour of the railway sector by doubling the
capacity of theailway infrastructure.

Unlike in Poland, maritime transport plays an important role in development of international
trade in Turkey due to its geographic location between Europe and Asia and the length of the
coastline. Therefore, it is thus not surprgsithat over 50 percent of the quantity and 75
percent of the value of goods exported by Turkey are transported over water.

Turkeyods transport sector has been growing I
guality of the network. According tthe quality indexes for transport infrastructure Turkey

ranks above Poland in the quality of its roads, railways, ports and air transport infrastructure,

but is below old EU member states.
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CHAPTERZ2

REGULATORY FRAMEWORK IN ROAD FREIGHT
TRANSPORTATION

Road transport represents between 2 and 6 p
employment, depending on the structure of their transport networks, and the geography.
Studies show that freight transport by road is the principle mode of freagtgport for a

large number of countries. According to Eurostat (2011), road haulage measured in tonne
kil ometres represents 46.6 percent of Eur ope
has increased by 31.3 percent from 1995 to 2009, othersmodef tr ansport dés r
activity on land has decreased during the same time period.

I n the 19800s, many countries turned to |i6b
improving the safety, security and efficiency of transport operatioms development of

efficient transport networksLiberalization requires first the harmonization of rules and
regulations in the sector with those of the major trading partners, and secoathtival of

anylegal or administrative provisions restrictingrket access and commercial presence.

The paper is structured as follows. While Section 1 discusses the functioning of road freight
transportation sector, barriers to trade, and what liberalization of the sector entails, Section 2
considers the internatnal rules and regulations in the road freight transportation sector.
Section 3 covers the European Union (EU) rules and regulations, Section 4 the Turkish rules
and regulations, and Section 5 the Polish rules and regulations in the sector. Finallg, &ectio
concludes.

1. ROAD FREIGHT TRANSPORTATION SERVICES

The road freight industry is geared to distribution, logistics and basic physical transport. As
emphasized by Boylaud (2000), it is a key sector of the economy, playing a major role in
market integation and having a direct impact on transaction costs for economic agents. WTO
Secretariat (2001) emphasizes that because of the downstream nature of road transport
activity, the steadily increasing complexity of production methods and the generaliZation o
just-in-time production, road transport has considerable impact on GDP and employment.

The road freight transportation industry is divided into two segments. While the first segment
consists of a large number of small firms providing basic transporices, the second
segment incorporates a limited number of major hauliers providing more sophisticated
logistics services. Firms in the first segment compete mainly in prices, and barriers to entry
into the sector are low because in general little-sfatapital is needed. This segment of the
sector is competitive as it has small economies of scale with low entry and exit costs. On the
other hand, firms in the second segment compete in both prices and in the range and quality of
services. Here, economied scale are important, and increasing use is being made of
information and communications technologies such as electronic data transfers and tracking
systems as they enable hauliers to provide better quality services to a much wider range of
destinations
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For shippers of manufactured goods, freight rates and reliability of meeting arrival times at
destination according to Londotkent (2009) are the most important attributes. On the other
hand, avoidance of damage or deterioration, communication vagieceto problems, and
frequency of service turn out to be also important, but to a lesser extent than freight rate and
reliability.

According to the Final Resolution of the XX¥ICongress of the International Road
Transport Union held at Marrakesh on March 20, 1998, there are different types of barriers to
cross border trade in road freight transportation services. The first of these barriers is the
blocking of roads and motorwayss a result of political conflictsAs examples of these
blockings considethe closure of borders between Lebanon and Syria on the one hand and
with Israel on the other hand; and the closure of borders between Morocco and Algeria. These
problems are irgeneral very complex. Although the resolution of them is important, as it
represents a prerequisite for enabling any kind of border crossings to be made, we abstract
from consideration of these problems and turn to consideration of the second typeeo$ barri

to border crossing. These barriers are considered under the headings of standardization of
documents required at the customs, customs declaration and clearance procedures, and
infrastructure and equipment at border points. In addition, there arebatfniers related with
access t o profession, vehicle standar ds,
sanctions.

Regarding thdevel of standardization of documents, we note that the use of the single
administrative document (SAD) by customs authesifacilitates trade. The SAD constitutes

a standard form that can be commonly shared by all involved border authorities, thereby
enabling significant time savings to be made in crossing the borders and clearing cargo. In the
EU, the SADis used within th framework of trade with third countries and for the movement

of nonEU goods within the EU. It is aimed at ensuring openness in national administrative
requirements, rationalizing and reducing administrative documentation, reducing the amount
of requestd information and standardizing and harmonizing .d&@a the other hand,
regarding the automation and computerization of customs declaration and clearance
procedures we note that large number of countries make use of Information Technology (IT)
packages. Bt as long as these packages do not support the implementation of modern risk
management techniques and are not linked to the overall port management systems, they do
not allow Electronic Data Interchange (EDI) interaction to be made with the servicdgrgovi

and economic operators such as the freight forwarders and customs. As a result, the actual rate
of inspections at the customs continues to be much higher than the rate in the countries where
these facilities are used.

While the rate of inspectiong &he customs is about 2 percent in the EU, the rate in other
countries not using the facilities is much higher. When different parties involved in the
process of clearing cargo could be connected through IT and EDI, then full automation of
customs declatins, cargo manifests, drawings illustrating cargo distribution on board ships,
cargo invoices, certificates for payment of taxes and duties, and certificates issued by the
monitoring authorities could be achieved. Furthermore, the infrastructure ammequiat

border points may often be insufficient or in need of upgrading. The main issues here are the
lack or underdevelopment of offices for the inspection and control agents, laboratories,
warehouses, road approaches to the border, border gates, \mrkieg areas, reliable
electricity and power sources, and reliable telecommunications services. Elimination of all
these shortfalls would improve the efficiency of customs services and procedures and
decrease the barriers to trade in road freight sesvdazEording to World Trade Organization
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(WTO) Secretariat (2001), the annual cost of these barriers has amounted to 1 to 7 percent of
total transport costs in Western Europe and between 8 to 29 percent of total transport costs in
Central and Eastern Eurep

The regulation of issues such as market access and prices in the road freight transportation
sector has been motivated in a large number of countries by concerns that competition could
cause instability and lead to bankruptcies in the sector. Furdheyraccording to Boylaud
(2000), the main rationales for regulating the road freight business relate to road safety, the
environment and infrastructure congestidn. a world where countries have different
regulatory regimes in the road freight transpiotasector, often have little interest in each
otherdéds regulatory regi mes, often have ittt
regulatory regimes, and are in general reluctant to change their own regulatory regimes,
achieving liberalization ofoad freight transportation services is a challenging task. As long

as the qualifications of different countries differ substantially and the associated complying
costs are countrgpecific, they become markentry costs, and they may turn out to be
prohibitive hampering exports and investment.

Historically, the transport sector has had many regulations with respect to entering and exiting
the market as in the case of Mexico prior to 1989. During that period, Mexico had extreme
degree of rigid regulain in the road freight transportation sector with a high degree of
gover nment Il nterference. As emphasized by L
imposed barriers to competition included entry restrictions to operate on federal highways,
discretionaryallocations of freight among truckers, and strong restrictions on moving cargo
outside the established transport corridors. Official tariffs applied to all cargo and a
semipublic company held a monopoly in handling containers. Regulations did not allow
companies to charge higher rates for better service and hence no incentive to offer better
services. Neither did they allow them to compete with one another by offering lower rates. As
a result, the trucking industry was characterized by a limited numidemaf operating with
minimal competition. Moreover, to maintain this highly inefficient and archaic system, the
government employed a sizeabl e bureaucracy. c
or distances, the need to pass through freightecgnthe impossibility of transporting a load

on the return journey was to diminish the productivity of the undertakings. These
undertakings were protected from the full effects of competition, and as a result, they could
enjoy higher returns. Hence, thensequence of quantitative regulations was to limit gains in
productivity and technical and organizational innovations, thereby preventing a downward
trend in transport prices, whether in relative or in absolute terms. With liberalization, all these
restrictions were eliminated. Currently a license or permit is required in most countries to set
up a new road freight company, as well as registration. When deciding on the entry of new
operators requirements such as financial soundness, moral soundness landgbety
requirements are taken into consideration, and decisions are made on a transparent basis.

In principle, countries can choose to liberalize the markets for road freight transportation
services unilaterally by adopting and implementing internatimmorms. Alternatively and

also simultaneously, countries can use multilateral engagement through negotiations under
WTOG6s Gener al Agreement on Trade in Service
liberalization of services is through regionabperation.

Unilateral liberalization of the markets for services may lead to efficiency gains, but

liberalization in this case can be constrained if the country cannot on its own gain improved
access to larger foreign markets. On the other hand mutilagpproach to services
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liberalization under GATS may lead not only to efficiency gains but also to improved access
to larger foreign markets, and to reduction of compliance costs.

The above considerations reveal that liberalization of services wipettsered unilaterally, or
through multilateral engagement and alternatively through regional cooperation is a
challenging task. Consider the case of two trucking companies, a Turkish trucking company
established in Turkey and a German trucking company lesttad in Germany. The Turkish
company is subject to Turkish rules that regulate market access, competition, prices, fiscal
conditions, social conditions, technical conditions, and safety in road freight transportation
sector in Turkey. Similarly, the Gean company is subject to German rules that regulate
market access, competition, prices, fiscal conditions, social conditions, technical conditions,
and safety in road freight transportation sector in Germany. Before the achievement of
liberalization of trale in road freight transportation services between the two countries,
suppose that Germany is satisfied with its own regulatory regime, that rules are implemented
strictly in Germany, and that German rules and regulations are in general much stricter than
those in Turkey. In such a case how can the two countries achieve liberalization of trade in
road freight services?

If Turkey wants to liberalize its road freight transportation services, Turkey could adopt and
implement international norms. If Turkey gud® and implements these norms and Germany
determines that Turkey is indeed implementing those norms, will trade in road freight
transportation services be liberalized between the two countries? The answer is no, as long as
the norms of Germany are muchicer than the international norms. Let us first be clear
about what liberalization of road freight transportation services between Turkey and Germany
entails.

We say that road freight transportation services between Turkey and Germany are liberalized
if there are no restrictions on the operations of the Turkish and German trucking companies
between the two countries (cressrder supply). Turkish trucking company should be able to
carry freight between e.g. Istanbul and Frankfurt, and also betweenfuftaaakd Istanbul

freely. Similar condition should apply for the German trucking company. Liberalization
further requires that no restrictions are placed on freight transportation by the Turkish
company between e.g. Frankfurt and Vienna, and no restscéoe placed on freight
transportation by the German company between e.g. Istanbul and Antalya. In addition,
liberalization requires that there should be no restrictions on the establishment of Turkish
trucking companies in Germany, and no restrictiongherestablishment of German trucking
companies in Turkey (commercial presence). Finally, liberalization requires that Turkish road
freight transportation service providers or Turkish employees of the Turkish trucking
company should be able to move freety felatively short periods (movement of natural
persons) from Turkey to Germany and also within the EU. Similarly, German road freight
transportation service providers or German employees of the German trucking company
should be able to move freely folatvely short periods from Germany to Turkey and within
Turkey.

Under the assumptions introduced liberalization of trade in road freight transportation services
between Turkey and Germany will be achieved if Turkey would adopt and implement strictly
all of the German rules and regulations in the road freight transportation sector, and Germany
would determine that this is indeed the case. Thus, generalizing from this simple case we note
that liberalization of services involves the reduction of regulabaryiers to market access

and discriminatory national treatment across all four modes of supply of GATS, namely cross
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border supply, consumption abroad, commercial presence, and movement of indi¥iduals.
The focus is to ensure that existing regulations mbd discriminate against foreign
participation in the markets of domestic and foreign countries. Moving to a non
discriminatory regulatory regime can thus require significant changes in how some service
sectors are currently regulated in the particulantguinder consideration.

2. INTERNATIONAL RULES AND REGULATIONS

There are two broad categories of regulations: regulations on traffic and vehicles and
regulations on the operation of the market. The first category includes the vehicle standards,
highway codes, labor regulations, regulations on social conditions, regulations on the carriage
of hazardous substances and traffic restrictions. The second category covers mainly market
access conditions and price regulations.

The vehicle regulations coarn the regulations on how motor vehicles should be
manufactured. They are numerous and apply to a great many technical points such as fittings,
roadworthiness tests, and to the specific characteristics of the vehicles. The United Nations
Economic Commigen for Europe (UNECE) has set up a Working Party on the Construction

of Vehicles (Working Party 29 (WP29)) in 1953 and agreed upon its first regulation in 1958.
The 1958 UNECE Agreement and Regulations under it set out the technical norms with
which roadvehicles must comply. The scheme was, as emphasized by Braithwaite and
Drahos (2000), such that if e.g. a German factory would get approval from the German
government to manufacture vehicles of a design, other European states would grant mutual
recognitionto the type approval. The job of WP29 was to ensure that the grounds for type
approvals in different states converged sufficiently to make mutual recognition acceptable.
Recently European Commission helped to develop new standards. Once the Commission
deddes on a standard that can be agreed among the experts in its member states, then a
member state is delegated to take it to WP29. In this way the European Commission uses
WP29 to attempt to globalize a direction for standards.

Because hauliers move intationally, there is a strong need to standardise those aspects of
national road freight transportation rules and regulations that are related to the international
operation of hauliers. These rules and regulations are developed besides the European
Confaence of Ministers of Transport (ECMT) through the United Nations Economic
Commission for Europe (UNECE), and the World Trade Organization (WTO).

2.1European Conference of Ministers of Transport and the International Transport Forum
The ECMT, an intergovernmental organization established by a Protocol signed in 1953, was

a forum6 in which Ministers responsible for transport, and more specifically the transport
sector, could coperate on policy. Its role primarily consisted of (i) helpingcteate an

% |n generalcrosshorder supplyis analogous to trade in goods, and arises when a service crosses a national
frontier, for example, air or maritime transport across bordssssumption abroadccurs when the consumer
travels to the territory of the sereicsupplier, for example, when purchasing tourism, education or health
services, or a visit to a law office abro&@bmmercial presendavolves foreign direct investment, for example,
when a foreign bank, telecommunications or electricity firm establiahbganch, subsidiary or plant in the
territory of another country. Finallynovement of natural personsaurs when independent service providers or
employees of a multinational firm temporarily move to another country for éssiconsulting or construati.
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integrated transport system throughout the enlarged Europe that is economically and
technically efficient, meets the highest possible safety and environmental standards and takes
full account of the social dimension, and (ii) helping to buildidde between the EU and the

rest of the continent at a political level. Over the fifty years of its operation ECMT has
developed a set of agreements and resolutiorgenaral transport policy, market integration,
trade facilitation, road freight transpomtermodal transport and logistics, infrastructure, and
road safety, to which countries can subscribeAtccording to the rules accepted by the
international community individual transport operations may be undertaken without
authorization in any ECMMember country.' But the vast bulk of European international
transport, outside the EU, is subject to authorization. Transport operations other than
individual transport operations, to or from countries that do not belong to the EU, require an
internationh t ransport | icense of which there are
which may be used both for transport on own account and for transport for hire or reward, and
(i) the ECMT multilateral license, only available for transport for bireeward.

The purpose of bilateral licensing agreements is to ensure the right balance of traffic between
transport operators from the concerned countries. The agreements establish the authorized
annual number of journeys. The contracting states exchdagk licenses, which each issues

to its transporters on behalf of the other. Bilateral licenses cover the activity of both own
account transport operations and public transport operations. Moreover, these licenses are the
only ones to which owsaccount perators are entitled for carriage outside the EU. Bilateral
licenses cover the major part of transport between two countries when one of them is not an
EU Member. Bilateral licenses can be valid for a return journey undertaken within a given
time (a maxinmm of 3 months from the date of issue), or for a period of one year and an
indeterminate number of journeys. Moreover, it may turn out that the foreign issuing country
only makes a certain license valid for transit, whereas others make them valid fahdooth
return journey and/or transit. The bilateral licenses, granted according to the principle of
reciprocity, present the apparent advantage for the issuing countries of enabling them to
control the flow of traffic and, in principle, of producing a certdalance of national
operators.

On the other hand a quota for multilateral permits was put in place in 1974 to the benefit of
undertakings engaged in regular carriage for hire or reward between ECMT Member States.
Over time, changes were made to the ECNEnse system in order to accommodate
environmental standards for eligible vehicles, and the number of licenses has increased, but
only slightly. ECMT licenses are not applicable to transport between EU Member $ledes.
ECMT licenses, when they do nobntain qualifications, may be used for all public road
haulage operations, including transit but excluding carriage within a country, on all

% The list of individual transport operations comprises: (i) transport of vehicles that are damaged or have broken
down, (ii) unladen runs by a vehicle sent to replace a vehicle that has broken down and also the return run, after
repair, of the vehiclehat had broken down, (iii) transport of goods by motor vehicle whose total permissible
laden weight, including trailers, does not exceed 6 tonnes, or whose permitted payload, including that of the
trailers, does not exceed 3.5 tonnes, (iv) transportupplgées to meet medical and humanitarian needs, (v)
transport of goods, on an occasional basis, to airports in the event of services being diverted, (vi) transport of
works and objects of art for fairs and exhibitions or for-nommercial purposes, (vifransport for non
commercial purposes of properties, accessories and animals to or from theatrical or circus performances, (viii)
transport of spare parts and provisions for oeg@ing ships and for aircraft, (ix) funeral transport, (X) transport

of livestock in special purposkuilt or permanently converted vehicles for the transport of livestock, recognized

as such by the Member Countriesd authorities concerne
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infrastructures connecting ECMT Member countries that subscribe to the system.

As emphasized by Bernadet (2009 basic quota for ECMT licenses in 2009 came to a total

of 6 090 licences allocated to ECMT member countries determining the number of licenses
for different vehicle types and their duration. The percentage allocation by vehicle type in line
with environnental standards was 49 per cent for Euro Il vehicles, 40 per cent for Euro IV
vehicles and 11 per cent for Euro V vehicles; annual licenses account for 97 per cent of the
total quota and 3day licenses for the remaining 3 per cent. It is difficult tosneathe scale

of transport performed by ECMT licenses, based on the availability and quality of existing
statistics. Furthermore, the share of transport performed by hauliers operating with ECMT
licenses in total international transport between ECMT Mermbentries has been estimated

by International Transport Forum (2009) to amount to five percent, share of transport
performed by hauliers operating with ECMT licenses from-BbhMember countries in
international transport between EU Members 0.33 percamd the share of transport
performed by hauliers operating with ECMT licenses from EU Member countries in
international transport between nB Members 0.9 percent. Since 1 January 2006, ECMT
licenses can only be used for transport operations aftdem Itrip between the country of
registration and another ECMT member country. Vehicles can only make three laden trips
before they must return to the country of registration, either laden or unladen. The measure is
aimed at preventing a vehicle roamingotighout Europe and exploiting the international
haulage market and thereby subverting, by practicing-thtwar o p e a n cabot age
solutions in the same vein have been envisaged and indeed temporarily adopted, such as the
obligation that a vehicle retarto its country of registration within a period of 6 weeks.

The ECMT was transformed into the International Transport Forum (ITF) in 2006 as new
members fromnolEur opean countries were invited AinN
global level andor all transport modes, and to create a public platform for a broad policy

di al 8d°As df 2012 ITF has 53 membefEhe aim of the Forum is to foster a deeper
understanding of the essential role played by transport in the economy and sboe&tyF

Group on road Transport took over the ECMT responsibilities involving the management of
the Multilateral Quota of freight transport licenses. In addition, ITF organizes an annual
summit aimed at policy debate but also serves as a-thirk for policymakers and the

global transport community.

2.2 United Nations Economic Commission for Europe

The United Nations Economic Commission for Eurofl@NECE) Inland Transport
Committee, since its creation in 1947, has been working towards the facilitation of
international transport while improving its safety and environmental performdimsse are

almost 56 international agreements and conventions that provide the international legal and
technical framework for the development of international transport in the UNECE region.
These international legal instruments, some of which are applied also by countries outside the

% The current ITF (2012) members are: Albaniam&nia, Australia, Austria, Azerbaijan, Belarus, Belgium,
BosniaHerzegovina, Bulgaria, Canada, Chile, China, Croatia, Czech Republic, Denmark, Estonia, Finland,
France, Former Yugoslav Republic of Macedonia, Georgia, Germany, Greece, Hungary, Icelantteladd,

Italy, Japan, Korea, Latvia, Liechtenstein, Lithuania, Luxembourg, Malta, Mexico, Moldova, Montenegro,
Netherlands, New Zealand, Norway, Poland, Portugal, Romania, Russia, Serbia, Slovakia, Slovenia, Spain,
Sweden, Switzerland, Turkey, Ukraingnited Kingdom, USA, Morocco (Observer)

% http://www.internationaltransportforum.org/about/about.html
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UNECE region, address a wide array of transport issues which fall thedegsponsibility of
Governments and which have an impact on international transport. This includes coherent
international infrastructure networks, uniform and simplified beolessing procedures and
uniform rules and regulations aimed at ensuring & Hayel of efficiency, safety and
environmental protection in transpdBome of the important international conventions that
have an impact on facilitating the crossing of borders include the Convention on Customs
Containers, the Convention on Harmonizihg Frontier Control of Goods, the Convention

on Customs Pool Container, the Convention on the International Carriage of Dangerous
Goods by Road, and the Agreement on the International Carriage of Perishable Foodstuffs.

UNECE produced also the TIR Conwiem, the most recent provisions of which entered into
force on February 17, 1999. The Convention has 64 Contracting Parties, including the
European Community (EC), and covers the whole Europe and reaches out to North Africa and
the Near and Middle Easth& United States of America and Canada are Contracting Parties
as well as Chile and Uruguay in South America. The TIR customs transit procedure permits
the international carriage of goods, as long as a road leg is involved, in international journeys
from acustoms office of departure to a customs office of arrival, through as many countries as
necessary, without any intermediate frontier control of the goods carried. This facilitation of
international goods transport requires a number of measures to ibedfdhd applied by
customs authorities and transport operators. They include the use of capmged
vehicles and containers, the use of the TIR Carnet as an international customs document, the
provision of an international TIR guarantee and the alutecognition of customs control
measures in the countries involved.

2.3World Trade Organization

The WTO commitments provide important forum for the liberalization of road freight
transportation services, atite negotiations at the WTO are of significant relevance to road
freight transportodés fortunes. Although the
under road services (passenger, freight, rental, maintenance and supporting services), many
countres have given commitments using the more
Classification (CPC) classification thdistinguishe25 types of road transportation services.
Thefreight transportation is distinguished into seven types consistingdftransport services

of freight by refrigerator vehicles, road transport services of freight by tank trucks or semi
trailers, road transport services of containerized freight by trucks equipped with a container
chassis, road transport services of freigyiman or animaldrawn vehicles, moving services

of household and office furniture and other goods, road transport services of letters and
parcels, and other road transport services of freight.

In the case of freightransportation 25 countries accorglito WTO Secretariat (2001) have
given commitments within the context of WTO multilateral negotiations. Table 2.1 shows the
market access commitments by modes of supply. The table reveals that for freight
transportation the most liberalized mode is mddé&onsumption abroad), where full
commitments have been given in four fifths of cases. In the case of4nodavement of
natural persons) all countries preferred to remain unbound except as indicated in the
horizontal commitments. In more than three tgrarof cases there are no commitments in
the case of mode 1. Only five Members have taken full commitments for Ingmess
border trade) and there are two cases of partial commitments. 3Vledenmercial presence)

is evenly split between full commitmts and partial commitments. Restrictions listed are
typically economic need test, foreign ownership restrictions, incorporation required,

50

W



nationality of the board of directors, citizenship requirement, authorization required but not
extended to foreiginegistered vehicles, emergency safeguards on the number of services
suppliers, services operations and services output, and limitationte use of leased
vehicles.Only two Members have undertaken no commitments for this mode.

Table 2.1: Analysis of Comitments Made by Members on Road Transport Services
(Number of Full, Partial and NeBommitments by Subsector and by Mode of Supply)

Market access Crossborder supply | Consumption Commercial Presence 0
abroad presence natural persons

(Number of Memberg F P N F P N F P N F P N
with commitments)

Urban and suburbal 8 0 9 13 0 4 9 7 1 0 17 0
regular transpiation
CPC 71211

Urban and suburba| 8 0 9 13 0 4 10 6 1 0 17 0
special transprtation
CPC 71212

Interurban regula; 11 1 13 21 0 4 13 11 2[1] | O 25 0
transportation
CPC71213

Interurban specia 8 0 10 14 0 4 11 6 1 0 18 O
transportation
CPC 71214

Other scheduled 8 0 9 13 0 4 11 5 1 0 17 0
passenger
transportation
CPC 71219

Taxi services 9 0 12 17 0 4 12 8 1 0 21 0
CPC 71221

Rental services o| 9 0 15 20 O 4 12 11 1 0 24 0
passenger cars wit
operator
CPC 71222

Rental services o| 10 1 14 21 0 4 15 9 1 0 25 0
buses and coachs
with operator
CPC 71223

Passenger 8 0 13 17 O 4 12 8 1 0 21 0
transportation by man
or animatdrawn
vehicle CPC 71224

Other non schedule( 8 0 12 16 O 4 12 7 1 0 20 O
passenger
transportation
CPC 71229

Transportation of 5 2 20 22 0 5 14 12 2[2] | O 27 0
frozen or refrigerated
goods

CPC 71231

Transportation of bulk 5 2 17 20 O 4 12 11 2[3] | O 24 0
liquids and gases
CPC 71232

Transportation of 5 2 19 21 0 5 12 13 2[4 |0 27 0
containerizedreight

51


file:///C:/Users/Jan%20Hagemejer/AppData/Local/Microsoft/Windows/Temporary%20Internet%20Files/Content.MSO/36D8A56E.xls%23RANGE!%23ADR!
file:///C:/Users/Jan%20Hagemejer/AppData/Local/Microsoft/Windows/Temporary%20Internet%20Files/Content.MSO/36D8A56E.xls%23RANGE!%23ADR!
file:///C:/Users/Jan%20Hagemejer/AppData/Local/Microsoft/Windows/Temporary%20Internet%20Files/Content.MSO/36D8A56E.xls%23RANGE!%23ADR!
file:///C:/Users/Jan%20Hagemejer/AppData/Local/Microsoft/Windows/Temporary%20Internet%20Files/Content.MSO/36D8A56E.xls%23RANGE!%23ADR!

CPC 71233

Transportation of 5 2 19 21 0 5 14 11 2[5] | O 26 O
furniture
CPC 71234
Mail transportation 4 1 15 16 O 4 10 9 2[6] | O 20 O
CPC 71235
Freight transportatiorf 5 1 15 17 0 4 9 10 2[7] |0 21 O

by manr or animat
drawn vehicle

CPC 71236
Transportation of 5 1 17 19 O 4 11 10 3 0 23 0
other freight
CPC 71239
Rental services o| 7 1 1 9 0 0 8 0 1 0 9 0

commercial  freight
vehicles with operator

CPC 7124

Maintenance and 9 0 13 21 0 1 16 3 3 0 22 0
repair of motor

vehicles

CPC 6112

Repair services ng 7 0 1312 |19 O 1 15 2 3 0 20 O
elsewhere classified d
motor vehicles, trailers
and semtrailers on a|
fee or contract basis
CPC 8867

Bus station services | 4 0 1 5 0 0 4 0 1 0 5 0
CPC 7441

Highway, bridge ang 4 0 1 5 0 0 4 0 1 0 5 0
tunnel operation
services

CPC 7442

Parking services 4 0 1 5 0 0 4 0 1 0 5 0
CPC 7443

Other supporting 4 0 1 5 0 0 4 0 1 0 5 0
services for road
transport
CPC 7449

F: Full commitment (indicated by 6édnoned in
P: Partial commitment (limitation recorded in the market access column of the schedule)

N: No commitments

[1] EU countedtwice as a specific restriction by a Member State appears in another column

[2] T [7] Idem

In the case of national treatment for freight transportation we note that there are few specific
restrictions: requirement of establishment in the country comteimeprovide cabotage
services, prior approval, cargoes confined to containerized cargoes to be exported or
imported, and requirement on established entities to use vehicles with national regiStration.
Finally, the MFN exemptions have an important beaongthe extent of the commitments

ANational treatmento requires t hhey mustibe geatgmo @sasct s
favourably than the equivalent domestically produced products.
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undertakerf® Out of the 25 countries having given commitments on freight transportation,
ten also have one or more MFN exemptions regarding cargoes. Five members including the
EU have felt it necessary to lodge sepamtemptions for preferential fiscal treatment on
VAT, vehicle tax and income tax. In other instances the preferential tax treatment has been
combined with cargsharing provisions in a single derogation, either by mentioning the
preferential tax treatmentpscifically or by referring more generally to the operating
conditions. The cardsharing provisions are mainly bilateral, although there are cases where
they are regional or both bilateral and regional. In six cases they are unilateral and in five of
those cases they are based on reciprocity. In nearly all cases they cover all countries and
existing and future agreements, although sometimes accompanied by a detailed list of
beneficiaries.

As far as auxiliary road transport activities are concernedtal services of commercial
freight vehicles with operators have been offered by only a few Members but with nearly no
restrictions. Finally, supporting services for road transport covering bus station
services/highways, bridges and tunnel operation sesyiand parking services have attracted
very few commitments.

3. EUROPEAN UNION RUES AND REGULATIONS

Although the Treaty of Rome, Title V, Article 71 provides for the freedom to supply
international inland transport services by road by 1969 at the latest, the objective could not be
achieved for a relatively long period. In 1969 the Council approved teatian of
multilateral licenses, and these were to be phased in to replace the bilateral licenses that
regulated cabotage among member countries until 1969. When it came to increasing the
number of licenses the Council proved reluctant. It took a rulinghe Court of Justice in

1985 to start the liberalization process, and the Single European Act of 1986 intensified the
efforts. As a result, liberalization of the road freight transportation sector in Europe was made
possible only through the single markeform in 1993, when the quota restrictions were
abandoned on January 1, 1993. As the main objective in the EU is to create a single open
market with freedom of establishment and freedom to provide services through liberalization,
the main concerns wemmarket access, competition, and the harmonization of legislation.
Therefore, EU regulations aim to ease entry into the market, and liberalize the prices and
supply of transport. Attention is being paid to moving toward a functionally homogeneous
transportéion system that can take safety, efficiency, social conditions, and environmental
factors into account. Thus, the objective of the EU road transport policy is to create a
competitive, safe and efficient transport system with minimal environmental effatsin

the EU norEU firms in general do not have the same rights as the EU firms. In the case of
foreign firms a number of limitations apply. For example, cabotage in the EU was fully
liberalized only in July 1998, but it applies only to EU memberestand excludes nen
member countries. Finally, we note that although state ownership is becoming a relatively
minor phenomenon, there are nevertheless several countries withostatdled companies
operating in the road freight haulage sector. Oftery thee subsidiaries of statevned
companies in other sectors, such as the railways or post office and they concentrate on only a
few activities.

ZMFN stands for fAmost favoured nationd. According t
products of others treatment no less favourable than that accturdhe products of any other country.
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The main international rules that regulate commercial operations and practices, and safety
have been transposed into the Community law, ensuring that they have legal force and
uniform application throughout the Member States. EU countries have been fpundin
members of the UNECE and ECMT. Thus, EU is party to mogheofules and regulations
developed by ECMT as well as to various UNECE conventions and agreements. In this
context it should be emphasized that the EU is party to the Convention on Harmaimézing
Frontier Control of Goods, the Convention on Customs Pool Container, the Convention on the
International Carriage of Dangerous Goods by Road, the Agreement on the International
Carriage of Perishable Foodstuffs, and the TIR Convention. As emphasitieel Byropean
Commission (2007) the EU intends to replace 38 Community Directives by the equivalent of
UNECE international regulations.

Turning to WTO road transportation services commitments made by the EU and shown in
Table 2.2 we mhotraetriatsufped yodmmsgdse 1) no comr
the case of passenger transportation, freight transportation, storage and warehouse services,
and other transport services; and no limitations have been placed in the cases maintenance and
repair ofroad transport equipment, freight transport agency/freight forwarding services, and
pre-sshipment inspection. While in the case of consumption abroad (mode 2) no limitations

have been placed, different restri (modde8ns hav
on Omar ket access6 in the cases of passenge
' imitations for O6commerci al presenced (mode

of road transport equipment, services auxiliary to all modesan§port, and other transport
services. Finally, mode 4 (movement of personnel) for all cases does not diverge from the
pattern O6unbound except as indicated in the

Table 2.2: Specific Commitments by European Communities in Roasdaoeation Services

Mode of supply: | Market access National treatment
Cross border 1 1
Consumption 2 2
abroad
Commercial 3 3
presence
Presence o 4 4
natural persons

Commitmen’rA[sal(lyidlu;llT; none; ) not i n th

Road Transport Services

Passenger y I A y y I y Y
Transportation
(CPC 71213 +
7122)

Freight Yy I A Y y I y |y
Transportation
(CPC 7123)
Maintenance an(
Repair of Roag
Transport
Equipment (CPC

—
—_
—

<
—_
—_
—

<
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Services Auxiliary

to all Modes of Transport

Storage and
Warehouse
Services (CP(
742) (other than ir
ports)

~

y ]

Freight Transpor]
Agency/Freight
Forwarding
Services (CP(
748)

—
-

<,

-

<,

PreShipment
Inspection (CPC
749)

Other Transport Services

Land  Transport
Provision of
Combined

Transport Service

3.1 Market Access and Competition

Historically, the liberalization of road transport sector in the EU started withaB®& White

Paper that stressed the importance of freedom to provide services and outlined the
Community Common Transport Policy. Three important guidelines were accepted: having a
free market by 1992, increasing bilateral as well as Community quotas,liandagng
distortions to competition. Infrastructure development, decreasing border controls and
bureaucracy, and improving safety by the end of 1992 were also outlined as goals in the 1985
White Paper. As emphasized aboa#,quantitative restrictionsCommunity and bilateral
guotas were abolishedasting on January 1, 1993. The international transport of goods
between Member States was liberalized with Council Regulation 881/92. According to the
regulation, a road transport operator that works ametntpast two Member States must
obtain a Community license which gives the operator the right to access to the whole market
with no quantitative restrictions. The conditions to obtain this license are set forth in the same
regulation. It should be notedathown account transport and small vehicles of less than 3.5
tons do not require such a license.

According to the Regulation (EC) No 484/2002 amending the Council Regulations No 881/92

every driver from a noit U

country

dri vi

ng

ahile ckriyingoopte r at o1

crossborder haulage activities within the Union must carry the correct driver attestation. It is
a uniform document certifying that the driver of a vehicle carrying out road haulage
operations between Member States is lawfully employgdthe Community transport
operator concerned in the Member State in which the operator is established, or lawfully
placed at the disposal of that operator. This document enables inspecting officers in all the
Member States to check the employment statudrigérs carrying out transport operations
between Member States in Community vehicles and with a Community license, thereby
helping the authorities to combat effectively the use of irregularly employed drivers and the
resulting distortions of competition.
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The process of liberalization took longer for road cabotage where -aesiolent carrier
holding a Community License can transport g
which are in a Member State. This was fully liberalized for fretgimisport in 1993 with
Counci | Regul ation 3118/ 93. Li beralizati on
continuously carried out. Council Regulation 3916/90 put forth measures that are to be taken
in the event of a crisis in the market in the cagiafjgoods by road. With the implementation

of deregulation measures the road haulage market in the EU has become very competitive,
integrated, and efficient. The cabotage regime was extended to the EFTA countries on 1 July
1994 with the exception of Augr which joined the EU on January 1, 1997, and Switzerland.
Following the accession to the EU on May 1, 2004 restrictions have been lifted for hauliers
from Cyprus, Malta and Slovenia as well. But the other new Member States were to enjoy the
right to calotage services after a transitional period. There were anxieties in the sector about
the possible adverse effects of running cabotage sefigé® transitional period expired in

2009.

In May 2010 the Regulation No 1072/2009 on common rules for accéiss toternational

road haulage entered into force repealing Regulations 881/92 and 31M@&aim of the

new Regulation is to improve the efficiency of road freight transport by reducing empty trips
after the unloading of international transport opereti Article 8 of the new Regulation
provides that every haulier is entitled to perform up to three cabotage operations within a
seven day period starting the day after the unloading of the international trablsylat.the

new rules, any carrier perforng the carriage of goods by road for hire or reward is entitled

to carry out cabotage operations on the territory of EU Member States, if he holds a
Community license. If the driver is a citizen of a third country, he has to hold a driver
attestation. Theabotage services can be delivered in any member state, however they are
limited to 1 in 3 days following the unloaded entry to a given member state. In has to be noted
that carriers are permitted to carry out national transport services within a Mematecor8y

on a temporary basis, without having a registered office or other establishment therein.

Lately, Directive 2006/1/EC has laid down the conditions for hiring vehicles for international
road transport. According to the Directive such vehicles roostply with the laws of the
Member State of origin and be driven by the personnel of the undertaking using them.

The harmonization of rules regarding access to the profession is outlined in Directive
96/26/ECbased on Article 75 of the Treatccordingto the Directive good repute in the
exercise of businesbeing a road haulage operator requires minimum financial standing, and
professional competenc&his involveda policy that replaces quantitative licensing with
gualitative criteria for allowing aess to the road transport market. Given that road haulage
undertakings are subject to numerous rules which affect the safety of other road users, an
operative who is certified as professionally competent is one who is familiar with all these
rules and islao able to manage a company. Good repute means that entrepreneurs who have
few scruples about disregarding the law may be excluded from the occupation, while good
financial standing ensures that they have the capital required to continue managing the
undetaking and maintaining the vehicles, so that any practice that might endanger safety is
prevented. The directive requires that each Member State must accept the documents issued

% These focused on potentially unfair competition from lowage countries that could undercut operators who
have to bear with greater costs in a more tightly regulated environment.
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by another Member State stating that these conditions are fulfilled. The acthps Directive
excludes the operators of vehicles with a laden weight below 3.5 tons. Regular checks at least
every five years ensure that undertakings continue to satisfy these three criteria. The criteria
are justified as they halt the proliferatiohunscrupulous firms seeking to gain market share

by skimping on safety; achieve greater harmonization of standards between Member States,
particularly as regards levels of financial standing required and the standard of professional
competence expectefhcilitate the establishment in other Member States and the mutual
recognition of professional status; and improve the overall professional standing and quality
of road transport.

The Directive 96/26/EC was repealed in 2009 by Regulation 1071/2009tveitlaim of
promoting fair competition between road transport companies and improving the level of
professional qualification of staff. According to the Regulation every road transport
undertaking shall designateti@nsport managewho shall be responsiblfor continuously
managing the transport activities of the undertaking. Undertakings wishing to engage in the
occupation of road transport operator are obliged to hawstablishmentith an operating
center where it can keep all of tHecumentsequired for the pursuit of business, and one or
morevehicles registereth accordance with national legislation. In addition, the undertaking
and the manager shall be deemed to bgawd repute.The undertaking shall not have
infringed Community rules in fids such as the driving time and rest periods of drivers; the
roadworthiness of commercial vehicles; safety in the carriage of dangerous goods by road,;
and driving licenses. Finally, the undertaking must be able to meet its financial obligations. It
must hae at its disposal, every yeaaqpitalandreservedotalling at least EUR 9 000 when

only one vehicle is used, increased by EUR 5 000 for each additional vehicle, and the
manager of the undertaking shall have passed a compulsory written examinatiomrmafich

be supplemented by an oral examination.

It should be noted that access to transport market not only requires looking at services and
access to infrastructure, but also involves the development of traffic control systems such as
the road traffic contid. Only by establishing non discriminatory access to infrastructure can
the goal of increasing efficiency and competition be met, and the non discriminatory access
must be applicable to all current and potential service providers, as grandfather eghty us
incumbents can play a devastating role on increasing competition. The traffic control systems
are not just an aspect of safety but are integral to properly allocating infrastructure capacity,
and also play a crucial role in the relationship betwgmraiion and infrastructure. Finally,

we note that th&U countries have been using the SAD for almost two decades. Furthermore,
the IT packages in use in the EU support the implementation of modern risk management
techniques, they are linked to the oVigpart management systems, and they allow Electronic
Data Interchange interaction to be made with the services providers and economic operators
such as the freight forwarders and customs. In addition, the infrastructure and equipment at
border points aren the whole sufficient.

3.2 Prices and Fiscal Conditions

Road transportation is projected to continue to increase, and there is universal recognition that
it is not possible to increase the road supply in relation with the forecasted increaseg in traff
unless financing issues are solved. Most countries that have built high performance and
accesscontrolled highway systems have either financed their expressways by general tax
revenues or through toll receipts. But most countries have used both spéténance to

some degree, and almost every country that uses tolls requires that a parallel untolled route be
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available to motorists, even though the alternative is usually not built to expressway
standards.

The Common Transport Policy based on the qiinp | e of Osustainabl e
O6sustainable mobilityd refers to maximizing
while internalizing external costs of infrastructure, environment, operation, upkeep,
congestion, and accidents. The systeo f 6 sust ainable mobilityd a
variable costs required the development of a new approach to fiscal issues, and the Green
Paper of December 1995 put forth taxation as one of the important solutions to this pfoblem.
The Green papestated that internalizing costs would improve traffic, safety, environment,

and remove distortions in competition. On the other hand, the White Paper of 1998
emphasized a range of issues including the need to manage transport capacity more
efficiently, to finance transport infrastructure, and the need to improve the efficiency of the
transport sector by means of institutional reform involving deregulation and privatiZation.

According to the objective of Osustainabl e
Policy, EU maintains that charges for infrastructure should reflect the marginal social cost.
Hence, users should incur Dbot hearandtearaswadll c o st
as the external costs consisting of operating, infrastructure, congestion, environmental, and
accident costs. According to Button (1990) the environmental external cost of road transport

as a percentage of GDP is much higher than dhaither modes. Charging vehicles for
external costs wildl di scourage them from tak
social cost. This would decrease demand for congested roads, and increase efficiency thereby
helping to solve problems aebngestion.

It is emphasized that transport is the main cause of 50 percent of nitrogen oxide emissions,
which forms nitric acid and leads to acid rain. Internalizing such costs not only aids in
improving traffic conditions, but is also environmentalbusd as it will reduce emissions.

When considering external costs we must also look at the combination of noise, air pollution,
congestion delays, and aesthetic factors. Estimates show that if the external costs of road
transport were internalized, it walincrease operating costs as emphasized by Button (2002)

by about 2683 percent. Therefore the 1998 White Paper sets out to internalize the
externalized costs with a step by step approach, where the objective was to harmonize the
charges in transport a@® all Member States, where individuals would participate in funding

the road systems and cover the marginal social costs. The aim here is that harmonization due
to liberalization will also be in accord with social aspects, safety measures, and enviebnment
concerns. Furthermore, it should be noted that the aim of internalizing costs is not to increase
the cost of transport, but to make sure that costs are apportioned properly while external costs
are incurred across all transport modes to avoid disterdbeompetition. It is also important

to state that while the internalization is based on marginal social cost, aieruttharging

system should be designed to incorporate taxes based on factors such as emissions. Given the
projected continued dominammf road transport, one has to consider also besides pricing
other options such as making the mode of transport more environmentally friendly through
initiatives that will encourage the use of less harmful fuels, and adopting cleaner technologies.

%' See European Commission (1995)
31 See European Commission (1998).
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The Drective 1999/62/EC (Eurovignette Directive) based on Article 71 and article 93 of the
EC Treaty sets forth the rules for harmonizing requirements on heavy goods vehicles taxes for
use on infrastructure. The Directive covers vehicle taxes, tolls and weEgeshmposed on
vehicles intended for the carriage of goods by road and having a maximum permissible gross
laden weight of not less than 12 toBg.the 2006 revision, this threshold will fall by the year

2012 to 3.5 tons. According to the directive talwould be levied according to the distance
traveled and type of the vehicle, and user charges should relate to the duration of the usage of
the infrastructure. Tolls and user charges may vary according to congestion and vehicle
emission class. As a genkrale, distanceébased tolls and timbased user charges shall not

be applied on the same stretch road. Both tolls and user charges can only be imposed on users
of motorways or multlane roads similar to motorways as well as on users of bridges, tunnels
and mountain passes. National tolls and charges should bdismiminatory, and should be

easy for the motorist to understand, so as to avoid unnecessaiypisadehd problems at toll
boot s. Mandatory checks at t heidedE Uh&eBirecivat er nal
2006/38/ECamending the Directive 1999/62/EC establishes a new Qomtynframework

for charging for the use of road infrastructure. The Directive lays down rules for the
application by Member States of tolls or user charges on roads, including roads on the trans
European road network and roads in mountainous regiongharidirective will apply from

2012 onwards to vehicles weighing between 3.5 and 12 tons. According to the Directive
Member States are able to differentiate tolls according to a vehicle's emission category
("EURQ" classification) and the level of damageatises to roads, the place, the time and the
amount of congestiotf. Hence, this makes it possible to tackle the problems of traffic
congestion, including damage to the environment, on the basis of the "user pays" and
"nolluter pays" principle&®

3.3 Social Conditions

With liberalization and the creation of a free market, certain social, technical, and safety
conditions need to be harmonized in the EU i
Harmonization of social conditions includége harmonization of maximum working times,
installing necessary technical components, and eliminating controls on frontiers.

Regulation 561/2006 is on harmonizing certain social legislation with respect to road
transport. Its aims are to improve roadesgfby limiting driving times, improve working
conditions, and harmonize the conditions across Member countries. It sets out the rules for
maximum daily and fortnightly driving times, daily and weekly minimum rest periods for

road haulage as well as forgsanger transport vehicl&sAccording to the Regulation drivers

%2 EU legislation on emissions from new motor vehicles has been in force since 1970. Since 1993 this has been
mandatory for Member States. Standards requiring the use of catalytic converters on petrol cars first came into
force in 1993 with EURO I, which waeplaced by EURO Il in 1997. Even stricter standards have been agreed,
with EURO Il and EURO 1V, coming into force in 2001 and 2006 for passenger cars and in 2002 and 2007 for
light commercial cars. Catalytic converters result in marked reductions oNOQand hydrocarbon emissions

from petrotdriven cars, and more efficient catalytic converters will ensure compliance with future, more
stringent, standards. For heagyty vehicles, standards relate to emissions of CO, HG,at@ PM. The first
standardame into force in 1990 with EURO 0, which was replaced by EURO | and EURO I, in 1993 and
1996. Proposals for EURO III, IV and V for 2001, 2006 and 2009 are currently being discussed.

% For recent developments on estimation of external cost in the orassgtor see CE Delft (2007)

% The maximum daily driving period is 9 hours, with an exception of two days of the week it can be 10 hours,
where the driver may drive for 6 days a week. Total driving time must not be more than 56 hours, and total
fortnightly driving time must not be more than 90 hours. The driver must rest for at least 11 hours a day, with an
exception of 9 hours three times a week. There is a stipulation for a split rest of 3 hours followed by another 9
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age must be at least 1daily driving timeamong others should not exceed nine hours while
twice a week, the driving time may be extended to ten heweskly driving time shall not
exceed b hours; total driving time during any two consecutive weeks shall not exceed
90 hours;andafter driving for four and a half hours a driver shall take an uninterrupted break
of not less than 4&inutes or of 1%ninutes followed by 3tninutes over the sameeriod.

The Regulatioralso stipulates that a digital tachograph be fitted in all new vehicles that go
into service for the first time, starting May 1, 2006. This has a very wide ranging scope, where
it includes national as well as international transploamg as well as short distance, own
account transport as well as for hire, and employees as well as those who are self employed.
On the other handZCouncil Regulation 3821/85 concerns the recording equipment in road
transport, primarily the analogue kegraph, which records driving time, breaks, and rests.
Council Regulation (EC) 2135/98, amending the regulation, requires the use of the fully
digital tachograph, which is more reliable and which includes a printer for roadside
inspections. On the othand Directive 2006/22/EC lays down the minimum conditions for
implementation of Regulation 3821/85 regarding amount of road side inspections of driving
time, rest period, breaks and checks at the premises of undertakings. Fmabtive
2002/15 regarndg the working time of those persons performing road transport activities, sets
forth the minimum requirements for working time in order to improve road safety as well as
the health of workers, and it defines working time, place of work, night work, argmam
working week.

3.4 Technical Conditions

Harmonization of technical conditions dealing with issues such as tread depth of tires,
installation of speed limitation devices, maximum authorized weights and dimensions,
roadworthiness tests for vehiclaechnical roadside inspection, and registration documents
for vehicles, concerns interoperability, safety and environmental is@aescil Directive
89/459 sets forth the conditions with respect to the tread depth of tyres in certain categories of
motorvehicles and their trailers, where the minimum tread depth in main grooves must be 1.6
mm in vehicle categories M1, N1, O1, and ®Dn the other hand Council Directive 92/6

with environmental and safety concerns at hand regarding heavy goods vehidesses

hours (totalling 12 hours) a day. \&ldy rest is 45 hours (continuous), which can be brought down to 24 hours,
where one 4%ourrest must be taken every two weeks. Breaks are at least 45 minutes (where that can be broken
up into 15 and 30 minutes) and should be taken every four and ahedf h

% In Council Directive 70/156/EEC of 6 February 1970 the categories are specified as follows:

Category M1 : Vehicles used for the carriage of passengers and comprising no more than eight seats in addition
to the driver's seat.

Category M2 : Vehdles used for the carriage of passengers, comprising more than eight seats in addition to the
driver's seat, and having a maximum weight not exceeding 5 metric tons.

Category M3 : Vehicles used for the carriage of passengers, comprising more thanagggim addition to the

driver's seat, and having a maximum weight exceeding 5 metric tons.

Category N : Motor vehicles having at least four wheels, or having three wheels when the maximum weight
exceeds 1 metric ton, and used for the carriage of ge@idegory N1 : Vehicles used for the carriage of goods

and having a maximum weight not exceeding 3 75 metric tons.

Category N2 : Vehicles used for the carriage of goods and having a maximum weight exceeding 3 75 but not
exceeding 12 metric tons.

CategoryN3 : Vehicles used for the carriage of goods and having a maximum weight exceeding 12 metric tons.
Category O : Trailers (including sestnailers)- Category O1 : Trailers with a maximum weight not exceeding 0

775 metric ton.

Category O2: Trailers with a maximum weight exceeding 0 775 metric ton but not exceeding 3 75 metric tons.
Category O3 : Trailers with a maximum weight exceeding 3 75 but not exceeding 10 metric tons.

Category O4 : Trailers with a maximum weight excegdifi metric tons.
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puts forth the necessary installation and use of speed limitation for M2, M3, N2, and N3
categories of vehicles. The directive further stipulates that M2 and M3 vehicles can have a
maximum speed of 100 km/h, and N2, N3 vehicles can have a speedfl® km/h. The
directive was later amended by Directive 2002/85/EC.

Council Directive 96/53/EC puts forth the maximum dimensions that are authorized for M2,
M3, N2, and N3 categories of vehicles in national and international traffic, as well as the
maximum authorized weights in international trafficAccording to the Directive any
vehicles or vehicle combinations exceeding the maximum dimensions may only be used on
the roads if a special authorization has been received, and Member States willtakgcosmn
needed in order to ensure that vehicles are provided with one of the three following(iproofs

a "manufacturer's” plate supplemented by a plate concerning dimensions; or (ii) a single plate
containing the data from the two plates referred to @pow (iii) a single document issued by

the competent authority in the Member State in which the vehicle is registered or was placed
in service, and which contains the same data as those on the other plates.

Council Directive 96/96/EC states that Membé&at& must conduct periodic roadworthiness
tests for vehicles and trailers registered in the Member State, and the test will have mutual
recognition by other Member States. These inspections should be carried out once a year for
heavy vehicles, and at léasvery other year for light vehicles and passenger cars. The
directive was later amended by Directive 2009/40/EC harmonizing the frequency of
roadworthiness tests and detailing which parts of motor vehicles must be’*{dsitally, we

have the Directive2000/30/EC setting out legal framework for roadside roadworthiness
checks on commercial vehicles. Thedeecks are unannounced checks on a commercial
vehicle travelling within an EU country comprising a check on the documents relating to the
compliance ofthe vehicle with a technical roadside inspection and a check to uncover poor
maintenance. In this instance, the inspector should take the most recent documents and any
other safety certificate into consideration. If the results of a roadside check showa tha
commercial vehicle does not meet the standards set out in the directive, the use of that vehicle
on the public highway will immediately be banned.

EU legislation on emissions from new motor vehicles have been in force since 1970s. Since
1993 this haseen mandatory for Member States. Standards requiring the use of catalytic
converters on petrol cars first came into force in 1993 with EURO 1, which was replaced by
EURO 2 in 1997. Even stricter standards have been agreed, with EURO 3 and EURO 4,
coming nto force in 2001 and 2006 for passenger cars and in 2002 and 2007 for light

% Maximum length of motor vehicle is 12 meters, articulated vehicle 16.5 meters, road train is 18.75 meters.
Maximum width of a vehicle is 2.55 meters, while conditioned vehicles are 2.6 meters. Maximum weight is 40
tonnes for road traionr articulated vehicle with-b axles, 44 tonnes for a motor vehicle with 3 axles that has a
semi trailer (23 axle) that transports a 40 foot ISO container (combined transport).

37 Annex | of the Directive 2009/40/EC details the categories of motor eshicht will be subject to
roadworthiness tests and the required frequency of the tests for each category. On the othremérahf the
Directive sets out which items must be compulsorily testetording to the Annex the compulsory test items
include vehicle identification; braking equipment; steering; visibility; lighting equipment and parts of electric
system; axles, wheels, tyres and suspension; chassis and chassis attachments; other egaifetyenelts, fire
extinguisher, locks and arttiett device, warning triangle, firstid kit, speedometer, etc; nuisaricenoise,
exhaust emissions, etc; and supplementary tests for public transport véhéctesgency exit(s), heating and
ventilation systems, seat layout, interior lighting. Vehiclesipggsbe test will be certified, and all EU countries

will mutually recognize the proof issued.
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commercial cars. For heavduty vehicles, standards relate to emissions of carbon monoxide
(CO), hydrocarbon (HC), nitrogen oxides (N@nd particulate matter (PM).

Directive 205/55/EC laying down limit values for emissions of gaseous and particulate
pollutants and for opacity of exhaust fumes has been amended by Regulation 715/2007. The
Euro 5 standards as specified in this Regulation state that emission limits from diedekveh
should be as follows: carbon monoxide: 500 mg/km; particulates: 5 mg/km indicating 80
percent reduction of emissions in comparison to the Euro 4 standards; nitrogen oxides (NOX):
180 mg/km indicating 20 percent reduction of emissions in comparisadhetdEuro 4
standard; and combined emissions of hydrocarbons and nitrogen oxides: 230 mg/km. On the
other hand missions from petrol vehicles or those running on natural gas or LPG should be
as follows: carbon monoxide: 0mg/km; nonmethane hydrocarben 68mg/km; total
hydrocarbons: 10thg/km; nitrogen oxides (NOx): 6fhg/km indicating 2%ercent reduction

of emissions in comparison to the Eurstdndard;and particulates for lean burn direct
injection petrol vehiclesb mg/km. Finally, theEuro 6standards state thatll vehicles
equipped with a diesel engine are required to substantially reduce their emissions of nitrogen
oxides as soon as the Eursténdard enters into force. In this context, emissions from cars
and other vehicles intende¢o be used for transport will be capped atr&@flkm indicating an
additional reduction of more than Hp@rcent compared to the Eurcstandard. Combined
emissions of hydrocarbons and nitrogen oxides from diesel vehicles are also to be reduced,
and will be capped at 17@g/km for cars and other vehicles intended to be used for transport.

Regulation 715/2007 covers vehicles of categories M1, M2, N1 and N2. According to the
Regulationthe Euro Sstandard came into force &@eptembel, 2009 for the approvaif
vehicles, and shall apply fromJanuar2011 for the registration and sale of new types of
cars. On the other hand the Eursténdard will come into force on Septemhbe2014 for the
approval of vehicles, and frodanuaryl, 2015 for the registratinand sale of new types of
cars.

Finally, Directive 2006/40/EC aims to cut back the emission of fluorinated greenhouse gases
used in air condition systems in motor vehicles, and Directive 70/157/EEC lays down
similarly limits for the noise level of the roleanical parts of the exhaust systems of vehicles
with design speed exceeding 25 km/h. The sound level limits range from 74 dB(A) for motor
cars to 80 dB(A) for high powered goods vehicles.

3.5 Road Safety

According to European Commission (2003) each year more than 40 000 people die in the EU
15 as a result of road accidents and 1 700 000 are injured, and the total cost to society
corresponds to about 2 percent of EU GNP. Although there has been impraemsafety
overall, the situation was considered as socially unacceptable. As a result the Commission
proposed that the EU should set itself the target of halving the number of road deaths by 2010.
Studies revealed that the main causes of accidents eessaxe and improper speed, the
consumption of alcohol and drugs or fatigue, failure to wear seatbelts, lack of sufficient
protection provided by vehicles in the event of an impact;ammnpliance with driving and

rest times, poor visibility of other use@nd poor road infrastructure. Since many of the road
safety improvements could be achieved by complying with existing rules, the communication
aims to encourage road users to improve their behaviour through better compliance with
existing legislation. Fdhermore, it emphasizes making vehicles safer through technical
harmonization and support for technical progress, and improving road infrastructure. In 2010
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the Commission (2010) proposed to maintain the target of halving the overall number of road
deathsbetween 2010 and 2020 by setting the objectives of improving education and training
of road users, increasing enforcement of road rules, safer road infrastructure, safer vehicles,
promoting use of modern technology to increase road safety, improvingesrogrand post

injuries services, and protecting vulnerable road users.

Turning to existing rules developed in the EU on road safety, we start with the issuing of
national driving licenses and their mutual recognition in the EU. The Directive 91/439/EEC
introduced the mutual recognition of drivers licenses along with the harmonization of many
aspects of drivers licenses including categories, issuing conditions, and requirements. A
review in some Member States showed that 30 percent of drivers neverdegneaining.

This situation was remedied with Directive 2003/59/EC regarding the qualifications and
periodic training of drivers of certain road vehicles for the carriage of goods or passengers.
Drivers would be trained in road safety, technical aspefctee vehicle, fuel consumption,
loading, accidents and physical risk, criminality, emergencies, and the economic image of the
company. Starting towards the end of 2008 all new drivers were to be trained, and training
was supposed to lead to better skilimproved service and higher quality, improved road
safety, reduced fuel consumption, and reduced costs. The Directive 2006/126/EC recasting
the Directive 91/439/EEC and introducing into it amendments previously introduced by
Directive 2003/59/EC aims teeduce the scope of fraud, ensure free movement of citizens,
and help to improve road safety. According to the Directive all licenses will have a given
period of validity and will be unconditionally valid in all EU countri@€ategory A
(motorcycles) anatategory B (cars) licenses will be valid for yé€ars, category C (lorries)

and category D (buses/coaches) licenses will be valid y@aEs. The Directive harmonizes

the frequency of medical checks for professional drivers, and introduces minimum
requirements for the initial qualification and the training of driving examiners.

The Commission Recommendation of 2001 concerning the maximum authorized level of
alcohol in the blood recommends that two different alcohol levels be applied. The standard
alcohollevel for all motor vehicle drivers which should be adopted by all of the Member
States is one not exceeding f/ml. In addition a second alcohol level of lg@/ml is
recommended among others firivers of large vehiclesi.e. lorries weighing morehan
3.5tons;and drivers of vehicles carrying dangerous godti&® recommendation feels that all

of the Member States should adopt a system of random detection by analyzing expelled air in
order to dissuade drivers from drinking.

Seatbelts are anothemportant aspect of road transport safety. While the Directive

91/ 671/ EEC regarding O0the approximation of t
the compul sory seat belt use in motorized Ve
to cars andrans and did not require parents to use child restraints for their children, the new
Directive 2003/20/EC extends the scope of application of Directive 91/671/EEC requiring the

use of seatbelts, where provided, by those in all motor vehicles. Furtheitnstaees that

children must be restrained by an appropriate child restraint system that conforms to the latest
UNECE standard when traveling in M1 and N1 vehicles.

Directive 2004/54/EC concerns the minimum safety requirements dealing with various
organzational, structural, technical and operational aspects for tunnels which facilitate
communication between various areas of the EU. Since many tunnels have been aging, and
many lives have been lost in recent years, and the costs from closure of ategnelg the
objective of the Directive is to prevent in all tunnels longer than 500 meters those situations
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that endanger the lives of people, and protect the tunnels and the environment. According to
the Directive each EU country must designate one arenadministrative authorities. The
administrative authority ensures that testing and inspecting tunnels on a regular basis and
drawing up the related safety requirements; putting in place organizational and operational
schemes for the training and equipgpiof emergency services; and establishing the procedure
for immediate closure of a tunnel in case of an emergency tasks are performed. In addition,
the administrative authority identifies a Tunnel Manager who has to prepare an incident report
in case of my significant incident or accident occurring in a tunnel. For each tunnel the
Tunnel Manager with the prior approval of the administrative authority nominates a Safety
Officer who coordinates all preventive and safeguarding measures to ensure the fsafety o
users and operations staff. Finally, EU countries have to ensure that inspections, evaluations
and tests are carried out by inspection entities, and risk analysis is carried out by an
independent body, taking into account all design factors and tadfditions that affect
safety, length and geometry of the tunnel, as well as the projected number of heavy goods
vehicles per day.

Another issue of importance for safety is the transportation of dangerous goods. Regarding
road transport of dangerous goptlse international transport of dangerous goods has long
been governed by established agreeméitective 94/55/EC concerned the rules regarding

the transport of dangerous by road, and niles are based on tHeuropean Agreement
concerning the Intertianal Carriage of Dangerous Goods by Roémh the other hand,
Council Directive 96/35/EC concerned appointing safety advisers for the transportation of
dangerous goods by road, rail and inland waterway. The Directive stipulates that all
operations involve in the transportation, loading or unloading of dangerous goods appoint a
safety advisor who has gone through the necessary training, passed an examination, and
received a certificate. The advisor has to seek all appropriate means and promote all
approprate action to ensure that dangerous goods are transported in the safest possible way.
The Directive 2000/18/EC is about the examination requirements for safety advisers for the
transportation of dangerous goods. These Directives were repealed in 2008diwd
2008/68/EC. According to Directive 2008/68/HL) countries have the right to regulate or
prohibit, strictly for reasons other than safety during transport, the transport of dangerous
goods within their own territory, and they may set down spesiffety requirements within

their own territory.On the other hand the Directive 95/50/EC is about uniform procedures for
random checks on the road transportation of dangerous good. According to the Directive
consignments found to be in infringement mayrmobilized, and obliged to be brought into
conformity before continuing their journey, or be subject to other measures such as refusal to
allow such vehicles to enter the EU.

In 2010 the Directive 2010/35/EU referred to as Transportable Pressure Equipineetive

was adopted repealing previous Directives such as 1999/36/EC. This directive aims to
increase the safety in relation to transportable pressure equipment by setting technical
requirements. According to the Directimeanufacturersnust ensure @t when placing their
transportable pressure equipment on the market, the equipment has been designed,
manufactured and documented in compliance with the requirements in both this directive and
in Directive 2008/68/EC on the inland transport of dangeraaslgy The compliance has to

be demonstrated through the conformity assessment progessunder the surveillance of

the notified body. In additionmporters and distributors may place on the EU market
transportable pressure equipment that complies Riitictive 2008/68/EC and this directive,

and no EU country may prohibit, restrict or impede the free movement, the placing on the
market and the use of transportable pressure equipment on their territory, when the above
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complies with this directive.

A Community database on road accidents called CARE (Community database on Accidents
on the Roads in Europe) was set up in 1993 by Council Decision 93/704/EC. The objectives
of the CARE database is to identify and quantify problems in road safety, study further
situations leading to accidents, examine the efficiency of measures taken for road safety, and
play a role in disseminating and exchanging information in order to find appropriate solutions.

4. ROAD TRANSPORTATIONIN TURKEY

Concerning road transportation, Turkey has signed 32 bilateral agreements with different
countriesin order to increase access to foreign markekese agreements are-@geration

agreements in the field of passenger and freight transport, and usualgdpacity clauses
imposed on foreign carriers, constraints on the number of foreign carriers. Some of the
agreements even have tariff clauses. In addition we note that Turkey is a founding member of
the ECMT and the UNECE. It has ratified various ECMT ddNECE resolutions,
agreements and conventions. In particular Turkey has ratified the Convention on Customs
Containers, the Convention on Harmonizing the Frontier Control of Goods, and the TIR

convention. Recently Turkey, by introducing major reform ingbetor, tried to close the gap
between the legislation pertaining to the internal and international markets. On the other hand,

consideration of the WTO commitments made by Turkey, showevieals that for passenger
transportation and freight transporbet no commitments for market access and national
treat ment have been
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4.1 Market Access

In Turkey the responsibilities of the Ministry of Transport, Maritime Affairs and
Communications (MTMAC) include among others regulating access to market and
profession, regulating and issuing operating licenses, and inspecting and monitoring market
conditions. In addition to the MTMAC, there is the Ministry of Environment and Urban
Planning which regulates and collects tolls as well as collects data regarding traffic on toll
roads and which is responsible for the development as well as the maintenance of state and
provincial roads; the Ministry of Interior which is responsible for raselsnspections; the
Ministry of Science, Industry and Technology (MSIT) which regulates technical standards
including tachographs, and speed limiters; and the Ministry of Labor and Social Security
which regulates social conditions such as driving timesking times, and rest periods. After

the abolition of the General Directorate of Rural Affairs of the Ministry of Agriculture, the
construction and maintenance of rural roads has been decentralized and given to rural
authorities.

Regulatory framework ithe transport sector is comprised of one general law regarding the
duties of the MTMAC and a number of other laws specific to the subsectors. The main
legislation in the road transport sector is the Law on Road Transport No. 4925 which gives the
frameworkfor access to market and the profession. On the other hand thawBgn Road
Transport which became effective in July 2003 was repealed by tHeaByon Road
Transport of June 2009. The Baw puts forth the secondary legislation for access to the
market and profession. Other related laws are theLBw on Training for Professional
Competence in Road Transport Operations, the Foreign Direct Investment Law No. 4875, and
the Turkish Commercial Code No. 6182These regulations put forth conditions for
admission to occupation and market access; licensing system for transport operations as well
as other auxiliary transport categories; the rights and responsibilities of the carriers,
undertakings, and consumers; conditions for vehicles; competition in ther; sedas
regarding inspections, the rights, responsibilities of the personnel; and rules and procedures
for training and obtaining the Professional Competence Certificate.

Turkey has recently introduced a licensing system. The introduction of the sestalied in
registration of 90 percent of commercial vehicles in domestic freight transport, and almost all
of the commercial vehicles in international freight transport. The licensing regulations are in
line with the conditions set by the EU. Accordingthe licensing system natural as well as

3 For Law on Road Transport No. 4925 see Official Gazette of July 19, 2003, no. 25173:lfamByn Road
Transport the Official Gazette of February 25, 2004, 25384; for ByLaw on Training for Professional
Competence in Road Transport Operations the Official Gazette of September 3, 2004, no 25572; for Foreign
Direct Investment Law No. 4875 the Official Gazette of June 17, 2003, no 25141; and for the Turkish
Commercial Code No. 6762 the Official Gazette of July 25, 1956, no 9353.
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legal persons registered under Turkish commercial registry can apply for the license as long
as they meet the following conditions: (i) good repute, (ii) registration at relevant chambers of
trade and industry or embers of tradesmen and craftsmen, (iii) at least one mid or high level
manager who has the Professional Competence Certificate or employment of a person who
has such a certificate, and (iv) having sufficient financial resources as well as sound
managementnd operation. Furthermore, natural and legal persons that are not Turkish
nationals can obtain the license given that the applications are in accordance with the
requirements of Foreign Direct Investment Law and satisfy the conditions specified in the
Road Transport Law and the related-Bgw. However, it should be noted that foreign
vehicles may not conduct transport operations between two points in Turkey, and that foreign
vehicles transporting goods to, and from, or through Turkey require a permgsunlis
specified otherwise in bilateral agreements. Moreover, goods coming to Turkey by sea, rail, or
air and carried to a third country can only be transported by Turkish hauliers, and a special
permission for registered foreign vehicles is requirednfthe Ministry of Transport by the

Law on Road Transport. The International Freight Transport Licenses are valid for 5 years,
are not transferable, and may be suspended in case of loss of good repute/financial standing.
Conditions for withdrawal are outied in the law. According to Article 7 of the law, fire
brigades, ambulances, funeral transports, transport of medicine/medical equipment, postal
services, and transport related to accidents are exempt from the authorization of permits.
However, the Ministy of Transport may bring further restrictions and make new
arrangements in the event of a crisis.

The ByLaw on Training for Professional Competence in Road Transport Operations puts
down the regulations regarding training and examining professiamahpetence,
gualifications of institutions in charge of giving such training, authorizations given to those
institutions, and the Certificate for Professional Competence.

The above considerations reveal that the new law and seriedaf$&yssued undehis Law
helped to bring the national legislation in line with international standards, and in particular in
line with those of the EU road freight transpadquis These legal regulations allow the
creation and development of strong and efficient ensagrthat have financial and
professional competence, and professional reputation.

4.2 Prices and Fiscal Conditions

There are a number of administrative units that are in charge of road prices. The Ministry of
Finance is responsible for vehicle tax, MAK is responsible for transit passage fee, and the
Ministry of Environment and Urban Planning is responsible for the toll. The MTMAC is
responsible for determining and implementing the Transit Passage Fee by Law on Road
Transport, Article 16 It is a feecharged to foreign vehicles at borders, and vehicles can be
exempt from it within the context of bilateral agreements. The fee is calculated according to
the gross weight of truck measured in tons and the distance measured in kilometers. On the
other handwith regard to the highways we note that the General Directorate of Highways of
the Ministry of Public Works and Settlement is responsible for the construction, maintenance,
and operation of roads.

% For law onRoad Transport N0.4925 see Official Gazette of July 19, 2003, no 25173.
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Tolling is done on higiperformance motorways and bridggever the Bosporus in Istanbul.

The Law on Establishment of General Directorate of Highways No. 5539 outlines tolling,
where Article 15 states that the Minister of Public Works and Settlements has authority on
tolling, and Article 21 outlines enforcemefor toll evaders? The Legislation on Tolling are
outlined in the ByLaw on Istanbul Strait Bridge Operation, the-Bgw on Motorway
Operation, and Ministerial ApprovatsToll rate varies according to class of vehicle in open
type tolls, and vehicle class and distance traveled for the closed type tolled mofSrways.
Finally, turning to issues related with state aid we note according to Decree No 2002/4367
investments in ansportation sector are encouraged where the objective is to support and
orient investment, in line with international commitments, create new employment
opportunities, and add value in order to achieve international competitivéidss program
covers iwvestments in trailer/truck renewal for international land transport, public
transportation, heavy construction equipment, bus terminal construction, and combined
container transport. In those cases imports of machinery and equipment are exempted from
custans duty, and value added tax is exempt from imported and domestically purchased
equipment. Foreign financing is provided for transport sector projects including construction
of highways and toll roads, where the project must be part of the Annual Invegtrogram
prepared by the Ministry of Development formerly State Planning OrganiZaEiomally, we

note that the construction of roads is the responsibility of the General Directorate of
Highways (KGM), which is under the Ministry of Environment and UrBéanning. For road
construction KGM uses either budgetary resources or foreign financing.

Although Turkey has road and vehicle charges in place, it is doubtful whether these charges
reflect the marginal social costs, as outlined by European Commid$i68)( According to

the Commission users should bear the internal and external costs, which include infrastructure
damage, congestion, scarcity, environment, and accident costs. As emphasized by Goodwin
(2002), the decision of one person to make a triindypeak traffic period actually imposes
delays on others, which is longer than the person is expecting to spend on that trip. It is clear
that the increase of car ownership and road transport is due to the fact that road transport has
not externalized it$ull cost. Internalizing these costs would prevent excessive use of road
transport, and would be a way to equalize the conditions of competition across different
modes of transport. Thus, the government has to put mechanisms to secure short term road

0 For Law on Establishment of General Directorate of Highways No. 5539 see Official Gazetterudiiyel6,

1950, no 7434.

“! The Legislation on Tolling is outlined in the Byaw on Istanbul Strait Bridge Operation. See Official Gazette

of June 3, 1977, no 15955.

“2 Vehicles are classified into five different types according to the axle number and distance. The same toll rate
applies for national and foreign vehicles. The General Directorate of Highways is in charge of toll revenue.
Ambulances of the Ministry of Healtare exempted from paying tolls following the Cabinet Decree no:
2003/6254 of September 23, 2003 (Official Gazette October 23, 2003; n025268)). Furthermore toll discounts are
applicable for Norstop Electronic Toll Collection System (ETC) and contactksart card subscribers (20
percent discount) and motorcycle that are contactless smart card subscribers (30 percent discount). With regard
to interoperability we note that there are 2 open bridges, 7 closed motorways, 80 tolls stations on motorways and
Istanbul Strait bridges, with 756 lanes in total with three different payment methods: manually operated toll,
contactless smart card system, 1sbop ETC system. ThBedicated Short Range CommunicatiqgixsSRC)

roadside unit and onboard unit allow for readirigyehicle passing through toll. Enforcement of this procedure

is possible through capture by camera and violators are penalized by paying ten times the maximum tariff.

3 SeeOfficial Gazette of June 9, 2002, no 24810.

* See theLaw on Public Finance anRegulation of Debt Management No. 4749 published in the Official
Gazette of April 12, 2002, no 24721.
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maintenance financing, and tolling based on a willingness to pay principle has to be
introduced as a way for achieving the objective. Moreover, more differentiation can be
introduced into the structure of the tolls. Turkey realizes that there is need tanceb#ie
modes of transport, and to improve linkages for intermodal transport.

4.3 Social Conditions, Technical Conditions, and Safety

Aspects of social conditions such as setting the rules on working time, rest periods, and
driving time are the respoibdity of the Ministry of Labor and Social Security. Ministry of

Interior is responsible for the enforcement of certain rules regarding driving times, and rest
periods of vehicles on the road, and the MSIT is responsible for determining the technical
spedfications for recording equipment. The related laws are the Labor Law No. 4857, By

Law on Working Time that cannot be divided into Weekly Working Days, and tHeayon

Road Traffic** 1't should also be emphasized that
Agreement on the Work of Crews of Vehicles E
the ILO Convention concerning Hours of Work and Rest Periods in Road Traffsport.

The objective of the Labor Law is to regulate the rights as well as obligationslinggar

working conditions, work environment of employers and workers who have a labor contract,

and the law does not apply to those who areesetfp | oyed. On t hdawmoh her h;
Working Time that cannot be Di whjedteedoflayng o We e
down the methods and principles that are applied to working time and period of work that
cannot be done by dividing into weekly working hotlrAgain, the law does not apply to the
selfemployed. On the other hand, the-Byw on Road Taffic applies to all drivers,

including the selemployed and pertains to vehicles carrying goods for commercial purposes
where the weight limit exceeds 3.5 tons, and to those which carry passengers for commercial
purposes where the capacity exceeds 9lpdnpluding the drivef®

“5 For Labor Law No. 4857 see Official Gazette of June 10, 2003, no 25134; fbaByn Working Time that

cannot be Divided into Weekly Working Days tBédficial Gazette of April 6, 2004, no 25425; for Byaw on

Road Traffic the Official Gazette of September 2, 2004; no 25571.

“8 For European Agreement on the Work of Crews of Vehicles Engaged in International Road Transport (AETR
Agreement) see Official Gatte of July 25, 1999, no 23766), and for the ILO Convention concerning Hours of
Work and Rest Periods in Road Transport (C153) the Official Gazette of July 22, 2003, no 25176.

*"The By-Law defines a reference period as the period that is necessanyatpatticular job, which can range
between 26 months, as designated by the employer. Furthermore, the maximum weekly working time over a
reference period is 45 hours. Each period of 24 hours should have at least 11 consecutive hours of daily rest
period, or 12 hours can be separated into two or three periods. One of these periods has to be at least 8
consecutive hours, or there can be a reduced rest period of a minimum 9 consecutive hours. But such
arrangements cannot take place more than three timeslka Wéen there are at least two drivers for a vehicle,

then during a 3Mourperiod, there has to be 8 consecutive hours of rest for each driver. Weekly rest period is at
least 24 consecutive hours, which is taken not later than at the end of six 24iviagrperiod.

“8The Labor Law stipulates that breaks be a minimum of 15 minutes for work lasting 4 hours or less, a minimum
of 30 minutes for work lasting-4.5 hours, and a minimum of 1 hour for work lasting longer than 7.5 hours.
According to the ByLaw on Road Traffic, there should be a rest period of 45 minutes after 4.5 hours of driving
and this maybe replaced by breaks of at least 15 minutes. Furthermore it states that the driver may not carry out
any other work during the break, and that break®icbbe considered as part of the daily rest period. The daily
driving limits are a total of 9 hours within a 24 hour period, where the maximum uninterrupted driving period is
4.5 hours. Furthermore, the Byaw specifies that weekly driving period cannoteed 54 hours, and the driving

limit in a fortnight is 90 hours.
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Ot her obligations include driversod possessi
installation of mechanical, electronic or electro mechanical tachographs in buses and trucks.
Tachograph records must be kept 1 montthevehicle, and 5 years in the office. Each year
checks must be done for at least 1 percent of the days worked by drivers of a vehicle, where at
least 15 percent of the checks are roadside, and 25 percent are at the undertakings themselves.
Checks at the ndertakings concern weekly and fortnightly driving times and rest periods,
compensation for reduced weekly rest periods, record sheets and driver card data. The Labor
Inspection Board of the Ministry of Labor and Social Security is responsible for eigfdinein

rules at the undertakings. The Labor Inspectors make inspections on three grounds at the
workplace: inspection, control and investigation. According to the ILO Convention
Concerning Labor Inspection in Industry and Commerce no 81 and other rekyialattion,

collection of statistical data is of prime importance. The data is published in the General
Report of Labor Inspection and submitted to the ILO annually. There are two organizational
bodies in the Ministry of Labor and Social Security: the @Ga&nBirectorate for Labor, and

the Labor Inspection Board. The General Directorate for Labor is responsible for preparing
the draft legislations. The Labor Inspection Board is responsible for checks at the premises,
and has heads of units settled in 10iorg. The General Directorate of Security at the
Ministry of Interior is responsible for checks at roadsides and terminals.

Legislation regarding technical conditions includes thelBw on Establishment and
Management of Vehicle Technical Inspect®tations and Vehicle InspectiéhThe Ministry

of Transport is responsible for conducting roadworthiness tests. Recently a consortium was
authorized for building and operating Technical Inspection Stations for 20 years. The
consortium set up fixed and mdbstations, which are to be supervised by the supervisors of
the MTMAC. On the other hand, weights and dimensions are regulated mainly by-the By
Law on Road Traffic° The freight weight controls are planned to be done effectively by
completing the fixedand mobile control systems. Within the framework of Renewal,
Improvement and Construction of Weight and Dimension Control Stations project, the
preliminary studies on the renewal of the existing stations and construction of additional
stations are to be ompleted. Other related legislation include thelEyv on Type Approval

of Speed Limitation Devices of Motor Vehicles and Their Installation, the Law on the
Amendment of Law on Road Traffic No. 5495, and the Fundamental Principles of
International Passengand Freight Transport by Road No. 8/984ccording to the ByLaw

on Amending ByLaw on Road Traffic, installation of speed limitation devices for category
N3 trucks and tractors, and M3 buses, when the maximum mass exceeds 10 tons, are
mandatory’? > The Draft Law on Amending Road Traffic Law is currently on the agenda of
the Turkish Grand National Assembly, and this draft law lays down the features, model years

49 SeeOfficial Gazette of September 23, 2004, no 25592.

0 For By-Law on Road Traffic see Official Gazette of July 18, 1997, no 23053.

*IFor By-Law on Type Approval of Speed Limitation Devicef Motor Vehicles and Their Installation
(92/24/AT) see Official Gazette of June 5, 2002, no 24776; for the Law on the amendment of Law on Road
Traffic No. 5495 the Official Gazette of May 10, 2006, no 26164; and for Fundamental Principles of
Internaticnal Passenger and Freight Transport by Road (Resolution of Council of Ministers) No. 8/984 the
Official Gazette of June 29, 1980, no 17032.

2 For By-Law on Amending ByLaw on Road Traffic see Official Gazette of April 11, 2003, no 25076.

%3 Exemptions fo speed limitation devices include motor vehicles used by police, gendarmerie, armed forces,
civil defense, fire and other emergency services; category M3 vehicles which cannot exceed a speed of 100 km/h
and category N3 vehicles which cannot exceed a spée85km/h; motor vehicles used for scientific
experiments; motor vehicles used only for public services in urban areas.
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and categories of vehicles where installation and use of speed limitation devices are made
mandatory.

Road safety is another issue of concern. Although there has been some improvement over the
past ten years, road accidents remain to be a serious problem. The annual growth in the
number of accidents of 2 percent is in line with the growth rateatifc. While fatalities are
decreasing, injuries are increasing at the rate of 1.3 percent annually. But the current fatality
rate of 8 fatalities/10000 vehicles is four times larger than the EU average rate, which is 2
fatalities/10000 vehicles.

The General Directorate of Security of the Ministry of Interior is responsible for regulating
road safety on all motorways, state roads, and province roads, and Gendarmerie is responsible
for the remaining roads. The MTMAC is responsible for regulating and tartorg the
transport of dangerous goods by road, Ministry of Education for training of drivers, Ministry
of Heal t h for driversbo heal t h conditions,
pressure equipment.

The carriage of dangerous goods is regdaby the ByLaw on Transport of Dangerous
Goods by Road and the Byaw on Training for Professional Competence in Road Transport
Operations” In October, 2009 Turkey became a party to the European Agreement on
international carriage of dangerous goods road (ADR), and the Agreement became
effective during March, 2010.

With regard to administrative capacity, we note that new staff has been recruited, a new
Department for Professional Competence has been setup within the MTMAC, and in addition
a new Depdament for Transport of Dangerous Goods was established. Furthermore, the
institutional capacity of the Directorate General for Land Transport (DGLT) has been

i mproved. According to European Commi ssi on
to estabkh an information infrastructure with regional transport directorates and enables all
licensing of road transport activities to be conducted electronically. DGLT also established a
new unit for roadside checks on the weights and measures of vehicles. Bigidd
protocols with the governors of 80 provinces to devolve authority regarding weight and
measure inspections. However, the number of weighing stations in Turkey is limited
compared to the travel frequency and the number of heavy vehicles in tnafidfidient
inspection of overloaded vehicles exacerbates damage to transport infrastructure and increases
high accident rates. o0

Thus, legislative studies are in progress on the harmonization of driving licenses in Turkey
with those in the EU, installingpeedimit devices into certain vehicle types, regulating the
working and rest hours of drivers, building up a compatible database with the EU standards
on traffic accidents and ensuring the equivalence of driver training in Turkey with that of in
the EUmember states. Furthermore, Turkey aims to increase road traffic safety by effective
and sound conduct of mechanical inspection, weight and dimension controls of vehicles. In
this context, the process of delegating the opening and operation of vehielgimsstations

to private sector has largely been completed. By now, all operations and transactions in road

* For theBy-Law on Transport of Dangerous Goods by Road see Official Gazette of October 22, 1976, no
15742; and for the Byaw on Traning for Professional Competence in Road Transport Operations the Official
Gazette of September 3, 2004, no 25572.
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transport sector are conducted electronically in real time by means of the recently developed
Land Transportation Automation System.

5. ROAD TRANSPORTATION IN POLAND

Poland has signed 41 bilateral international transport agreements. Most of those agreements
were signed many years before Poland became a member of the EU. The agreements regulate
the issues of market access, provide the frameworiktefnational transport cooperation,
regulate the customs procedures and list the required documentation for provision of freight
transport services. Some of the agreements explicitly forbid cabotage. Most of these
agreements are superseded by the accessithe EU and the internal market regulations
concerning road transport servicé®landis a founding member of the United Nations
Economic Commission, and it is a membeEafopean Conference of Ministers of Transport
(ECMT) since 1991.

5.1 Market Acess

At the time of preparation of this document, the legal framework for the market access in the
road transport sector in Poland is given by the Law on Road Transport, passed on September
21, 2001 and amended several times thereafter. The law eyeys that if the international
agreements do not provide otherwise, foreign providers of road transport services are allowed
to provide those services in Poland, as long as they follow the rules of Polishhiawules
regarding access to the professiare in accordance with those of Directive 96/26/EC.
However, since the Decisions no 1071, 1072 and 1073/2009 of European Parliament and
European Council are in effect as of December 4, 2011, there are some discrepancies between
the local rules and the Etggulations and the some regulations of the Law on Road transport
are temporarily overridden by the decisions of minister relevant to the transport3ector.

Provision of road transport services in Poland requires a license, which may be granted for a
length of time not shorter than 2 years and not longer than 50 years. The foreign providers
need a permission issued by the minister responsible for tran&fdee. legal requirements

are the following: First,thesoal | ed figood r e pitedwhen applyiag forec or d
the |icence (the person or firm does not ha
crime or he/she was forbidden economic activity in the area of road transport by a court of

l aw) . Second, at | east boardehasnoecarbyearcertifichte df he ¢
professional competence in the area of road transport. Third, the financial situation of the
company is suitable for provision of transport services. In particular, the company has to
demonstrate the ownership of a som9 000 euro for the first vehicle and 5 000 for each
additional vehicle. If the company is aiming to provide intermediation services in the
transport sector, it is required to demonstrate 50 000 euro of available funds. The required
funds may be demonsted through financial statements, bank statements, bank guarantees or

® The minister relevant to the transport sector has changed several times over the recent years due to
reorganizations of the government. €untly (2012) it is the Minister of Transport, Construction and Maritime
Economy, while before 2005 it was the Ministry of Infrastructure, Ministry of Transport and Construction (up to
2006), Ministry of Transport (up to 2007) and again Ministry of Infrattire (20072011).

% The validity period for the license awarded to the foreign providers, previously limited to 1 year, by the
change of Law on Transport (2009) can now be the same as those awarded to Polish nationals.
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real property. All the drivers employed by the company have to satisfy the requirements set
by the general Traffic Law.

With the introduction of the European Parliament and of then€ibuDecision number
1071/2009 every road transport undertaking shall additionally designate a transport manager
who shall be responsible for continuously managing the transport activities of the enterprise.
Another new requirement is to have an establesftrvith premises in which it keeps its core
business documents, in particular its accounting documents, personnel management
documents, documents containing data relating to driving time and rest periods and any other
document to which the competent authhomust have access in order to verify compliance
with the conditions laid down in this regulation.

According to the existing Polish Law on Road Transport, there are two types of licenses:
domestic and international license which allow for provision of respective services. The
license is in general not transferable and it may be revoked in the evemhdhsegrvice
provider violates the transport law or avoids legal, tax or custom fees.

If the transport services are provided as a supporting activity of the company (own account),
the company has to notify the authorities and receive a confirmation datuBuch activity

can be provided both domestically and internationally and does not require a license. A
confirmation document is valid for 5 years and it may be revoked if it is proven that the
service provided is not purely own account. The certifitatelomestic transport services are
issued by the local administration units and the international certificates are issued by the
relevant minister. If international agreements require so, the provision of international
transport services may, in someesgequire special permission. The permission requirement
may be relieved if the provision of service involves medical or humanitarian aid or occurs in
the case of a natural disaster.

The costs of the transport licenses are set in the former Ministnfrastructure regulation
issued on December 4, 2007 (Dz.U. Nr 235, poz. 1726). The licence fee for the domestic
transport services varies from 700 to 900 PLN depending on the validity perio@205
EUR at 3.4 PLN/EUR). The license fee for the inteoradl transport licence amounts to 4

000 PLN (5 years 1176 EUR). The provider of transport services may suspend its license for
the period up to one year and the costs of the licence will be reimbursed proportionately.
Licences are not transferable, extcepthe cases of the death of the licence holder, in which
case the licence can be inherited, and in the cases of mergers and splits of companies.

The entrepreneur providing transport services is required to cover the costs of (a)
administrative procedes that are described in the Law on Road Transport, (b) competence

certificate examinations, and (c) all the procedures required in the process of obtaining the
competence certificate.

However, as of December 4, 2011, when the European Parliament aheé &founcil
Decisions number 1071, 1072 and 1073 came into operation, the international licence has
been replaced by the Community Licence. The discrepancy of the local law with the
community law is temporarily solved by the Communique of the Ministry aihJport,
Construction and Maritime Economy (replacing the former Ministry of Infrastructure) dated
December 2, 2011. Enterprises planning to offer international road transport services are
required to obtain a domestic licence before applying for a contyrliggnce and community
licences are granted according to the rules set by the European law.
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All the licences issued before December 4, 2011 are valid until their original expiry date. All
the new community licences are to be granted by the Generaktosgte for Road Transport
according to the rules of the Decision 1071. Before the Law on Transport Law is adjusted in
line with the European law, the financial standing of the enterprise is to be assessed on the
basis of the documents listed in Articleo? the Decision No 1071/2009. The requirements
concerning the establishment and the good reputation are currently assessed on the basis of
self-declaration by entrepreneurs.

The community licence can be issued for a period of up to 10 years. In thefctse
community licence issued for a period of 10 years, the entrepreneur will be required to cover
the double of the cost for the international transport licence as originally set by the 2007
decision of the Ministry of Infrastructure. The fee for tloenéstic licence remains unchanged
while the rules for issuing domestic licences are in line with those for community licences.

According to the accession treaty, up to a period of three years after accession to the EU, the
service operators based in 8adl were excluded from provision of cabotage in other Member
States and respectively other entrepreneurs based in other Member States were not permitted
to offer cabotage in Poland. According to the Treaty, three years after accession, the Member
States cold notify the Commission whenever they wanted to apply for an extension of that
exclusion period. Most of the EU Member States have used that possibility and only Ireland,
Portugal and Sweden allowed Polish companies to provide cabotage services. Beland h
mutually opened it its markets toward cabotage offered by entrepreneurs from those Member
States.

The extended transition period has expired on May 1, 2009. Moreover, the Regulation of the
European Parliament and of the Council of October 21, 2009L0N@/2009 came into
operation on May 14, 2010, and the amendment to the Law on Transport made in April 2010
introduced the A3 times in 7 dayso rule fo
Cabotage undertaken by service providers from third cosneguire a permission issued by

the minister relevant to transport. The above rule applies both to Polish hauliers performing
cabotage in other EU countries and EU hauliers operating in Poland.

According to the Law on Transport, n&t foreign providersof international transport
services within the territory of Poland requires a permission by the minister relevant to the
transport sector. Prior to the actual transport activity, the provider has to fill the permission
form which has to be shown at roadpections.

5.2 Prices and Fiscal Conditions

The rules of financing of transport infrastructure are set forth by the Law on Financing of
Land Transport passed on December 16, 2005. The law sets the responsibility for financing
road construction and maim@nce according to the types of roads: national, regional and
commune road$ the national roads are financed by the central budget, regional roads are
financed by the voivodship budgets and commune roads are financed by the commune
(powiat) governments.

The Program for Construction of National Roads identifies the following sources of national

roads financing: (ithe National Roads Furidbased on the fuel fees paid by the producers
and importers of fuels(ii) Central Government Budgét mainly based o the excise tax
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revenues of which at least 18 percent would be allocated towards improvement of transport
infrastructure together with loans from international financial organizations and a special
budget reserve that will be used for projectsfinancedthrough EU funds, (iii) EU funds
(mainly Cohesion Fund and European Regional Development Fund), and (iv) other domestic
funds.

Up to the end of June of 2011, the fees for the use of national roads were collected by a
system of the soalled vignettes, a sticker valid for a set period of time. Once purchased and
placed on the vehicle, it entitled to use the national roads withrtizef fee. The fee varied
depending on the size and load of the vehicle and on the standard of emissions.

The law on the Use of Public Roads was amended in 2008 in order to make it compatible with
the directive 2006/38/EC. The amendment replaced theetts system with a system that
makes the fees dependent on the distance travelled. Since July 1, 2011 the fees are levied
using a viaTOLL system that requires a compatible device to be installed in the vehicle. The
device automatically communicates withsgstem of electronic gates installed on national
roads and selected expressways and motorways. The charges are automatically deducted from
the account associated with a given device. The charges on motorways vary by the EURO
standard of emissions and ttenage of the truck, from 0.2 PLN per kilometer for a truck
between 3.5 and 12 tons in line with the EUROS5 standard up to 0.53 PLN per kilometer for a
truck above 12 tons conforming to the EURO2 standard. The charges corresponding to
national roads are osiderably lower, ranging from 0.16 PLN per kilometer up to 0.42 PLN

per kilometer. The viaTOLL system applies to motorways that are maintained by the General
Directorate for the National Roads and Motorways which is a government institution.

On remainiy motorways, constructed within the privgeblic-partnership (PPP) program
(parts of Al, A2 and A4 motorways), the manual system of payments through toll booths is
still in operation. The fees vary depending of the type of vehicle and in general they are
considerably higher for cargo trucks.

5.3 Social Conditions, Technical Conditions, and Safety

The Law on Road Transport sets the requirements for the drivers profession. The drivers that

are nationals of the nemembers of the EU are required to hawe tsecalled driver

certificate. One can apply for such certificate and it will be granted for a period not longer

than 5 years. The application should include the company and driver details, a copy of the
company transport | i dhe drivee and a dopy ofdhe souiad secusty | i c €
insurance of the driver. The above regulation is in line with the Regulation (EC) No 484/2002
amending the Council Regulations No 881/92 and No 3118/93.

The competence certificates require proving knowledged erperience regarding the
provision of transport services. The rules of testing and certification are given by the
regulations of the relevant minister. If the entrepreneur can demonstrate at least five years of
experience in the road transport sectorgah obtain a certificate having passed a written
examination. The professional competences are currently assessed according to the rules set
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by the decision of Ministry of Infrastructure of October 8, 2003 on certificates of professional
competence in rabtransport.

An entrepreneur who wants to employ a driver can do so, if the driver, among other health
and age requirements, was prequalified to receive a competence certificate. To be
prequalified, a person has to reside in Poland for at least 185irdayyear because of
personal or professional ties and/or is studying in Poland for at least 6 months. Otherwise, a
non EU member resident person can be prequalified if he/she is willing to work as a driver for
a company registered in the territory of RalaThe prequalification includes theoretical and
practical training and qualifying examinations.

Within five years of prequalification, the drivers are required to undergecallsal periodic
training improving the skills in driving a particular vehicles ed i n t he dri ver s¢
Once the periodical training is completed, the driver is granted a competence certificate.

The working conditions of the drivers together with rules on workers safety, rights and
obligations are regulated by the gendrabour Law of June 26, 1974 which was amended
several times with the most recent amendment carried out on June 30, 2008. However, the Act
on Working Time of Drivers of April 16, 2004 regulates the working time of drivers. The law
precisely defines what isncluded in the total working time of a driver and sets the
requirements on the maximum working time. According to the Law the working time cannot
exceed 8 hours a day and on average 40 hours a week in a period of 4 months. The working
time can be sporachlly exceeded with overtime hours to 60 hours if this does not cause the 4
month average to exceed 48 hours a week. Each week the driver has a right to an
uninterrupted 35 hours rest period, and each day to 11 hours of uninterrupted rest. Poland has
ratified the AETR agreement on August 30, 1999. The Law on Working Time of Drivers is in
accordance with the Directive 2002/15/EC and it implemirets&£U Regulation No 3820/85.

The obligations concerning installation of tachographs are stemming from thes&uriogw.

As was mentioned before, the Council Regulation 3821/85 introduces the need of use of
analogue tachograph in the road transport. Council Regulations 2135/98 and 1360/2002
introduce and describe the technical specifications of the digital taclmograe Law on the
System of Digital Tachograph of July 29, 2005 describes the obligations of the public
administration and other units involved in the functioning of the system of digital tachographs
and sets the legal framework on the provision of theicerof installation, servicing and
controlling of the digital tachographs. The tachographs have to be certified by the Central
Office of Measures which also grants licences to and supervises the service points that handle
digital tachographs.

The Polishregulations concerning the transport of dangerous goods transpose the EU
Regulations. The rules are set by the Law on Transport of Dangerous Goods of August 19,
2011 that also transposes the rules of the directive 2008/58 CE of the European Parliament
and Council on the inland transport of dangerous goods, the directive 008/68/EC of the
European Parliament and Council adapting the rules on the inland transport of dangerous

" The decision sets the rules foptaining certificates, including the content of the examinations. The exam for
the certificate of competence tests the knowledge of: civil law, commercial law, labor regulations, financial law,
organization and enterprise management to the extent rettexhd freight transport, rules of access to the
service provision of road transport and road safety, technical requirements for vehicles and environmental rules.

76



goods to scientific and technical progress, and the directive 2010/35/EU of thee&urop
Parliament and Council on pressure transport equipment. According to the law, the
supervision of road transport of dangerous goods is assigned to the minister relevant to
transport. The road controls can be performed by the Main Inspectorate of Roa@Ort,

the police, the border guard and the customs officers. The Main Inspectorate of Road
Transport report to the minister relevant to transport and notify the minister on the extent of
controls undertaken, infringements of the law and penalties lewviezhtities not complying

with the law on transport of dangerous goods.

6. CONCLUSION

The liberalization of road freight transport services is a daunting task as revealed by the
experience of the EU. It requires harmonization of rules and regulatitine mad transport
sector among the Member Countries, and strict implementation of these rules and regulations.
Those rules and regulations concern market access and competition, pricing and fiscal
conditions, social conditions, technical conditions, awéd safety. In addition road
infrastructure should be accessible to all current and potential service providers on a non
discriminatory basis, and road infrastructure as a whole should be sufficient. Furthermore,
road border crossing points should be mmoted by increasing efficiency of customs
procedures and checks.

The EU has successfully harmonized its rules and regulations largely by adopting the road
freight transportatiomcquis and has taken major steps in implementing stricthatiwgiis.It

has resolved the issue of border crossings between Member Countries. But waiting times at
borders between the EU and Adiember States vary considerably. In addition, problems
remain in the field of tax harmonization among the Member Countries, anddaés to

di fferent interpretations of the rules on v
Although the EU sets minimum and maximum taxation thresholds, taxation of fuels and
charges for infrastructure use vary considerably among Member Csu#tsiédong as vehicle
standards for domestic haulage remain more generous than European standards, problems
remain since it is impossible to check all vehicles crossing borders. Similar considerations
apply to drivers6 wor ki ragk ofcconfidgnce in thenability omf her e
the will of the Member States to enforce the harmonized rules and regulations. To avoid
problems in this area there is need for harmonization of inspection practices among the
Member Countries.

One case where the Eladhfailed to create a single road freight transportation market is the

road cabotage. As emphasized above, cabotage was liberalized in 1993 with the adoption of
Council Regulation 3118/93. But it was not possible to overcome the protectionist leanings
within the Community, and protectionist lobby made use of Article 1 of the Regulation. This
Article specified that any road haulage carrier for hire or reward who is a holder of the
Community authorization shall be entitled, under the conditions laid dowre iRégulation,

to operate on a Otemporary basisé national r
Member State. The issue centered on how temporary basis should be interpreted. Several
countries tried to restrict cabotage by interpreting temnpobasis on their liking. In
particul ar, France in 2002 restricted the dt
the Council of State annulled the decision. In 2004, a decree defined cabotage as transport
operations which do not give risettte presence on the national territory of one and the same
vehicle for more than 10 consecutive days, nor more than 15 days in any 60 day period. The
provision was also sanctioned by the Council of State. In 2005 the French government made
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another attempb restrict cabotage, by adopting a law restricting the stay of a foreign vehicle
from another member country in France to a maximum of 30 consecutive days, or for more
than 45 days in any 12 month period. In addition, France adopted a new labor lamgequir
that the drivers of firms carrying out cabotage in France are subject to the same rules on salary
as the drivers of French firms, whether these derive from legal provisions or collective
bargaining arrangements, and to the same social securityélethe end the Commission
adopted the Regulation 1072/20@9ticle 8 of that Regulation states that every haulier is
entitled to perform up to three cabotage operations within a seven day period starting the day
after the unloading of the internationarisport.

When we consider the case of Poland we note that the liberalization of Polish freight transport
sector is driven mainly by the changes in the EU regulations that are subsequently harmonized
into the Polish law. The recent changes in the EU réguak concerning market access,
cabotage and community licences are currently being introduced into national legal
framework, in particular the Law of Transport. While the national legislation is currently
being updated, the EU law applies and it carrigttiorough decisions of the minister relevant

to transport. The analysis performed in Chapter 1 shows that the transport sector in Poland has
the features of a competitive market, with tens of thousands of companies operating. Where
the degree of concentian market concentration seems much higher is the market for
international road transport services, where the granted licenses are considerably less
numerous.

The new developments in EU regulations can affect the degree of competitive pressure in EU
marikets including Poland. EU law replaces Polish international transport licences with
community licenses granting access to EU markets. A limited degree of liberalization was
granted to cabotage services. The recent data (Central Statistical Office, BO®2}hat in

2011 1.8 percent of all traffic in Poland was already due to cabotage, which accounted for 8.8
percent of all international traffic.

On the other hand, Turkey has started the process of adopting and implementing the
legislative, regulatory ahinstitutional framework othe EU road freight transport sector.

The country by changing the regulatory regime aims to increase competition in the sector,

increase access to the EU road freight transportation market, and also lower the price of road
freight transport services within Turkey. As in the case of Poland, major issues are faced in

the implementation of these rules as well as with the improvement of infrastructure in Turkey.

*8 See Bernadet (2009).
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CHAPTER3

REGULATORY FRAMEWORK IN RAIL TRANSPORTSERVICES

During the 18 century when industrial revolution began to generate unprecedented demand
for high capacity movement of raw materials, especially, for coal, the poor state of roads and
inflexibility of canals led to development of transport of freight using fixed rahe result

was the emergence of a number of freight wagons equipped with steel wheels on steel rails
pulled by powered locomotives. By the end of' t@ntury the developed countries had quite
extensive national railway networks developed mainly througbater companies. These
networks provided rail connections between industrial and population centers and major ports,
and they monopolized lordjstance freight transport except in cases where commercial
waterways provided some competition.

The developmenof the internal combustion engine and its application to road haulage in the
early 20" century were followed by massive investments in national road systems. As a result
railways lost their monopoly in transportation sector, but in railway industry podistc
market structure prevailed excludingpmpletely any sort of international and national
competition leading to many economic inefficiencies. Apart from that, the companies were
usually vertically integrated, i.e. the single company was resporisittlee infrastructure and
operation of trains.

Over time as more air, land and sea transport options developed, passenger and freight traffic
by railways declined because of stronger competition from trucks, cars, buses and airplanes;
extraordinary incrase in the efficiency of road transport starting from 1950s; the flexibility of
trucking, buses, and automobiles to the market; relatively low levels of taxes and tolls on road
transportation not covering the total cost of usage; and poor performaneerail.thhe large
necessary investment in railway infrastructure became rarely profitable on a commercial basis.
As postsecond world war decline of rail freight modal share led to rail company
bankruptciesput railways were considered to create imporfangitive social and economic
externalities, railway networks were consolidated and in many cases nationafized.
consequence, in the majority of developed countries classic public monopolies started to
operate the railway infrastructures and trains. Th&yally functioned as a department of a
ministry, or a public entity with an administrative reporting relationship to that ministry.
Besides offering passenger and freight transport services the railways were managing the
railway infrastructure and undakting a range of non core railway activities such as hotels,
ferries, ports, and haulage companies.

The political pressure for deregulation, privatization and opeam@f railway sector for
competition started i n 19 80ciasediinefficieneiaseahdo p e d
increased competition from road transportation. The concept of contestable markets provided
an intellectual support for the deregulation processes. Many European countries sought to
increase the efficiency of national railroaoh@panies through a range of reforms: separating
infrastructure and operations, creating independent regulatory institutions and providing
access to the network to third parties. At the same time the World Bank was encouraging
countries in transition and ehdeveloping countries to liberalize their railway transport
systems. The aims were making the railway sector financially sustainable, increasing over
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time the transport market share of railways by shifting traffic from roads, and creating
greener, loncatbon economies.

The paper, studying the liberalization of railway services, is structured as follows. While
section 1 introduces the basic characteristics of railway services, section 2 considers the
international regulatory regime in the rail sector.t®ec3 covers the European Union (EU)
railway rules and regulations. Section 4 considers the regulatory issues in the railway sector in
Poland, and Section 5 the regulatory regime in the railway sector of Turkey. Finally, section 6
concludes.

1. RAILWAY SERVICES

The railway sector has several characteristics that, according to traditionaktreaim
economists, make it a perfect case for a natural monopoly. These elements are the multi
product nature of the activity, the particular cost structure dfoeai companies, the role
played by infrastructures and networks, the existence of indivisibilities in inputs and outputs,
the organization of the rail transport as a public service, and the existence of externalities in
the transport system as a whble.

Rail companies are usually mufiroduct firms. They provide different types of freight (cargo
wagons or trains, parcel and postal services), and different passenger transport services (long
distance traffic usually coexists with local traffic). In conssare, at the accounting level it is
often difficult to allocate total costs among different services as most of the costs (wagons,
energy, and staff) may not be attributed to a particular service. As emphasized by Amos
(2009) rail freight costs can be died into infrastructure costs, cost of train operations, and
costs of corporate administration.

Basic railway infrastructure includes the syfdade, sukballast, ballast, sleepers, rail, and
track fastenings that secure the rail in position relativedepers. Since railways must have

low gradients, railway designers use bridges and tunnels to traverse vertically challenging
territory, cuts through rolling hills, and fills in low spots to keep tracks as level as possible. In
addition, railways requirenaintenance depots, switches and crossovers allowing trains to
change from one track to another. Tracks may be single or double track. While busy railways
install signals to control train movements, high speed or very busy railways are often
electrified dawing electrical power. Costs related with infrastructure consist mainly of fixed
costs, which do not vary with the usage of the infrastructure, although some components are
variable varying with traffic levels at least in the long run.

It is emphasizedhat the main sources of costs of an existing railway infrastructure are costs
related to track maintenance and renewal, structure maintenance and renewal, signaling
systems, and electrification systems. While track maintenance consists of inspections,
rearfacing, ballast cleaning, rail grinding and track formation maintenance, track renewals
consists of resleepering and rmiling. On the other hand, structure maintenance costs refer to
costs of maintenance of tunnels, embarkments, and overbridgedingigzasts to costs of
periodic inspection and servicing of signaling components, and electrification costs to
maintenance and renewal of electrification infrastructures.

9 See Campos and Cantos (1999).
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Train operating costs consists of costs of diesel fuel or electrical energy, neoeepital
depreciation, locomotive maintenance, locomotive crew, wagon capital depreciation, wagon
maintenance, and other operation costs. These costs are mainly variable with traffic volume,
and they depend on the size of the train, the utilizatiagheofollingstock, and the ratio of the

net tonnes of a wagon and the empty weight of the w&Bimally, corporate overheads
include costs of executive management, finance, legal, security and personnel functions.
These costs are considered to vary wiffic levels in the long term.

Because of the heavy fixed costs associated with rail operations Kessides and Willig (1995)
emphasize that there are substantial economies of scale in the provision of some of the rail
services, whether focused on particutautes or types of freight. Since infrastructure costs do
not rise with traffic volume, very few additional fixed costs are incurred as more traffic uses a
section of the roadway. In addition, a large firm may have lower average administrative costs
compared to a smaller firm.

Because of the above considerations, fixed costs per ton of freight transported by railways will
fall as traffic volume increases. These economies are usually termed economies of density
attributed to declining average capital tsosThus, under economies of density the cost
minimizing market structure for a route may be a natural monopoly. Another feature of the
railroad industry leading to economies of scope is the fprotiuct nature of rail companies.

A carrier that providesraarray of services can do so at a lower total cost than a set of carriers
producing each service separately.

The rail industry is considered to be capitdaensive with several indivisibilities within its
productive process. The capital units such as rolling stock, track and stations can be expanded
only in indivisible increments, whereas demand may fluctuatauoh smaller units having
implications for investment and pricing. The transportation costs of an additional unit of
freight or passengers may be insignificant when there is excess capacity, but may be
substantial when the infrastructure or rolling stiecht the limit of its full use.

In a large number of countries the rail industry is regarded as a public and social service. The
industry is supposed to aid the economic development of underdeveloped regions, and provide
minimum transport services foapicular segments of the population. These considerations in
turn led to public service obligations imposed on the rail industry. A further characteristic of
the rail industry concerns the environmental impacts. A recent study by the European
Commission evealed that road haulage in Europe has higher external environmental costs per
tonnekm than rail freight of up to five timé.Amos (2009) reports that similar results were
obtained for the US and China.

The analysis of total external costs of transgoyn provides a fuller picture of externalities.
External costs are the negative effects of transport that are not internalized into the price paid
by the user and are therefore not taken into account by users when they make a transport
decision. Howeverthey cannot be disregarded as they give rise to real costs to society, such
as global warming, health bills, and delays. Although the estimation of external costs has to
consider several uncertainties, there is consensus at scientific level that extstsabf

%0 Railway rolling stock consists obtomotives, passenger rolling stock, and freight wagons.
®1 See Maibach, M. et al. (2008).
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transport can be measured by best practice within reliable bandwidths. Having in mind these
reservations we can quote a comparison of yearly external costs in th® €lised by ralil
and road transportation.

Table 3.1: Total external costs (lmh Euro) for Road and Rail in the E15 and
Switzerland and Norway (2007)

External costs Road Rail
Congestion 268 -

Accidents 156 0.3
Noise 40 1.3
Climate Change 70 2.1
Air Pollution 164 2.4
Total 698 6.2

Sourceinternational Union of Railways (2008)

The data in Table 3.1 show that the external costs of road transportation are more than one
hundred times higher, and per unit external costs of rail transport are about ten times lower in
comparison to truckransportation. This is a strong argument in favor of rail in the society that
cares about long term sustainable hence environmentally friendly growth. Other studies show
that railroad transportation is relatively fuel efficient. Since they use a teclntilag has

very low friction based on steel wheels and steel rails, rail freight is estimated on average 63
percent more fuel efficient than road transport.

Rail transport is considered to be an effective means of transporting bulk commodities such as
coal, iron ore, phosphates, grains and cereals, lumber and other construction materials for
larger volumes over relatively longer distances. While rail transport is also used extensively in
transporting general freight, automobiles and heavy object, rathic@r transport used in
shipping manufactured goods is also expanding. The raising role of containerization and
development of intermodal terminals, that link road with rail, has improved the chances of rail
transport to remain economically viable.

A final characteristic of the rail industry is its extensive regulation. Historically, rail industry
has precluded competitive organization, and price, entry, exit, financial structure, accounting
methods, vertical relations and operating rules have beerecsudjfferent forms of

%2 5ee World Bank (2011).
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governmental controls. It is emphasized that regulation has contributed substantially to the
poor performance of railways.With the liberalization of rail industry a restructuring of
railroad regulation is also taking place.

The World Bank (2011) emphasizes that the best regulator is the market, and that regulatory
intervention is required if the public interest is expected to differ from the commercial
interests of service providers, a situation called market failure. Rail tegulasually
includes economic regulation, railway safety regulation, environmental protection regulation,
and harmonization of technical standards.

Economic regulation addresses problems with natural monopoly and managing industry
interfaces. Since railays have monopoly power in infrastructure provisions, regulation may
be required to protect the final consumer in order to regulate the competitive environment. If
regulated price is set below average cost, the consumer may benefit in the short rury, but ma
suffer in the long run as setting prices below cost may discourage railway companies from
making longer term investments required for preserving service quality. Hence, regulation
should ensure that revenues are adequate and the corresponding ratest éoe fublic
interest. In addition, an important task for the regulator is to help establish competitive
markets so that the need to regulate tariffs will be eliminated. If there is third party access to
infrastructure, regulation should ensure that ssaeles and charges are not discriminatory.
Finally, the regulator should create a framework that encourages the right amount and type of
infrastructure investment.

Since crosborder railways are of growing economic importance, regulatory frameworks
need to meet national requirements and also they should be sufficiently flexible to achieve
compatibility across borders to operate or build new systems. Noting that railway companies
because of commercial reasons may neglect safety and environmental soreggriation is
required to protect the public and the environment. Furthermore, in railway industry there is
need for common technical standards. Railway companies can lack incentives to develop and
apply common standardS§ince national railway systemitiv diverse technical standards
concerning track gauges, signaling and electrification systems, maximurhoaodde and

safety systems may create troublesome operating constratetsyjovernmental agreements

are essential to provide coherent framewor&s rfailwvay management emperation, to
streamline national border controls, to minimize delays, and to avoid the unreliability. These
regulations may require that tracks, wheels and signaling systems are compatible with each
other on all lines within theountry as well as across borders.

Since regulation is one of the most important determinants of the performance of rail industry
we turn now to consideration first of international railway regulations, and thereafter to
railway regulations in respectiwethe EU, Poland and Turkey.

2. INTERNATIONAL RULES AND REGULATIONS

An early development that made international railway traffic possible in Europe was the
adoption of gauge of 1435m by the railway systems of many European countries. During the
18306s British engineers built | ilglue sising n s ev

%3 See Kessides and Willig (1995).
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gauge of 1435m, while other British engineers introduced this gauge to several parts of
Germany and Italy by the early 1840s. These railways set the pattern for subsequent lines that
branched out from them, as compatible gauges were clearpteadto facilitate through

traffic. Through interconnection, national networks provided the basic material infrastructure
on which international passenger o and good?od
protocol on the Technical Unity on Rail Tramspwas signed among representatives of
governments of Austridlungary, France, Germany, Italy and Switzerland securing
uniformity in rolling-stock exchange in Europe. The protocol determined technical parameters
such as the dimensions of loading gauge,maximum length of vehicles and maximum axle

load, and it fixed the position of couplings, continuous brakes and steam heating pumps.
Although more protocols, conferences and agreements followed we shall concentrate in the
following only on the discussn of international agreements undertaken within the context of
International Union of Railways, Intergovernmental Organization for International Carriage

by Rail (OTIF), and finallft hose wundertaken under the Worl d
General Ageement on Trade in Services (GATS).

2.1 International Union of Railways

The purpose of the International Union of Railways (UIC) founded in 1922 was to deal with
all technical and operating matters relating to the development of international raibttansp
During the interwar period, UIC in order to promote international railway traffic formed
various subcommittees working on different fields of international railway traffic, such as a
revision of the international regulations for the transport ofdgpthe promotion of similar
regulations with respect to the traffic of passengers and luggage by rail, the revision of the
technical standards for international traffic, and the moderation of the financial disputes
between railway administrations of diféat nationalities. During the Second World War UIC
halted its activity, but resumed its activity after the war. In the post war period it became the
leader of the various railway organizations and also the sole regular agent for
intergovernmental organitzans. It continued its work in promoting the standardization of
railway material in the railway networks of the different European countries, the unification
of railway tariffs and its overall activity through which it promoted the unification of the
railway networks in Europe.

As of 2011 UIC comprises 200 members across five continents including integrated railway
companies, rail passenger and freight operators, infrastructure managers, railway service
providers, rail research institutes, and railwdgtezl bodies. The latest change of the Statutes
took place in March 2009. According to the new statutes UIC aims among others to promote
rail transport at world level with the objective of optimally meeting current and future
challenges of mobility and stasnable development, and promote interoperability, improve
the overall coherence of the rail system, and create new world standards for railways.

UIC has developed close to 700 oO6UIC Leafl et s
passenger traffi freight traffic, financestatistics, operations, rolling stock, traction,
infrastructure and information technologihese leaflets are professional documents, and

they aim at unifying or standardizing the construction measures as well as the railway
operating procedures with a view to facilitating international traffic. They are applied,
according to their content, by railway undertakings, infrastructure managers, industry, and
public works undertakings. The measures they contain are often integratational norms,

European norms, and global invitations to tender for railway equipment. They therefore
contain the technical requirements which must be respected to facilitate the exchange of
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equipment between the networks, as well as doosger transprt. The UIC Leaflets coexist

with the national and international laws, and they often act as a reference and technical basis
for drafting the norms and regulations decreed by authorized organisms in Europe such as the
European Committee for Standardizat{CEN)O

2.2 Intergovernmental Organization for International Carriage by Rail

The first International Convention concerning the Carriage of Goods by Rail dates from the

year 1890. This Convention created an Administrative Union according to theafules
international law of that time. The administrative unions of the 19th century were
institutionalized continuations of international diplomatic conferences. In 1956, the
supervisory function was transferred to an Administrative Committee, made up of
representatives from some of the Member States. At thee@ision conference in 1980, the
institutional provisions of the original Conventions were fundamentally reformed which led to

the creation of an international intergovernmental organization of a matieicture. With

the entry into force on May 1,1985 of the 0
Rail 6 of May 9, 1980 (COTI F) , the Ol nterg
Carriage by Rail 6 ( @dStateymre Mentsers bf ©OTIR including allpr e s e r
of the European States, excluding the successor States of the Soviet Union, but including the
Baltic states and the Ukraine, as well as four Near Eastern States and three North African
States.

The territorial scope of OTIF cox international carriage by rail on aroudd0,000 km of
railway linesand the complementary carriage of freight and passengerselaguartersf
the Organization are iBernge Switzerland Its organs are the General Assembly, the
Administrative Commiee and other bodi&s The mainobjective of this Governmental
Organization was principally to develop tlhmiform systems of lawwhich apply to the
carriage of passengers and freight in international traffic by rail.

The old rules of the Conventionweree f | ect i ng a fAtraditional 6 a
Under that systems the national railways had monopolistic position and were closely related
with state administration. The railway infrastructure was usually managed by national, usually
state ownedrailway companies. The new challenge for traditional rail transport law came

from the European integration on one hand and, on the other, the general move towards
liberalization in the transport policy of numerous countries, and within the railway caapan
themselve¥. The separation of railways from the state administration, as well as the
separation of infrastructure management from the transport of passengers and goods, required

a fundamental revision of the international rail transport law currentyrce.

After preparatory work, a decision was taken by th&S&neral Assembly of the OTIF, held

from May 26 to June 3, 1999 in Vilnius, to adopt the new version of the Convention (COTIF,
1999). Under the new COTIF, regional economic integrationniegions may also accede to
COTIF. Previously, there were only individual members states. At the beginning of 2002, the
European Community (EC) declared accession to COTIF as one of its aims. At present almost

% Revision Committee, the Committee of Experts on the Transport of Dangerous Goods, the Committee of
Technical Experts and the Rail Facilitation Committee. The Secretary General provides the secretariat services.
See:http://www.otif.org/en/publications.html

% This process will be described in detail in the section on EU legislation.
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all E%l6 members ratified the COTIF (1999), whicame into force in majority of them in
2006.

The main elements of the present rail transport law (COTIF, 1999), regarding uniform rules,
are concentrated in the following areas:

1 Uniform Rules concerning the Contract of International Carriageasisengers by Rail
(CIV), forming Appendix A to the Convention,

1 Uniform Rules concerning the Contract of International Carriage of Goods by Rail (CIM),
forming Appendix B to the Convention,

1 Regulation concerning the International Carriage of Dangerous sGopdRail (RID),
forming Appendix C to the Convention,

1 Uniform Rules concerning Contracts of Use of Vehicles in International Rail Traffic
(CUV), forming Appendix D to the Convention,

1 Uniform Rules concerning the Contract of Use of Infrastructure in latiemal Rail
Traffic (CUI), forming Appendix E to the Convention,

1 Uniform Rules concerning the Validation of Technical Standards and the Adoption of
Uniform Technical Prescriptions applicable to Railway Material intended to be used in
International Traffiq APTU), forming AppendixX- to the Convention,

1 Uniform Rules concerning Technical Admission of Railway Material used in International
Traffic (ATMF), forming Appendix G to the ConventiSh.

The uniform rules listed above are aimed at facilitating crossebaail traffic and expansion

of rail services among Member States of the OTIF. In the above areas they are aiming at
setting general uniform rules, facilitating transportation of passengers and goods between
member states.

The uniform rules concernirthe Contract for International Carriage of Goods by Rail (CIM),
Appendix B to the Convention are complemented by: (i) Annex | on Regulation concerning

the International Carriage of Dangerous Goods by Rail (RID); (i) Annex Il on Regulations
concerningthd nt er nati onal Haul age of Private Owne
Il on Regulations concerning the International Carriage of Containers by Rail (RICo) and (iv)
Annex IV on Regulations concerning the International Carriage of Express Parce#sl by R
(RIEX).

The development of the regulations concerning the carriage of dangerous goods by rail is one
of main tasks of OTIF. RID has about 1000 pages and is reissued every two years. RID has
become an independent Appendix to COTIF. This means thaappkcation of RID no

longer depends on the existence of a CIM transport contract. RID now has a mere user
friendly presentation and differs from ADR (European Agreement concerning the
International Carriage of Dangerous Goods by Road) and ADN (Europeszemgnt
concerning the International Carriage of Dangerous Goods by Inland Waterways) in the
modespecific parts.

% OTIF: State of the signatures, ratifications, acceptances, approvals, accessions and entry into force Protocol of
3 June 1999 for the Modification of the Convention concerning International Carriage by Rail (COTIF) of 9 May
1980. 8.01.2009.

" The Article 6 of the Convention. The detailed regulations are contained in the above mentioned appendices to
the Convention. Th®rganization can also develop new elements of uniform law (A2icl@Aletter a).
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One of the major tasks of the OTIF is to facilitate border crossing in international rail
transport. OTIF has made numerous proposals armmmendations at improving border
crossing procedures for the international transport of passengers and goods by rail (Facilrall
program). The smooth border crossing requires technical uniformity in the rail sector,
technical approval and supervision. Th®TAJ appendix to COTIF (1999) deals with this
issue. The aim of APTU is to ensure the interoperability of the technical systems in
international rail transport. It lays down the procedures according to which technical standards
and uniform technical provisns for railway equipment, to be used in international transport
are validated or adopted. These technical standards provisions should contribute to achieving
safety, reliability for international transport and to taking account of environmental and public
health issues. The elaboration of technical standards and uniform technical provisions remains
in the competence of the national or international standards organizations (e.g. CEN,
CENELEC, ETSI etc.) or of the international associations working in tiheasa sector,
especially the UIE.

On the other hand the ATMF Uniform Rules lay down the procedure under which railway
vehicles (and other railway equipment) are approved for use in international transport.
ATechni cal admi ssi on ohe tatkeof the icanpetent agignal wwv a | )
international authorities according to the laws and regulations of the respective State.
Technical approval must be based on the validated standards and uniform technical provisions
adopted in accordance with APTU.

2.3GATS Commitments in Railway Services

The completion of GATT Uruguay Round resulted in the emergence of the General
Agreement on Trade in Services (GATS). For the first time the liberalization at world scale
covered not only trade in goods but also sengc as wel | . But t he r €
negotiations were fairly limitef The commitments were undertaken in the four modes of

supply of GATS: (i) crossorder supply, (i) consumption abroad, (iii) commercial presence,

and (iv) movement of natural gens.

The relative importance of different modes of supply is closely related to the structure of
railway companies. Traditionally, at times when national railway monopolies functioned in all
countries, crosborder supply (mode 1) for international tsportation meant cooperation
between national railway companies both in terms of fares and technical responsibility for
transport. But in general there was no competition, except in the rare cases of transit between
two points using different routé® The commercial concepts of competition emerged when
high-speed international trains and freighays (freeways) started operation, first of all, in
some European countries. The number of technical problems involved in crossing the border
is potentially very lege: different gauges and signaling systems, types of electric power,
breaking systems, commercial speed limits to name just a few. Some of these problems have
already been solved through the OTIF initiative.

% APTU creates for the railway sector a legal basis similar to the Geneva Homologation Convention of 1958
concerning road transport.

% There is a large literature analyginesults of negotiations in services. The most comprehensive overview is
probably presented in WTO Secretariat, 2080ide to the GATS.

© WTO Secretariat (2000).
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The second mode of supply, i.e. consumptioroad, is almost never restricted. So there is no
special need to undertake any specific commitments in this field. On the contrary, some
European countries, {dcooperation with others, introduced preferential systems in order to
attract certain custometse use the international railway network such as Eaiocards or
young people rail passes.

In the past there was no mode three trade (commercial presence) since railway companies
were state owned monopolies i n milwayoserticesevery
liberalization process started, companies from one country started to provide services in the
other countries or purchase shares of existing companies in those countries. But in early
nineties, when Uruguay Round was in the last phas# activities at the world scale were

almost norexistent.

Finally, mode four (movement of natural persons), had also a very limited importance in the
past. It covered a marginal flow of railway technicians, mainly towards developing countries.
At present, it is becoming more important due to liberalized acceasviay infrastructure in
European countries. All in all, the railway sector in early nineties was not a priority in
negotiations regarding services liberalization. Therefore the results of negotiations in the rail
sector are fairly limited.

According b the services sectoral classification of the WTO (1991) the railway services are
divided, in the GATS, into five subcategories: (i) passenger transportation (interurban and
urban and suburban); (ii) freight transportation; (iii) pushing and towing ssrvi{ce
maintenance and repair of rail transport equipment and (v) supporting services (terminal
services, cargo handling, other support services). Freight transportation is further divided into
(a) transportation of frozen or refrigerated goods, (b) panrtation of bulk liquids and gases,

(c) transportation of containerized goods, (d) mail transportation, and (e) transportation of
other freight. The number of commitments undertaken during the Uruguay round is very
limited. Only 22 countries (EC counted ane) have undertaken any commitments in the
railway sector. The majority of liberalization commitments are offered in the subsector of
maintenance and repair of equipment, which clearly is not the most important one. The
summary of commitments undertakby all WTO members is presented in Table 3.2. The
commitments were undertaken mainly by developed European countries. The oli£@a&n
nonEuropean countries that offered some liberalization in the rail sector were: Brazil,
Nicaragua, Nigeria, Philippise Sierra Leone and Thailand.

Table3.2: Analysis of Sectoral Commitments made by WTO Members on Railway Transport Services

Model: Mode Il Mode Il Mode IV

Cross borde supply Consumption Abroad Conmmercia Presence | Presence of Naturd Persons

F P N F P N F P N F P N
Railway Passenger Transportation 4 1 5 10 0 0 2 7 1 2 8 0
Railway Freight Transportation 4 1 5 9 0 1 2 6 1 1 9 0
Railway Pushing & Towing Services 3 0 2 5 0 0 3 2 0 0 5 0
Maintanance & Repair of Rail Transportation Equipment 4 0 13 16 0 1 12 3 2 1 16 1
Supporting Services for Railway Transport 2 0 2 4 0 0 2 2 0 0 4 0

GComments: F- full commitment (none), P- partial commitment (limitation recorded), N - No commitment (unbound)
Source: WTO Secretariat (2000)

The most frequent commitments were made in the case for maintenance and repair. Full
market access in consumption abroad has been granted in 16 out of 18 and the commercial
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presence in 12 cases. Full commitments regardaggsenger transportation are made in 10
cases. Similar pattern of commitments exist in the case of railway freight transportations. The
liberalization of pushing and towing services and of supporting services are rare. Thus, the
worldwide liberalization m the railway sector is very limited, even among developed
countries. More significant commitments exist in maintenance and repair of rail equipment
services. There are no proposed general commitments in mode 1, with the exception of
Hungary and Estonia. 1O the other hand all EC members proposed liberalization of
consumption abroad (with exception of Austria, Cyprus, Malta, Latvia and Poland). There is
also an offer to liberalize commercial presence for other WTO members, but once again with
an exception osix members (four above mentioned countries plus Slovakia and Sweden).
There is also an unbound proposal regarding movement of natural persons (mode four of
supply). Finally, there is a very limited offer regarding supporting services in the case of ralil
freight agency and forwarding services. Here again the offer is unbound with the exception of
Latvia. Thus, there will be no significant liberalization of EU external trade in railway
services, even if the Doha Round is successfully completed. The mamalibtion of
services trade takes place within the EU.

3. RULES AND REGULATIONS IN THE EUROPEAN UNION

The main objectives of the rail reforms introduced in Europe were: (i) to improve
competition; (ii) to create more and better integrated internatfogight rail services; (iii) to
improve the efficient use of infrastructure capacity; (iv) to facilitate the creation of a single
European rail space; and (v) to reduce the declining modal share of rdifwaye reform
started with directives issued in 1991, 1995 and 1996. The Council Directive 91/440/EEC on
the development of the Community's railways, created the first and probably the most
important step towards the achievement of rail liberalization. Acogrid the Directive, the
creation of the single railway market in the EU, should be achieved by:

1 ensuring the management independence of railway undertakings;

1 separating the management of railway infrastructure from the provision of railway
transport ervices with separation of accounts being compulsory and organizational or
institutional separation being optional,

1 improving the financial structure of undertakings,

1 ensuring access to the networks of Member states for international groupings of railway
undertakings and for railway undertakings engaged in the international combined transport of
goods.

To achieve management independence, the railway undertakings should have independent
status in accordance with which they will hold, in particular, asbetdgets and accounts

which are separate from those of the State. They should be managed according to the
principles which apply to commercial companies and should determine their business plans,
including their investment and financing programs. It wa® altated that Member States
should ensure that the accounts for the provision of transport services and the management of
railway infrastructure be kept separate. They may assign a manager for the railway
infrastructure. The manager should charge a feeht® use of the railway infrastructure for
which he is responsible, payable by railway undertakings and international groupings using

"l See Monsalve (2011).
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that infrastructure. According to the Directive 91/440/EEC international groupings should be
granted access to railwayfiiastructure on equitable conditions and transit rights in the
Member States for the purpose of operating international combined transport services.

The basic provisions of Directive 91/440 were supplemented by two other Directives issued in
1995 and twan 1996. The Directive 95/18/EC sets out the criteria for obtaining the license of
railway undertakings requiring that they be granted on uniform andlisocriminatory basis.

A license is valid throughout the territory of the Community but services byanai
undertakings limited to the operation of urban, suburban or regional services could be
provided without a license. The applicant for a license had to have a management organization
which possesses the knowledge and experience necessary to exeeisdakliable
operational control and supervision of the type to be provided. A railway undertaking should
be adequately insured or make equivalent arrangements to cover its liabilities in the event of
accidents. The second Directive 95/19/EC regulatedatlocation of railway infrastructure
capacity and the charging of infrastructure fees. It stated that each country should designate an
allocation body which should be informed of all train paths available. The body should ensure
that railway infrastructee capacity is allocated on a fair and febscriminatory basis and that

the allocation procedure allows optimum effective use the infrastructure. According to the
directives Member States should designate national independent bodies responsible
respectivey for granting licenses and ensuring the access to railway infrastructures.

The Directive 96/48/EC set provisions on the interoperability of the -Eangpean high
speed rail system where interoperability meant the ability of the-Eargpean higispeed

rail system to allow the safe and uninterrupted movement ofdgghd trais. This ability

rested on all the regulatory, technical and operational conditions which must be met in order
to satisfy essential requirements, where essential requirements take the form of "Technical
Specifications for Interoperability” (TSIs). Theseesfications lay down the fundamental
elements of each stdystem and identify in particular the constituents that are critical from
the perspective of interoperability. Finally, the last Directi96/49/EC was on the
approximation of the laws of the Member States with regard to the transport of dangerous
goods by rail. The purpose tifis Directive was to establish national safety standards at the
level of the international standards set in COTIF.

New ideas regarding further |liberalization
Paper OA strategy for mRavi twalyisdind nt tdheCpmamp
emphasized that the railway sector was in decline and that its market share was falling, while

it had characteristics which could make it an attractive form of transport in Europe. In order to
exploit these opportuties, the Community according to the paper needed a genuine single
market. Rail systems were based on national lines resulting in difficulties in operating across
frontiers. Planning of infrastructure was inadequate, and markets were fragmented. dmtegrati

was therefore far from being complete. The basic idea presented in the White Paper was to
introduce market forces into rahich should give incentives to firms to reduce their costs,
improve service quality and develop new products and marketsdén tr reach these goals

the railways should be run on a commercial basis and Member States should relieve the
burdens of the past.

The Commission, in order to increase the role of market forces, proposed (i) to extend access
rights to railway infrastruare for all freight services and international passenger services, (ii)

to examine options for improving the institutional framework for developing domestic
passenger transport of the future, (iii) to modify Community legislation in order to separate
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infrastructure management and transport operations into distinct business units, and (iv) to
promote the creation of a number of trdhsopean rail freeways for freight. On the other
hand the Commission stressed the role of public services. The Commissposquco
improve the quality/price ratio in the transport sector and to generalize the use of public
service contracts agreed between the State and transport operator. Finally Commission
recognized that the integration of national systems was needed.fofee@mmission
proposed (i) to examine the scope for improving interoperability on major international routes
in costeffective ways, (ii) to study how to eliminate delays at frontiers for freight traffic, and
(ii) to assess what improvements had to laelento infrastructure to develop freight transport.

In the follow up to the White Paper the Commission put forward the idea of “Exaoepean

Rai | Freight F.f* & etsv eommubicat{o #eR GoMnission advocated the
introduction of rail corridas to operate on the following principles: (i) access to freeways
must be fair, equal and naliscriminatory for all train operators licensed in the Community;
(ii) the granting of licenses, allocation of infrastructure capacity and charging fees within the
framework of these freeways should be in compliance with Dire@8Y&8/EC (iii) freeways
should be open to cabotage; and (iv) freight terminals should be open fdiscaminatory
access to all train, road haulage and waterway operators.

3.1 First Railway Package

In 1998 the Commission proposed a package of reforms adopted as the First Railway Package
on February 26, 2001. The package consisted of three Directives 2001/12/EC, 2001/13/EC,
2001/14/EC, and Member States had time until March 15, 2003 to implemembt&qns

of the Directives in national legislation.

Directive 2001/12/EC amended Directive 91/440/EEC by requiring the infrastructure manager
to have responsibility for its own management, administration and internal control, and to
have established aubiness plan that includes the investment program and that is designed so
as to ensure financial equilibrium and optimum use of infrastructure. Capacity allocation,
infrastructure licensing and charging must be undertaken by an organization that does not
provide transport operations, in order to create-dignriminatory access to infrastructure.
Furthermore, it required (i) production of separate profit and loss accounts and balance sheets
for freight, passenger transport services and infrastructure nraeageand (ii) open access

for international freight services on the TERFNThe Member States must also ensure that
compliance with safety standards are verified, rolling stock and rail undertaking are certified,
and accidents are investigated. Concernihg financial statements of rail undertaking
revenues from Public Service Obligation (PSO) must be shown distinctively and not be
transferred to another itelo transfer of public funds provided for passenger services was
allowed to be used to cressbsdize freight operations.

The Directive 2001/13/EC on the licensing of railway undertakings amending the Directive
95/18/EC introduces a system of licensing to prevent unfit operators from commencing
operations and to prevent international operators ffaong entry barriers by having a

2 European Commission (1997).

3 Initially i these were the majdines in each Member State shown on the map incorporated into the Directive,
plus feeder lines and access to track in ports and-ométi terminals; and by 2008 open access to the entire
European rail network for all international freight.
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harmonized system of licensing. The Directive defines (i) conditions required for operators to
obtain a license to run rail freight services over TERFN and the recognition of any such
license in another member state, figmework for financial, economic and safety conditions
required in order to obtain a license, and (iii) procedure for notifying the European
Commission with respect to the issue of a licéfise.

The Directive 2001/14/EC on the allocation of railway infnastiure capacity and the levying

of charges for the use of railway infrastructure and safety certification amending the Directive
95/19/EC aims to ensure that member states adopt transparent processes in relation to access
charging and capacity allocatiofhe key principles are contained in Article 30 of the
Directive, which requires the creation of national regulatory bodies (RBs), independent from
any infrastructure manager (IM), allocation or charging body or railway undertaking seeking
railway capacy; the applicant must have a right of appeal against unfair discrimination, and
RBs must decide on any complaints, take remedial action, and they must ensure the charges
for access to infrastructure are nondiscriminatory; RBs must ensure that IMs ar® able
balance income and expendituagtd Member States must establish charging framework and

its specific rulesThe directive lays down charging principles so that charges must be paid to
the infrastructure managers and used to fund their business. diplaithe charge for the use

of railway infrastructure is equal to the cost directly incurred as a result of operating trains.
But the infrastructure charge may include a sum reflecting the scarcity of capacity, and the
charge may be adjusted to take agdoof the cost of the environmental impact of operating

the trains’> The calculation of the charge and the collecting of that charge must be performed
by the infrastructure manager, which will receive the track access fees and will use them to
fund its bisiness.

The right to use railway infrastructure is granted by the infrastructure concerned manager who
allocates the available capacity which, once allocated, may not be transferred to any other
undertaking by the recipient. The rights and obligatidnthe infrastructure manager and of

the authorized applicants are laid down in a contract. The directive lays down a schedule for
the capacity allocation process and describes how railway undertakings should apply to use
infrastructure. Infrastructure magers must make every effort to meet all requests for
capacity and to ensure the best possible matching of all requirements. Save in exceptional
cases, no priority should be given to any service or undertaking within the scheduling and
coordination procesdnfrastructure managers unable to meet all the requests for capacity
must declare the section in question to be congested. They must then carry out a capacity
analysis to determine the restrictions on capacity and propose alternatives. tfiéhus,
infrastricture manager shall ensure that infrastructure capacity is allocated on a fair and non
discriminatory basis and in accordance with Community law.

According to Directives 2001/12/EC and 2001/14/EC Member States must establish a
regulatory body which shalbe independent in its organization, funding decisions, legal
structure and decisiemaking from any infrastructure manager, charging body, allocation
body or applicant.

™ Undertakingswhich only operate rail passenger services on local and regional-atare railway
infrastructure; urban or suburban rail passenger services are exempted from licenses.

> Pientrantonio and Pelkmans (2004) point out that the Directive 2001/14/EC optisef@pplication of
marginal cost principle. To secure the cost recovery the directive proposes the application of Ramsey (1928)
pricing.
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In addition to the First Package, the Direct®@)1/16/ECon the interoperability of the trans
European conventional rail systenasvadopted. This Directive was designed on the basis of
the structure and content of the Hi§peed Directive Directive 96/48/EQ. Nonetheless, a
number of changes were made, essentially @omeg the geographical scope (relevant
network), the technical scope (relevant subsystems), the gradual approach to introducing new
Community specifications, and the adoption of a work program and priorities for the work of
the joint representative bodyné the committee. The Directive itself, contains essential
requirements to be met by the system. In addition it provides the technical specifications for
interoperability (TSIs) and all the other European specifications, including European
standards fromhie European standards bodies: European Committee for Standardization
(CEN), European Committee for Electrotechnical Standardization (CENELEC) and European
Telecommunications Standards Institute (ETSI). The Directive stipulates that work on

common standards houl d focus first fsignaling,c elentatico | / c o
applications for freight services, traffic operation and management (including staff
gualifications), freight wagons and noise ptr

subsystems i20027° For example the controlling and signaling subsystem required a unified
control system, the European Rail Traffic Management System (ERTMS), on the high speed
Trans-European network’

I n 2001 the Commission publ i sporeRblicyt for 2010/hi t e
Ti me to Decided. The prescriptions of the
years of transport policy pursued until t her

The main weaknesses of railway transportatiwe listed explicitly as (i) infrastructure not
suitable for modern transportation and interoperability, (ii) poor information systems, (iii)
opaque costing, (iv) uneven productivity, and (v) mediocre reliability. The White Paper
proposed many changes et are classified under the objectives of creating an integrated ralil
transport market; using the infrastructure more efficiently; improving quality and safety for
users; and reducing congestion. The specific measures proposed in the paper include the
opening of national rail freight and passenger markets to cabotage and increasing the
membersdé allocation of train slots to freig
efficiently served by a high speed rail network. In addition, the white papeoses to

include some sections of TERFN into the Trans European Network (TEN) in order to make
them eligible for European and national funding.

3.2 Second Railway Package

The White Paper provided an additional incentive for further liberalization ofvail
transportation. The Second Railway Package formally adopted by the Council of Ministers

® The texts of the TSlIs were published in the Official Journal L245 of September 12, 2002 and they covered
maintenancesubsystem of trarEuropean high speed rail system, control command and signaling subsystem of
the transEuropean high speed rail system, infrastructure subsystem of theEtremimean high speed ralil
system, energy subsystem of the tr&mgopean high eed rail system, operation subsystem of the trans
European high speed rail system, and railing stock subsystem of th&tnampean high speed rail system.

" The rationale for proposing a uniform control system was the recognition that more than rebitdffgnaling

systems currently operate on the European network. The proposal to establish the ERTMS, set up by European
Signaling suppliers, was intended to provide a common rail traffic management system across the entire
European network.
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and European Parliament on April 29, 2004 provided a framework for further liberalization of
the freight market and harmonization of the regulation of safety ahdital standards across

the EU. The package contains four pieces of legislation and a recommendation: (i) Directive
2004/49/EC; (ii) Directive 2004/50/EC; (iii) Directive 2004/51/EC; (iv) Regulation (EC)
881/2004; and (v) the recommendation covering tteession of the European Community to

the Intergovernmental Organization for International Carriage by Rail (COTIF).

The Railway Safety Directive 2004/49/EC amended lately by Directive 2008/110/EC
develops a common approach to rail safety by laying dowiear procedure for granting the
safety certificates that every railway company must obtain before it can run trains on the
European network. The purpose of the safety certificate is to provide evidence that the railway
undertaking has established itdesg management system and can meet requirements laid
down in technical specifications for interoperability and other relevant Community legislation.
The Directive harmonizes safety levels across Europe by specifying infrastructure
managers need to do order to receive safety authorization. As emphasized by Monsalve
(2011) it obliges each Member State to establish binding national safety rules. Member States
must annually collect standard safety indicators and must establish a safety authority
indepandent from any railway undertaking, infrastructure manager, or applicant and
procurement entity in charge of issuing, renewing, and amending the safety certificates.
Moreover, Member States must also establish an investigating body independent frorh any rai
undertaking, infrastructure manager, or charging or allocating body. It must investigate any
serious accident and publish an annual report. Finally, any rail undertaking must hold a
standard safety certificate defined in the same directive, and anstin@taire manager must
obtain a safety authorization also defined in the same dired&iVeviember States were
required to adopt all necessary measures by April 30, 2006.

The Directive 2004/50/EC amending Directive 96/48/EC setting provisions on
interoperability of the trand€European the high speed rail systand Directive 2001/16/EC on

the interoperability of the trans European conventional rail system aims at completing the
interoperability principles. It harmonizes the two Directives, taking intmwatdcthe new
legislation of the Second Rail Package, and clarifies interoperability requirements. These
requirements concern the design, construction, placing in service, upgrading, renewal,
operation and maintenance of the parts of this system placedvinesafter April 30, 2004,

as well as the qualifications and health and safety conditions of the staff who contribute to its
operation. Thus, theobjective of the directive is to narrow down the divide so that
international trains can provide a bettasmpletely safe service when they change national
networks.

The Directive 2004/51/EC which further amends the crucial Directive 91/440 is aimed at
further liberalization and opening up of the freight market. The goal was to achieve the
opening of entire European market to national freight services no later themydan2006. It

means that all railway undertakings established in Member States must be granted access to
the TERFN and to the whole network for international freight services. The scope of Directive
91/440 shall be applied to all freight including natabfreight by January 2007. Finally, all
Member States are required to transpose the Directive into national legal systems by
December 31, 2005.

Regulation (EC) 881/2004 amended lately by Regulation (EC) 1335/2008 sets up an effective

steering body, th&uropean Railway Agency, to -@rdinate groups of technical experts
seeking common solutions on safety and interoperabilitye main objectives of the
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European Railway Agency areitcrease the safety of the European railway systeprove

the level ofinteroperability of the European railway systesantribute towards establishing a
European certification system of vehicle maintenance workslamgosfo contribute towards
setting up a uniform training and recognition system for train drivers. The Adaycy
providing the necessary technical assistance to implement Directive 2004/49/EC on safety on
Eur ope 6 s has laeen avdriwing force in the policy for modernizing the European
railway sector. Since mutually incompatible technical and security rémngain Member

States are a major handicap to the development of the railway sector, the Agency aims to
gradually align these regulations and establish common safety objectives that all Europe's
railways have to achieve. Thus, it has to orgaaizé managevork aimed at creating and
updating the TSIs.

In 2005 the Commission published the Communication on the deployment of the European
rail signaling system ERTMS/ETCS. The communication noted that the coexistence of more
than twenty different signalling dnspeed control systems for rail transport in Europe
developed on national level is a barrier to the development of international rail traffic, as
locomotives have to be able to read the signals from different networks when crossing
borders. Since the syshs are very different in terms of performance and safety, the
communication shows that a more effective signaling system with automatic train speed
control could improve the safety of the railways. As a result the communication calls for the
gradual transion to a system that is common to the various Member States: the European
Rail Traffic Management System (ERTMS) with the components &&Mhich is a radio
communication system based on standard GSM, but using various frequencies specific to rail,
and EHCS (European Train Control System), which not only allows permitted speed
information to be transmitted to the driver, but also monitors the driver's compliance with
these instructions.

In 2006 the Commission published the communicationfamilitating the movement of
locomotives across the EU. The communication notes dhatof the main obstacles to
developing a Community railway system is the fact that rolling stock that has been approved
for operational service in one Member State and in particitamotives is not automatically
accepted in another Member State. The eamseptance of locomotives is, in fact, subject to
very different national requirements, and international operators must repeatedly undergo
approval procedures in each Member Statavhich they intend to operate, often requiring
supporting evidence that is not mutually recognized by Member States resulting in delays and
additional expenses for railway companies and manufacturers. The Commission therefore
proposedo amend the legiation on the procedure for authorizing the entry into service of
new and existing rolling stock, making it possible to create a precise framework procedure to
assist the newly created national safety authorities;

3.3 Third Railway Package

The Commissiomdopted the O0Third Rail way Packagebo
Directive 2007/58/EC, Directive 2007/59/EC and Regulation (EC) 1371/2007.

According to the Directive 2007/58/EC amending Council Directive 91/440/EEC and
Directive 2001/14/EC railway undertakings established in Member States must by January 1,
2010 be granted the right of access to the infrastructure in all Member Statesgorpihee

of operating international passenger service provided the competitorsdilang stock and
drivers authorized for service in the Member States in which they plan to ogeratleyay
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undertaking license in a Member Stage;safety certificatessued by the national safety
authority of each of the Member States they plan to cross; and infrastructure capacity, in order
to provide a regular servicdzurthermore, rail undertaking must in the course of an
international passenger service have thetrigtpick up passengers at any station located on
the international route and set them down at another, including stations that are located in the
same Member State.

Directive 2007/59/EC lays down conditions and procedures for the certification ofreaia
operating locomotives and trains. More specifically, it introduces a European driver license
allowing train drivers to circulate on the entire European network. The certification of cross
border drivers was foreseen as from 2009, and of all othegrdras from 2011. According to

the Directive drivers have to meet basic requirements concerning their educational level, age,
physical and mental health, specific knowledge and practical training of driving skills. It also
specifies the tasks for whichegltompetent authorities of the Member States, the train drivers
and other stakeholders in the sector, the rail undertaking, infrastructure managers and training
centers are responsible.

Regulation (EC) 1371/2007 on rail passengers' rights and obligati@uses basic rights for
passengers in such areas as insurance, ticketing, and passengers with reduced mobility. While
long-distance travelers will enjoy a wider range of rights, minimum quality standards will
have to be guaranteed to passengers onnal.liRegulation establishes quality standards in
the following areas: (i) nodiscrimination toward handicapped travelers or persons with
reduced mobility; (ii) liability in case of accidents; (iii) availability of train tickets; and (iv)
personal securitpf passengers in stations. This pregulation sets minimum requirements for
information to be provided to passengers relative to their journey, contract conditions, and the
liability of rail undertaking in cases of accidents, delays or cancellations datesrnin
particular,the passenger is entitled to be reimbursed woueed when he/she has missed a
connection due to delay or there has been a cancellation of seAvipassenger may also
request compensation for delays. The minimum compensationdefays has to be as
follows: (a) 25 percent of the ticket price for a delay of 60 to 119 minutes, and (b) 50 percent
of the ticket price for a delay of 120 minutes or mGre.

3.4. Further steps towards the Single European Railway Area

According to the EU Commission (2010) a single European railway area is a strategy which
consists of promoting the development of an effective EU rail infrastructure, establishing an
open rail market, removing administrative and technical barriers, andrema level playing

field with other transport modes. The Commission emphasized that the railway freight sector

was in decline when its market share was faling 199006 s . . After a shcé
1990s from 420.1 billion pkm in 1990 to 370.7 lmiti pkm in 2000, rail passenger transport
has been stabilized in 20006s, despite a fu

current economic climate has exacerbated some of the structural weaknesses of the rail market
and accelerated a consolidatiof the railway sector with the acquisition by incumbents of
several new freight service operators in 2Q080.

Making rail transport sustainable is a letegm strategic priority of the EU. The Commission
(2009) in its Communication on the Future @aiisport, has proposed the Greening Transport

8 Regulation 1371/2007, Article 17.
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package. It has proposed measures to internalise the external costs of transport in a
coordinated manner across modes so that the charges reflect the level of the external cost
imposed on the whole society. énhalising external costs is the right way to ensure that
pricing systems reflect more accurately the true costs borne by transport modes.

Today there is still no fair intenodal competition. The charging principles applicable to rail,

road and air tragport differ vastly among member countries. The infrastructure costs and the
instruments for internalising or modulating external costs such as air pollution, noise, climate
change and congestion are still very diverse. The Commission (2008) proposasectine
ofirst railway packaged and the measures set
of road freight transport already contain new provisions aimed at ensuring convergence
between the charging principles applying to rail and road teahsmd enabling a genuine

level playing field among transport modes. The revised Eurovignette Directive will allow the
internalization of external environmental and congestion costs.

The insufficient level of investment in rail infrastructure in many Elgmbersi and
especially in the Central European countries a key reason contributing to the decline of

the share of rail in transport services. Poor maintenance and slow modernisation have a direct
negative effect on the low level of competitivene$the whole sector. The policy of the
European Commission aims at mobilising EU national and private funds for the development
of new rail transport projects and to ensure that the existing infrastructure is adequately
maintained. The majority of finaradi support will be provided from Trafi&uropean
Networks for Transport (TEN) projectsfor the creation of aail network for competitive

freight.

The main goal of the single European railway area is to create genuinely open market through
enforcing andimproving existing rulesSince the 1990s when the liberalization of rail
services started in the EU considerable progress has been made. Rail freight transport and
passenger transport by rail have been fully open to competition from January 2007 and
Januay 2010 respectively. The Commission aims to extend market opening to domestic
passenger traffic, whether under public service or private contract subject to appropriate
qguality safeguardsThe market opening will be incomplete as long as European railway
undertakings do not have the right to provide domestic passenger transport services
throughout the EU. The Commission has launched a study on the regulatory options available
for domestic passenger market opening. The Commission will also examine thteosridr
awarding public service contracts for rail transport in Member States. An evaluation of the
current practices under Regulation (EC) No 1370/2007, which entered into force in December
20009, is already underway.

Much has been achieved with thd apt i on by the Commission o
Specifications for | nt speadpre conventional tay ButgtthiS1 ) f
stage all TSI remain applicable only to the FTENHowever, a mandate has been given to
European Railway Agay to prepare the extension of TSlIs of their scope so that the whole
railway system would be covered in the near future by harmonized specification. But because

¥ See Regulation (EC) No 1370/2007 of the European Parliament and of the Gdw2giDctober 2007 on
public passenger transport services by rail and by road and repealing Council Regulations (EEC) Nos 1191/69
and 1107/70.

99



of the long lifespan of rail equipment and the need to keep investment costs at levels that the
sector can bear, moving towards interoperability is a slow process.

Despite the progress reached through three railway packeges the competition between railway
undertakings is still limited by various factors stemming from the protectionist behavfours o
historical incumbent operators and the collusive management of rail infrastructure, which,
being a natural monopoly, should in principle be accessible to all applicants in a fair and non
discriminatory manner. In many countries there is an insufficiemsparency of market
conditions and ineffective functioning of the institutional framework. Operators entering a
new market continue to face discrimination in obtaining access to the infrastructure and rail
related services, which are often owned and atpdrby the incumbent rail undertaking. In
addition, safety requirements still impose significant barriers to entry in the EU rail market.
These barriers stem mainly from the cost and duration of the procedures involved at national
level, their disparity eross Europe and the lack of transparency and predictability. Regulation
884/2004 amended by Regulation 1335/2008 gives a leading role to the European Railway
Agency (ERA) in gradually harmonising national safety processes. The Commission will
examinehone RA6s role can gradually evolve to com
the activities of national safety agencies in the certification and authorisation processes.

Finally, note that the EU has set out uniform regulations for the transport acdfrdasgyoods

by rail. The current regulations were already presented and provided for the application of the
existing rules. Recently the Directives 94/55/EC an 96/49/EC were repealed and replaced by
Directive 2008/68/EC on the inland transport of dangegasds. According to the 2008
Directive the EU countries have the right to regulate or prohibit, strictly for reasons other than
safety during transport, the transport of dangerous goods within their own territory. They may
also set down specific safetyguerements for the international transport of dangerous goods
within their own territory with regards to: (i) the transport of dangerous goods by, wagons
waterway vessels not covered by this directive; (ii) the use of prescribed routes, where
justified, including the use of prescribed modes of transport and (iii) special rules for the
transport of dangerous goods in passenger trains. Thus, apart from the efforts to harmonize
safety process, the EU is also accepting some level of national autonomy iedhis ar

3.5 TransEuropean Transport Networks, R&uropean Rail Corridors, andlransport
Infrastructure

The Maastricht Treaty gave the Community the powers and instruments to establish and
develop the tranEuropean network. In 1996, the first guidelines for the development of the
TransEuropean Transport Network (TEN were adoptedThe aim of the TENI is to

ensure that national networks for all modes of transport are accessible, interconnected and
interoperable. The guidelines initially incorporated 14 projects of common interest that were
adopted by the Essen Council. The enlargement of the EU in 2002087 led to the need

for a thorough revision of the TEN guidelines. The number of priority projects was raised
from 14 to 30, and rules for granting Community aid were modified to allow for a higher
maximum cefunding rate for priority projects. The EW supporting the implementation of

the TENT by the TENT program, the Cohesion Fund, the European Regional Development
Fund, and the European I nvestment Bankdés | oa

The Eastern enlargement of the EU posed the question of pmwadaonnection between

Western and Eastern Europe, and within the Eastern Europe A#elf.the second Pan
European Transport Conference (PETC) held in Crete, in 1994 the nine multimoeal Pan
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European transport links were identified as being of Eurojearest and were considered to

be a basis for future work on transport infrastructure development in Central and Eastern
Europ&®. The corridors are road or rail corriddrsvith the exception of Corridor VII, which

is an inland waterway through the Danuliee nine PafEuropean transport corridors in the
Central and Eastern European region and the guidelines adopted for the development of the
EU TEN-T continued to constitute a valid basis for coherent infrastructure development at
PanEuropean levet!

Thestructural dialogue between the Transport Council of the EU and the Transport Ministers
of the EUassociated countries started in 1995, recommending a Transport Infrastructure
Needs Assessment (TINA) for E&tcession candidates. On the basis of this
recommendation, the Commission launched the TINA process, with the objective to define
the future TrangEuropean Transport Infrastructure Network in the enlarged Union. The TINA
process has been designed to support the planning and development of -anadaiti
transport network within the candidate countries for accession. The starting point for the
TINA process was the blueprint for the backbone network based on thEuRgmean
Transport Corridors.

It has also become apparent that the corridor concept, lomsélae development of links
between major activity centers, did not adequately address transport infrastructure needs in
certain areas, particularly those surrounding or linked to sea basins. The result was the
adoption of the complementary concept of amopean Transport Areas (PETrA). It has
been agreed that the countries concerned should work on infrastructure development plans for
each area, and its links with the Famropean Corridors, and the EU Trdfisropean
Networks. This work should also aimt aomplementing the ParEuropean Transport
Corridors to ensure their greatest possible integration with Areas in qu&sf@m European
Transport Corridors are designed for multimodal transportation. In the case of railways
another element which shoultcrease competiveness of a single area is the creatioraibf a
network for competitive freight. ThRegulations (EU) No 913/2011 sets out rules for the
establishment and organisation of international rail corridors for competitive rail freight. It
setsout 9initial freight corridors which must be made operational by the concerned EU
countries. For each freight corridor, EU countries must establishragement boardnade

up of representatives of the infrastructure managers. This board shall draw up an
implementation plan which includes an investment plan, the measures foreseen to implement
the corridor and the main elements of a market study. The management board will designate a
joint body a single place to provide answers relating to infrastructyracita for freight

trains crossing at least one border along the freight corridor.fiTbiss ¢ o p vellhitake 0
decisions regarding applications for fame¢anged train paths and the reserve capacity for
international freight trains.

The TENT policy is crucial for the development of higgpeed lines and efficient freight
infrastructures on EU scale. Having increased considerably in the 1990s, the length of the

8 The list of ten caidors is provided in the Annew this chapter.

8 |n the light of the peace process takiplace in the successor states to the Socialist Federal Republic of
Yugoslavia, a new corridor (Corridor X) that broadly follows the traditional transport route in-eastiérn
Europe has been established. The list of ten corridors is provided in Anadkis chapter.

8 The PETrAs identified by the Conference are the Barents-Bratic Area, the Black Sea Basin Area, the
Mediterranean Basin Area, and the Adriatic/ lonian Seas Area.
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high-speed network doubled between 2001 and 2007 in Europe, totalliéd &m in 2008,
with more than 500 km of additional higispeed lines under construction in Belgium,
France, Germany, lItaly, Spain and the Netherlands. By 2007;sp&gd rail transport
constituted 23 percent of the total EU passenger rail market measured in
passengers/kiloetres and has succeeded in recapturing markets from cars and a#gtion.
2020 the comprehensive TENshould cover 106,000 km of railways, including 32,000 km
of high-speed railways. While most of the links already exist, completion of the-TTEN
entails onstruction of the missing links such as building and improving on the network.

Finally, it should be noted that rail transportation has received only a small part of total
investment budget in infrastructure in comparison to the road infrastr{itflines imbalance

is particularly marked in Central and Eastern Europe. The majority of financial support will

be provided for the TEN projects. Despite long term ambitious plans the current level of
expendture supported by the EU is much smaller. Under th&nablcial framework 2007

2013 &8P llion from the EU Structural and Cohesion Funds (Z&&ent of the total

all ocation) wil!/ be spent on tr amn8@lllion at i on
will be allocated for rail infrastructur#’

3.6 Concluding Remarks

The above consideration apply to the EU Member Countries. But there are other countries
such as the neighbouring countries of the EU that could also reap the benefits of liberalization
by ensuring compliance with the requiremeotshe relevant EU directives for the railway
sector contained within thecquis communautaird-or those countries the first step would be

the separation of accounts between infrastructure managers and transport services as foreseen
in Directive 91/440/EC. On the other hand, the First Rail Package requires (i) the
development of mukannual contracts between the state and infrastructure manager; (i) the
introduction of track access charges; (iii) the development of public service contracts; and (iv)
mechanisms to reduce indebtedness of rail incumbents. In addition, the EU directives foresee
the establishment of a regulatory authority (Directive 2001/12/EC and Directive 2001/14/EC),
licensing body (Directive 2001/13/EC amending Council Directive 95/18/Eafety
authority (Directive 2004/49/EC), accident investigation body (Directive 2004/49/EC), and
notified body (Directive 1996/49/EC). These institutions are required to be independent in
order to act in a fair and neafiscriminatory fashion where indepdence is understood in

terms of financing and organizational independence from transport mirdswiés board of
directors and managers hired through an open process and not appointed by the transport
ministry or government, and with decisiaraking independent from transport ministri&s.

4. REGULATORY FRAMEWORKIN POLISH RAIL TRANSPORTATION
SECTOR

The reform of the Polish rail transportation sector started with the adoption of the Railway
Transport Law in June 1997.1t transposed the Directive 95/EL on the allocation of

8 Investment needs for the TraRsiropean Transport Network are estted at around about 600 billion euro (a
250 billion for 30 priority projects). But the EU TENbudget amounts only to 8 billion.

8 COM(2010) 474 final, p. 5

8 See Monsalve (2011).

8 Ustawa o Transporcie Kolejowym z dnia 27 czerwca 1997 r (Dz.U.97.96.591).
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railway infrastructure capacity and the charging of infrastructure fees. The Law states that
authorities shall designate the allocation body which shall be informed of all train paths
available. The body shall ensure that railwafyastructure capacity is allocated on a fair and
nontdiscriminatory basis and that the allocation procedure allows optimum effective use the
infrastructure. But no specific provisions were adopted.

The serious preparations for the accession of Polatiget&U in the railway sector started

with the fALaw on Privatization, Restructur.i
Polish State Railways (Polskie Koleje Pa@Estw
the Polish Railways are independent frohe tstate. The Polish incumbent PKP was
transfor med i nto Pol ski e Kol ej e PaEGst wowe
commercial law with a holding structure. The State Treasury holds 100 per cent of the shares

of PKP S.A.The ten subsidiary holding spanies includdPKP PLK S.A.(infrastructure
operator),PKP Cargo Sp. z o.dqfreight transport) PKP Intercity Sp. z 0.0{long distance

passenger transporBKP Przewozy Regionalne Sp. z dghort distance passenger transport)

and PKP Linia Hutnicza Berokotorowa Sp.z o.dfreight transport on broad gauge line).
Separated accounts for the restructured PKP SA group subsidiaries, infrastructure, freight and
passenger sectors were kept since 2002.

The most important legal development was the adopfidine second Railway Transport Law
(AUst awa 0 transporci e kol ej owy mo) on Mar c
implemented just before the accession, was to enact into Polish legal system the key EU
directives regarding railway legislation. In partmuit aimed at implementation of (i)
Directive 91/ 440/ EEC on development of Commt
licensing of railway systems, (iii) Directive 96/48/EC on interoperability of the {rans
European higispeed rail system, (iv) Dictive 2001/12/EC on development of the
community railways, (v) Directive 2000/13/EC on licensing of Railway Undertakings and (vi)
Directive 2001/14/EC on allocation of railway infrastructure capacity and the levying of
charges for the use of railway inftagcture and safety certification. The next piece of
transposition of the EU legislation was the Law on Transportation of Dangerous Goods by

Rail of March 31, 2004. It implemented the DirectB&49EC on the approximation of the

laws of the Member States. The main goal aé thaw is to assure safety standards at
compatible level with the international standards set in COTIF.

The Law on Financing the Land Transportation Infrastructure of December 16, 2005
constituted the next element of enacting the EU legislation. It amended the Railway Transport
Act of 2003, stating that the construction and maintenance of the railwaynnétas¢ should

be financed by the manager of infrastructure. It enables also tfimaoccing of the
construction of infrastructure by the EU Cohesion Fund.

The last, important element of the legal transposition is the Law on Railway Fund of
December 162006. It amended the first Railway Transport Law of 1997. The new Law
establishes the Fund for constructing, modernizing and maintaining existing railway
infrastructur e. |t covers the | osseg003uffer e
when @ssengers fees were set by the administration. The Fund can gather financial resources
from the fuel charge, assets issued by the State Treasury, loans and other sources. In addition
several Regulations by the Ministry of Infrastucture have been issuetngn&U Acquis
communatairein many specific areas, and especially in the field of safety, network
standardization and licenses.
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Since that time Poland is gradually implementing the Adduis communatair¢o Polish
legislation. The implementation of tHegislation summarized above is supervised by the
UrzNd Transportu Kolejowego (®&TK), the Offic

4.1 The Organization of Polandds Rail ways an

The independent regulator operating in Poland, foreseen by Directiig1a0lbC, is the
Office for Railway Transport Ur z Nd T r an s p (UTK))uwhishowasdreatedeon o
the basis of thdRailway Transport Acof June 1, 2003Currently, as required bgcquis
Commnautairerelevant to the railway sector, the UTK performeethkey functions on the
domestic railway market:

1 National Regulatory Body (based on Directive 2001/14/EC);
T National Safety Authority (based on Directive 2004/49/EC);
1 National Enforcement Body for Passenger Rights (based on Regulation 1371/2007).

The UTK in line with the first Directive, is responsible for the regulation of railway transport,
railway transport licensing, technical supervision of rolling stock, railway tracks exploitation
and maintenance, and the supervision of railway traffic secufity.JTK had the budget of

18 million zlotys (about 4.2 million euro) and employed 182 in 2012. According to the law an
appeal body has been established for capacity allocation decisions made by the infrastructure
manager. The UTK also settles disputes agrgiakeholders.

IBM Business Consulting Services (2011) has rated the competencies of the UTK as
transparentand the procedures in the case of legal proceedings and sanctions as clear.
However, the political independence of UTK is not obvious, asiigxtdir at any time can be
recalled by the Minister of Transport. In case of complaints relating to train path allocation
procedures, the charging system or the level and structure of infrastructure charging, the UTK
is obliged to initiate investigations mesponse to complaints; it can but it does not have to
take action ex officio. However, it investigates only the results, and not the process of drawing
up these charges. No information was available in 2011 about the number of investigation
procedures ahdecisions taken in recent years by the UTK and whether these were positive or
negative.

Objections to UTK decisions, which can also be madargg, have a suspensive effect. The
UTK is entitled to impose coercive measures and is able to fine up velafawo per cent

of the annual profit of the company concerned. Thus, the regulatory body in Poland is
embodied within a traditional Railway Authority. The primary responsibility is not access
regulation, but licensing, safety certificates, etc. Accwdio the interviewed Railway
Undertakings (RUSs), the identification of personal contacts for obtaining information about
market access and a license is easy and uncomplicated. All relevant information and
documents relating to access to Polish rail infeasure are published on the Internet by the
corresponding institutions. However, most documents are only available in Polish. The
network statement for 2011 has been published in both Polish and English on the website of
the infrastructure manager.

87 Seehttp://www.utk.gov.pl/portal/en
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The majority of the EU Member States have implemented mainly the minimum set of EU
requirements, but some of the new Member States in comparison to old Member States have
set up more modern regulatory bodies. Poland is among this group of countries and its
progress in the opening up of the rail market has been recognized by IBM Business
Consulting Services (2011). Indeed, only three countries, Germany, Austria and the UK, have
regulatory bodies that had specialized staff prepared to deal exclusively withtaggula
matters and were provided with fi@@aching powers to enable them to enforce their decisions.

The UTK is also responsible for licensing Railway Undertakings (RUSs), i.e. for the issue of
licenses, safety certificates and homologation of roltmck. A license issued by UTK is

valid for the entire network for an indefinite period of time, but have to be reviewed every one

to two years. There are three types of licenses, namely freight transport, passenger transport
and the disposal of tractiorekicles. A maximum period of three months is prescribed by law

for the issue of licenses, and the licenses expire after six months if fuseehses from

other EU countries are recognized only for freight transport, not for passenger transport. The
feesfor issuing of a license amount to an equivalent of EUR 1,750. The interviewed RUs
rated the license issuing process in Poland as transparent. The insurance coverage required by
law amounts to the equivalent of around EUR 10 million.

The safetycertificate is valid for the entire network for both passenger and freight transport,
and if not used it does not lose its validity. A safety certificate is valid for five years and has
to be verified every one to two years. They expire after twelve manhthsused. It takes
about 90 days to examine safety certificates from other EU countries. The maximum fees for
issue amount to an equivalent of EUR 5,000. The applications for the issue of a safety
certificate have to be processed, by law, within threeaths5® While part A of safety
certificates issued in other EU Member States is recognized without any further examination,
part B of foreign certificates is examined within three months. The allocation process for
safety certificates is explained on thehsite of the UTK and is rated as transparent by the
interviewed RUSs.

The applications for the homologation of rolling stock shall be processed in two months but it
can take up to six months before an application is processed. The degree of defaglcinafes
requirements is average on a European comparison. The transparency of the process for the
homologation of rolling stock is mainly rated as positive by the interviewed RUs. The overall
costs (capital costs, certificates, expert reports, tests,féater etc.) can amount to up to

EUR 25,000.

The infrastructure manager, as required by the EU legislation, is the PKP Polish State Railway
Lines PKP Polskie Linie Kolejowe S.APKP PLK SA)). It is a joint stock company that is
responsible for provisio of track access. PKP PLK SA defines the infrastructure charges,
which are then approved by the UTK. The manager also collects the infrastructure charges
and solves disputes related to theses charges, subject to appeal to the Office of Railway
Transport YTK). The PKP PLK SA is a structural part of the PKP SA group organization,
although, as required by law, it has a separate accounting reporting system.

8 However, the period can take up to twelve months.
8 In practice it frequently takes fivi® six months until the UTK issues safety certificates. According to IBM
Business Consulting Services (2011) the degree of detail required is on average to that required in the EU.
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