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ABSTRACT

Aims of the paper is research scientific and methodological approaches that affect the
efficiency of government regulation of tariff for railway transportation industry in both sectors.
Study Design: The study uses an Exploratory Design.

Place and Duration of Study: Ukraine, between the periods 2015 to 2016.

Methodology employed was the Narrative Textual Case Study (NTCS) method, while non-
probability and convenience sampling technique was used to select the sample size.
Results: The study found that in the current economic conditions the implementation of
administrative regulatory infrastructure component makes use of unilateral restriction that
allows the cost recovery fees for services infrastructure and determine the volume of
necessary financial support in case of unprofitable rates. Regarding the operational
component, the creation of tariff conditions for competition requires bilateral limit, which
allows to determine the economically justified the lower and upper boundaries within which
the price depending on the factors set fees sphere of operation. This approach to pricing

regulation in potentially competitive sector allows carriers to limit the boundaries of flexibility
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to respond to changing conditions of transport markets, consider the price elasticity of
demand, positive trends in the use of the laws of the market economy. Sharing unilateral
restrictions to justify the fees for services natural monopoly and bilateral - in potentially
competitive services sector is a competitive motivational method of pricing, which meet the
requirements of effective functioning of natural monopolies in the market environment, and
provides irreversible monopolization of potentially competitive sectors.

Conclusion: Using of competitive motivational method for pricing regulation will establish
market-oriented competitive tariffs for freight and passenger transportations, and also
promotes creation of conditions for adaptation of railway transport to enhance competition in

the transport market.

Keywords: monopoly; railway industry; pricing regulation; production volume; competition;

natural monopoly; potentially competitive sector.

1.INTRODUCTION

The transition to market economy requires adaptation of government regulation of tariff on
passenger and freight rail transport of Ukraine to the current requirements. Necessity of
government regulation of tariffs for railway caused in the first place, the distribution of the
railway industry in natural monopoly and potentially competitive sectors, and secondly, the
monopoly position of railways in the market of railway transport, and thirdly, establishing high
monopoly prices for services rail transport in natural monopoly sector. In particular, the use
of government regulation of railway tariffs due to the need to enhance competition and
ensure a smooth transition to free pricing in the sector of operation, and to prevent the

establishment of unjustified levels of tariffs for natural monopoly sector.

As market conditions rate is an important factor affecting both the financial condition of
railways, and the performance of individual sectors and the economy, as a whole. Railways
set a high tariff levels, requiring constant regulation of pricing in order to balance the
interests of all participants in the transportation process.

Meanwhile, existing methods for regulation of tariffs for railway transportation in conflict with
the requirements of market economy, holding back market reforms in the railway sector,

reducing the effectiveness of its functioning and slowing economic growth in the country.

Increased competition in the transport market requires constant adaptation to the railway

industry market environment, which necessitates the use of competitive motivational method
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of regulating tariffs for railway transportation of Ukraine for the effective functioning of the

industry and the economy as a whole.
2. LITERATURE REVIEW

The study of government regulation of tariff for railway very important today. Ukrainian
scientists work devoted to this issue Kolesnikova N.M, Bulgak V.A, I.LP llyin etc.
(Kolesnikova N.M., 2015), (Bulgak V.A., 2009), (I.P llyin, 2012) [1], [2], [3], but none of these
authors did not study the scientific and methodological approaches to the government

regulation of tariff for freight and passenger rail transportation.
3. METHODOLOGY

The main purpose of Railways in the conditions of development market relations is obtaining
the maximum possible profit and satisfaction of consumer needs in full. Lower profits in the
industry reduces its capacity and maintenance in proper condition of material-technical base,
and the complete disappearance of profit will cause the removal of capital from the industry.
It is therefore considered necessary to conduct a study of scientific and methodological
approaches to government regulation of tariffs for railway transportation, with the aim of
achieving goals that are different for both sectors of the railway transport.

Tariff policy in respect of transport services mostly depends on the government approach to
the system of tariff setting. Government regulation of tariffs on railway transportation should
be carried out by administrative and economic methods of regulation, and this classification

is given in fig. 1.

The administrative method of government regulation of tariffs for the services of the railways
is a regulation using the tools of the regulatory framework and government influence on the
regulation of tariffs for transport services. The use of this method of regulation for the
services sector of the railway infrastructure caused by natural phenomena and is due to the
fact that this sector, according to the Law of Ukraine "On natural monopolies", is the subject
of natural monopoly (The Law of Ukraine "On natural monopolies”, 2013) [4]. The tools of
the administrative method of regulation of tariffs for services of railways are government

orders, regulatory framework, target program and target financing.
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Figure 1. Classification of methods of government regulation of tariff for railway services
3.1 Statement of the Problem

Providing the necessary legal framework is a psiofor the operation of any entity.
Currently, legislation on price regulation for sees not both sectors is systemic and needs
improvement. Therefore, to improve the competiia®s of the railway sector and improve
its functioning should be divided natural monopalyd potentially competitive sectors of
railways, and appropriate legal framework for goweent regulation of pricing the services
sectors both railways. This, in turn, requiresndes in existing regulations and laws (in this
case, some of them will be the same for both seabrailways, and some will be different,

and can be used to regulate only one of the s@ctors

Developed and introduced new legal framework wall fees for the use of infrastructure in
the form of regulated tariffs and sector of op@mtio promote the transition to free prices
from active competition between carriers for thevsion of services. In the infrastructure
sector always operate instruments of governmenulaggn of tariffs as railways
infrastructure is the subject of natural monopolfaut the sector operated by means of
government really necessary for monopolistic coitipat in  which entities set

monopolistically high prices which do not conforr $ociety's ability. Therefore, the
4
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transition from monopoly to free competition in theea of operation will increase the

efficiency of rail transport.

Targeted funding and public contracts as tools oveghment regulation of tariff
transportation service mark its influence on regole freight and passenger rail
transportation. According to the Law of Ukrainern'Qailway Transport" targeted funding to
be provided by the government budget of Ukrainee(Tlaw of Ukraine "On Railway
Transport”, 1996) [5]. The need for public fundiofyinfrastructure sector is the result of
government regulation, since the government insists setting too low tariffs for
infrastructure sector to meet the needs of soci@yt given the government level of tariffs
does not provide the normal reproductive procesthefrailway infrastructure and railway

transport losses are at regulated tariffs.

Therefore financing of natural monopoly railwayteeshould be provided as fees for the use
of infrastructure and by grants from the governmemd local budgets. The infrastructure
sector is under the supervision of the governmant the fee for the use of railway
infrastructure is regulated by the government amdget financing should ensure the
implementation of the government control infrastowe, support for rail infrastructure

transport system and target subsidies to unprdditsiiipments.

Target program for the development of railways dngded into medium and long-term
government program not only for reconstruction, inusome cases new construction of rail
lines. Targeted funding requires addressing thaeissf public funding of infrastructure
construction, which are protective, national andiaeal importance; attract funds from
national target programs, budgetary subsidies fdrastructure development, providing
transportation for government needs and sociallpoirrant transportation. Solving these
problems will have a positive impact on the estdtient of fees for the use of railway
infrastructure, since in this case there is thesipdgy to reduce the level of the tariff for its

use.

Government orders represent a change for the inidare at the lower of cost and provided
by the public administration financed from the goweent budget and designed to meet
national needs. Government financial incentiveders and purchases under the economic

program has a significant impact on profitabilisystainability and competitiveness of the
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railways, which positively affects the economy ancreases the purchasing power of users

[6].
3.2 Model Specification

Government regulation of tariffs for passenger fanght transportation in sector of operation
through economic method is very efficient, becaasleoads continue to occupy a monopoly
position in the market of railway transport. letlperation of monopolistic competition in
the sector of operation, by virtue of objective rmmic laws (monopolization, concentration,
centralization), the relevant entities will be candadl to form a monopoly associations,
enabling them to establish high monopoly pricegea@ing a monopoly associations make
medium and small carriers redirect their activiiesother sectors of the economy. Factor
countering this trend is only government regulatibased on economic methods.
Government regulation of tariffs in the sector pemtion, with the objective economic law
of competition should force entities compete witle @nother in response to changing market
conditions. If the active promotion of competition the sector operation considered
appropriate gradual shift from direct governmariluence on the process of tariff for the
services sector, said the railways. But the needhflirect government influence on fares is

because it is necessary to gradually start usinganic methods of regulation of tariffs [7].

The tools of economic methods of government reguiadf tariff for the services of the

railways is appropriate budget, tax, depreciatiovestment and pricing policies.

Fiscal policy should include government fundingskes from unprofitable railway transport,
and the financing of reconstruction and moderniragf the infrastructure sector. Tax policy
should be aimed at the implementation of prefeaémdixes which will boost competition in
the potentially competitive sector. The use ofdisand tax policies in the sector caused by
the operation of the need to ensure equal competionditions for all participants in the

traffic, without creating undue competitive advaygdo individual entities.

Depreciation policy aims to target the accumulatiddrmoney and use them to play worn
assets and carrying value of fixed assets gradwadiyn on the cost of services provided by
the railways. The government determines the oodl@tepreciation, and the entity through
accelerated depreciation reduces the amount ofriacsubject to taxation, stimulating the

rapid introduction of new technology [8].
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One reason for high costs of maintaining the rafhivdrastructure is the lack of additional
investment. Therefore, the main objective of theestment policy of government regulation
of tariff for the services of railways is develogirand enforcing mechanism to attract
necessary funding for compensation as fixed cast¢hé process of transportation and
investment into the infrastructure. In the absewoiceail infrastructure investment from the

budget, railways continue to carry unprofitableiabiraffic and work at a loss.

The main role in the whole system of governmentulegn of the economy plays to
maintain an appropriate level of prices, becauseithbalance price mechanism leads to
devastating consequences. It is clear that printpe main hub of action for government
regulation of tariffs for rail transportation. Upamaching the free competition in the
potentially competitive sector of the market witkrée independent of the carriers to reduce
their costs, improve the quality of service proddey railways and the like. A necessary
condition for the transition to free competitioriree prices. In the result of the interaction of
supply, demand, and competition set the marketepmihich should provide coverage of

businesses and profits [9].

In the implementation process of freight transpsrused as an infrastructure sector and
sector of operation. In particular, in the areapérating with the method of administration
need to move from monopoly to free competition,akhwill contribute to the introduction of
free pricing in this sector. Freight transport isoatinuation of the process of production, and
the passenger meet the needs of consumers. Theeriioifs for freight transport should take
into account the competitiveness of freight andspager fares should focus on the effective

demand of the population.

The process of passenger transportation sectordevhe infrastructure and operation, but
competition in the sector is no operation and 1Gff%he market belongs to the railways.
Government intervention in the infrastructure secetith the administration method aims
assumptions not setting high tariffs and the cosatif conditions in which the rail tends to

reduce their costs.

Thus, regulation of tariff for the services sedsrinfrastructure for freight and for passenger
transport should be treated equally, and governmegulation of tariffs for freight and

passenger traffic in potentially competitive sestof railways will be different.
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4. RESULTS AND DISCUSSION

To improve the actions of government regulatiortawiffs for railway should consider the
impact of administrative and economic methods gtil&ting the installation of infrastructure
fees and the establishment of tariffs for operatiothe sphere of passenger and freight rail

transportation.

Consider the impact of economic instruments metliad operating activities sector
separately for freight and separately in rail tporsation. Budget policy should be
improved, to ensure the normal process of repraolucas a priority improvement are:
reduction of budget funds aimed at directly sulzdidj unprofitable rail traffic by profitable
since unprofitable railway transport limit the a@lyito update the material and technical base;
increasing use of budget financing of investmemjqmts involving the private capital that
will upgrade old and build new infrastructure oe thasis of budget financing and involved
the participation of private investment funds. ®&ybt financial resources contribute to the
development of infrastructure and provision of nafmeproductive process; budget planning
expansion, reflecting the strategic direction ahsport, production capacity will keep repair
facilities and provide the necessary amount ofirgpdling stock in terms of increasing rail
traffic [10].

Given the above, it can be noted that fiscal poBaynificantly affects the regulation of
passenger transport, as the impact of fiscal paitghem is determined by the necessity of
their funding from the government because theyummgrofitable. To create competition in
the field of passenger transport it is necessatheailegislative level to make a decision on
liquidation of unprofitableness of the passengemieal and to determine the feasibility of
bringing the tariffs on passenger transportatiomises to the economically due to costs and
the allocation of budget funds for compensation ladses of passenger transport, in

connection with the exercise of their price regolat

The first priority of tax policy is to develop pn@gns that will contribute to building and
enhancing an appropriate competitive environmeht tong-term existence of free
competition between operators on the basis ofgres.. Instruments of tax policy aimed at
creating equal competitive conditions for particigaof the transport process, allowing to

increase the competitiveness of Railways on thesgrart market.
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In the absence of legal documents defining therdtieology of the tariff policy, it is not
possible to exercise effective tariff regulationtie sphere of freight transportation on the
railway transport. Pricing policy should aim at #&mn-making on the introduction,
modification or cessation of regulation of railwagriffs in certain market segments of

Railways.

Depreciation policy marks a significant impact asgenger and freight transportation. The
high degree of depreciation of fixed assets thguire large expenses for their current
detention threatens the loss of technological ktabailways and identifies the need for

investment. The purpose of the investment polipgates and technical re-equipment
production base process, transport, developmetgicbhological and social opportunities for
the development of public transport demand incregsand must ensure the formation of

sources of financing of investment programs.

5. CONCLUSIONS AND POLICY RECOMMENDATIONS

Thus, all the tools of administrative methods ofgmment regulation of tariff for services in

the application infrastructure are important, begrg tool of influence occurs at some point,
that the first legal framework, public order andimaal target programs and targeted funding.
Also, it is clear that economic methods of governtiregulation of pricing on service areas
of operation of railway transport aimed at enhag@ampetition and did not have any impact
on the infrastructure sector since the establishmmematural monopoly sector competition is
not possible. Records obtained in the course alystn the development of government
regulation of pricing on the railways will makeeftfective that today is very important for

both the rail industry and to the economy [10].
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