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REFORMING AND RESTRUCTURING UKRZALIZNYTSIA:
A CRUCIAL TASK FOR UKRAINIAN REFORMERS

Purpose. This article examines options available for Ukraine as the country considers proposals to reform and
restructure Ukrzaliznytsia. Methodology. The basic restructuring options observed internationally are presented,
and the literature concerning their impacts and effectiveness is reviewed. Findings. The creation of competition
among freight train companies has been found to improve system performance, but the EU policy prescription of
complete vertical separation may not be required in order to achieve this. The Americas-style policy of horizontal
separation has also been found to improve system performance, and may be more appropriate for a country as large
as Ukraine and a railway as dependent on freight operations as Ukrzaliznytsia. Originality. Most of the literature on
railways restructuring focuses on vertical separation or third party access, while the focus here is on a policy option
arguably more appropriate to Ukraine. Practical value. Ukraine’s economy is dependent on the efficient shipment
of bulk commodities such as coal, iron ore, steel, and grains — commodities that travel most economically over long
distances by rail. The successful reform and restructuring of Ukrzaliznytsia will be a crucial part of Ukrainian eco-

nomic reforms going forward.
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Introduction

If the Ukrainian economy is to be successfully
restructured going forward, a restructured railway
system will have to be part of the picture.
Ukraine’s economy depends on the production and
sale of a number of bulk commodities, including
coal, iron ore, steel, and agricultural products, that
require shipment by rail in order to reach both do-
mestic and export markets economically.

The Ukrainian Railway — Ukrzaliznytsia, UZ —
was formed as a joint stock company in 2015 from
what had been six separate regional railways, each
with a good deal of autonomy. UZ suffers from ag-
ing locomotives and rolling stock as well as
a badly depreciated infrastructure that causes traffic
bottlenecks at crucial locations. An important first
step in creating a viable railway going forward will
be to find ways to attract investment into the sys-
tem. Given competing demands on government re-
sources, the international experience suggests that
this will likely have to focus on private sector par-
ticipation. Attracting private sector participation, in
turn, will likely require a restructuring strategy that
relies on market forces and competition rather than
government decision makers to direct strategy and
operations into the future.

In this paper we first discuss in more detail the
crucial role that UZ plays in the Ukrainian econ-
omy. We follow with a survey of the world experi-
ence with railways restructuring: a large number of
countries have already undertaken the task of con-
verting aging government-owned monopoly rail-
ways into more dynamic and competitive transport
enterprises, and their experience in very diverse
settings may have important lessons to offer. We
then examine the current state of rail reform plans
in Ukraine. We conclude with discussions of an
alternative path forward that seems most likely to
be successful in Ukraine, based on both the experi-
ence elsewhere and the country’s current situation.

Purpose

The purpose of this article is to examine the op-
tions available for Ukraine as the country considers
proposals to reform and restructure Ukrzaliznytsia.

Methodology

For this purpose, we begin with a more detailed
discussion of the crucial role that Uzrzaliznytsia
plays in the economy of Ukraine. We follow with
a review of the current literature regarding the in-
ternational experience with railway costs and with
different railway reform models.
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Ukrainian Railways and the Ukrainian Econ-
omy. Ukraine’s economy is based on the produc-
tion of bulk commodities that generally travel most
economically by rail — especially given the rela-
tively poor condition of the country’s road and
highway system [3, 4, 8, 51]. Ukraine is among the
top ten world producers of iron ore, steel, coking
coal, wheat, corn, and sunflower oil. Coal (both
utility and coking) is the leading commodity car-
ried by rail, making up about
a fourth of annual volume; steel, iron ore, and re-
lated products make up another quarter; and grains
and building materials make up a good portion of
the rest. Container traffic has a small but growing
presence, especially as  transit traffic.
A good deal of the freight traffic originates in the
east, including coal from the Donbas, iron ore and
steel from the Kryvbas, and import and transit traf-
fic from the Russian Federation.

The railway itself is the fourteenth largest in the
world in track-km and the sixth most densely oper-
ated (as measured by ton-kilometers plus passenger
kilometers per track-km). It is a freight-dominant
railway, carrying the seventh highest total of ton-
km of freight in the world (and not far behind Ka-
zakhstan for sixth place). On the other hand, com-
pared with the railways of other medium to large
countries, UZ also carry a large number of passen-
gers — around twenty percent of traffic, a consid-
erably greater percentage than the Russian and Ka-
zakh railways, for example. The combination of
export traffic and transit traffic makes up 59 per-
cent of the freight tonnage [9]; a significant portion
of this has been freight originating in Russia and
ultimately departing from Ukraine either by rail to
the west (especially to Poland, the Slovak Repub-
lic, and Hungary) or by sea to the south (especially
via greater Odessa).

As noted above, UZ was formed in 2015 from
the six regional railways that had survived
Ukraine’s declaration of independence from the
USSR in 1991, each of which had enjoyed a good
deal of autonomy: the Donets Railway, the Lviv
Railway, the Odessa Railway, the Southern Rail-
way (Kharkiv), the Southwestern Railway (Kyiv),
and the Near-Dnipro Railway (Dnipropetrovsk).
(See Fig. 1.) The Donets, Near-Dnipro, and Odessa
had traditionally been the most heavily used and
the most important for freight, given their locations
centered on coal mining (Donets), iron ore and
steel production (Near-Dnipro), and port activities

(Odessa). Before the formation of JSC UZ in 2014,
both international lenders and local reformers had
expressed frustration at the inability of the central
government and/or railway administration to im-
pose more effective centralized control on these
regional lines.

UZ freight tariffs are set on the same basis that
was used when the Ukrainian railways were a part
of Soviet Railways: on the old tariff book Tariff
10-01. As in Russia, Tariff 10-01 separates freight
tariffs into three broad classes of commodities that
may be roughly categorized as raw materials, in-
termediate goods, and final products:

— Class I commodities include coal, ores, tim-
ber, and construction materials such as sand, stone,
and concrete.

— Class II includes oil, grain, fertilizers, food,
and a broad collection of intermediate goods.

— Class III contains finished chemicals and metals,
machinery, and most finished manufactured goods.

Individual tariffs in each category are then de-
termined using a declining scale for distance of
haul and adjusting for shipment size and charges
for loading and unloading. The overall rationale
behind the tariff structure is basically twofold: to
encourage long-distance shipments at affordable
rates, and to charge for shipping each commodity
no more than a target percentage of its delivered
price [22, 39].

Like many railways around the world, UZ is
required to cross-subsidize loss-making passenger
operations from the profits of its freight operations
[5]. Also like many railways around the world, this
requirement to cross-subsidize passenger opera-
tions has made it more difficult for the railway to
devote sufficient resources to the maintenance of
current equipment and the acquisition of new
equipment [2]. Worse, weak corporate governance
at UZ has led to a procurement system character-
ized by low quality inputs purchased at high cost
[10]. Even more importantly, large, politically influ-
ential shippers pay preferential tariffs that at best
cover only direct costs [11, 45]. The result is that the
locomotive and rolling stock parks are heavily depre-
ciated and generally in poor operating condition;
likewise, the track infrastructure is heavily depreci-
ated and exhibits costly bottlenecks in several regions
of the country [10, 11, 12]. A high priority going
forward will be a reform plan that is able to attract
large flows of investment into infrastructure, locomo-
tives, and rolling stock [2, 6, 7].
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Fig. 1. Six Ukrainian Railways

The World Experience with Railways Restruc-
turing. The decades of the 1990°s and the 2000’s
were everywhere periods of neoliberal reform and
privatization strategies in general and in the rail-
ways sector in particular [19]. As in other infra-
structure sectors, railways reforms around the
world have tended to focus both on the introduc-
tion of private-sector participation and on the pos-
sibilities for the creation of competition in the con-
text of what has been traditionally considered a
natural monopoly. Also as in other infrastructure
sectors, economists around the world have tended
to favor the structural separation of going concerns
as a sort of default option — as the generally pre-
ferred method of restructuring to create competi-
tion among users of a network. It has only been
recently that much scholarly attention has been
paid to the potentially negative cost implications of
this policy in industries as diverse as railways,
electricity, telecommunications, and water [40, 41,
46, 55].

A great deal of the policy debate regarding
railways restructuring has concerned the possible
creation of competition among multiple train-
operating companies over a monopoly track infra-

structure. With this possibility has come the ques-
tion of whether such competition would be more
effective in the presence of complete «vertical sep-
aration» between infrastructure and train opera-
tions, or whether a less drastic «third party access»
regime — under which the incumbent UZ would
remain vertically integrated but would be required
to provide infrastructure access to independent
train-operating companies under regulated terms
and conditions — would be sufficient to support the
introduction of competition, perhaps accompanied
by some kind of «accounting separation» of the
incumbent with the creation of an overall holding
company. Although Britain’s pioneering experi-
ence with complete vertical separation is generally
considered a cautionary tale, the competition direc-
torate of the European Community continues to
push member countries in that direction.

As an alternative, minority voices in the debate
have called for the creation of competition among
multiple vertically integrated railway enterprises —
a strategy sometimes termed «horizontal separa-
tion» to contrast it with «vertical separation» [7,
41]. Under such a strategy, each railway enterprise
runs trains on only the infrastructure that it con-
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trols, but shippers hope to enjoy either «parallel
competition» — competing railway lines serving the
same origin-destination pairs, as is common in the
United States and Canada — or «geographic compe-
tition» — competing railway lines radiating out
from common points, as in Mexico and Argentina.
Fig. 2 shows a stylized version of the Mexican
railway system as it was restructured in the 1990’s,
with three vertically integrated companies compet-
ing mostly to carry freight in multiple directions
between Mexico City and different ports and US
gateways.

One notably successful aspect of the implemen-
tation of the horizontal separation model has been
the attraction of private investments into these rail
systems, initially in the form of bids for multi-
decade franchise rights, and subsequently in the
form of investments in to the infrastructure, loco-
motives, and rolling stock of the newly created
vertically integrated railways. In both Brazil and
Mexico, for example, the governments required the
controlling rights of each franchise to be held by

domestic investors, but encouraged the participa-
tion of international investors. Table 1 shows the
winning bids for the franchise rights that resulted
from the franchising in the two countries and the
lengths of the principal railways. I calculate that
the ten franchised freight railways average just
over 4000 track-km in length, and that the average
winning bid was US$95,700 per track-km, in late
1990’s USS.

Furthermore, in the fifteen years following the
restructuring in Mexico, private investments into
the system totaled over US$6 billion — more than
double the amount required and pledged by the
consortia that won the [53].

As the railways reform debate has progressed
and different options have been pursued in differ-
ent countries, there come to be greater appreciation
of the possibility that different reform strategies
might be appropriate in different countries and en-
vironments. There has in many cases also come to
be a differentiation in the strategic options pursued
for freight and passenger operations [27].

Piedras Negras

Fig. 2. Geographic competition: the restructured Mexican railways
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Table 1

Values of winning bids for Brazilian and Mexican rail concessions. Source: Campos (2001);
Villa and Sacristan-Roy (2013); author’s calculations.

Date of Length (track-km) Winning bid (US$ million, at contemporane-

Concession ous exchange rates)
Mexico
Northeast 1997 4296 $1 400
Southeast 1998 1484 $322
Pacific-Northwest 1998 8 454 $527
Brazil
Oeste 1996 1621 $61.2
Centro-Leste 1996 7 080 $310.7
Sudeste 1996 1674 $871.5
Tereza Cristina 1997 164 $16.5
Sul 1997 6 586 $193.4
Nordeste 1998 4534 $13.1
Paulista 1999 4236 $123.7
Totals 40,129 $3 839
Average 4013 $384
Average omitting Tereza 4441 $425
Cristina
Average US$/km $95,700
Average US$/km, omitting $95,600
Tereza Cristina

Britain is a good example. As mentioned, that
country has been one of the pioneers in the crea-
tion of competition in railways. Originally the fo-
cus was on complete vertical separation and the
creation of competition among multiple independ-
ent train-operating companies in both the freight
and passenger areas. However, eventually it came
to be widely believed that in an era of both wide-
spread automobile ownership and discount airlines,
passenger rail was dependent on government sub-
sidies simply to survive. In that case on-track pas-
senger rail competition was not sustainable, and
the focus of policy moved to the creation of com-
petition for monopoly franchises to control particu-
lar regional passenger rail operations in the tradi-
tion of Chadwick [16] and Demsetz [23].

On the other hand, on the freight side the intro-
duction of on-track competition has led to vigorous

duopoly competition between the old English,
Welsh, and Scottish Railway (EWS, now a sub-
sidiary of the German rail freight company DB
Schenker) and Freightliner [36]. More generally,
around the world, freight-dominant railway sys-
tems pay their own way without large-scale gov-
ernment subsidies, and in fact generally earn prof-
its, pay taxes, and cross-subsidize passenger opera-
tions.

Empirical efforts to evaluate systematically the
outcomes of the recent spate of railways reforms
around the world, and especially to isolate the rela-
tive performance of different reform models, have
been hampered by problems of data availability
and quality, the short time period involved since
reforms have been implemented, differences
among railways sectors in different countries, and
the possible endogeneity of reforms — both the re-
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form decision itself and the reform path chosen.
The best and most recent studies suggest that most
reform efforts have led to improved efficiency,
though in addition to possible endogeneity one
possible explanation here is simply that increased
attention to industry structure and efficiency by
itself leads to improvements. Among the more spe-
cific findings:

— Where competition has been created among
multiple train-operating companies (TOC’s) — so-
called «above-the-rail» competition — for passen-
ger operations, the European experience suggests
that generally fares have been reduced and services
have improved, but costs have increased, presuma-
bly reflecting the sacrifice of firm-level economies
of density of operations [36, 37, 48].

— Where competition has been created above-
the-rail for freight, the European experience has
been more conspicuously successful, with incum-
bents in several countries rapidly losing market
share to more nimble entrants [20, 24, 31].

— In general, reforms that have allowed addi-
tional TOC’s to use the infrastructure have been
found to increase operational efficiency as meas-
ured by data envelope analysis and stochastic pro-
duction frontiers [21, 29, 49]. However, it is not at
all certain that complete vertical separation is more
conducive to the introduction of competition or to
increased efficiency than is a third party access
model, perhaps structured around accounting sepa-
ration of the incumbent [35, 49].

— The alternative strategy of horizontal separa-
tion of freight railways — the creation of multiple
competing vertically integrated freight railways —
has in several cases succeeded in attracting a great
deal of private investment into previously mori-
bund state operated railways and diverted signifi-
cant levels of traffic from road back to rail, to the
benefit of shippers, the broader economy, and the
environment [15, 25, 32, 52, 53].

— The vertical separation and third-party access
models have mostly been applied in small-to-
medium sized countries in Europe where passenger
operations dominate the railways business. The
horizontal separation model has mostly been ap-
plied in larger countries in the Americas where
freight operations dominate the railways business —
though some smaller Latin American countries
have followed this strategy as well, including Co-
lombia, Peru, and Uruguay [32, 41].

Of course any discussion of the restructuring of

existing railway enterprises raises the issue of the
structure of railway costs. This is an issue that has
been much examined in the empirical literature,
though there are inevitably differences in results
based on samples, assumptions, and techniques.
We may summarize the discussion regarding three
important aspects of railway cost functions as fol-
lows:

— It seems by now well established that there
are economies of vertical integration in railways,
and thus that complete vertical separation increases
transactions costs and operating costs — though the
magnitude of increase is very much in dispute.
Vertical separation seems to increase costs more
than otherwise a) in rail systems that are very
densely operated, and b) in rail systems with a high
proportion of freight traffic vis-a-vis passenger
[27, 35]. The former likely reflects straightforward
advantages of intrafirm rather than intrafirm coor-
dination of operations, while the latter likely re-
flects the greater track wear caused by heavy
freight trains, and the difficulty of getting the inter-
firm incentives set just right to address that prob-
lem [44].

— Economies of scale, as measured by system
size, seem to be exhausted at relatively moderate
scales of operation. Savignat and Nash [50] report
a consensus in the literature that only relatively
small railways operate at a level of unexhausted
economies of system size, and Wilson [54] finds
that at the mean of his sample, US class I railways
are operating with slight diseconomies of system
size. The results of Bitzan [13] suggest a flattening
of the cost curve for system size at around 5 000
miles, while Chapin and Schmidt [17] also find
a flattening of the cost curve, but at about twice
that mileage level. More recently, Christensen As-
sociates [18] conclude that all the major U.S. rail-
ways are operating in a range of constant returns to
scale, and have been for many years. Note that the
average size of the concessions granted in Brazil
and Mexico was in the 4000-4500 track-km range
(Table 1).

— It appears, on the other hand, that economies
of scale as measured by density of operations per-
sist in more railway settings. Econometric studies
have generally found that most existing freight
railways are operating at levels where economies
of density are not yet exhausted; this is the conclu-
sion of a review of the literature by Savignat and
Nash [50] and of studies of US class I railways by
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Wilson [54], Ivaldi and McCullough [29], and Bit-
zan [13]. Only recently has Christensen Associates
[18] concluded that the major U.S. railways have
likely exhausted all available economies of den-
sity, which is consistent with widespread reports of
congestion and the difficulty of securing service on
the major lines.

Findings

Ukraine by now has a long history of an-
nounced plans for restructuring the Ukrainian
Railways, but unfortunately very little record of
actually implementing changes [1]. Governments
introduced detailed reform plans in 2006, then
again in 2009, and then again in 2011, with the
2011 plan looking very much like the Russian
plan: three stages of reforms, beginning with the
creation of a single joint stock company Ukrzal-
iznytsia and the separation of the operating and
regulatory functions of the existing railways, mov-
ing through the spin-off of noncore activities, the
elimination of the requirement that freight opera-
tions cross-subsidize passenger operations, and the
freeing of tariffs for goods enjoying a «competitive
transport market», and concluding by 2019 with a
system of «equal access to the infrastructure facili-
ties for all economic entities». Thus far the crea-
tion of JSC UZ has been the only significant result
of the reform plans.

Since there were apparently no plans in
Ukraine (again as in Russia) to separate control of
the incumbent infrastructure from the incumbent
locomotives and train operation, the broad plan just
described sounded like it might refer to an eventual
third party access regime, with independent carri-
ers owning their own locomotives and running
their own trains over the UZ infrastructure. In fact,
however, in both Ukraine and Russia one stated
goal of the reforms was to allow privately owned
and operated passenger trains, but not — or at least
not mentioned — freight trains [42].

All this changed in 2015, as the Infrastructure
Ministry under Andriy Pyvovarsky introduced leg-
islation, enacted by the Rada, that would «corpora-
tize» but not «privatize» JSC UZ while allowing
entry into the market by independent train operat-
ing companies carrying either passengers or
freight. UZ as the infrastructure operator would be
required to provide non-discriminatory access to
the infrastructure under a regulated set of tariffs,

which would be monitored and regulated by a Na-
tional Commission on Transport Regulation. That
new commission would also regulate some passen-
ger and freight tariffs, but others would be freed.
An infrastructure maintenance and investment fund
would be created through a specified component of
both shipper tariffs and access charges.

In other words, Ukraine has taken the first steps
toward emulating the European rail restructuring
model of third-party access (though not full verti-
cal separation) regimes for both passenger and
freight, with UZ continuing to operate its own
trains in competition with independent TOC’s.

This reform model clearly has the potential to
stimulate significant improvements vis-a-vis the
UZ status quo. As noted above, third-party, inde-
pendent freight TOC’s have offered quite effective
competition to incumbent, vertically integrated
TOC’s in a number of European countries — begin-
ning in the east in Poland and Romania, but gradu-
ally moving west, especially as German incumbent
DB and French incumbent SNCF have begun of-
fering services in other countries. Particularly in
Eastern Europe, some of the new TOC’s entering
into freight service have been large shippers of
bulk freight integrating backward into transport
operations in order to create alternatives for ship-
ping both their inputs and their outputs. The result
has been new investments not only in rolling stock
but also in locomotives, as well as increased op-
tions and improved service for shippers, thus
strongly supporting economic growth.

It seems likely that a number of large Ukrainian
shippers would be candidates for backward vertical
integration into TOC’s in order to improve the
quality of their own logistics (or to obtain better
service from UZ by threatening to do so), includ-
ing the agribusinesses Kernel and Nibulon and coal
miner and electricity generator DTEK. Similarly,
based on their past and current strategies, one
would expect not only Germany’s DB and
France’s SNCF but also Poland’s PKP and, in a
hoped-for peaceful future, Russia’s RZhD to be
interested in extending their train operations into
Ukraine, if given the opportunity.

The appearance of independent passenger
TOC’s seems less likely, though certainly not im-
possible. As noted above, in most countries pas-
senger rail services would not survive without sub-
sidies from either governments or freight opera-
tions, so the likelihood of the entry of a second
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passenger TOC into the market to offer competi-
tion to a (presumably government-subsidized) UZ
passenger TOC seems not high. An exception
might be at the high end of the market; in Russia,
for example, two high quality TOC’s have entered
the popular Moscow-St. Petersburg market to offer
high end service at unregulated rates [28, 34].

What about resources for investment into the
infrastructure? This is where the international ex-
perience with the third party access reform model
has been less conspicuously successful. As noted
above, the Ukrainian plan calls for the formation
and segregation of an investment fund that would
be financed through a specified component of both
shipper tariffs and access charges. If this mecha-
nism works as intended, it could solve the common
problem of the difficulty of funding state-owned
railway infrastructure. However, based on world-
wide experience, one may justifiably harbor doubts
that both UZ management and the government will
be able to show the discipline to use such a (poten-
tially) large pot of funds for their intended pur-
poses only [2, 41].

A sober prediction may be that the current
Ukrainian reform plan may be quite successful in
encouraging private investment in rolling stock and
locomotives and in creating competition for freight
railroad haulage and perhaps even passenger rail-
road service, but ultimately a disappointment in
encouraging and protecting the infrastructure in-
vestments required for the successful operation of
a modern, heavily used freight railway. Since, as
noted at the beginning of this paper, this issue is
likely to be a crucial one for the future effective-
ness of UZ in contributing to Ukrainian economic
reform and growth, this may be a serious drawback
to the adoption of this reform model in Ukraine.

And this in turn may argue for consideration of
an alternative reform plan: a Mexican-style divi-
sion of the entire UZ enterprise into two or three
independent, vertically integrated railway compa-
nies, competing for the business of shippers mostly
at points commonly served but perhaps over some
parallel lines as well. This option has been seri-
ously discussed, though so far rejected, as a reform
plan for RZhD in Russia [26], and it would appear
to hold a number of attractions for Ukraine as well
— though a number of complications as well. Fig. 3
shows one published version of a Russian scenario.

The main advantages of such a plan are
straightforward to list: the creation of competition

for shippers, the maintaining of economies of ver-
tical integration, and the likely willingness of pri-
vate investors to offer significant bids for long-
term franchise fees and, upon winning a franchise,
to invest significant amounts into the maintenance
and upgrading of their new railway infrastructures.
As noted above, for the 10 railways franchised in
the late 1990’s in Brazil and Mexico, the winning
bid was almost US$100,000 per track-km. The In-
ternational Transport Forum calculates that just
under 50 percent of the substantial investments
made by the two largest Mexican concessionaires
between 2007 and 2012 were allocated to track
infrastructure — about US§1 billion total over that
six-year period [38].

The most important points for originating traf-
fic on UZ are the coal mining areas around Do-
netsk in the east and the iron ore and steel making
areas around Dnipropetrovsk and Kryvyi Rih in the
center-east. The port area around Odessa both orig-
inates and terminates a good deal of Black Sea
freight. Generally, the heaviest freight flows go (or
have gone until recently) directly between the Rus-
sian border, through the Donbas and the Kryvbas,
and either to the Odessa port area in the south, to
Kyiv in the center north, or to the western border
crossings with Hungary, the Slovak Republic, and
Poland.

Thus in the same way that both published sce-
narios for horizontal separation in the Russian
railways begin with the notion of geographic com-
petition based on multiple railways serving the
coal-producing Kuzbas from different directions
[26, 47], a promising basis for horizontal competi-
tion in the Ukrainian railways in a hoped-for
peaceful future could be the creation of an east-
facing railway connecting shippers originating
coal, iron ore, and/or steel products with border
crossings of the Russian Federation. RZhD would
likely be one of several bidders for the franchise
rights for this «Eastern Ukrainian Railway».

At the western termination points of this East-
ern Ukrainian Railway, the track infrastructure
serving multiple shippers could be jointly con-
trolled — as it is in Mexico — by the railway com-
panies competing to carry freight in both directions
as well as either the regional or federal government
and/or the most important shippers themselves.
From those points at the western termination of the
Eastern Ukrainian Railway, either one or two addi-
tional railway enterprises could be created. The
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map on the Fig. 4 adds two independent railways
heading west from the coal and steel regions, with
shippers at Kharkiv enjoying geographic competi-
tion from three railways heading in three different
directions, shippers at Kyiv, Odessa, and points in
the Donbas and Kryvbas served by two railways,

and both eastern and western borders served as
well by two railways. Both large domestic shippers
and foreign railway companies like Deutsche
Bahn, PKP, and SNCF are potential bidders for the
long-term franchise rights to such railways [43].

Analysis of the Feasibility to Divide the Single Business Entity (Russian RailwaysJSC) into Several Vertically

Integrated Companies (VICs) Competing among Themselves

\)

Northemn VIC Work distribution among VICs:
1. Northern VIC
anunzpad ) g “ ﬂ .
48

Focused on the Kuzbass — Northwest flow, participates in forming and
advancing the North — South flow in its service range. Competes with the
Southem VIC when relocating the Centre — Volga Region — Ural Mountains
flow. and probably competes for part of the Kuzbass — Centre flow.

el N e »g,P Northern VIC

tﬂg«e ‘aped

okl T Focused on the Kuzbass — Azov-Black Sea Traffic Centre and North — South
~ 5 '(, o flows, maintains the Centre — West flow, competes with the Northem VIC
when relocating the Centre — Volga Region flows, and also probably for part
of the Kuzbass — Centre flow.

Eastern VIC

f_, ) ,.'_ :
y

TA-IYR,

Focused on the work with the Kuzbass — Far East Traffic Centre cargo
flow, forms and sends the Kuzbass — Northwest and Kuzbass — Azov-
Black Sea Traffic Centre flows to the Northem and Southem VICs.

A

>

—

Eastem VIC

transportation with the use ofits infrastructure.

Each VIC services customers located in its region of activity and performs the domestic and international freight

Fig. 3. One plan for a horizontally separated Russian railways system, from the Institute
of Natural Monopolies Research, Moscow (RSPP, 2013)
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Fig. 4. One possible plan for three competing, horizontally separated railways in Ukraine
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Obviously, however, much more work would
have to be done to actually craft three (for exam-
ple) potentially coherent railway enterprises from
the overall national network.

Originality and Practical Value

For now, at least, Ukraine labors under the sig-
nificant burden of active hostilities in its eastern
region at the same time as politicians, activists, and
analysts work to create and implement economic
reforms that would successfully create a dynamic
and productive market economy. At a time when
even the overall outlines of the future Ukrainian
economy are uncertain, the railways are not at the
top of many lists for attention. Yet Ukraine’s
economy of resource extraction, heavy industry,
and agriculture promises to be dependent the exis-
tence of a reliable railway system for quite a long
time, and a successful effort to get railway reforms
right would be an important step in that direction.

To date, the European experience with vertical
separation and third-party access regimes has ap-
peared to enjoy considerably greater influence in
the Ukrainian railways reform debates (and the
Russian, and the Kazakh) than has the North and
South American experience with horizontal separa-
tion. This is probably unfortunate, since the size of
the country as well as the dominance of freight in
its railway operations arguably makes the latter
experience more directly applicable, and more
likely to be adaptable in a straightforward manner
to the Ukrainian context. In particular, if the coun-
try continues along the basic path of the European
railways reform agenda, it is likely to achieve the
same results: increased private investment in roll-

ing stock, but continued dependence on the unreli-
able state budget for funding for both locomotives
and infrastructure.

Conclusions

As conclusion I have argued here that the North
and South American experience suggests that
a country like Ukraine could use the horizontal
separation strategy to carve two or three independ-
ent, vertically integrated freight railways from the
existing system, railways of a size that has been
shown to be viable in Brazil and Mexico, and that
in a hoped-for peaceful future, international inves-
tors would likely be willing to bid large amounts
for control rights to railway franchises so created
as well as to then spend large amounts of their own
capital to upgrade the competing regional railways.
I have argued that the principal advantages of such
a reform strategy are the creation of rail competi-
tion at multiple locations, the preservation of econ-
omies of vertical integration, and the likely elimi-
nation of the need for the Ukrainian railways to
remain in the lengthy queue for government re-
sources to upgrade and maintain the rolling stock,
locomotives, and infrastructure.

Whether such a scenario is in fact the optimal
path for the Ukrainian railways going forward is
a question that clearly merits much deeper exami-
nation. The stakes at issue suggest that a simple
decision to follow the previously adopted Russian-
style reform plan may lock out the potential for
much more promising options, and for a more dy-
namic and vibrant railway to support Ukrainian
economic growth.
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PE®OPMYBAHHA TA PECTPYKTYPU3AIIA YKP3AJII3HUILL:
KJIOYOBE 3ABJIAHHS JIJIS1 YKPAIHCBKUX PE®@OPMATOPIB

Mera. VY maHiii cTaTTi pO3TIIAOAIOTHCA BapiaHTH peOpMyBaHHS Ta PECTPYKTYpHU3allil YKp3ami3HHMII, TOCTYIHI
s Ykpaian. MeToauka. HaBeneHi OCHOBHI BapiaHTH PeCTPYKTYpH3allii, OTPIMaHI MIISIXOM aHANI3Y JiTepaTypHIX
JOKEpeI, sIKi CTOCYIOThCS MDKHApPOJHOTO JIOCBiAYy pedopMyBaHHS 3aii3HUYHOTO Tpancnopty. Pesyiabratu. CTBO-
PEHHS KOHKYPEHIIii cepell BAHTAXKHUX 3aJi3HUYHUX KOMITaHIH MOMIMITY€ MPOAYKTUBHICTh CUCTEMH, ajie TOCATHEHHS
BKa3aHOTO pE3y/lbTaTy HE BHMara€ B yciX BHUMamkax peamizanii momituku €C CTOCOBHO MOBHOTO BEPTHKAIBHOTO
PO3MOUTY JISUTBHOCTI 3alli3HUIb. ByJI0 BCTaHOBJIEHO, IO MOJITHKA TOPU30HTAIBHOTO PO3MOALTLY, SIKa 3aCTOCOBY-
erbest Ha 3aizHuLsIX CLIA, Takox crpuse MiZBUIIEHHIO MPOXYKTUBHOCTI CHCTEMH 1 MOXe OyTH Oiibll e(eKTHB-
HOIO JIJIsl KpaTHHU Takoro po3Mipy, Sk YKpaiHa Ta Juls Takoi 3ali3HUYHOI KOMITaHii, ik YKp3ani3Huus (KoTpa nepesa-
JKHO 3aJICKUTH BiJl BAHTAXHUX IrepeBe3eHb). HaykoBa HoBu3Ha. Bennka yacTuHa siTepaTypH i3 pecTpyKTypH3anii
3aJII3HUIb 30Cepe/DKEHa Ha BEPTHKAJIBHOMY pO3IOJiI abo JOCTYIy TpETiX CTOpiH, y TOW Yac sk B AaHiil poOoTi
(oKyC 3HaXOIUTHCS Ha TOMY BapiaHTi IIOJNITHKM, SKHH, MOMJIMBO, OUIBII MiAXOAWTH JUIl YKpaiHu.
[pakTnuna 3HaynMicTs. ExoHOMIKa YKpaiHU 3aJeXUTh BiJ e()EKTUBHOIO TPAHCIIOPTYBAHHS HABaJbHHX BaHTa-
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XKIB, TAKUX K BYTLDIS, 3aJli3Ha pyAa, CTallb, 3¢PHO — TOBapiB, SIKi Ha JaieKi BijAcTaHi HAWOLIBII €eKOHOMIYHO BHTIM-
HiIlIe TIePEBO3UTH 3a]i3HUICI0. Y crilHe peopMyBaHHS Ta PECTPYKTypHU3alliss YKp3ami3HULI Oye BaKITUBOIO Yac-
THHOIO MaiOyTHIX YKPaiHCBKUX EKOHOMIYHUX pedopM.

Knrouosi crosa: Yxp3anizHULS; 3ai3HALI; peOpMyBaHHS; PECTPYKTYPH3ALlisl; BEPTUKAIbHUN PO3IIOILT; TOPH-
30HTAJIBHUN PO3MOJILT; KOHKYPEHIIis; IHBECTHIIIT

P. IUTTMAH"

I*MHHI/ICTepCTBO FOctrumn CIIA, AHTHTPECTOBCKHIT OT/IEI, IPyIIa SKOHOMUYECKOH sKcneptsel, 450 5 St., NW, No. 9004,
Washington, DC, 20530, USA, ten. +1 (202) 307 63 67, sn1. mouta Russell.Pittman@usdoj.gov, ORCID 0000-0001-9498-0561

PE®OPMUPOBAHUE U PECTPYKTYPU3ALIUA YKP3AJ/IU3HBILIN:
KJIFOYEBOE 3ATAHUE JJI1 YKPAUHCKUX PE®@OPMATOPOB

Heab. B nanHo# crarthe paccMaTpUBAIOTCS BapUaHThl peOpMUPOBAHHS M PECTPYKTYPU3ALMU Y KP3aJIU3HBILH,
JocTynHele st Ykpaunsl. Meroauka. [IpuBeeHbl OCHOBHBIE BApUAHTBl PECTPYKTYPU3ALUH, IOJYyUCHHBIE ITyTEM
aHaJIM3a JINTePaTypPHBIX CTOYHUKOB, KACAIOIINXCSl MEXIyHApOHOTO OIBITa pePOPMUPOBAHUS KEIE3HOJOPOKHOTO
TpaHcnopTa. Pe3ysbTaThl. Bulo ycTaHOBIEHO, YTO CO3JaHUE KOHKYPEHLIUU CPEAU IPY30BBIX XKEIE3HOJOPOXKHBIX
KOMITAaHHUH yJTydIaeT MPOU3BOIUTEIBHOCTh CHCTEMBI, HO TOCTHXXECHUE YKA3aHHOTO pe3ynbTara He TpeOyeT BO BCeX
cirydasx peanuzanuy HonmnTHkd EC B OTHOIICHHMH MOJTHOTO BEPTHUKAJIBHOTO PACHPENECNICHNS IESTEIbHOCTH XKEe3-
HBIX JIOpPOT. BBIIO ycTaHOBIIEHO, YTO MOJIMTHKA TOPU3OHTAIBHOTO pacIpeAeIeHus], KOTopasi MPUMEHIETCS] Ha XKe-
ne3nsix poporax CIIIA, takxe CIOCOOCTBYET MOBBIMICHUIO NMPOM3BOAUTENFHOCTH CHCTEMBI U MOXKET OBITH Ooiee
3¢ hexTUBHON TSI CTpaHBI TAKOTO pa3Mepa, Kak YKpanHa W U TAKOW JKEJIEe3HOJIO0POKHOW KOMITaHUH, KaK YKp3a-
JU3HBILA (KOTOpasi B OCHOBHOM 3aBHCHUT OT TPy30BbIX NepeBo3ok). HayyHast HoBu3HA. borbas qacTs muTepaTypsl
[0 PECTPYKTYPHU3AIMH KEJIE3HBIX AOPOT COCPEOTOUEHA HAa BEPTUKAIBHOM pACHpeAeseHUN WIN AOCTYIE TPEThUX
CTOpPOH, B TO BpeMsl KaK B AaHHOIl paboTe (OKyc HaXOJUTCS HA TOM BapUaHTE IOJUTHUKH, KOTOPBIH, BO3MOXKHO, 00-
jee moxxoauT aius YkpauHbl. IlpakTHueckasi 3HAYMMOCTh. DKOHOMHKA YKpawHbBI 3aBHCUT OT 3((EeKTHBHON
TPAHCHOPTUPOBKM HABAJIOYHBIX IPY30B, TAKUX KaK yroJib, XeJe3Has pyAa, cTalb, 36pHO — TOBApOB, KOTOpBIE Ha
JIaNIbHHAE PAacCTOsHUS Hanbojee SKOHOMUYECKH BBITOHEE IIEPEBO3UTD I10 XKeJIe3HOH Jtopore. YcrnemHoe pedopmu-
pPOBaHME M pECTPYKTypH3auusi YKp3IM3HBIIN Oy/leT BaXXHOM 4acThio OyIyIIMX yKPaMHCKHX 3KOHOMHYECKHX pe-
thopm.

Kniouesvle cnosa: YKp3adu3HBILS; KeJ€3HbIE JOPOTH; pedOpMUPOBAHHE; PECTPYKTYypH3alus; BEPTHKaJIbHOE
pacnpeseneHre; TOpU30HTANIBHOE PACIpeieNICHUEe; KOHKYPEHIUS; MHBECTHIIUU
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