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Abstract

SERVICES TRADE RESTRICTIVENESS INDEX:
TRANSPORT AND COURIER SERVICES

by

Massimo Geloso Grosso, Hildegunn Kyvik Nordas, Asako Ueno, Frederic Gonzales,
Iza Lejarraga, Sébastien Miroudot, Dorothée Rouzet

This paper presents the services trade restrictiveness indices (STRIs) for transport and
courier services. The STRIs are composite indices taking values between zero and one, zero
representing an open market and one a market completely closed to foreign services
providers. The indices are calculated for 40 countries, the 34 OECD members and Brazil,
China, India, Indonesia, Russia and South Africa. This report presents the first vintage of
indicators for transport and courier services and captures de jure regulations in force in 2013.
The STRI supports the view that these services are subject to very different regulatory
frameworks and, in some cases, to a relatively elevated degree of regulation. Indices for air
transport covering measures affecting commercial establishment and accompanying
movement of natural persons are on average quite high (0.43), with little variation across
countries. A preliminary assessment of restrictiveness in cross-border trade in the sector
shows that, while some progress in easing restrictions has been achieved through open skies
agreements, significant limitations remain in place. The maritime transport sector is
moderately open with an average STRI of 0.25. Foreign equity restrictions are still quite
common in the sector and contribute significantly to the index. Most other sector-specific
restrictions are found in the cabotage market and in ports. In road freight transport, the results
confirm that the domestic road freight transport regime has been significantly liberalised over
the years, and currently commercial establishment in the sector is largely affected by
horizontal measures. The overall level of restrictiveness is relatively low with an average of
0.16, but exhibits pretty large variation. With respect to rail freight, the STRI also supports the
view that considerable reforms have been undertaken in the sector in the past decades. The
average level of restrictiveness is moderate at 0.22, although two countries maintain a
statutory state-owned monopoly, which implies that the sector is completely closed to foreign
suppliers. Finally, for courier services the results show that the overall level of restrictiveness
is moderate with a sample average of 0.26. There is, however, large variation in STRI indices
among countries. The elevated levels of restrictiveness are found in countries where foreign
equity restrictions or statutory monopolies exist.

Keywords: Services trade, services trade restrictions, transport services, courier services,
regulation.

JEL classification: F13, F14, K33, L87, L91, L92, L93
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Executive summary

This paper presents the Services Trade Restrictiveness Index (STRI) for transport and
courier services, covering in the transport sector air, maritime freight transport, and road and
rail freight. The indices are developed for OECD countries and the key partners (Brazil, the
People’s Republic of China, India, Indonesia, the Russian Federation and South Africa).
Transport and courier services account for more than 5% of GDP and employment in OECD
countries, and constitute more than 20% of trade in services. These services are not only
extensively traded in their own right, but also are intermediate services for other kinds of
trade. They are at the core of recent developments towards international integration of
economic activity, characterised by networked production and just-in-time supply
management, with the related demand for door-to-door services.

The STRI supports the view that air transport services are subject to a relatively high
degree of regulation. Trade in the sector is affected by restrictions contained in bilateral air
services agreements, as well as a range of domestic measures restricting foreign establishment
and competition in the sector. Indices covering measures affecting commercial establishment
and accompanying movement of natural persons are on average quite high (0.43), with little
variation across countries. Restrictions on foreign entry feature prominently, where significant
impediments remain in the form of foreign equity limits, and on the nationality of board
members and managers of air carriers. Barriers to competition also play an important role,
notably non-competitive airport slot allocation.

A preliminary assessment of restrictiveness in cross-border trade has also been made for
air services, by deriving unilateral indices from information contained in bilateral and
plurilateral air services agreements. The pattern that emerges shows that, while some progress
in easing restrictions has been achieved through open skies agreements, significant limitations
remain in place. It is too early though to draw firm conclusions from the findings on the
sample of bilateral agreements presented, since the database is still under development. This
is an initial attempt to capture restrictiveness in this mode of supply in light of its importance
for trade in the sector. Further work will be undertaken in the future as the information base
improves.

As regards maritime transport, the sector is moderately open with an average STRI
index of 0.25, ranging between 0.07 and 0.44. Restrictions on foreign entry have the greatest
impact, with several countries restricting foreign ownership in the sector. Most other sector-
specific restrictions are found in the cabotage market and in ports. Among the countries
included in the STRI for maritime services, only a few have no restrictions on cabotage and
impediments in ports are also widespread. There are few restrictions on international maritime
transport, even though several countries maintain cargo reservation schemes on their books.
Cargo reservations, however, may not be enforced, due to the difficulties of monitoring
compliance in modern shipping hub and spoke networks, with extensive transhipment that
have developed to support containerised cargo.

In road freight transport, the owverall level of restrictiveness for commercial
establishment and accompanying movement of natural persons is relatively low with an
average of 0.16, but exhibits pretty large variation. This is for the most part due to the more
elevated levels of restrictiveness in some of the key partners. Restrictions on foreign entry,
and restrictions to movement of people contribute the most to the results, followed by barriers
to competition. The results confirm that, although heavily regulated in the past, the domestic
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road freight transport regime has been significantly liberalised over the years, and currently
commercial establishment in the sector is largely affected by horizontal measures. Few
sector-specific measures remain in place, including foreign equity limits, exemptions of road
freight carriers’ agreements from competition law, economic needs tests in order to obtain a
permit to practice, and pricing guidelines for road hauliers.

However, cross-border trade in road transport services remains heavily restricted in
several countries, where the sector is governed by a system of bilateral and plurilateral
agreements. Such agreements typically provide for permits, quotas and other impediments.
Restrictiveness in this mode of supply for road freight transport will be subject to future
investigation.

With respect to rail freight, the STRI also supports the view that considerable reforms
have been undertaken in the sector in the past decades. The average level of restrictiveness is
moderate at 0.22, but the variation is large ranging from less than 0.1 to one. The countries
with a completely closed market maintain statutory state-owned monopoly in the sector, while
transit is also negligible. The two areas that contribute the most to the index are restrictions
on foreign entry and barriers to competition. A number of countries limit entry into this
sector.

Rail freight is a network industry subject to economies of scale and network effects. It is
clear from the analysis that there is no one size fits all solution to how rail transport should be
structured and regulated. The STRI therefore distinguishes between two basic types of market
structure, vertical integration and vertical separation, and does not pass judgement on which
one is the better. However, once the market structure is given, there is a higher degree of
consensus on what constitutes best practice regulation. Deviation from best practice
regulation contributes the most to the index under barriers to competition.

For courier services, the results show that the overall level of restrictiveness is moderate
with a sample average of 0.26. There is, however, large variation in STRI indices among
countries ranging from 0.07 to 0.87. Restrictions on foreign entry contribute significantly to
the results for the countries where foreign equity restrictions or statutory monopolies exist.
Barriers to competition, such as preferential tax or subsidy treatment for the designated postal
operators (DPOs) and lack of measures to avoid cross-subsidisation, also have a substantive
impact on many countries.

Postal reforms have been undertaken in many countries since the 1990s. The STRI for
courier services seems to reflect such liberalisation efforts; however, it also shows that there
remains the need to ensure a level playing field between the DPOs and private operators.
Courier services play an important role in modern logistics chains and highly depend on
physical means of delivery, particularly air and road transport services. An interesting
question for further research is to combine the STRI results for transport and courier services
with the forthcoming STRI for logistics services to see the overall level of restrictions on
seamlessly integrated production and services networks.

The weights used to calculate the STRI for these services from the qualitative database
rely on expert judgement. Sensitivity analysis indicates that the results are not very sensitive
to the choice of the weighting scheme. Once again, it should be noted that the indices are
preliminary since the database is still under verification and peer review.

OECD TRADE POLICY PAPER N°176 © OECD 2014
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1. Introduction

The OECD Services Trade Restrictiveness Index (STRI) project was launched by the
Trade Committee in June 2007 as a tool for quantifying barriers to trade in services at the
sectoral level (OECD, 2007). This paper presents the indices for transport and courier
services; transport services cover air transport, maritime freight transport, and road and rail
freight. The major outputs from the project are:

e A regulatory database, providing detailed information on current laws and regulations
affecting international trade in services; and

e  Trade restrictiveness indices which provide a snapshot of the trade policy stance at a
particular point in time.

The index methodology to quantify services trade barriers was pioneered by the
Australian Productivity Commission in the late 1990s. Several institutions, including the
OECD (see e.g. Dihel and Shepherd, 2007) and the World Bank (Borchert et al., 2012) have
developed services trade restrictiveness indices since then. Additional work has also been
undertaken for some specific transport sub-sectors. In aviation, the WTO has developed the
Air Liberalisation Index (ALI), which includes market access provisions of more than 2000
bilateral air services agreements." In addition, the World Bank has recently conducted a
systematic analysis of a range of bilateral road transport agreements in different regions, and
developed indices of the economic importance of agreements (Kunaka et al., 2013).

The STRI project builds upon these efforts, but goes beyond them in several ways. First,
it creates regulatory profiles and indices for a large number of countries with a harmonised
dataset based on actual laws and regulations, which allows for cross-country comparisons of
trade barriers. In air transport, it also develops indices based on restrictions contained in
bilateral and plurilateral air services agreements, on the basis of the actual texts of the
agreements. Such indices could in the future be integrated with investment and other domestic
measures to provide an overall level of restrictiveness. Furthermore, to our knowledge, no
services trade restrictiveness index has been developed in the courier sector.

The STRI database contains information on market access, national treatment, relevant
domestic regulation and administrative procedures in all 34 OECD Member countries, and the
key partners (Brazil, China, India, Indonesia, the Russian Federation and South Africa). In
light of the importance of bilateral agreements in aviation, the STRI for this sector takes into
account also bilateral measures as opposed to only unilateral, MFN restrictions.? The sources
of information for the database are laws and regulations in each country,® as well as the

1. The indicators draw from information contained in the World Air Services Agreement (WASA)
database published by ICAO, and have been developed in 2005 and 2011 (WTO, 2006). For the
2011 data, see www.wto.org/asap/.

2. In general, the STRI database records policy measures applied on a most-favoured nation (MFN)
basis. Therefore, the STRI records the level of openness towards third countries and does not
take into account preferential agreements. For instance, the database for European Union
members records legal provisions applying to services suppliers from outside the European
Economic Area.

3. For federal states, where the sector may be regulated at the sub-federal level in addition to
federal laws and regulations, a representative state or province was chosen based on output,
population and/or the location of the largest city: New South Wales (Australia), Sao Paulo
(Brazil), Ontario (Canada), Province of Beijing (China), Bavaria (Germany), National Capital
Territory of Delhi (India), Special Capital Region of Jakarta (Indonesia), Federal District of
Mexico (Mexico), Oblast of Moscow (Russian Federation), Canton of Zirich (Switzerland),
State of New York (United States).

OECD TRADE POLICY PAPER N°176 © OECD 2014
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bilateral or plurilateral agreements. Each entry is documented by reference to the source. Each
member has verified its data and the database has been subject to peer review. The qualitative
information contained in the database is transformed into numerical values in the STRI
indices.

The next section of the paper reviews the definitions of transport and courier services
and describes the principal characteristics of these services. Section 3 and 4 present a
description of the measures included in the indices and the different classification schemes
used in the analysis, respectively. Section 5 then sets out the methodology for developing the
STRI for these services, and Sections 6 and 7 present the results along with sensitivity
analysis. The last section concludes.

2. Definition and characteristics of transport and courier services

Table 1 presents the definition of transport and courier services covered in the STRI
according to the WTO Services Sectoral Classification List (MTN.GNS/W/120, hereafter
referred to as W/120), which is based on the Provisional Central Products Classification (CPC
Prov.). The W/120 classification is used by most countries to schedule specific commitments
under the General Agreement on Trade in Services (GATS).* The coverage of these services
is broadly similar in the Extended Balance of Payments Services (EBOPS) classification,
which is commonly used for reporting trade in services; and the International Standard
Industrial Classification (ISIC), which is used for reporting foreign direct investment, foreign
affiliate sales and production.

Table 1. Definition of the transport and courier sector

W/120 CPC Prov.
Transport
Air 11.C.a. Passenger transportation 731
11.C.b Freight transportation 732
11.C.c Rental of aircraft with crew 734
11.Cd Maintenance and repair of aircraft 8868
11.C.e Supporting services for air transport 746
Maritime 11.Ab Freight transportation 7212
11.Ac Rental of vessels with crew 7213
11.Ad Maintenance and repair of vessels 8868
11.Ae Pushing and towing services 7214
11.Af Supporting services for maritime transport 745
Road 11.F.b Freight transportation 7123
11.F.c Rental of commercial vehicles with operator 7124
11.F.d Maintenance and repair of road transport equipment 6112+8867
11.F.e Supporting services for road transport services 744
Rail 11.E.b Freight transportation 7112
11.E.c Pushing and towing services 7113
11.Ed Maintenance and repair of rail transport equipment 8868
11.E.e Supporting services for rail transport services 743
Courier 2.A Postal services 7511
2B Courier services 7512

The STRI covers air transport services on a scheduled basis. Charter services are not covered
to the extent that they are subject to a different regulatory regime. In light of the range of air

4, However, air transport services are governed by the GATS Annex on Air Transport, which
excludes from the agreement the largest part of the sector: traffic rights and services directly
related to the exercise of traffic rights. Developments in the air transport sector and the operation
of the Annex are subject to periodic review by the council for Trade in Services, with a view to
considering the possible further application of the GATS to the sector.
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transport subsectors, the approach in the STRI is to focus on measures affecting carriers’
transport of passengers and goods between points. Airport management and other aviation
services are only relevant in so far as regulations enacted by relevant authorities can have an
impact on the ability of foreign carriers to transport passengers and goods between points. The
other aviation services will be covered more fully in the future when the logistics services
sector is incorporated in the STRI project.

Maritime transport covered by the STRI is currently limited to freight transport,
excluding transport on internal waterways. Extension to passenger traffic will be considered
in the future. The STRI maritime transport index covers port and auxiliary services that are
necessary to execute the maritime transport movement, namely services supporting the vessel
(pilotage, towing and tugging) and other activities linked to the ability to organise the ship
transport (maritime-related documentation and cargo-handling). Logistical services that are
not integral to maritime services and affect various modes of transport (i.e. multimodal) are
not included. They will be covered in the future, however, in the logistics index.

Land-locked countries warrant special mention. They do not have seaports in their
territory, so all measures related to regulations in ports are irrelevant. Land-locked countries
do import maritime transport services when they import goods c.i.f. although overland transit
is necessary before the cargo reaches its final destination. Land-locked countries could also in
principle be flag states and host ship registers as well as shipping companies. Among the
OECD countries, Switzerland is a landlocked but an important ship owner nation accounting
for about 1% of world tonnage (UNCTAD, 2013). A few land-locked countries also have
scheduled maritime services in the GATS.

However, few if any land-locked countries have maritime sector-specific laws and
regulation. A maritime sector STRI index for these countries would have to be calculated on
the basis of horizontal measures that apply to all sectors, while sector-specific measures
would be irrelevant and scored zero. Even if land-locked countries did have sector specific
restrictions such as cargo reservation schemes or foreign equity restriction on shipping
companies, it is unclear how such regulation could be enforced and how it would restrict the
countries’ trade in maritime services. This implies that a maritime STRI for land-locked
countries would not be comparable to coastal countries’ and therefore not very meaningful.
Land-locked countries are therefore not included in the STRI for maritime services.

As for maritime services, road transport covers only freight. The STRI scope in the
sector is limited to commercial establishment-related measures (and accompanying movement
of people), which have an impact on road transport providers to carry freight between points.
Road auxiliary services will be incorporated to a greater extent in the future when the STRI
for logistics services is included in the project. Furthermore, cross-border trade in road freight
is not included in the analysis; restrictiveness in this mode of supply will be the subject of
future work.

In the rail sector the STRI also limits coverage to freight transport. A fundamental
question is how to cover infrastructure ownership and management. It is outside the scope of
the definition of the sector in both CPC and ISIC and it is sometimes considered part of public
infrastructure funded and managed by the government.

Among the countries that consider rail infrastructure a natural monopoly some have
transferred infrastructure management to commercialised independent government-owned
enterprises. These are often regulated to allow competition in transport services provided over
the rail network. In other countries infrastructure management and transport operations have
long traditions of being commercial activities with private ownership of both infrastructure
and operations, often in vertically integrated rail companies.
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The literature on the sector finds strong synergies between infrastructure management
and transport operations and the openness of the rail transport sector can only be understood
against the backdrop of how the infrastructure is managed. The STRI therefore covers
regulation of infrastructure management and explicit restrictions on foreign participation in
this market segment.

Based on the recent developments in many countries, the STRI for courier services
covers regulations that have an impact on pick-up, transport, delivery (door-to-door delivery)
services of letters, parcels, and express delivery services regardless of who provides services.
These services include both addressed and unaddressed items. This definition is based on the
CPC Prov. classification, which does not distinguish courier and postal services by the type of
activity. While CPC Prov. distinguishes postal and courier services by the nature of the
services provider, this distinction does not reflect the current market situation appropriately,
i.e. both designated postal operators (DPOs) and private operators are increasingly covering
the same activities as mentioned above. Therefore this comprehensive approach covering the
pick-up, transport, delivery services by all types of service providers makes it possible to
capture the different schemes of countries, and to assess whether monopoly power has
influence on competitive services such as express delivery services.

Principal characteristics of transport and courier services

Transport and courier services represent a significant determinant of international trade
and are at the core of recent developments towards international integration of economic
activity. Table 2 presents data on the economic importance of these services in OECD
countries, based on the ISIC Revision 4 and EBOPS (2002) classifications, for which data on
trade, investment, production and employment are available. The transport sector as a whole
accounted for more than 5% of GDP and employment in 2010. The table shows that transport
and courier services constitute a large share of trade in services, above 20% in 2010. Maritime
services alone accounted for almost 10% of total services trade in 2010, followed by air
transport at almost 7.5%. Transport inward FDI stocks represented over 3% of total services
inward FDI stocks in the same year.

Table 2. Economic importance of the transport and courier sector (2010)

% of services

Sector name ISIC Rev.4 EBOPS % of GDP % of % of services inward FDI
2002 employment import trade
stocks

Total services 45-99 200 70.02 73.24 100.00 100.00
Transport 49-53* 205 5.14 5.38 22.97 3.19
Air 51 210 0.22 0.18 7.45 0.19
Maritime 501(50)** 206 0.37 0.30 9.92 0.66
Road 492(49)** 223 2.77

) 2.43 2.90 0.89
Rail 491(49)** 219 0.41
Courier (postal and courier) 53 246 0.53 0.85 0.31 0.11

* indicates that data is available at the aggregation level of section H (Transportation and storage) including division 53 (postal and
courier).

** indicates that the service is assigned a code in the classification system, but data is available only at the aggregation level shown
in the parentheses. Division 50 (Water transport) includes sea and coastal water transport and inland water transport. Division 49
(Land transport and transport via pipeline) includes road transport, rail transport and transport via pipeline.

%GDP and %employment follow ISIC Rev.4 classification, %FDI inflows follows ISIC Rev.3 classification and %services trade
follows EBOPS classification

Source: OECD.
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Air transport services

Air transport services have experienced one of the most dynamic growths of all sectors
in the transport industry and play an important role in the integration of the world economy.
Air transport is not only a large traded sector in its own right but is an intermediate service for
other Kkinds of trade. International air transport is considered a prerequisite for the
development of tourism. Although it accounts for around 2% of all cargo moved worldwide in
terms of tonnage, air freight represents over one third of the value of world trade in
merchandise. Air cargo transport is also a key determinant in meeting demand for time
sensitive products, such as perishable goods, textiles and clothing, and often represents the
only viable means of transport to remote, peripheral regions and landlocked countries.

Between 1960 and 2000, world passenger traffic grew at an average annual rate of 9%,
well above that of world GDP. Traffic growth has subsequently slowed in light of major
external shocks. Air passenger traffic increased at an average of 5.5% between 2002 and
2012; growth was uneven during the period, ranging from double-digit expansion to an actual
drop in 2009 (see Figure 1). The external events, particularly the September 11 attacks, SARS
in 2003 and the recent global economic crisis, had a significant impact on world GDP, growth
in air traffic and airline profitability. The industry has also been affected by supply-side
factors, such as rising oil prices and the emergence of low-cost carriers.

Figure 1. World revenue passenger-km annual percent growth rate, domestic and international
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Source: International Civil Aviation Organisation (ICAO).

The traffic picture in different regions of the world is varied (see Figure 2 below). The
Asia Pacific region has experienced dynamic growth and has become the world’s largest air
passenger market, currently accounting for a third of world traffic. The rapid growth of Asian
airlines, which in the past accounted for a tiny share of world traffic, has brought about
considerable changes in the structure of the international industry. Hong Kong, China and
Singapore, although featuring a non-existent domestic market, rank very high in the world in
terms of international traffic. The domestic market in China has experienced significant
growth, increasing by 10.3% in 2012 (ICAO, 2013a). China is already the fifth largest
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passenger market and is projected to become in the next two decades the second largest
aviation market in the world.

The Middle East region has recently experienced the highest growth rate, topping 13.7%
in 2012 and accounts for 9% of world traffic (ICAO, 2013b). This growth has been driven by
the strong performance of its largest air carriers in gaining market shares on international
routes. Growth has been modest in Europe and North America, even though results are
expected to improve given the resilience of the US economy, and the stabilisation of financial
markets in the Eurozone. The United States remains the largest domestic market, with 47% of
world domestic scheduled traffic, though deceleration of traffic expansion is confirming the
maturity of the US market (ICAO, 2013a).

Figure 2. Percent passenger-km performed by region
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The air cargo segment has also grown at a rapid pace over the past several decades.
World cargo volumes grew at 7.7% per year between 1980 and 2000 (ICAO, 2001), but
slowed thereafter. As for passenger traffic, the general trend shows uneven growth since 2000
and has been characterised by major external events (see Figures 3 and 4 below). In 2009, in
particular, with the slowdown in world trade caused by the global financial crisis,
international air cargo traffic fell sharply. However, it subsequently increased significantly in
line with the rebound in international trade in 2010. The recovery was led by air carriers in the
Asia Pacific region, the world’s largest air cargo market, with an increase of around 30%.
More recent figures released by International Air Transport Association (IATA) indicate that
cargo volumes have stabilised at more modest levels of growth in 2011 and 2012, reflecting
slow economic recovery in Europe and a slowdown in emerging markets (IATA, 2013).
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Figure 3. World annual freight tonne-km performed, international, USD millions
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Figure 4. Year-to-year freight tonne-km percent growth
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Although the airline industry has often achieved high rates of traffic growth, this has,
nevertheless, not translated into high rates of profitability. On the contrary, airline profit
margins have been well below average compared with firms in other industries and in some
years the industry has experienced heavy losses. This has been the case especially in recent
years in part as a consequence of major external shocks. For instance, it has been estimated
that airlines members of IATA, the main international body representing business interests in
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the air transport sector, lost a total of USD 36 billion between 2001 and 2004 (Bisignani,
2005).

With respect to modes of supply, to date cross-border trade (mode 1) remains the most
important. Commercial establishment (mode 3) plays a supporting role for mode 1 in the
provision of air transportation and related services (e.g. the establishment of offices in foreign
countries for the sale and promotion of air transport, which is typically provided for in
bilateral air services agreements). With the trend towards air transport liberalisation in the last
decade or so, mode 3 and accompanying movement of personnel (mode 4) are also becoming
in some countries a viable means of establishing a more far reaching commercial presence
abroad.

Air transport is one of the services sectors with the most sector-specific regulation.
Trade and competition in the sector have been heavily restricted by governments around the
world since the aftermath of World War Il. Historically, the aviation industry was highly
regulated domestically and generally had either one single “flag carrier” or only a few
participants. Internationally, dating from the Chicago Conference in 1944 the international
community chose a bilateral air services framework in preference to a multilateral model. Air
traffic rights (which stem from air space sovereignty) were to be exchanged on a strictly
bilateral and reciprocal basis.

Market access via cross-border trade is largely determined by a complex system of some
3500 bilateral air services agreements, which typically stipulate the traffic rights of airlines
operating on bilateral routes, as well as the airlines allowed to operate such routes, the tariffs,
and the number and frequency of flights. Another important feature of such agreements
relates to so-called “ownership and control” rules, which establish which businesses are
eligible for access to the terms of the agreement (i.e. a “rule of origin”). The elaborate
structure of restrictions in bilateral agreements effectively imposes country-specific quotas in
each market, where markets are defined as routes between two countries (Findlay, 2003).

Over the years the regulatory framework of air transport has become increasingly more
liberal. Reforms have involved privatisation of national flag carriers and deregulation of the
industry allowing for the entry of new carriers, including more recently low-cost carriers, and
opening domestic routes to competition. Liberalisation of international air transport has taken
place through more open bilateral agreements. The emergence of “open skies” agreements in
the second half of the 1990s has relaxed restrictions, typically allowing airlines to fly on all
routes between two countries without controls on capacity or fares, and granting enhanced
market access. Another development has been the establishment of plurilateral agreements,
including as part of broader regional initiatives (e.g. the EU’s Single Aviation Market).

The restrictions imposed by the regulatory system have also prompted business-led
responses, particularly through the development of global airline alliances and code-sharing
agreements among carriers of different countries. These agreements provide opportunities for
the partner airlines to reduce costs by integrating activities in various aspects and by linking
existing networks. The partners may just reschedule their existing fleets to serve new markets,
thereby avoiding investment in aircraft and hubs. On the other hand, code-sharing may
adversely affect competition in a particular market, potentially resulting in market allocation,
capacity limitations and higher fares. Industry experts are of the view that airline alliances
will continue to grow in the years to come. Recently, some major hub airports have been
rearranging their terminals based around which alliance each airline belongs to.

Air transport carriers are also constrained by a range of domestic regulations affecting
their entry and operations. A prominent feature of the aviation regulatory regimes in many
countries is a restrictive foreign investment policy, typically preventing foreign carriers from
gaining a controlling interest in domestic airlines. Such restrictive regimes can affect airlines
in either both domestic and international traffic, or only one type of traffic. Non-competitive
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slot allocation policies are also widespread. Airport take-off and landing slots (entitlements to
use a runway at a given time) represent the primary infrastructure access for aviation and they
are in excess demand in congested airports, especially at peak hours.

Maritime transport®

The cargo shipping sector carries about 90% of merchandise trade when measured in
volume and about half when measured in value. The sector involves carriers and ports which
perform complementary services. The performance and profits of carriers depend on location,
quality, price and timeliness of basic services at ports. The throughput of ports in turn depends
on the competitiveness of the carriers and in addition the availability of hinterland intermodal
transportation services. The customers (shippers), choose carriers based on the
competitiveness of the maritime transport chain, including related port services (Talley and
Ng, 2013).

Markets are distinguished by the nature of the cargo as well as the routes being served.
Special ships include for instance oil tankers; ships transporting liquefied natural gas (LNG);
and ships carrying motor vehicles. Cargo that does not require special ships can be transported
on general cargo-vessels (break-bulk ships) or container ships. Containerisation of transport is
one of the most significant technical developments in cargo transport and has contributed
substantially to globalisation (Levinson, 2006; Bernhofen et al., 2013). Container ships carry
more than half of total global seaborne trade in value terms. The past decade has seen
increased market concentration in the container ship segment with larger ships and fewer
companies. Larger ships require larger cargo handling capacity at ports and a hub and spoke
system has emerged.

Ship ownership is highly concentrated at a country level. The five largest ship-owning
nations control more than 50% of the global fleet, the ten largest almost 70% and the
35 largest about 95%.° The five largest according to tonnage are Greece, Japan, China,
Germany and Korea, while the five largest according to the value of ships are Japan,
United States, Greece, China and Germany.

A special feature of the maritime transport sector is the separation of nationality of ship
owners, the registration of the ship and the routes being serviced by the ships. In January
2013, about 75% of all ships (measured by tonnage) owned by the 35 largest ship owner
nations was registered under foreign or international flag, a record high.” The flag of
registration with the largest number of vessels are Panama, Liberia, Marshall Islands, Hong
Kong (China) and Singapore, where only Singapore has a significant share of locally owned
ships under its flag. Ships registered in the national register typically belong to the cabotage
fleet, or operate under cargo reservation schemes. For the countries included in the STRI
database, with the exception of India, Indonesia and the European Union, cabotage constitutes
a small share of the total maritime cargo transport market. Comparable data on the volume or
value of cabotage transport are not readily available, but Eurostat finds that short-sea transport

5. The facts and numbers in this section are taken from UNCTAD (2013) if not otherwise
indicated.

6. The shares can be calculated on the basis of tonnage, number of ships or value of ships. All
propelled seagoing vessels of 1000 GT and above are included in the data. See UNCTAD
(2013).

7. These include open resisters such as Bahamas, Liberia and Panama and second/international

registers such as the Norwegian International Register or the Danish International Register.
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accountesd for about 60% of maritime freight transport going through EU ports measured in
volume.

Ports are often publicly owned, while port services to various degrees are provided by
private companies operating under concessions (WTO, 2010a). Gateway hubs handle cargo
generated from the hinterland of the port and inland intermodal transport is crucial for the
operations and competitiveness of such ports. Trans-shipment ports on the other hand depend
on seaward connectivity. While competition is mainly for the market when considering
services in a single port, ports compete with other ports, particularly for trans-shipment.
Developing countries account for about 70% of container throughput at ports, and only three
OECD countries (Korea, Turkey and Mexico) figure on the list of the 20 largest countries as
far as container throughput at ports is concerned.

The separation of ownership, registration and services make maritime services a truly
global sector and the location of ship-owners may not matter much for the origin and
destination of the service. Ships are registered under a limited number of foreign registers
which offer the ship owners the same framework as far as taxes and wage costs are concerned.
The flag states are responsible for ensuring compliance with international regulation
(UNCTAD, 2013).

International maritime services appear to be a highly competitive and global market.
Trade and regulatory barriers affecting international maritime transport are mainly related to
lack of anti-trust policy enforcement, cargo reservation schemes and restrictions and barriers
to competition in ports.

Demand for maritime transport traces international merchandise trade closely. Because
of long lead times in the ship building industry, changes in supply of maritime transport
services do not always match changes in demand and maritime freight rates can be quite
volatile, at times dropping below marginal costs. This has been the rationale for policy
intervention in the sector, where international freight carriers in many cases are exempted
from anti-trust legislation to dampen fluctuation and ensure a more predictable market for
shippers as well as carriers.

However, major markets including the European Union and the United States have
strengthened anti-trust enforcement in international maritime services recently. EU has let the
block exemption for liner conferences expire and replaced it with a temporary block
exemption for consortia carrying out common activities primarily to reduce costs
(Frahling et al. 2010; WTO, 2010a); in the United States the Ocean Shipping Reform Act of
1999 constrained the ability of liner conferences to regulate the contracting decisions of their
members (Federal Maritime Commission, 2012). Also in other countries the tendency is
towards limited immunity for shipping agreements. For cargo reservation schemes, those that
remain in force seem to have less practical impact. An important reason for this is that the
growing size of container ships implies hub and spoke networks with extensive use of
transhipment. This makes cargo reservation schemes difficult to enforce.

A competitive market for maritime services matters not only for carriers and shippers,
but for the global economy. Cost-raising restrictions in the sector increase trade costs and
restrains merchandise trade. Lack of competition may prevent the gains in efficiency from
benefiting shippers (Hummels et al., 2009; UNCTAD, 2013).

8. See
http://epp.eurostat.ec.europa.eu/statistics_explained/index.php/Maritime_transport_statistics_-
short_sea_shipping_of goods
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Road freight transport

Road freight transport has been dynamic in recent years as part of developments in
networked production and just-in-time supply management, with the related demand for door-
to-door services. The sector plays an important role in market integration and is an
intermediate input for other kinds of trade, particularly trade in goods but also in other
services (e.g. distribution services and logistics). Road freight represents over one third of
total inland freight transport (measured in volumes), slightly less than rail transport, though
the share differs significantly across countries or regions. In 2007, for instance, road freight
accounted for almost 90% of total inland freight transport in Mexico and 75% in the EU-27,
but just below 22% in China (WTO, 2010b; International Road Federation, 2009).

Road freight providers face inter-modal competition, particularly with rail and other
land-based transport (e.g. inland waterways). Road and rail, in comparison with maritime
shipping, transport a relatively small share of freight traded internationally. About one quarter
of world trade in value terms occurs between adjacent countries, where surface modes are
considered to be predominant. Nevertheless, since land-based transport has a relative
advantage in terms of cost per transit-time compared to maritime and air transport, it is
expected that demand for international movements through land-based transport will increase
in the future (OECD, 2010).

Road freight transport is characterised by negligible economies of scale and low market
concentration. The sector for the most part consists of a large number of small firms,
generally operating domestically or in limited geographical areas. According to the
International Transport Union (2007), over one third of road haulage companies is made up of
single-owner drivers, and a small share (less than 15%) have more than 10 vehicles. The
international market for these services is dominated by a few large firms, which provide road
transport as one element of complex logistics services. This segment features larger
economies of scale and a high degree of concentration (WTO, 2010b and WTO, 2010c).

Road freight services are typically short-haul and hence more important for
neighbouring countries or domestically. In the United States and the European Union, for
example, the share of domestic (or intra-EU) road freight represented around 95% in 2006 and
2008, respectively.’ Nonetheless, the share of extra-EU road freight transport is considerably
higher for Member States bordering non-EU countries. Establishment abroad to provide
domestic road freight transport (mode 3 with accompanying movement of people, mode 4) is
thus the predominant mode of supply in this sector. Cross-border trade is primarily intra-
regional, exception made for Asia-European routes.

Even though statistics on trade in road freight services are limited, exports and imports
are available for several EU countries in EBOPS (2002, category 223), which covers cross-
border trade. Bearing in mind that for some countries the data are missing, Figures 5 and 6
below present the leading EU exporters and importers of road freight services, indicating that
the largest exporters are France and Spain and the major importers are Germany and France.
Among the countries bordering non-EU Members, Poland figures as a prominent exporter of
road freight services. The Czech Republic, Denmark and Sweden are also non-negligible
exporters of these services.

9. The US data exclude transit from foreign countries (US Department of Transport, 2009). For the
European Union, the data do not take into account road freight performed in the European Union
by non-EU registered operators (European Commission, 2009). See also WTO, 2010b.
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Figure 5. Leading EU road freight exporters, USD millions (2011)
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Figure 6. Leading EU road freight importers, USD millions (2011)
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Road freight transport has traditionally been heavily regulated. Domestically, the sector
was subjected to a system of quotas, price regulations and other market entry barriers,
typically to protect the railways. Over the years, the domestic regulatory framework for road
freight has become increasingly more liberal, spurred by deregulation of the sector in the
United States and the establishment of the EU Single Market for road transport in the 1980s
and 1990s. Reforms involved privatisation of state-owned hauliers and the progressive easing
of quotas and other restrictions. Currently, trade through commercial presence is largely
affected by horizontal measures.

Internationally, trade in road freight remains heavily restricted in several countries. This
regime arose in the aftermath of World War Il and is made up of bilateral agreements
providing for permits, quotas and other impediments. Thus, for these countries cross-border
trade takes place through the exchange of permits, for the most part on a bilateral basis.
Furthermore, except in the case of bordering countries where only one agreement is required,
road traffic rights result from a combination of several bilateral agreements, where transit and
triangular permits are necessary.’® Plurilateral and regional agreements add another layer of
regulation in the sector.

Rail freight transport

Rail transport is provided over a dedicated network where the rolling stock must match
the technical standards of the network. The market structure takes two basic forms:

1. Vertical integration where the same entity operates both the infrastructure and the
services operations. There may be one, two or several vertically integrated entities in a
national or regional market.

2. Vertical separation where the infrastructure manager is separated from the train operator.
Separation can be organisational/institutional (the infrastructure manager is a separate
entity from the train operators), functional (the infrastructure manager and services
operations are entailed in different divisions of the same legal entity) or accounting
separation (the infrastructure management and services operations are kept in separate
accounts within the same entity).

Also in the vertical separation model there may in principle be one single or several
parallel railway networks. In either case there would be competing companies providing
transport services over the network. However, the most common market structure observed is
one single network whose manager is obliged to separate operations from infrastructure and to
allow competing services operators access to the infrastructure on similar terms as its own
operations.

The market structure depends on topography, market size, population density and
history. Among structural factors is to what extent railways prioritise passenger or goods
transport. Passenger transport usually requires fast trains that can move without disruptions on
the network, whereas slower moving cargo trains may get in the way of competitive passenger
transport. Rail transport also competes with other modes of transport including road, air
(mainly passengers) and maritime (mainly goods).

10.

There is significant variation in the types of international services provided in terms of frequency
of trips, distance travelled, and complexity. For instance, road freight trips between adjacent EU
countries are regular, short-distance, and quite simple (due to the absence of border controls
within the European Union). On the other hand, trips between Europe and Asia tend to be
occasional, over very long distances and highly complex (because of the numerous border
crossings). See OECD, 2010.
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The basic principles on how to regulate network industries are well known. The cost of
building and maintaining the network relative to the cost of providing the service and the
synergies between network management and operations/services vary across network
industries. If the marginal cost of operation is low, synergies between infrastructure
management and operations small, and network capacity abundant, then vertical separation is
both technically and economically feasible and generates the most competitive market.
Telecommunications and electricity are two examples of industries where vertical separation
is considered best practice when network providers have significant market power. In the
railway sector, however, the marginal cost of providing transport services relative to the cost
of operating the network is relatively high. Furthermore, the cost of operating and maintaining
the network depends on the density of traffic. These features lead to complementarities and
synergies between network maintenance and transport services. In addition, first mover
advantage appears to be strong, which implies that access regulation is less effective in
triggering entry of services providers than in other network industries (Pittman, 2005).

Because of synergies and first mover advantage, there are both costs and benefits of
vertical separation. The benefits are increased competition in downstream operations, better
performance incentives, at least in downstream operations; and the ability to achieve the gains
of specialisation. The costs are related to — as it were — costs of coordination and operation
(Mizutani and Uranishi, 2013). The net effect is an empirical question to which there is as of
yet no conclusive answer. Ivaldi and McCullough (2008) find that vertical economies are
quite strong at least in the U.S. context and that vertical separation would raise costs
significantly for freight railways. An interesting recent contribution to the literature finds that
vertical separation results in cost savings and higher efficiency when the traffic density is low
to moderate, but to higher costs when traffic density is high (Mizutani and Uranishi, 2013).
This result is appealing since coordination costs are likely to be lower the less congested the
railway. In the event of capacity constraints, optimal allocation of whatever capacity exists
may require real time information and flexibility that is better handled within the same
organisation. These results do, however, beg the question of to what extent traffic density is
endogenous and a function of how well the rail network is managed. The better managed and
the more competitive is rail freight, the higher the capacity utilisation, one would presume.

Demand for rail transport services, and thus competition for freight, not only depends on
the structure of the railway sector and competition from other modes of transport on a
particular route. Competitive pressure also comes from transport from different locations to
the same destination. For instance if grain producers in the United States, Canada and
Australia compete for the same market in Asia, the f.0.b. price will be strongly affected by
internal rail transport charges, which in turn affects the volume transported (Cairns, 2013).

The jury is still out regarding to what extent and under what circumstances vertical
separation reduces the total costs of rail transport. Nevertheless, it is reasonably clear that
vertical separation improves efficiency in operations when competition in the sector is weak
in the absence of such separation. In the context of the implementation of EU directive 91/440
on the development of the Community's railways, there is evidence that the larger the
organisational distance between network and operations, the larger the effect on reducing
inefficiencies (Urdanoz Vibes, 2013)."*

Not only are there synergies between infrastructure and operations, there are also
synergies between different policy measures. A reform package including vertical separation,
access regulation and the establishment of an independent regulator can yield significant
efficiency gains and the effectiveness of one policy measure may depend on the presence or

11. A communication from the European Commission (COM(2013) 25 final) proposes institutional
separation of infrastructure management and transport operations.
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absence of the other elements in a package. Thus, the gains from introducing a comprehensive
reform package appear to be larger than the sum of the gains from individual measures.
Therefore, the STRI considers the presence of all core policy measures in a regulatory
package when scoring the measures to calculate restrictiveness indices.

Finally, it must be borne in mind that railways have lost market shares mainly to road
transport in most countries. Excessive state intervention that distorts incentives for effective
and efficient operations as well as restrains the ability to respond to changes in technology
and transport market developments have been blamed for the relative decline of railways
(Cairns, 2013; Friebel et al., 2010; Thompson and Kohon, 2012). Lack of ex ante regulation
will therefore not be considered a barrier to competition in the railway sector as long as it is
subject to ex post anti-trust regulation.

Regulation of dominant firms in network industries must consider both static and
dynamic efficiency; creating a competitive market today while ensuring that there is sufficient
incentives to invest in new technology and infrastructure for a competitive market in future.
There may be a trade-off between these objectives and access fees need to be set at a level
that encourages entry into operation services but also generates sufficient revenue for the
infrastructure manager to maintain and invest in the network. As in telecoms, the trade-offs
between long-run and short run efficiency shifts somewhat over time in step with technology
and insights from research and evaluation of experience with different models.

To conclude, the literature review suggests that there is no one size fits all solution to
how rail freight should be structured and regulated. The STRI therefore distinguishes between
different types of market structure and does not pass judgement on which one is the better.
However, once the market structure is given, there is a higher degree of consensus on what
constitutes best practice regulation.

Courier services

Figure 7 shows the importance of domestic and cross-border services for the letter mail
market on the one hand and for the global express and parcel market on the other hand.*?
International transactions accounted for 23% of the revenues in the express and parcel
markets. In the letter market only 4% of revenues stem from cross-border shipments. While
DPOs heavily dominate the market for letters, competition is fiercer in the market for express
items and parcels. According to a report (Adrenale, 2010) prepared for the Universal Postal
Union, the revenue share of DPOs declined from 93% to 85% in the letters market and from
19% to 16% in the express and parcel market between 1998 and 2008.

12. In this study, “light-weight” items are defined as letters and parcels weigh less than 2 kg.
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Figure 7. The cross-border market as a share of the total global letter and package market in 2008
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While courier services have traditionally been important means for communication, the
rise of modern information and communication technologies has contributed to a less frequent
use of letters between individuals for communication. On the other hand, there is still an
important market for business to consumer and business to business letter mail such as direct
mail including hybrid mail,"® and delivery of printed materials, newspapers and periodicals.
The rise of online retail led to an increase in parcel delivery, and the increasing importance of
global production networks and just-in-time delivery requires both fast and reliable
shipments. Courier services, in particular, express delivery services play a crucial part in
modern logistics chains creating strong complementarities and linkages between courier and
transport services.

Express delivery services can be characterised by short delivery times (1-3 days) and
high reliability (guaranteed delivery times) which are achieved through integration of
additional value-added logistics services and control of the services required to offer
door-to-door delivery.™ In offering door-to-door delivery, global express delivery firms ship
express items predominantly by air and road using their own aircraft and truck fleets and
providing additional auxiliary transport services such as freight forwarding, warehousing,
customs clearance, cargo handling and tracking. Competition is fierce in the sector where the
four largest global express delivery firms — UPS, FedEx, DHL and TNT — dominate the
cross-border market for parcels accounting for 55% of the USD 175 billion express market
(Oxford Economics, 2009, report prepared for the Global express association). In addition to
global express delivery services mentioned above, regional and local courier services such as

13. Hybrid mail generally refers to messages sent electronically to the post office, which then prints
and delivers them in physical form (WTO, 2010d).
14. The United States and the European Union use the following definitions for express delivery

services (WTO, 2005b): “Express delivery services are defined as the collection, transport, and
delivery of documents, printed matter, parcels, and/or other goods on an expedited basis, while
tracking and maintaining control of these items throughout the supply of the service” (United
States) or "Express delivery services may include, in addition to greater speed and reliability,
value added elements such as collection from point of origin, personal delivery to addressee,
tracing and tracking, possibility of changing the destination and addressee in transit, and
confirmation of receipt.” (European Union).
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bike couriers (bicycle messengers) have developed rapidly and offer express delivery services
in metropolitan areas.

The roles of regulators and the scope of regulated activities differ across countries, often
reflecting the market situation. Even within a country, they may differ between uncompetitive
and competitive segments of the market. While in some countries where the markets are not
effectively liberalised due to the existence of reserved areas or dominant firms, some
regulators are in charge of regulating prices and cost accounting for reserved areas and may
have some role in monitoring and acting against cross-subsidies, other regulators also regulate
new entrants to the market through licensing/authorisation systems. In addition to the role of
regulating market dominance, sector specific regulation may be imposed for safeguarding the
provisions of universal services where applicable. The competition law often complements
sector-specific regulations to ensure effective competition between incumbents and new
entrants in the markets by prohibiting predatory pricing, price discrimination, and abuse of
dominant position and so on. In other countries where the markets are fully liberalised without
the existence of market dominance, which is often the case of express delivery services,
competition authorities solely play a role to ensure competition in the market.

Identifying measures to be included in the STRI

Transport services are subject to a wide range of sector-specific measures. As with the
other sectors, the index should include information that is sufficiently specific and detailed
that it can inform policy making. But the index should not be so detailed that the primary
barriers are overshadowed by less important restrictions that add little to the essence of trade
restrictiveness. Annex B presents the list of measures included in the STRI for transport and
courier services.

Governments apply a range of limitations to transport and courier services. These can be
sector-specific or can apply to all sectors in the economy. Regulations can explicitly
discriminate against foreign providers or, although non-discriminatory, can still affect trade
by favouring the local incumbents. As noted, market access via mode 1 in aviation occurs
through the exchange of traffic rights largely on a bilateral basis. Without such rights, traffic
cannot take place unless the authorities grant it on a discretionary basis. In this sector,
therefore, the STRI has to take into account bilateral measures in addition to MFN
restrictions.

The measures included in the STRI for transport and courier services have been divided
into five categories. This typology of measures forms the basis for the creation of the STRI.

Restrictions on foreign entry

This category contains barriers to foreign ownership and other impediments to market
entry for transport and courier services. Prominent examples of these measures include
limitations on foreign direct equity stakes, requirements for foreign investment only through
joint ventures, restrictions on the establishment of subsidiaries and limitations on mergers and
acquisitions. In the case of air transport, these restrictions can affect airlines in either both
domestic and international traffic, or only one type of traffic."> The imposition of nationality

15.

Foreign investment limits included here relate to the ability of foreign natural or juridical persons
to own shares in domestic airlines for the purpose of providing international and/or domestic
traffic. They are to be distinguished from ownership and control rules contained in bilateral
agreements, which determine the conditions under which foreign carriers can access the terms of
the agreement in question (see below). At the same time, it should be noted that some clauses in
bilateral agreements may establish different investment limitations for specific partners.
Although such instances are in practice limited, they may have an effect on the calculation of the
index for commercial establishment in the sector.
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or residency requirements for board members represents another constraint on market entry
for foreign firms, thus impeding trade.

Quotas affecting domestic traffic in road freight are also captured here. These relate to a
long standing practice consisting of limiting capacity in the sector by instituting transport
licenses or permits, with a fixed number of permits for a given time period (usually one year).
These measures can concern limitations on the number of service providers, on the number of
service operations (including geographical areas or routes), or on the quantity of service
output. As noted, however, while prevalent in the past, domestic quotas for road freight
transport have been dismantled in most countries.

As opposed to many other services sectors, cross-border trade is an important mode of
supply in the transport sector. Additional measures that largely affect cross-border trade are
therefore included. For maritime services, these are cargo reservation schemes, restrictions on
cabotage, and restrictions on chartering of vessels. Cargo reservation schemes reserve certain
types of cargo for national vessels. There may also be cargo sharing agreements with trading
partners, excluding or restricting third party carriers from transporting certain types of cargo.
Cabotage can be provided both cross-border and through commercial presence. A common
requirement for cabotage is to register the vessel under the national flag. In cases where the
national flag is a gateway to the market, restrictions on such registration are recorded as a
market entry barrier.

With respect to bilateral or plurilateral market entry restrictions in aviation, they relate
first and foremost to the traffic rights granted to the carriers of trading partners. The STRI
covers the nine so-called “freedoms of the air” as defined by ICAO (see Box 1). Other
important provisions in bilateral agreements relate to limitations on the number of entry points
for the partner country’s carriers (i.e. route schedules), to restraints on the number of airlines
allowed to operate under the agreement, and restrictions on capacity in terms of traffic
volumes, frequency or aircraft type. Another pillar relates to rules on ownership and control,
in particular to restrictions on foreign participation. As noted, bilateral air services agreements
are similar to preferential trading agreements and require a rule to establish which airlines are
eligible for access to the terms of the agreement.
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Box 1. Freedoms of the air

First freedom. The right or privilege, in respect of scheduled international air services, granted by one
party to another party or parties to fly across its territory without landing.

Second freedom. The right or privilege, in respect of scheduled international air services, granted by
one party to another party or parties to land in its territory for non-traffic purpose.

Third freedom. The right or privilege, in respect of scheduled international air services, granted by
one party to another party to put down, in the territory of the first party, traffic coming from the home
party of the carrier.

Fourth freedom. The right or privilege, in respect of scheduled international air services, granted by
one party to another party to take on, in the territory of the first party, traffic destined for the home party
of the carrier.

Fifth freedom. The right or privilege, in respect of scheduled international air services, granted by one
party to another party to put down and to take on, in the territory of the first party, traffic coming from or
destined to a third party.

Sixth freedom. The right or privilege, in respect of scheduled international air services, of
transporting, via the home party of the carrier, traffic moving between two other parties.

Seventh freedom. The right or privilege, in respect of scheduled international air services, granted by
one party to another party, of transporting traffic between the territory of the granting party and any
third party with no requirement to include on such operation any point in the territory of the recipient
party, i.e. the service need not connect to or be an extension of any service to/from the home party of
the carrier.

Eighth freedom or consecutive cabotage. The right or privilege, in respect of scheduled
international air services, of transporting cabotage traffic between two points in the territory of the
granting party on a service which originates or terminates in the home country of the foreign carrier or
(in connection with seventh freedom) outside the territory of the granting party.

Ninth freedom or stand-alone cabotage. The right or privilege of transporting cabotage traffic of the
granting party on a service performed entirely within the territory of the granting party.

Source: ICAO’s Manual on the Regulation of International Air Transport (document 9626, Part 4).

Additional measures for transport services are regulated access to the network (rail and
courier services) and essential facilities at ports, airports, and terminals. In the courier services
sector, statutory monopolies (reserved areas) for letters, parcels and express delivery prevent
market entry of any suppliers other than the DPOs. Market entry can also be impeded by
restrictions on licensing through an economic needs test and limitations on the number of
available licenses.

Restrictions to movement of people

With the trend towards more open transport and courier regimes in recent years, the
movement of people to accompany establishment of a commercial presence is likely to
become increasingly significant. Quotas or labour market tests on service providers may delay
commercial establishment, impose costs on foreign firms or discourage local service
providers from using e.g. foreign consultants. These measures are usually not sector-specific
and are typically contained in the immigration law of most countries.

In the context of air transport, limitations on the temporary movement of people are to
be distinguished from the right to bring in non-national employment in the host country for
the purpose of carrying out international traffic. The latter is part of provisions in bilateral
agreements and is captured under Other discriminatory measures and international standards
(see below).
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Other discriminatory measures

Restrictions may additionally affect government procurement markets for transport and
courier services. This can occur through explicit discrimination between national and foreign
providers, or through the establishment of a procurement process which affects the conditions
of competition in favour of local suppliers. Other impediments included in the STRI are
discriminatory taxes and other forms of subsidies, as well as the imposition of national
standards which deviate from international ones, which can increase divergence of
requirements across countries. Examples of international standards in transport and courier
services are those adopted at the Chicago Convention (particularly in Article 37) for aviation,
and those stipulated by the United Nations Economic Commission for Europe (UNECE) for
road transport (e.g. on dangerous or perishable goods, as well as on driving and rest times).*®

In maritime services, sector-specific measures under this heading relate to local sourcing
requirements in ports and discriminatory tariffs for certain port services. In rail freight
transport, interoperability requirements for cross-border transport services are added as
sector-specific measures.

This category also covers several measures contained in bilateral and plurilateral air
services agreements. A prominent one relates to the regulation of fares and tariff filing, which
reduce competition and limit the ability of carriers to adjust to changing market conditions.
Other provisions include restrictions on ground-handling and a range of other commercial
opportunities (e.g. movement of non-national employment or surface transportation in
connection with air transport), and on cooperative arrangements (e.g. code-sharing).

Barriers to competition'’

Another layer of restrictions can limit effective competition, distorting the level playing
field and discouraging foreign participation in transport and courier services. Public
ownership remains in place in several transport sectors. For instance, it is common in aviation,
and publicly-controlled major road haulage companies are still in place in some countries. In
the courier sector, government ownership or market dominance by the DPO is widespread
particularly in the letter delivery market. Measures capture to what extent the DPO enjoys
privileges, for example, preferential tax or subsidy treatment including VAT exemption for
universal services. If private courier operators are also eligible for such treatment when they
provide universal services, it is not considered a limitation on competition.

In the air transport sector, non-competitive systems for the allocation of slots, which
favour incumbent carriers, represent a significant bottleneck in congested airports, particularly
at peak hours. Time schedules for airport use, including total curfews, can additionally affect
operations, particularly for all-cargo carriers and integrated express operators since they tend
to travel at night. An additional measure covers whether airline alliances are exempted from
the national competition law. By adding the latter to whether air carriers are allowed to
code-share in bilateral agreements, the STRI captures the fact that alliances can have both
benefits and downsides. As noted, these arrangements allow partner airlines to reduce costs by
integrating activities and linking existing networks; at the same time, alliances can increase
the market power of partner airlines, lead to anti-competitive behaviour and ultimately
increase fares.

16. For example, the Agreement on the International Carriage of Perishable Foodstuffs and on the
Special Equipment to be Used for Such Carriage (ATP).

17. Public ownership, contained in this category of measures, may have the effect of market access
restrictions.

OECD TRADE POLICY PAPER N°176 © OECD 2014



28 — SERVICES TRADE RESTRICTIVENESS INDEX (STRI): TRANSPORT AND COURIER SERVICES

Maritime services enjoy block exemption from anti-trust laws in a number of countries.
The extent of such exemptions and the conditions under which they are given vary. If core
restrictions such as price fixing or capacity limitations are exempted, the agreements typically
must be filed and reviewed. Additional sector-specific measures under this category capture in
some detail the nature of anti-trust regulation and enforcement for international maritime
transport.

Additional measures for the rail industry include regulation on access to the network.
Two different scenarios are considered: vertical separation and vertical integration. If a
country has adopted the vertical separation model, the sector-specific measures under barriers
to competition are related to the independence of the regulatory body, measures prohibiting
cross-subsidisation between network and operations, and regulation of access to the network,
including terminals, on non-discriminatory terms. In the case of vertical integration anti-cartel
regulation is considered in more depth than for more competitive industries included in the
STRI. There is also an information item in the database which identifies whether there is a
firm with significant market power, as assessed by the regulator or competition authority.*®

Retail price regulation in road freight is covered under this category. Price regulation in
domestic road transport has a long history and, as noted, was initially put in place to protect
railways from the threat posed by road transport competition. Typically, rates are set or road
freight operators cannot charge fees below a certain amount. In other cases rates, though not
mandatory, may be recommended through pricing guidelines to operators. As for quotas,
though, these measures have been considerably eased in many countries. A further measure
captures instances where agreements between road freight transport carriers are exempted
from the national anti-trust law, including arrangements to collectively set tariffs.

For courier services, other measures to avoid anti-competitive practices and cross-
subsidisation are included in this category. DPOs that have a reserved area or that have
market power in certain segments of universal services may extract rents from such
uncompetitive segments and use these rents to cross-subsidise activities in competitive
segments of the market. Price regulation is one tool to address this issue. Another tool is the
separation of accounts for universal services and non-universal services, which allows the
monitoring of possible cross-subsidisation. An appropriate cost allocation system and control
is a base for effective account separation, that is, common costs necessary for providing both
universal service and non-universal services need to be allocated appropriately.

Courier services are also characterised by the reliance on network infrastructure. The
incumbent designated postal operators may control the national postal network and be
tempted to grant preferential network access to its own affiliates. Non-discriminatory access
to the postal network, i.e. the post code database, post office boxes and the downstream
distribution network, is an important regulatory tool that can enhance competition in the
market for courier services. The STRI also includes measures on the provision and use of
auxiliary transport services. These measures relate to restrictions that hinder the ability of
foreign courier operators, in particular express delivery firms, to use auxiliary transport
services such as ground-handling and cargo-handling or to self-provide these services.

Additional measures under this category involve dispute resolution, such as whether
appropriate mechanisms are in place for foreign providers seeking redress when business
practices are perceived to restrict competition. Furthermore, appeal procedures relating to
regulatory decisions may not be open to interested foreign parties.

18. In countries where an independent regulator assesses at regular intervals whether a network
owner has significant market power, the regulator’s assessment will be used for determining
whether or not there is dominance.
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Regulatory transparency

Measures concerning regulatory transparency and procedures related to regulations are
also included in the STRI. These involve publication and communication of the licensing and
regulatory regime in general, as well as administrative practices in business start-ups. Opagque
regulatory regimes increase the cost of compliance and uncertainty in business operations, and
provide a measure of the overall business climate in the host country. The number and
complexity of procedures to register a company can also have an impact on market entry.
Furthermore, the time required by customs procedures can constitute significant costs for
transport and courier operators. An additional measure thus relates to the days taken between
the submission of an accepted customs declaration and customs clearance.

Customs procedures are particularly important to trade in courier services. Because
provision of such services is often time sensitive, reduction and elimination (where possible)
of complex, time-consuming customs procedures are desirable. Thus, in addition to the time
required for custom clearance, three other measures capturing general “simplification
principles” are included for these services, i.e. pre-arrival processing, a de minimis regime,
and the release of goods before determination and payment of duties. These three streamlined
release procedures are especially important for expedited shipments.

4, Classifying restrictions

Classifying regulations under different typologies can increase the usefulness of the
STRI by highlighting different dimensions of the data specifically for negotiators, regulators
and industry analysts. Annex B lists the measures included in the STRI by policy area. The
first column indicates which category according to the GATS classification the measure
belongs to; the second column to which mode of supply the restriction applies'®; the third
column whether the measure applies to the establishment of a service supplier or to ongoing
operations; whereas the subsequent column indicates whether or not the measure is
discriminatory.

The GATS terminology should increase the relevance of the indices at the international
level. However, as with any classification, it is not always possible to clearly identify to
which category of measures certain restrictions belong and there are overlaps in the
classification of some barriers. For example, quotas belong to both market access and national
treatment when they are discriminatory against foreign providers. Thus, market access and
national treatment measures are classified together. This grouping also allows making a
distinction between restrictions subject to scheduling under the GATS, and consequently to
negotiations for their removal; and other largely domestic regulatory measures which do not
need to be scheduled. The classification is without prejudice to WTO Members’ commitments
and obligations under the GATS.

Restrictions not captured by either market access or national treatment are classified
under domestic regulation and other. This category casts a broad net with the aim of
capturing the wide range of possibly relevant measures. Domestic regulatory measures are
subject to both existing disciplines and further negotiations with a view to reinforce them.
This negotiating mandate includes further talks on increasing regulatory transparency beyond
what is required in existing broader rules on transparency.

Indices according to the GATS modes of supply can provide useful information.
Separate indices according to modes of service delivery have already been constructed for

19. The GATS classifications are not applied to the air transport sector as the system governing the
sector is for the most part excluded from the Agreement. With respect to modes of supply, the
measures identified may not necessarily fall under the GATS definitions in that the sector is
currently excluded from the Agreement, but they may prove helpful conceptually.
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several services sectors, including some transport sub-sectors (see Nguyen-Hong and Wells,
2003; Dihel and Shepherd, 2007; and Marouani and Munro, 2008). Cross-border trade plays a
significant role in transport services. Hence, unlike other sectors covered in the STRI, for the
transport sub-sectors there is a distinct category for mode 1 measures. An additional category
is also included containing measures affecting all modes of supply, such as those relating to
the transparency of regulations.

This study further classifies measures according to two distinctions often used in the
literature on restrictiveness indices for services: regulations that apply to establishment of
firms versus those affecting their ongoing operations; and measures that are discriminatory
versus non-discriminatory ones. Establishment restrictions can generally be regarded as
impediments to the movement of capital, while those applying to firms’ operations constrain
service provision after establishment. Non-discriminatory measures affect total demand
whereas discriminatory ones typically distort the composition of demand in favour of local
suppliers. These classifications could prove useful in helping regulators and industry analysts
identifying priority areas for reform given defined economic policy objectives.

5. Methodology for developing the STRI

The STRI is derived by aggregating regulations that are potentially trade restricting into
a composite measure of restrictiveness. The construction of the index involves decisions
concerning three main issues: scoring, weighting and aggregation. Scoring relates to how
regulatory measures are recorded. Weighting captures the relative importance of impediments
in terms of trade restrictiveness (the higher the weight the more restrictive a category of
measures is considered relative to other categories). The aggregation method determines how
weights are applied to scores of regulations for calculating the index number. OECD (2011)
explains the methodology in detail; a technical paper explaining the alternative
methodologies, their advantages and disadvantages and the robustness of the chosen
methodology is available for interested readers (OECD, 2009). Here, a brief non-technical
summary is presented.

The approach taken to scoring in the STRI is to transform qualitative information on
regulation into binary variables.® A majority of the measures included in the regulatory
database are Yes/No questions. Regulatory information of a more complex nature
(e.g. foreign equity limits) can easily be transformed into binary variables by introducing
multiple thresholds. Therefore, for each type of impediment in a given country a score is
assigned either 0 or 1, with the former representing the absence and 1 the presence of the
restriction. This method ensures that all variables are measured on the same scale such that
comparison across different countries and over time is possible.

It is important that the STRI captures as much of the variance in the underlying data as
possible. The scoring of foreign equity limits, for instance, should reflect that an equity limit
of, say, 49% is more restrictive than a limit of 66%. This is captured by introducing multiple
thresholds. For foreign equity the thresholds are less than 33%, less than 50%, and less than
100%. A country with a limit of 49% will receive a score of one on the less than 50%
threshold as well as less than 100% (i.e. two scores of one), while the country with a limit of
66% will receive one score of one (on the less than 100% threshold). The same approach is
used in the case of other variables for which more detailed information is available
(e.g. duration of stay of inter-corporate transferees).

20. When compiling a composite indicator, it is not advisable to include both binary and continuous
variables in the same dataset as the resulting indicator would not have a clear interpretation (see
OECD, 2008).
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The scoring methodology should also account for hierarchies and joint effects of
regulations. For instance, if foreign equity in transport and courier operators is not allowed,
measures related to foreign firms such as restrictions on establishing subsidiaries become
redundant. In addition, sector specificities are captured by scoring methodologies applied to
the different sub-sectors.

Scoring methodology
Air transport®

Several measures contained under the different regulatory spheres in bilateral and
plurilateral air service agreements generally represent alternative ways of regulating, and are
typically ordered by restrictiveness. As such, if the more restrictive one applies, the other
restrictions within the regulatory sphere in question will be automatically turned to one. By
the same token, if the liberal provision applies, all regulatory clauses within the policy sphere
will be zero.

For example, in the case of capacity provisions, if predetermination is provided for,
there will be two additional scores of one (one for Bermuda | and one for free determination).
If Bermuda | applies, there will be one additional score of one. On the other hand, if the
agreement in question stipulates free determination, this set of measures will be scored zero.
A similar scoring methodology is applied to the following bilateral provisions:

Capacity

Ownership and control
Pricing

Ground-handling
Co-operative arrangements

Some measures in bilateral agreements will be automatically scored 1 in the presence of
restrictions in other categories of measures. Notably, if 5" and 6™ freedom rights are not
granted, route schedules in relation to intermediate and beyond points will be restricted.
Several bilateral agreements also contain asymmetric provisions, i.e. one country provides for
more liberal clauses than the other. This is particularly the case for provisions on ownership
and control. In such instances, two different databases are created for the country-pair in
question, in order to take into account the asymmetry when calculating each country’s
average level of restrictiveness from its bilateral agreements.

Cumulative scoring and linkages between measures are used for the unilateral measures
relating to slot allocation as well. If discretionary allocation applies, there will be three
additional scores of one (grandfathering, first come first served and auctioning); if the system
provides for grandfathering there will be two additional scores of one (first come first served
and auctioning); if first come first served applies there will be one score of one; first come
first served coupled with monetary trading is considered as auctioning for the purposes of
scoring, i.e. this set of measures will be zero. The latter systems introduce market mechanisms
in slot allocation in high demand airports, and are thus treated equally in the STRI. In
addition, in the case of slot trading, if barter trade is not allowed, commercial exchange will
be automatically set to one.

Moreover, some measures are linked to each other and have, when combined, a stronger
impact on restricting trade as opposed to each measure acting in isolation. As noted,
restrictions to foreign direct investment in air transport can apply to domestic and/or
international traffic. This has implications for scoring, since when investment in both types of
traffic is restricted the impact on other measures is larger. Linkages can also occur between

21, The detailed scoring methodology for this sector is described in Annex D.
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measures restricting different modes of supply. Notably, if limitations on foreign ownership in
airlines providing domestic traffic are combined with a restrictive policy on cabotage in
bilateral agreements, domestic traffic would be completely closed.

Maritime transport

The methodology for scoring maritime transport follows the general methodology. The
only adjustment is to merge some measures where otherwise details that do not contribute
much to the essence of restrictiveness would overshadow more important restrictions. For
instance, there are five measures under the cargo reservation sub-heading. They are scored as
follows: If there is a unilateral cargo reservation scheme, the score is one, otherwise zero. The
four other measures (bilateral cargo sharing agreements, plurilateral cargo reservations,
government cargo, other cargo reservations and preferential schemes) are aggregated into one
measure and scored one if there is any cargo reservation scheme (other than unilateral) and
zero otherwise.

Road freight

The measures in road freight transport are scored largely on the basis of OECD (2011).
There are few sector specificities, which are contained in Figure E.1 (Annex E).

Rail freight

When designing the scoring system it is always useful to ask oneself whether one or the
combination of a few measures would completely close the market for foreign services
providers. In the railway sector there are two sets of measures that would completely close the
market:

e  Foreign equity participation in the sector is zero + foreign branches are not allowed +
commercial presence is required + access rights to infrastructure for international services
are not granted.

e  Services are reserved for a statutory monopoly or granted through concessions on an
exclusive basis and the monopoly covers the entire sector + access rights to infrastructure
for international services are not granted.

In either case entry through commercial presence and cross-border trade is closed.
Technically there could still be trade through movement of natural persons, but that would in
any case be limited to for instance management consultancy, technical assistance and the like.

There are two sets of measures under barriers to competition in the rail sector: vertical
separation and vertical integration. The database contains a measure on whether or not
vertical separation is imposed. This measure is not scored since it is not clear from the
literature and experience under what circumstances vertical separation should be imposed.
However, once vertical separation has been imposed, it is only effective if all the core
elements of regulation are in place. To get a clean score, all of the following regulations must
be in place: access for transport operators is mandated; access fees and access capacity are
regulated; and access fees and conditions are made public. Ex ante price regulation is,
however, not required.

It appears that there are few, if any, cases where vertical separation has occurred in
unregulated markets. Absence of regulated vertical separation thus brings us to the vertical
integration scenario. The scoring then distinguishes between the case where there is a supplier
with significant market power and the case where the market for rail transport services is
considered competitive. In the case of market dominance, lack of regulated access to
bottleneck services and not mandating running rights and inter-switching is considered
barriers to competition, as lack of such regulation would give a dominant supplier space to
exploit its market power. As noted above, the benefits of price regulation in the rail transport
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sector are controversial and absence of price regulation is not seen as a barrier to competition
whether there is a dominant supplier or not. In the case of competitive markets in contrast,
price regulation is considered a barrier to competition.?

In the event that there is a vertically integrated state monopoly, the STRI index is set to
unity for the market segment that is covered by the monopoly. For instance if domestic traffic
(where the entire transport route is within the country) is covered by a statutory monopoly and
domestic traffic accounts for 80% of total land transport, the weight of the measures that close
the market will be 0.8.%

Courier services

In the courier services sector, there is sometimes a statutory monopoly covering only
parts of the markets covered by the index. A statutory monopoly per definition closes the
market to foreign suppliers. If the monopoly covers the entire sector, the STRI index value is
one, no matter what the scores on individual measures are. In the courier sector, some
countries have a statutory monopoly for delivery of letters, either the whole segment of letters
or up to certain weights, while delivery of parcels and express delivery are open to foreign as
well as local firms. Other countries have a statutory monopoly for delivery of parcels or
express delivery as well. The methodology for dealing with this scenario is to score the
market segment to which the monopoly applies unity, while courier services outside the
monopoly are scored according to the regulation that applies to the courier sector in general.

The scoring of monopoly should consider different thresholds to reflect each country’s
willingness to open up the market. For delivery of letters, four thresholds are included; a
monopoly up to 50 g, up to 1 kg, up to 2 kg, and a monopoly of the whole segment. In the
STRI, letters up to 2 kg are assumed to account for 80% of delivery of letters in volume, and
60% for letters up to 50g9.%* When a monopoly is applied up to 1 kg, the STRI assumes that
this covers 70% of the letter delivery market. If the whole segment of the delivery of letter is
subject to monopoly, it is obvious that the market is completely closed for the letter delivery.
To take an example, some countries have reserved delivery of letters up to 50g to a statutory
monopoly.  The  STRI  index for these countries are calculated as
x/3 + (1-x/3)*the index value for general courier services, where x represents the market share
of the letters up to 50g in question, which is 0.6 in this case. If the monopoly applies to the
segment of parcels and express delivery as well, the index wvalue is
(x+y+2)/3+(1-(x+y+2z)/3)*the index value for general courier services, where y and z
represent the market share of the parcels and express delivery respectively.

In most countries, the DPO is a dominant supplier of courier services at least for delivery
of letters. A memo in the STRI database records whether or not there is a dominant supplier in
each of the market segments (letters, parcels and express delivery), and the memo constitutes
a switch between the two scoring systems. When there is a dominant player in the market,

22. There is ample evidence that allowing market-determined prices gives the flexibility needed to
optimise capacity, exploit economies of scale and provide incentives for shippers to organise
shipments in less expensive way (MacDonald, 2013).

23. The market share of domestic rail traffic depends on regulation, market size and geography.
Large countries will for instance typically have a larger share of total land transport entirely
within the country. It is therefore suggested to use total land transport for determining the share
of the market covered by a monopoly.

24. The Universal Postal Union reports that an estimated 80% of mail items in volume today weigh
under 2 kg. The share of letters weighting less than 50 g is 57.7% in the volume of letter post in
Belgium according to the report issued by Belgian Institute for Postal Services and
Telecommunications.
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regulations are necessary to ensure a level playing field between the DPO and private courier
services operators in the market. The most commonly found policy measures towards this
objective are first to regulate prices. Second, the separation of accounts for universal services
and non-universal services together with an appropriate cost allocation system allows the
monitoring of possible cross-subsidisation from uncompetitive segments to competitive
segments of the market. It is noted that accounting separation and appropriate cost allocation
system are bundled together to reflect the complementarities between them. This means that
these two measures are scored zero only when both measures are in place. Lastly,
non-discriminatory access to the postal network, i.e. the post code database, post office boxes
and the downstream distribution network, controlled by DPOs is an important regulatory tool
to facilitate the entry of courier services operators in the market.

The measures mentioned in the previous paragraph are scored zero when the regulator
chooses to impose or maintain the regulation in the case that there is a dominant supplier,
since these measures are considered necessary to enhance competition in the market. On the
other hand, price regulations are considered a burden and barrier to competition if imposed in
a competitive market without any dominant supplier. In addition, the STRI score is zero
whether or not ex ante price regulation is in place, as long as anti-trust laws apply to the
sector. This is because price regulation is just one policy tool to enhance competition, and it is
not always the case that ex ante price regulation is required when another tool is in place.

The STRI for courier services also includes sector-specific measures with regard to
custom procedures. The time required for custom clearance is based on the World Bank
Doing Business 2013, and the value of one working day has been chosen as the reasonable
limit beyond which the administrative process would impact negatively the activity of the
courier services provider. Three other measures capturing general “simplification principles”
are included, i.e. pre-arrival processing, a de minimis regime, and the release of goods before
determination and payment of duties. With regard to the scores for a de minimis regime, the
STRI index value is one if there is no such regime in place or de minimis thresholds are less
than USD 100.

Weighting and aggregating

Aggregating individual restrictions into the STRI consists of two steps. The first step
involves assigning weights to the policy measures. The second step involves aggregation into
the overall STRI. A number of weighting schemes have been explored to develop the STRI.
These are equal weights, expert judgement and random weights. Equal weights are the most
common weighting scheme applied for constructing composite indicators. It is a transparent
way of creating an index in the absence of any clear alternative. Lack of clear alternatives
could be due to insufficient knowledge of causal relationships, absence of an empirical basis
for deciding which is more important, or lack of clarity of what the index is supposed to
measure. Equal weights are, however, not as free of judgement as is often claimed. With equal
weights, the relative importance of each measure depends on how many measures are
included and how individual restrictions are organised into sub-indicators, leaving rather a lot
to subjective judgement or arbitrariness.

As noted, equal weights are used when there is a lack of clear alternatives. For trade
restrictiveness indices, however, it is clear that the measures should be weighted according to
their contribution to trade costs, which in turn consist of entry costs and operational costs.
Services trade data are, however, not sufficiently detailed for estimating the trade cost
equivalent of trade barriers and behind the border regulation that affects services trade.
Nevertheless, there is a growing literature on measuring trade costs on the basis of observed
trade patterns in services, but usually at a higher level of aggregation than what is required for
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the STRI (Miroudot et al., 2012).° Furthermore, the different approaches to measuring trade
costs on the basis of observed trade flows have strengths and weaknesses (Nordas, 2011) and
as of yet a widely accepted methodology is not available.

Being constrained by lack of data, alternative ways of weighting the measures in a way
that reflects contribution to trade costs have to be sought. Asking those directly and indirectly
involved in services trade is one option. Such expert judgement has the advantage that relative
importance can be captured in a realistic and meaningful way. One objection to using expert
judgement is subjectivity. As argued above this objection also applies to other methodologies
and the problem can be reduced, for instance, by asking a large group of experts.

A third methodology for weighting measures is principal component analysis (PCA).
This is a statistical methodology that assigns the highest weight to the variables that
contribute the most to the variation in the dataset. The disadvantage of PCA is that the
assigned weights do not reflect the relative trade restrictiveness of a measure, and the weights
are based on the sample of countries for which they are estimated. Thus, when the index is
extended to new countries, the scores of countries already included may change. We have
therefore chosen not to use PCA.

The weighting scheme used for the calculation of the STRI relies on expert judgment. A
large number of experts were asked to allocate 100 points among the five policy areas
presented above. These are translated into weights by assigning the weight experts allocated
to the policy area to each measure that falls under it and correct for differences in the number
of measures under the policy areas.?®

Figure 8 illustrates the difference the weighting scheme makes on the different transport
and courier subsectors.?’ It depicts the STRI for a hypothetical country which scores one on
all the regulatory measures included in the index, thus having the most restrictive regime
possible. In all sub-sectors, experts assign the highest weight to Restrictions on foreign market
entry than the equal weight scenario. In rail freight, air transport and courier services, Barriers
to competition are also assigned a higher weight by experts.?®

25. In air transport, the impact of bilateral air services restrictions on air passenger traffic have been
estimated by Geloso Grosso (2012), and Piermartini and Rousova (2008). Geloso Grosso and
Shepherd (2011) have also assessed the indirect impact of the bilateral regime on air cargo, by
quantifying the effects of restrictions on trade in time-sensitive products.

26. The formula for measure j under category i is the following: wj; = score;w;/¥,; n;w; where n; is
the number of measures under category i and w; is the share of the total number of points
allocated to policy area i by the experts.

27. Equal weights are defined as w; = 0.20 for all i in the formula above.

28. In rail freight, the composition of the STRI is presented for the vertically-integrated case. In the
vertically-separated case, the category on Restrictions on foreign market entry is slightly less
important since a few more measures are included under Barriers to competition.

OECD TRADE POLICY PAPER N°176 © OECD 2014



36 - SERVICES TRADE RESTRICTIVENESS INDEX (STRI): TRANSPORT AND COURIER SERVICES

Figure 8. The composition of the STRI for transport and courier services in a totally restrictive country
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The method for aggregating the categories into one single index chosen is linear, taking
the weighted average (using the expert judgement weights) of the scores. In the air transport
sector, since cross-border trade is governed by bilateral agreements, a restrictiveness index is
calculated for each of the agreements for which information is available.®® As for the
unilateral index, the weights are based on those assigned by the experts to the different policy
categories.®® These indices are next aggregated into one index covering cross-border trade for
each country using the simple average of all the agreements.

An advantage of assigning a unique weight to each measure is that measures can be
aggregated in different ways into different classifications in a consistent manner as shown in
the charts below. The disadvantage is a high degree of compensation such that a high score in
one category can be compensated by a low score on another category, with the result that
there is less variation among countries in the aggregate index than in the sub-indicators. It
may, however, well be the case that restrictions are complementary rather than additive. This
problem has been dealt with through the scoring system creating hierarchies and bundles of
complementary measures when they are logically linked as explained in the methodology
paper (OECD, 2011).

6. STRI results™
Results with the expert judgment methodology
Air transport

Figure 9 below presents the aggregate indices for air passenger and cargo transport using
the expert judgment methodology, together with the sample averages. The indices cover only
measures affecting commercial establishment and accompanying movement of natural
persons. Preliminary results for cross-border trade, which is very significant in this sector, are
discussed separately below. The overall level of restrictiveness is quite elevated with an
average STRI of 0.43, and a standard deviation of 0.11. The Russian Federation, India and
South Africa have the most restrictive regimes in the sector, whereas Australia, New Zealand
and Chile are the most open economies.

29. The indices are derived taking the simple average between passenger and cargo transport, since
there is little variation between provisions in these two subsectors in bilateral agreements.

30. For bilateral measures, only two categories are relevant: Restrictions on foreign entry; and Other
discriminatory measures. See Annex B.

31. The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli
authorities. The use of such data by the OECD is without prejudice to the status of the Golan
Heights, East Jerusalem and Israeli settlements in the West Bank under the terms of international
law.
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Figure 9. The STRI for commercial establishment in air transport
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A breakdown of the STRIs by policy category shows that restrictions on foreign entry
feature prominently, followed by barriers to competition. The high levels of restrictiveness
reflect a high degree of sector-specific regulations. Most countries restrict foreign equity
participation in the sector to (at least) less than 50%. In most cases, the limitations affect
airlines in both domestic and international traffic.®* Ownership restrictions are often coupled
with specific limitations on the nationality of board members and managers of air carriers.
Several countries maintain public ownership in aviation, usually also restricting foreign
ownership in these firms. Non-competitive slot allocation is common as well, with most
countries assigning slots in high demand airports based on historical rights, typically
forbidding commercial exchange of slots.

Preliminary STRIs have also been developed for cross-border trade in air transport,
deriving unilateral indices from information contained in bilateral and plurilateral air service
agreements (see Figure 10 in Box 2 below). The database on bilateral air services agreements
is still under development: almost 550 bilateral and plurilateral agreements are covered in the
study which may not be a representative sample. There also are differences in countries’
coverage of bilateral agreements and in some cases the information may not be the most
up-to-date for reasons of confidentiality. Hence, this is an initial attempt to capture
restrictiveness in this mode of supply in light of its importance for trade in the sector. Further
investigation will be undertaken in the future as the information base improves.

32.

A notable exception is Chile which does not apply any limitations on the foreign ownership of
domestic airlines. In addition, Australia (with the exception of Qantas) and New Zealand allow
100% foreign ownership in domestic airlines for the purpose of carrying out domestic traffic
only.
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Box 2. Air services agreements and relationships covered in the STRI

Table C.1 in (Annex C) presents the coverage of air services agreements. A total of 544 bilateral and
plurilateral agreements are covered in the analysis. The plurilateral agreements included are:

The EU Single Aviation Market

The European Common Aviation Area

The EU-US Open Skies Agreement

The EU-Canada Air Transport Agreement

The EU-Swiss Agreement on Air Transport

The Euro-Mediterranean Aviation Agreement between the European Union and Israel
The Multilateral Agreement on the Liberalisation of International Air Transport

Figure 10. Preliminary STRI for cross-border trade in air transport
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A threshold has been developed to exclude small countries and make the project more manageable.
Countries are ranked according to their GDP; the study includes the first 52 countries for which the total sum of their
GDP represents 95% of world’s GDP (World Development Indicators, 2012). To these 52 countries, 12 OECD and
EU missing countries are added (Bulgaria, Croatia, Cyprus,* 3* Estonia, Iceland, Latvia, Lithuania, Luxembourg,
Malta, New Zealand, the Slovak Republic and Slovenia). Within this threshold, the selection has been driven by the
availability of the agreements to the public.

The reporters are the OECD countries and the key partners. According to the threshold, each reporter may
have a maximum of 64 agreements, which none of the countries in the sample has. At the same time, for the
calculation of the STRIs, each plurilateral agreement is counted for each bilateral relationship for which it accounts
for. So, for example, the EU-US Open Skies Agreement is counted as 28 bilateral relationships between the United
States and each of the EU Member States. In practice this means that, although the study covers 544 agreements,
there are 787 bilateral relationships which are used in the analysis. Finally, in the calculation of the indices, all
agreements which an OECD or a key partner country has with its trading partners are taken into account (i.e. when
the country in question is a reporter or a partner).

The pattern that emerges from the sample of agreements covered in the study is that,
while some progress in easing restrictions has been achieved through open skies agreements,
significant limitations remain in place. Restrictions to 5" freedom rights are still common in
bilateral agreements, with 7" freedom and cabotage being very rarely granted. In the air cargo
segment, though, 7" freedom is more frequent, reflecting the need of modern air cargo
services to route cargo and operate capacity in complex global supply chains. Limitations on
the number of entry points for the partner country’s carriers are prevalent in bilateral
agreements as well, including in relation to the ability of carriers to serve intermediate or
beyond points. Some agreements also have a more liberal policy for cargo transport in this
area.

With respect to ownership and control rules, bilateral and plurilateral agreements largely
maintain a conservative approach. With the exception of some regional agreements (e.g. the
EU Single Aviation Market), the most restrictive substantial ownership and effective control
requirement is typically provided for. Though countries have made some headway in
liberalising tariff provisions and filing requirements, dual approval of tariffs remain widely in
place in bilateral agreements. Provisions on capacity are also restrictive, with
Predetermination and Bermuda | clauses making up the majority of bilateral agreements.
Finally, cooperative arrangements, particularly code-sharing, are generally allowed, though
third-party code-sharing less so.

Maritime transport

Figure 11 displays the indices for maritime transport by policy area. Note that
landlocked countries are missing from the graph as discussed in Section Il. The results show
that the sector is generally moderately restrictive with an average STRI index of 0.25, ranging
between 0.07 and 0.44, and a standard deviation of 0.099. Indonesia, South Africa and the

33.

34.

Note by Turkey:

The information in this document with reference to “Cyprus” relates to the southern part of the
Island. There is no single authority representing both Turkish and Greek Cypriot people on the
Island. Turkey recognises the Turkish Republic of Northern Cyprus (TRNC). Until a lasting and
equitable solution is found within the context of the United Nations, Turkey shall preserve its
position concerning the “Cyprus issue.”

Note by all the European Union Member States of the OECD and the European Union:

The Republic of Cyprus is recognised by all members of the United Nations with the exception
of Turkey. The information in this document relates to the area under the effective control of the
Government of the Republic of Cyprus.
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Russian Federation have the most restrictive regimes, while the Netherlands and Portugal are
the most liberal countries.

Figure 11. The STRI for maritime freight transport by policy area
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Restrictions on foreign entry contribute significantly to the index particularly in the
countries that score above the average. The measures included in this category are foreign
equity restrictions, residency or nationality requirements for board of directors, restrictions on
cabotage, port services and cargo reservation schemes. Ten countries restrict foreign
ownership in the sector (Australia, Chile, China, Estonia, Greece, Indonesia, Italy, Korea,
Mexico, New Zealand). Among the 34 countries included in the STRI for maritime services
(note that landlocked countries are not included), only seven have no restrictions on cabotage
(Denmark, Ireland, Iceland, Netherlands, Norway, South Africa and the UK).*

Conditions on flying the national flag are not a trade restriction per se, but in cases
where flying the flag is a condition for access to certain markets, discrimination related to
registering under the national flag is recorded as a restriction. Only seven countries in the
STRI database do not have any discrimination in this regard (Brazil, China, France, Italy,
Korea, Poland and Sweden). Turning to port services, ten countries have restrictions recorded
by one or more of the measures in this area (Brazil, Chile, China, Greece, Ireland, Israel,
Poland, the Russian Federation, Slovenia and South Africa). Horizontal measures related to
residency or nationality of board members apply to maritime services as well, although a few
countries have specific requirements in this regard in maritime services. There are few
restrictions on international maritime transport; 11 countries have cargo reservation schemes
on their books, even though, as noted above, they may not be strictly enforced.

35.

Note, however that EU members have no restrictions on providing cabotage in other EU
members.
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The horizontal measures on movement of people contribute significantly to the index in
a number of countries, not because there are additional restrictions in maritime services, but
because there are few other restrictions. Finally, under barriers to competition, most countries
have some exemption for liner codes from competition law.

Road freight

Figure 12 presents the results for commercial establishment and accompanying
movement of natural persons in road freight transport, using the expert judgment
methodology. The overall level of restrictiveness is relatively low, ranging from 0.08 to 0.37,
with an average of 0.16. The standard deviation is 0.06, indicating that the STRI captures
variation in trade restrictiveness quite well, which is largely due to the more elevated levels of
restrictions in some of the key partners. China, Indonesia and South Africa are the most
restrictive countries, whereas Luxemburg, New Zealand and Chile have the most liberal
regimes.

Figure 12. The STRI for commercial establishment in road freight
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Restrictions on foreign entry and restrictions to movement of people contribute the most
to the results, followed by barriers to competition. As noted, although heavily regulated in the
past, the domestic road freight transport regime has been significantly liberalised over the
years, and currently commercial establishment in the sector is largely affected by horizontal
measures. These include restrictions on board members and managers, screening of
investment, quotas or labour market tests on different categories of service providers, and
discriminatory access to government procurement markets.

Few sector-specific measures remain in place. Two countries (China and Indonesia)
restrict foreign equity participation in the sector to less than 50%. Several countries,
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particularly EU Members, maintain commercial presence requirements in order to provide
road freight. Exemptions of road freight carriers’ agreements from competition law are also
applied in some countries. Quotas and pricing restrictions have largely been eliminated; a few
regimes still maintain economic needs tests in order to obtain a permit to practice or pricing
guidelines for road freight companies. Finally, some cases remain of government ownership
in major road freight hauliers, at times coupled with limitations on foreign ownership in such
firms.

Rail freight

Figure 13 depicts the results for rail freight transport by policy area. Note first that
Iceland is missing in the graph since it does not have a railway network. The average level of
restrictiveness is moderate at 0.22, with a large standard deviation of 0.207. The two most
restrictive countries, India and Israel, have statutory state-owned monopoly in the rail
transport sector. This explains the index value of one. The Netherlands, the United Kingdom,
Slovenia and Hungary have the most liberal regimes.

The two areas that contribute the most to the index value are restrictions on foreign
market entry and barriers to competition. This is both because a number of countries limits
entry into this sector and competitive markets are not ensured through best practice
regulation, and because these two policy areas carry the highest weight in the index. The
weighting is similar to other capital-intensive network industries in the STRI project, notably
telecommunications and broadcasting.

The countries under the vertical separation regulatory regime are all EU Members
(except Ireland), Australia, Brazil, Korea, the Russian Federation, Switzerland and Turkey.
Vertically integrated railway companies are found in Canada, Chile, China, Indonesia, India,
Ireland, Israel, Japan, Mexico, New Zealand, the United States and South Africa. The
vertically integrated regimes have on average higher barriers to competition, but this is largely
because the two countries where rail services are subject to a statutory monopoly are recorded
under this category. If we exclude them, the average barrier to competition score for vertically
integrated markets is 0.09, compared to 0.07 for vertically separated markets.

The measure where the largest number of countries record a restriction is on transfer and
trading in infrastructure capacity where only Australia, Brazil, Korea and Turkey allow such
trading among the countries applying the vertical separation regulatory model. Secondary
capacity trading is likely to mitigate the well-documented problems with efficient capacity
allocation in the vertical separation model. The second most common barrier to competition
in the rail sector is government ownership. All major railway companies are privately owned
only in six countries (Australia, Canada, Japan, the Netherlands, the United Kingdom and the
United States). In nine of the countries where government owns major rail transport
companies the government can also overrule the decisions of the rail regulator.
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Figure 13. The STRI for rail freight transport by policy category
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Courier services

Figure 14 presents the results for courier services by policy areas, together with a line
indicating a sample average of 0.26. The standard deviation is 0.17 and the STRI values range
from 0.07 to 0.87, suggesting that there is significant variation in trade restrictiveness among
the countries covered by the STRI. The Netherlands has the most liberal regime, whereas
China is the most restrictive market for courier services.

This figure indicates that the regulatory profile differs across countries. Restrictions on
foreign entry significantly contribute to the results for 14 countries covered by the STRI.
Foreign equity restrictions are found in China for postal services and domestic express
delivery of letters, and in Indonesia for mail providers. 15 countries (Australia, Brazil,
Canada, Switzerland, Chile, China, India, Iceland, Israel, Korea, Mexico, Norway, Turkey,
the United States and South Africa) require a statutory monopoly for delivery of letters, either
the whole segment of letters or up to certain weights. This measure alone accounts for an
index value of 0.2, 0.23, and 0.33 if there is a monopoly up to 50g, up to 1kg and the whole
segment of letters respectively. No monopoly is found in the area of the delivery of parcels.
China reserves domestic express delivery services to domestic services providers.
Nevertheless, the elevated level of restriction in the first policy area can be also attributed to
other investment impediments, such as screening of investments, limitations on board
members and managers. Note that seven countries have no restrictions in this first policy area
(Austria, Germany, Denmark, Estonia, Italy, the Netherlands and Slovenia).
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Figure 14. STRI for courier services (including postal services) by policy category
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The STRI for courier services covers both postal and courier services according to the
W/120 classification, which distinguishes between postal and courier not on the basis of the
nature of the services provided but on the nature of the services provider.

The market position and scope of the postal services vary across countries; from a
statutory monopoly for a broad range of services, to a commercial company competing with
other courier services providers. In the latter case the DPO may still have a special status and
be subject to regulation. The nature of regulation varies from pro-competitive measures aimed
at preventing the DPO from abusing a dominant position to protecting the DPO from
competition.

To illustrate the influence of a statutory monopoly on the STRI for courier services,
Figure 15 shows the contribution to the indices for courier services outside the postal
monopoly. Among 15 countries with a statutory monopoly, seven countries (Australia,
Canada, Switzerland, Israel, Korea, Turkey and the United States) have an index value less
than 0.2 for the market outside the monopoly. This suggests that these seven countries have
relatively liberal regulatory regimes for the courier market other than the services subject to
monopoly. It should be noted that the indices in Figure 20 are not comparable across countries
because the definition and scope of postal services and monopoly are different from one
country to another.
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Figure 15. Courier services outside postal monopoly
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Barriers to competition have also a substantive impact on many countries. In fact, these
restrictions represent the most significant component of the indices in almost two thirds of the
countries included in the STRI. Preferential tax or subsidy treatment for the DPOs including
VAT exemption for universal services, and restrictions on ground or cargo handling are
widely observed in European countries. Note that it is not considered a limitation on
competition if private courier operators are also eligible for VAT exemption when they
provide universal services. Lack of measures to avoid cross-subsidisation is found in about a
third of the countries covered by the STRI.

Regulatory transparency includes sector-specific measures with regard to custom
procedures and licensing procedures. The majority of countries included in the STRI have
pre-arrival processing and a de minimis regime in place, while about a third of countries have
de minimis thresholds less than USD 100 or do not have such regimes. With regard to
licensing procedures, licensing fees are required in more than a third of the countries covered
by the STRI.

Restrictions on the movement of people and Other discriminatory measures do not
include sector-specific restrictions. Nevertheless, measures of a horizontal nature are shown to
affect the trade restrictiveness of these services.

The STRI according to other classifications

A breakdown of the STRI for transport and courier services according to the GATS
framework and modes of services supply is presented below in Figures 16 and 17,
respectively. Market access and national treatment measures are predominant in maritime and
commercial establishment in road freight transport, while domestic regulatory and other
measures play a more significant role in rail freight. This is due the importance of barriers to
competition for rail transport. In the case of courier services, both measures are important,
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while market access and national treatment measures have substantive impacts for restrictive
countries.

With respect to modes of supply, the results show that the majority of restrictions
underlining the STRI scores for commercial establishment in air and road, as well as for rail
and courier services relate to mode 3 measures. Mode 4 measures are more relevant to
maritime services.

Figure 16. The STRI by other classifications: GATS categories
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Panel B. Commercial establishment in road freight transport
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Panel D. Courier services (including postal services)

0.9

0.8

0.7

0.6

@ Market access and national treatment O Domestic regulation

OECD TRADE POLICY PAPER N°176 © OECD 2014



50 - SERVICES TRADE RESTRICTIVENESS INDEX (STRI): TRANSPORT AND COURIER SERVICES

Figure 17. The STRI for transport and courier by other classifications: Modes of supply
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Panel C. Commercial establishment in road freight transport
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Panel E. Courier services (including postal services)

0.9

0.8

0.7

0.6

AUS
AUT
BEL
BRA
CAN
CHE
CHL
CHN
CZE
EU
DNK
ESP
EST
FIN
FRA
GBR
GRC
HUN
IDN
IND
IRL
ISL
ISR
ITA
JPN
KOR
LUX
MEX
NLD
NOR
NZL
POL
PRT
RUS
SVK
SVN
SWE
TUR
USA

B All modes OMode3 @ Mode4

Figure 18 depicts the indices decomposed into discriminatory and non-discriminatory
measures. Discriminatory measures have a considerable bearing on the results for maritime
services and commercial establishment in road freight. In line with the GATS framework, the
contribution of non-discriminatory measures is quite important in rail freight and, also in light
of the importance of barriers to competition, for the indices on commercial establishment in
air transport. For courier services, both discriminatory and non-discriminatory measures are
important, while the latter contribute slightly more for most countries.

Figure 19 shows a similar pattern with respect to restrictions to firms’ establishment
versus those affecting their ongoing operations; the former play a more important role for
maritime and road transport, while the latter contribute more to the STRIs for air and rail
transport. In the case of courier services, both types of restrictions play a significant role.
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Figure 18. The STRI by other classifications: Discriminatory versus non-discriminatory
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Panel C. Commercial establishment in road freight transport

0.9

0.8

0.7

0.6

0.5

0.4

0.3

0.2

0.1

M@ Discriminatory

O Non-discriminatory

Panel D. Rail freight transport

0.9

0.8

0.7

0.6

0.5

0.4

0.3

0.2

0.1

AUS
AUT
BEL
BRA
CAN
CHE
CHL
CHN
CZE
DEU
DNK
ESP
EST
FIN
FRA
GBR
GRC
HUN

M Discriminatory

IDN
IND
IRL
ISR
ITA
JPN
KOR
LUX
MEX
NLD
NOR
NZL
POL
PRT
RUS
SVK
SVN
SWE
TUR
USA
ZAF

O Non-discriminatory

OECD TRADE POLICY PAPER N°176 © OECD 2014



SERVICES TRADE RESTRICTIVENESS INDEX (STRI): TRANSPORT AND COURIER SERVICES — 55

Panel E. Courier services (including postal services)
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Figure 19. The STRI by other classifications: Establishment versus on-going operations
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Panel C. Commercial establishment in road freight transport
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Panel E. Courier services (including postal services)
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7. Sensitivity analysis

This section tests the sensitivity of the results to the weighing scheme that has been
chosen. Figure 20 shows the overall STRIs for the four transport subsectors when equal
weights are used (the horizontal lines represent the sample averages). The results indicate that
STRIs and rankings are not very sensitive to the weighting scheme used, with hardly any
movements between the middle and different ends of the spectrum. The Spearman rank
correlations between the STRI calculated with expert judgment and equal weights are 0.99 for
air transport, 0.97 for maritime, 0.87 for road freight transport, and 0.98 for rail freight
transport.
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Figure 20. The STRI for transport with equal weights
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Panel C. Commercial establishment in road freight transport
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Comparing the equal weights-based indices to the STRIs for courier services (see
Figure 21, the horizontal line represents the sample average), it is noticed that both have
similar rankings of indices with the exception of countries having restrictions on movement of
people. These changes are largely due to the decreased importance given to restrictions falling
under movement of people with expert judgement. The Spearman rank correlation between
the STRI calculated with expert judgement and equal weights is 0.98.

Figure 21. The STRI for courier services (including postal services) with equal weights

I STR| Courier e Average

Finally, Figure 22 illustrates the results of random weights in transport and courier
services, including the mean for all simulations and the lowest and the highest simulation
results, from 3000 Monte Carlo simulations. As expected from the results with equal weights,
the mean from random weights also aligns closely with the STRIs in these services. A general
observation is that the weights matter more for the results in countries and sectors where the
regulatory profile is uneven, i.e. when the restrictions are found in a few policy areas. The
weights matter less when the overall indicator is high and the restrictions are found in all
policy areas. At the extreme, when the index value is one, the weighting system does not
matter at all, as illustrated in panel D where two countries have the highest possible index
value and there is no variation across weighting schemes.
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Figure 22. The STRI for transport and courier with random weights
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Panel C. Commercial establishment in road freight transport
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Panel E. Courier services (including postal services)
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8. Conclusions

This paper has presented the STRI for transport and courier services, covering in the
transport sector air, maritime freight, and road and rail freight. These services represent a
significant determinant of international trade and are at the centre of recent developments
towards international integration of economic activity. The STRI supports the view that these
services are subject to very different regulatory frameworks and, in some cases, to a relatively
elevated degree of regulation.

This is particularly the case for air transport, which is affected by restrictions contained
in bilateral air services agreements, as well as a range of domestic measures restricting foreign
establishment and competition in the sector. Indices covering measures affecting commercial
establishment and accompanying movement of natural persons are on average quite high
(0.43), with little variation across countries. A preliminary assessment of restrictiveness in
cross-border trade has also been made, by deriving unilateral indices from information
contained in bilateral and plurilateral air services agreements. The pattern that emerges shows
that, while some progress in easing restrictions has been achieved through open skies
agreements, significant limitations remain in place.

It is too early though to draw conclusions from the findings on the sample of bilateral
agreements presented, since the database is still under development. This is an initial attempt
to capture restrictiveness in this mode of supply in light of its importance for trade in the
sector. Further work will be undertaken in the future as the information base improves.

The maritime transport sector is moderately open with an average STRI of 0.25. Foreign
equity restrictions are still quite common in the sector and contribute significantly to the
index. Most other sector-specific restrictions are found in the cabotage market and in ports.
Among the countries included in the STRI for maritime services, only a few have no
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restrictions on cabotage and impediments in ports are also widespread. There are few
restrictions on international maritime transport, even though several countries have cargo
reservation schemes on their books. Cargo reservations, however, may not be enforced, due to
the difficulties of monitoring compliance in modern shipping hub and spoke networks, with
extensive transhipment that have developed to support containerised cargo.

In road freight transport, the results confirm that, although heavily regulated in the past,
the domestic road freight transport regime has been significantly liberalised over the years,
and currently commercial establishment in the sector is largely affected by horizontal
measures. The overall level of restrictiveness is relatively low with an average of 0.16, but
exhibits pretty large variation. This is for the most part due to the more elevated levels of
restrictiveness in some of the key partners. Internationally, though, trade in road transport
services remains heavily restricted in several countries, where the sector is governed by a
system of bilateral and plurilateral agreements. Restrictiveness in cross-border trade for road
freight transport will be subject to future investigation.

With respect to rail freight, the STRI also supports the view that considerable reforms
have been undertaken in the sector in the past decades. The average level of restrictiveness is
moderate at 0.22, although two countries maintain a statutory state-owned monopoly, which
implies that the sector is completely closed to foreign suppliers. A number of countries still
limit entry into the sector and the establishment of competitive markets. It is clear from the
analysis that there is no one size fits all solution to how rail freight should be structured and
regulated. The STRI therefore distinguishes between different types of market structure and
does not pass judgement on which one is the better. However, once the market structure is
given, there is a higher degree of consensus on what constitutes best practice regulation.

For courier services, the results show that the overall level of restrictiveness is moderate
with a sample average of 0.26. There is, however, large variation in STRI indices among
countries ranging from 0.07 to 0.87. The elevated levels of restrictiveness are found in
countries where foreign equity restrictions or statutory monopolies exist. Preferential tax or
subsidy treatment for the DPOs, and lack of measures to avoid cross-subsidisation also have a
substantive impact on many countries.

Postal reforms have been undertaken in many countries since the 1990s. The STRI for
courier services seems to reflect such liberalisation efforts; however, it also shows that there
remains the need to ensure a level playing field between the DPOs and private operators.
Courier services play an important role in modern logistics chains and highly depend on
physical means of delivery, particularly air and road transport services. An interesting
question for further research is to combine the STRI results for transport and courier services
with the forthcoming STRI for logistics services to see the overall level of restrictions on
seamlessly integrated production and services networks.
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Annex A. Index values by policy area

Table A.1. Commercial establishment in air transport (passenger and cargo)

Country Rfestr_ictions on Rnfztvr;tq'g:tsot? discrci)rtnt}ﬁ;tory Barrier_s_to Regulatory _ Ov_erall
oreign entry people measures competition transparency indicator
AUS 0.13 0.01 0.00 0.11 0.00 0.26
AUT 0.21 0.03 0.00 0.12 0.02 0.37
BEL 0.21 0.02 0.00 0.13 0.01 0.37
BRA 0.40 0.03 0.04 0.15 0.02 0.64
CAN 0.34 0.01 0.04 0.13 0.00 0.53
CHE 0.21 0.04 0.00 0.15 0.01 0.40
CHL 0.18 0.01 0.00 0.11 0.02 0.32
CHN 0.33 0.01 0.04 0.18 0.02 0.59
CZE 0.21 0.02 0.00 0.13 0.01 0.37
DEU 0.21 0.01 0.00 0.12 0.01 0.35
DNK 0.22 0.02 0.00 0.13 0.00 0.38
ESP 0.21 0.01 0.03 0.12 0.01 0.38
EST 0.21 0.03 0.00 0.15 0.00 0.39
FIN 0.25 0.02 0.00 0.13 0.00 0.41
FRA 0.21 0.02 0.00 0.12 0.00 0.35
GBR 0.21 0.02 0.00 0.12 0.00 0.35
GRC 0.21 0.03 0.00 0.11 0.00 0.35
HUN 0.21 0.01 0.00 0.13 0.00 0.36
IDN 0.34 0.03 0.04 0.21 0.02 0.65
IND 0.39 0.03 0.03 0.18 0.03 0.65
IRL 0.21 0.02 0.00 0.13 0.00 0.37
ISL 0.25 0.03 0.00 0.12 0.00 0.40
ISR 0.30 0.03 0.03 0.16 0.00 0.51
ITA 0.21 0.02 0.00 0.12 0.02 0.37
JPN 0.21 0.03 0.03 0.20 0.02 0.48
KOR 0.33 0.01 0.03 0.15 0.01 0.52
LUX 0.21 0.01 0.00 0.15 0.01 0.38
MEX 0.35 0.01 0.03 0.16 0.01 0.57
NLD 0.21 0.01 0.00 0.12 0.00 0.34
NOR 0.31 0.01 0.06 0.12 0.00 0.51
NZL 0.16 0.01 0.01 0.10 0.01 0.29
POL 0.21 0.01 0.00 0.15 0.02 0.39
PRT 0.22 0.03 0.00 0.15 0.00 0.40
RUS 0.39 0.04 0.06 0.17 0.02 0.67
SVK 0.21 0.01 0.00 0.12 0.01 0.36
SVN 0.21 0.02 0.00 0.15 0.00 0.38
SWE 0.22 0.01 0.03 0.13 0.00 0.40
TUR 0.25 0.01 0.03 0.13 0.02 0.45
USA 0.37 0.01 0.06 0.14 0.00 0.58
ZAF 0.34 0.05 0.07 0.18 0.01 0.65
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Table A.2. Maritime transport

Country Rfestr_ictions on Rn?z:/r(iecr;igr?tsc;;) discr(i)r;hiﬁ;tory Barrier_s_to Regulatory _ Ov_erall
oreign entry people measures competition transparency indicator
AUS 0.16 0.04 0.01 0.02 0.01 0.23
BEL 0.07 0.06 0.01 0.02 0.01 0.17
BRA 0.12 0.08 0.03 0.03 0.02 0.28
CAN 0.14 0.03 0.01 0.01 0.00 0.19
CHL 0.28 0.04 0.00 0.04 0.03 0.39
CHN 0.27 0.04 0.02 0.04 0.03 0.39
DEU 0.09 0.03 0.01 0.01 0.01 0.13
DNK 0.12 0.05 0.00 0.03 0.00 0.20
ESP 0.07 0.03 0.02 0.01 0.01 0.14
EST 0.27 0.09 0.00 0.02 0.00 0.38
FIN 0.16 0.06 0.01 0.02 0.00 0.25
FRA 0.04 0.06 0.00 0.03 0.00 0.13
GBR 0.04 0.06 0.01 0.01 0.00 0.13
GRC 0.21 0.06 0.01 0.05 0.00 0.33
IDN 0.28 0.09 0.01 0.04 0.03 0.44
IND 0.16 0.08 0.00 0.05 0.03 0.32
IRL 0.07 0.06 0.00 0.02 0.00 0.16
ISL 0.12 0.08 0.00 0.01 0.00 0.21
ISR 0.05 0.08 0.00 0.05 0.00 0.18
ITA 0.20 0.05 0.01 0.02 0.02 0.30
JPN 0.11 0.08 0.01 0.03 0.02 0.24
KOR 0.21 0.04 0.00 0.03 0.01 0.29
MEX 0.18 0.04 0.01 0.01 0.01 0.25
NLD 0.02 0.04 0.01 0.01 0.00 0.07
NOR 0.09 0.05 0.01 0.01 0.00 0.16
NZL 0.18 0.04 0.01 0.02 0.01 0.25
POL 0.11 0.03 0.01 0.04 0.02 0.21
PRT 0.02 0.08 0.00 0.03 0.00 0.12
RUS 0.18 0.11 0.03 0.07 0.02 0.40
SVN 0.09 0.06 0.01 0.03 0.00 0.19
SWE 0.12 0.04 0.01 0.03 0.00 0.20
TUR 0.20 0.04 0.03 0.04 0.02 0.32
USA 0.28 0.05 0.03 0.02 0.00 0.38
ZAF 0.16 0.14 0.03 0.07 0.01 0.40
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Table A.3. Commercial establishment in road freight

Country Rfestr_ictions on Rnfztvr;tq'g:tsot? discrci)rtnt}ﬁ;tory Barrier_s_to Regulatory _ Ov_erall
oreign entry people measures competition transparency indicator
AUS 0.07 0.03 0.00 0.00 0.00 0.11
AUT 0.10 0.06 0.00 0.04 0.01 0.21
BEL 0.05 0.05 0.00 0.03 0.00 0.13
BRA 0.07 0.06 0.02 0.00 0.01 0.17
CAN 0.10 0.02 0.02 0.00 0.00 0.14
CHE 0.02 0.10 0.00 0.01 0.00 0.14
CHL 0.00 0.03 0.02 0.03 0.01 0.09
CHN 0.27 0.03 0.02 0.04 0.01 0.38
CZE 0.05 0.05 0.00 0.03 0.00 0.13
DEU 0.05 0.02 0.00 0.04 0.00 0.12
DNK 0.05 0.04 0.00 0.03 0.00 0.12
ESP 0.05 0.02 0.02 0.03 0.01 0.12
EST 0.05 0.07 0.00 0.03 0.00 0.15
FIN 0.12 0.05 0.00 0.03 0.00 0.20
FRA 0.05 0.05 0.00 0.04 0.00 0.14
GBR 0.05 0.05 0.00 0.03 0.00 0.13
GRC 0.10 0.05 0.00 0.03 0.00 0.18
HUN 0.05 0.03 0.00 0.04 0.00 0.12
IDN 0.25 0.07 0.02 0.01 0.01 0.37
IND 0.05 0.06 0.00 0.01 0.02 0.14
IRL 0.05 0.05 0.00 0.03 0.00 0.13
ISL 0.17 0.06 0.00 0.01 0.00 0.25
ISR 0.10 0.06 0.00 0.00 0.00 0.16
ITA 0.10 0.04 0.00 0.04 0.01 0.19
JPN 0.10 0.06 0.00 0.00 0.01 0.17
KOR 0.02 0.03 0.02 0.03 0.00 0.11
LUX 0.02 0.02 0.00 0.03 0.01 0.08
MEX 0.10 0.03 0.00 0.00 0.01 0.14
NLD 0.05 0.03 0.00 0.01 0.00 0.10
NOR 0.10 0.03 0.04 0.03 0.00 0.19
NZL 0.05 0.03 0.00 0.00 0.00 0.08
POL 0.07 0.02 0.00 0.06 0.01 0.16
PRT 0.05 0.06 0.00 0.03 0.00 0.14
RUS 0.10 0.10 0.02 0.01 0.01 0.24
SVK 0.07 0.03 0.00 0.03 0.01 0.14
SVN 0.05 0.05 0.00 0.03 0.00 0.13
SWE 0.10 0.03 0.00 0.03 0.00 0.16
TUR 0.07 0.03 0.02 0.04 0.01 0.18
USA 0.05 0.03 0.02 0.04 0.00 0.14
ZAF 0.10 0.12 0.07 0.00 0.00 0.29
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Table A.4. Rail freight services

R o Restrictions to Other .
Country f%srtgilctmnst on movement of discriminatory Barne;_st_to t Regulatory _Odv_eratﬂl
gn entry people measures competition ransparency indicator
AUS 0.05 0.02 0.00 0.13 0.00 0.20
AUT 0.02 0.05 0.00 0.05 0.04 0.15
BEL 0.00 0.04 0.00 0.05 0.01 0.10
BRA 0.11 0.05 0.03 0.15 0.04 0.37
CAN 0.06 0.02 0.02 0.06 0.00 0.16
CHE 0.02 0.07 0.00 0.11 0.01 0.21
CHL 0.02 0.02 0.01 0.15 0.05 0.25
CHN 0.21 0.02 0.03 0.10 0.05 0.42
CZE 0.02 0.04 0.00 0.05 0.01 0.12
DEU 0.02 0.02 0.00 0.11 0.01 0.16
DNK 0.03 0.03 0.00 0.05 0.00 0.11
ESP 0.00 0.02 0.01 0.05 0.03 0.10
EST 0.00 0.06 0.00 0.05 0.00 0.11
FIN 0.06 0.04 0.00 0.05 0.00 0.15
FRA 0.03 0.04 0.00 0.05 0.00 0.12
GBR 0.00 0.04 0.00 0.03 0.00 0.07
GRC 0.05 0.04 0.00 0.10 0.00 0.18
HUN 0.00 0.02 0.00 0.05 0.00 0.07
IDN 0.14 0.06 0.03 0.13 0.05 0.40
IND 0.43 0.10 0.06 0.31 0.10 1.00
IRL 0.03 0.02 0.00 0.06 0.00 0.12
ISR 0.43 0.10 0.06 0.31 0.10 1.00
ITA 0.05 0.03 0.00 0.05 0.04 0.16
JPN 0.05 0.05 0.00 0.10 0.04 0.23
KOR 0.03 0.02 0.00 0.08 0.01 0.15
LUX 0.02 0.02 0.00 0.05 0.03 0.11
MEX 0.12 0.02 0.00 0.08 0.03 0.25
NLD 0.00 0.02 0.00 0.03 0.00 0.06
NOR 0.06 0.02 0.02 0.18 0.00 0.28
NZL 0.06 0.02 0.00 0.05 0.01 0.15
POL 0.02 0.02 0.00 0.08 0.04 0.15
PRT 0.02 0.05 0.00 0.05 0.00 0.11
RUS 0.11 0.07 0.02 0.11 0.04 0.35
SVK 0.02 0.02 0.00 0.05 0.03 0.11
SVN 0.00 0.04 0.00 0.03 0.00 0.07
SWE 0.06 0.02 0.00 0.05 0.00 0.13
TUR 0.03 0.02 0.02 0.21 0.04 0.32
USA 0.05 0.02 0.02 0.03 0.00 0.12
ZAF 0.08 0.09 0.04 0.16 0.01 0.38
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Table A.5. Courier services (including postal services)

R o Restrictions to Other .
Country f%srtgilctmnst on movement of discriminatory Barne;_st_to t Regulatory _Odv_eratﬂl
gn entry people measures competition ransparency indicator
AUS 0.13 0.02 0.01 0.10 0.04 0.31
AUT 0.00 0.04 0.00 0.07 0.04 0.15
BEL 0.02 0.04 0.01 0.06 0.02 0.15
BRA 0.18 0.06 0.03 0.13 0.11 0.51
CAN 0.16 0.03 0.02 0.07 0.05 0.33
CHE 0.11 0.07 0.01 0.11 0.05 0.36
CHL 0.15 0.05 0.03 0.14 0.11 0.47
CHN 0.40 0.08 0.05 0.21 0.14 0.87
CZE 0.02 0.04 0.00 0.06 0.02 0.14
DEU 0.00 0.01 0.00 0.05 0.02 0.09
DNK 0.00 0.02 0.00 0.09 0.01 0.12
ESP 0.02 0.01 0.01 0.07 0.04 0.15
EST 0.00 0.05 0.00 0.06 0.01 0.12
FIN 0.06 0.04 0.00 0.05 0.01 0.16
FRA 0.02 0.04 0.01 0.04 0.00 0.10
GBR 0.03 0.04 0.01 0.07 0.00 0.15
GRC 0.05 0.04 0.00 0.02 0.02 0.13
HUN 0.03 0.02 0.00 0.06 0.01 0.13
IDN 0.16 0.05 0.01 0.12 0.10 0.44
IND 0.19 0.06 0.03 0.15 0.10 0.54
IRL 0.03 0.04 0.00 0.05 0.00 0.12
ISL 0.17 0.05 0.01 0.09 0.04 0.37
ISR 0.16 0.06 0.01 0.10 0.05 0.38
ITA 0.00 0.03 0.01 0.09 0.05 0.18
JPN 0.05 0.04 0.01 0.06 0.05 0.21
KOR 0.11 0.04 0.01 0.13 0.05 0.34
LUX 0.02 0.01 0.01 0.04 0.02 0.10
MEX 0.13 0.04 0.02 0.13 0.08 0.40
NLD 0.00 0.02 0.01 0.04 0.00 0.07
NOR 0.14 0.04 0.03 0.14 0.06 0.41
NZL 0.05 0.02 0.01 0.06 0.04 0.18
POL 0.03 0.01 0.00 0.06 0.04 0.15
PRT 0.02 0.04 0.01 0.05 0.01 0.13
RUS 0.06 0.07 0.03 0.14 0.05 0.35
SVK 0.02 0.02 0.00 0.06 0.04 0.14
SVN 0.00 0.04 0.00 0.05 0.00 0.09
SWE 0.05 0.02 0.01 0.10 0.01 0.19
TUR 0.15 0.05 0.03 0.12 0.10 0.45
USA 0.13 0.04 0.04 0.12 0.04 0.37
ZAF 0.13 0.08 0.04 0.16 0.07 0.48
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Annex B. Classification of trade barriers for transport and
courier services

Table B.1. Air transport services (passenger and cargo)

Establishment/

Discriminatory/

Measures Mode h o
operations non-discriminatory

Restrictions on foreign entry
Foreign equity restrictions: maximum foreign equity share allowed for 3 E D
domestic traffic (%)
Foreign equity restrictions: maximum foreign equity share allowed for 3 E D
international traffic (%)
There are statutory or other legal limits to the number or proportion of
shares that can be acquired by foreign investors in firms that are 3 E D

controlled by national state or provincial governments

Only joint ventures are allowed (domestic traffic)

Only joint ventures are allowed (international traffic)

Foreign companies can establish subsidiaries (domestic traffic)
Foreign companies can establish subsidiaries (international traffic)
Foreign companies can establish branches

Board of directors: majority must be nationals (domestic traffic)
Board of directors: majority must be nationals (international traffic)
Board of directors: majority must be residents (domestic traffic)
Board of directors: majority must be residents (international traffic)
Board of directors: at least one must be national (domestic traffic)
Board of directors: at least one must be national (international traffic)
Board of directors: at least one must be resident (domestic traffic)
Board of directors: at least one must be resident (international traffic)
Manager must be national (domestic traffic)

Manager must be national (international traffic)

Manager must be resident (domestic traffic)

Manager must be resident (international traffic)

Screening: foreign investors must show net economic benefits
Screening: approval unless contrary to national interest

Screening: notification

Restrictions on the type of shares or bonds held by foreign investors
Conditions on subsequent transfer of capital and investments
Restrictions on cross-border mergers and acquisitions (domestic traffic)

Restrictions on cross-border mergers and acquisitions (international
traffic)

Licensing/permits are subject to quotas or economic needs tests
(domestic traffic)

W W W W W W wWw w wwwwwowwwwwwwwwow

w

m mmmmMmOoOOoO O O O 0O OO0 o0Oo0OO0OO0OmMMmMMmmm

m

O 0O 0O 0O 0o 0o 00U o0 o0 oo oo oo oo o oo

O

OECD TRADE POLICY PAPER N°176 © OECD 2014



76 - SERVICES TRADE RESTRICTIVENESS INDEX (STRI): TRANSPORT AND COURIER SERVICES

Establishment/ Discriminatory/
Measures Mode . S
operations non-discriminatory
Licensing/permits are subject to quotas or economic needs tests
- : ) 3 E D
(international traffic)
Provisions in bilateral/plurilateral agreements
Grant of traffic rights 1 O D
Route schedules 1 O D
Designation 1 O D
Capacity 1 O D
Ownership and control 1 (@] D
Restrictions to movement of people
Quotas: intra-corporate transferees 4 O D
Quotas: contractual services suppliers 4 E D
Quotas: independent services suppliers 4 E D
Labour market tests: intra-corporate transferees 4 O D
Labour market tests: contractual services suppliers 4 E D
Labour market tests: independent services suppliers 4 E D
Limitation on duration of stay for intra-corporate transferees 4 (@) D
Limitation on duration of stay for contractual services suppliers is 4 E D
limited
Limitation on duration of stay for independent services suppliers is a E D
limited
Other discriminatory measures
Foreign suppliers are treated less favourably regarding taxes and
U - All (¢} D
eligibility to subsidies
Restrictions on public procurement: explicit discrimination in favour of
) ; ) All O D
local firms (domestic traffic)
Restrictions on public procurement: explicit discrimination in favour of
) . p ) All (¢} D
local firms (international traffic)
The procurement process affects the conditions of competition in
. ) ! All (¢} D
favour of local firms (domestic traffic)
The procurement process affects the conditions of competition in
’ ) ] - All (¢} D
favour of local firms (international traffic)
Laws and regulations impose national standards that deviate from
b h . All (0] ND
international standards/conventions
Provisions in bilateral/plurilateral agreements
Pricing 1 (0] D
Ground-handling 1 O D
Other commercial opportunities 1 O D
User charges 1 O D
Cooperative arrangements 1 O D
Change of aircraft 1 O D
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Establishment/

Discriminatory/

Measures Mode . S
operations non-discriminatory
Barriers to competition
When appeal procedures are available in domestic regulatory systems, 3 o D
they are open to affected or interested foreign parties as well
Foreign firms have redress when business practices are perceived to 3 o D
restrict competition in a given market
National, state or provincial government control at least one major firm 3 E ND
in the sector
Publicly-controlled firms or undertakings are subject to an exclusion or
exemption, either complete or partial, from the application of the 3 E ND
general competition law
Minimum capital requirements & E ND
Slot allocation systems All O ND
Slot trading All O ND
Schedules for airport use All O ND
Exemption of air carrier alliances from competition law All O ND
Price regulation on domestic routes All O ND
Contracts for universal service obligations are awarded through
" g All (¢} ND

competitive bidding
Regulatory transparency
Regulations are published or otherwise communicated to the public

; . All O ND
prior to entry into force
There is a public comment procedures open to interested persons, Al o ND
including foreign suppliers
Range of visa processing time 4 O ND
Time to complete all official procedures required to register a company O ND
Total cost to complete all official procedures required to register a 3 o ND
company
Number of official procedures required to register a company 3 O ND
Time taken for customs clearance (cargo only) All O ND
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Table B.2. Maritime transport

Discriminatory

Measures MA&NT/ Mode Establishment/ Inon-
DR&Other operations discrimi
iscriminatory
Restrictions on foreign entry
Foreign equity restrictions: maximum foreign equity share allowed (%) MA&NT 8 E D

There are statutory or other legal limits to the number or proportion of
shares that can be acquired by foreign investors in firms that are MA&NT 3 E D
controlled by national state or provincial governments

Only joint ventures are allowed MA&NT & E D
Foreign companies can establish subsidiaries MA&NT 3 E D
Foreign companies can establish branches MA&NT 5 E D
Other restrictions on legal form MA&NT 3 E D
Board of directors: majority must be nationals MA&NT 5 O D
Board of directors: majority must be residents MA&NT 3 O D
Board of directors: at least one must be national MA&NT 3 (¢} D
Board of directors: at least one must be resident MA&NT 3 O D
Manager must be national MA&NT 3 (0] D
Manager must be resident MA&NT 3 (0] D
Screening: foreign investors must show net economic benefits MA&NT 3 E D
Screening: approval unless contrary to national interest MA&NT 3 E D
Screening: notification MA&NT 3 E D
Restrictions on the type of shares or bonds held by foreign investors MA&NT 3 E D
Conditions on subsequent transfer of capital and investments MA&NT 5 E D
Restrictions on cross-border mergers and acquisitions MA&NT 3 E D
Cargo reservation: Unilateral cargo reservations MA&NT 1 E D
Cargo reservation: Bilateral/plurilateral cargo sharing agreements MA&NT 1 E D
gigioorfe(s:%rr\‘/g\ltji;?: Plurilateral cargo reservations (UNCTAD Liner MA&GNT 1 E D
Cargo reservation: Government cargo MA&NT 1 D
Cargo reservation: Other cargo reservations and preferential schemes MA&NT 1 D
Restrictions to own and register vessels under national flags MA&NT 1 D
]%?g%ti%i:”iﬁ:ggon foreign-flagged ships (or other criteria, such as MA&GNT 1 E D
Cabotage: Feedering is prohibited MA&NT All E D
Cabotage: Repositioning of equipment is prohibited MA&NT All E D
Statutory monopoly on port services MA&NT 3 E D
Restrictions on the number of licenses/concessions MA&NT 3 E D
Restrictions on the type of vessels MA&NT All E D
Restrictions on the type and quantity of cargo transported MA&NT All E D
Restrictions to establish or operate representative offices MA&NT 3 E D
Restrictions on the chartering of vessels MA&NT E D
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MA&NT/

Establishment/

Discriminatory

Measures DR&Other  Mode operations di /non-
iscriminatory

Restrictions to movement of people
Quotas: intra-corporate transferees MA&NT 4 O D
Quotas: contractual services suppliers MA&NT 4 E D
Quotas: independent services suppliers MA&NT 4 E D
Labour market tests: intra-corporate transferees MA&NT 4 O D
Labour market tests: contractual services suppliers MA&NT 4 E D
Labour market tests: independent services suppliers MA&NT 4 E D
Limitation on duration of stay for intra-corporate transferees MA&NT 4 O D
Iflrr]ltatlon on duration of stay for contractual services suppliers is MA&GNT 4 E D
limited
Limitation on duration of stay for independent services suppliers is MA&GNT 4 E D
limited
Other discriminatory measures
quglg_n suppherg are treated less favourably regarding taxes and MA&GNT All o D
eligibility to subsidies
Explicit discrimination in favour of local firms for domestic traffic DR&Other All O D
Explicit discrimination in favour of local firms for international traffic DR&Other All O D
There are I|m|_tat|0ns on foreign participation in public procurement for DR&Other Al o D
domestic traffic
_There are Ilmltatl_ons on foreign participation in public procurement for DR&Other All o D
international traffic
There is a formal requirement that regulators consider comparable
international standards and rules before setting new domestic DR&Other All (0] ND
standards
Discriminatory access to use of port services and installations MA&NT 1 O D
Discriminatory port tariffs and other port-related fees MA&NT 1 O D
Obligation to use local maritime and port services MA&NT 1 O D
Discriminatory environmental and/or security standards MA&NT All (0] D
Other restrictions MA&NT 1 (@) D
Obligation to use a local maritime port agent MA&NT All O D
Obligation to use local tug and tow services MA&NT All (0] D
Restrictions on cargo-handling MA&NT All (0] D
Restrictions on pilotage and towing services MA&NT All (0] D
Restrictions on storage and warehouse services MA&NT All (0] D
Restrictions on container-station and depot services MA&NT All (0] D
Other restrictions on auxiliary services MA&NT All (0] D
Restrictions on sale & marketing and organising the ship’s call MA&NT 3 O D
Barriers to competition
When appeal procedures are available in domestic regulatory systems,

; ) : MA&NT 3 (¢} D
they are open to affected or interested foreign parties as well.
Foreign firms have redress when business practices are perceived to MA&GNT 3 o D

restrict competition in a given market
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MA&NT/

Establishment/

Discriminatory

Measures DR&Other ~ “ode operations di /non-
iscriminatory

National, state or provincial government control at least one major firm
in the sector DR&Other 3 E ND
Publicly-controlled firms or undertakings are subject to an exclusion or
exemption, either complete or partial, from the application of the DR&Other 3 E ND
general competition law.
Minimum capital requirements DR&Other 8 E ND
Shlpp_lng agreer_nents are partly or fu[ly exempted from price fixing or DR&Other All o ND
quantity regulation under the competition law
Right of independent action and confidential services contracts in
shipping agreements are mandated DRtz Al © D
Consortia are allowed DR&Other All (0] ND
Shipping agreements are subject to review DR&Other All O ND
Regulatory transparency
Rt_egulatlons are published or otherwise communicated to the public DR&Other All o ND
prior to entry into force
There_ls a pupllc comment procedures open to interested persons, DR&Other Al o ND
including foreign suppliers
Range of visa processing time (days) DR&Other 4 O ND
Time to complete all official procedures required to register a company DR&Other 3 o ND
(in calendar days)
Total cost to complete all official procedures required to register a
company (in % of income per capita) DIRE D & © N
Number of official procedures required to register a company DR&Other 3 (0] ND
Time taken for customs clearance (days) DR&Other All (0] ND
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Table B.3. Road freight transport services

MA&NT/

Establishment/

Discriminatory

Measures DR&Other Mode operations di /non-
iscriminatory

Restrictions on foreign entry
Foreign equity restrictions: maximum foreign equity share allowed (%) MA&NT & E D
There are statutory or other legal limits to the number or proportion of
shares that can be acquired by foreign investors in firms that are MA&NT 3 E D
controlled by national state or provincial governments
Only joint ventures are allowed MA&NT 8 E D
Foreign companies can establish subsidiaries MA&NT 3 E D
Foreign companies can establish branches MA&NT 8 E D
Board of directors: majority must be nationals MA&NT 3 (0] D
Board of directors: majority must be residents MA&NT 5 O D
Board of directors: at least one must be national MA&NT 3 (0] D
Board of directors: at least one must be resident MA&NT 3 (0] D
Manager must be national MA&NT 3 O D
Manager must be resident MA&NT 5 O D
Screening: foreign investors must show net economic benefits MA&NT 3 E D
Screening: approval unless contrary to national interest MA&NT 5 E D
Screening: notification MA&NT 3 E D
Restrictions on the type of shares or bonds held by foreign investors MA&NT 5 E D
Conditions on subsequent transfer of capital and investments MA&NT 3 E D
Restrictions on cross-border mergers and acquisitions MA&NT 5 E D
Licensing/permits are subject to quotas for domestic traffic MA&NT 3 E D
Licensing/permits are subject to an economic needs test MA&NT 3 E D
Commercial presence required in order to provide road freight transport MA&NT All E D
Restrictions to movement of people
Quotas: intra-corporate transferees MA&NT 4 O D
Quotas: contractual services suppliers MA&NT 4 E D
Quotas: independent services suppliers MA&NT 4 E D
Labour market tests: intra-corporate transferees MA&NT 4 (0] D
Labour market tests: contractual services suppliers MA&NT 4 E D
Labour market tests: independent services suppliers MA&NT 4 E D
Limitation on duration of stay for intra-corporate transferees MA&NT 4 (¢} D
h;rn:gjtion on duration of stay for contractual services suppliers is MA&GNT 4 E D
II}ri]:r;ti(t_:‘a(ljtion on duration of stay for independent services suppliers is MA&GNT a E D
Other discriminatory measures
Zlci)é?l;ﬁirt]ystlépggggfd?ég treated less favourably regarding taxes and MA&GNT All o D
Restrictions on public procurement: explicit discrimination in favour of DR&Other Al o D

local firms
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MA&NT/

Establishment/ Discriminatory

Measures DR&Other ~ “ode operations di /non-
iscriminatory

The procurement process affects the conditions of competition in
favour of local firms IR Al S 2
_I_aws or regulations impose nat!onal standards that deviate from DR&Other Al o ND
international standards/conventions
Barriers to competition
When appeal procedures are available in domestic regulatory systems, MA&GNT 3 o D
they are open to affected or interested foreign parties as well
Foreign parties havg redr_ess when business practices are perceived to MA&GNT 3 o D
restrict competition in a given market
_Natlonal, state or provincial government control at least one major firm DR&Other 3 E ND
in the sector
Publicly-controlled firms or undertakings are subject to an exclusion or
exemption, either complete or partial, from the application of the DR&Other 3 E ND
general competition law
Minimum capital requirements DR&Other 3 E ND
Exemption of road freight carrier's agreements from competition law DR&Other All O ND
Retail prices of road freight services are regulated DR&Other All O ND
The government provides pricing guidelines for road freight companies DR&Other All O ND
Freight carriers are required to file tariffs DR&Other All O ND
Industry representatives are involved in setting entry and pricing DR&Other Al o ND
regulations
Regulatory transparency
Rt_egulatlons are published or otherwise communicated to the public DR&Other All o ND
prior to entry into force
There_ls a pul_:)llc comment procedures open to interested persons, DR&Other Al o ND
including foreign suppliers
Range of visa processing time DR&Other O ND
Time to complete all official procedures required to register a company DR&Other O ND
Total cost to complete all official procedures required to register a DR&Other 3 o ND
company
Number of official procedures required to register a company DR&Other 3 O ND
Time taken for customs clearance DR&Other All (@) ND
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Table B.4. Rail freight transport services

Discriminatory

Measures MA&NT/ Mode Establishment/ Inon-
DR&Other operations discriminatory

Restrictions on foreign entry
Foreign equity restrictions: maximum foreign equity share allowed (%) MA&NT 3 E D
There are statutory or other legal limits to the number or proportion of
shares that can be acquired by foreign investors in firms that are MA&NT 3 E D
controlled by national state or provincial governments
Foreign companies can establish branches MA&NT 8 E D
Only joint ventures are allowed MA&NT 3 E D
Foreign companies can establish subsidiaries MA&NT 3 E D
Board of directors: majority must be nationals MA&NT 3 (0] D
Board of directors: majority must be residents MA&NT 3 (0] D
Board of directors: at least one must be national MA&NT 3 O D
Board of directors: at least one must be resident MA&NT 3 (¢} D
Manager must be national MA&NT 3 (0] D
Screening: Foreign investors must show net economic benefits MA&NT 3 (0] D
Screening: Approval unless contrary to national interest MA&NT 3 E D
Screening: Notification MA&NT 3 E D
Restrictions on the type of shares or bonds held by foreign investors MA&NT 3 E D
Conditions on subsequent transfer of capital and investments MA&NT 5 E D
Restrictions on cross-border mergers and acquisitions MA&NT 3 E D
Sorvoes re esened o Ssbtoy monopob o g Oy 3 o
Licenses are subject to quotas MA&NT 3 E D
Licenses subject to economic needs tests MA&NT 5 E D
Commercial presence required in order to provide rail freight transport MA&NT 1 E D
Transit rights for international rail transport MA&NT 1 E D
Access rights for international combined transport MA&NT 1 E D
Access rights for international rail transport MA&NT 1 E D
Access rights for rail transport (cabotage) MA&NT 1 E D
Restrictions to movement of people
Quotas: intra-corporate transferees MA&NT 4 (0] D
Quotas: contractual services suppliers MA&NT 4 E D
Quotas: independent services suppliers MA&NT 4 E D
Labour market tests: intra-corporate transferees MA&NT 4 O D
Labour market tests: contractual services suppliers MA&NT 4 E D
Labour market tests: independent services suppliers MA&NT 4 E D
Limitation on duration of stay for intra-corporate transferees MA&NT 4 O D
Limitation on duration of stay for contractual services suppliers is MA&GNT 4 E D

limited
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MA&NT/

Establishment/ Discriminatory

Measures DR&Other ~ “ode operations di /non-
iscriminatory

Ifln]ltatlon on duration of stay for independent services suppliers is MA&GNT 4 E D
limited
Other discriminatory measures
F(_)rt_elg_n suppller_s are treated less favourably regarding taxes and MA&NT Al o D
eligibility to subsidies
Explicit discrimination in favour of local firms DR&Other All (0] D
The procureme_nt process affects the conditions of competition in DR&Other Al o D
favour of local firms
Discriminatory criteria for issuing licenses MA&NT 3 E D
Interoperability/interlinking is required DR&Other 1 ND
Barriers to competition
When appeal procedures are available in domestic regulatory systems, MA&GNT 3 o D
they are open to affected or interested foreign parties as well
Foreign firms h_gve redres_,s when business practices are perceived to MA&GNT 3 o D
restrict competition in a given market
_Natlonal, state or provincial government control at least one major firm DR&Other 3 E ND
in the sector
Publicly-controlled firms or undertakings are subject to an exclusion or
exemption, either complete or partial, from the application of the DR&Other 3 E ND
general competition law
Minimum capital requirements DR&Other E ND
The government can overrule the decision of the railways regulator DR&Other ND
Contrac_t_s for _unl_versal service obligations are awarded through DR&Other 3 o ND
competitive bidding
Memo: Vertical separation is required*
VS: Decisions of the infrastructure manager can be appealed DR&Other (0] ND
VS: Independence of infrastructure managers is required DR&Other (0] ND
yS: There is a prohibition to tre}n_sfer public funds between services and DR&Other 3 o ND
infrastructure management activities
VS: Access to railway infrastructure is mandated at the national level DR&Other O ND
VS: Access fees are regulated DR&Other (@) ND
VS: Access fees and conditions are developed and made public in DR&Other 3 o ND
advance
VS: Access capacity is regulated DR&Other 5 O ND
VS: Transfer or trading of infrastructure capacity is prohibited DR&Other 3 O ND
VS: Track access for supply of services to terminals is mandated DR&Other 5 O ND
VS: Track access for supply of services to ports is mandated DR&Other 3 O ND
VI: Competitive entry/exit is allowed DR&Other 3 (@) ND
VI: Level of service obligations are imposed DR&Other 3 (0] ND
VI: Rail rates are regulated DR&Other 3 (@) ND
VI: Publication and filing of rail rates is required DR&Other 3 O ND
VI: Confidential contracts are allowed DR&Other 3 O ND
VI: A dispute resolution mechanism is available DR&Other 3 O ND
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Discriminatory

Measures MA&NT/ Mode Establishment/ Inon-
DR&Other operations discrimi
iscriminatory
VI: Terminal running rights are in place DR&Other 8 (0] ND
VI: Rates for terminal running rights are regulated DR&Other 3 (0] ND
VI: Interswitching is mandated DR&Other 8 (0] ND
VI: Interswitching rates are regulated DR&Other 3 (0] ND
VI: Bottleneck services are regulated DR&Other 8 (0] ND
VI: Running rights are mandated DR&Other 3 (0] ND
VI: Running rights are mandated only for bottleneck segments DR&Other 8 (0] ND
VI: Memo: there is market dominance
Regulatory transparency
R(_egulatlons are published or otherwise communicated to the public DR&Other All o ND
prior to entry into force
_There_ls a puk_)llc comment procedure open to interested persons, DR&Other Al o ND
including foreign suppliers
Range of visa processing time (days) DR&Other 4 (0] ND
Time to complete all official procedures required to register a company
(in calendar days) DR&Other s o ND
Total cost t_o complete all official procedures required to register a DR&Other 3 o ND
company (in USD)
Number of official procedures required to register a company DR&Other 3 (0] ND
Time taken for customs clearance DR&Other All (¢} ND
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Table B.5. Courier services (including postal services)

Discriminatory

Measures MA&NT/ Mode Establishment/ Inon-
DR&Other operations discriminatory

Restrictions on foreign entry
Maximum foreign equity share allowed (%) MA&NT & E D
Non-residents are allowed to invest in local courier services firms
through minority shares in local investment companies. Maximum MA&NT 3 E D
foreign ownership in local investment companies (%).
There are statutory or other legal limits to the number or proportion of
shares that can be acquired by foreign investors in firms that are MA&NT 3 E D
controlled by national state or provincial governments
Legal form: only joint ventures are allowed MA&NT 3 E D
Board of directors: majority must be nationals MA&NT 3 (0] D
Board of directors: majority must be residents MA&NT 3 (0] D
Board of directors: at least one must be national MA&NT 3 (0] D
Board of directors: at least one must be resident MA&NT 3 (0] D
Manager must be national MA&NT 5 O D
Manager must be resident MA&NT 3 O D
Screening: foreign investors must show net economic benefits MA&NT 5 E D
Screening: approval unless contrary to national interest MA&NT 3 E D
Screening: notification MA&NT 3 E D
Restrictions on the type of shares or bonds held by foreign investors MA&NT 3 E D
Conditions on subsequent transfer of capital and investments MA&NT 5 E D
Restrictions on cross-border mergers and acquisitions MA&NT 3 E D
Monopoly on letters (kg) MA&NT 5 E ND
Monopoly on parcels (kg) MA&NT 3 E ND
Monopoly on express delivery (kg) MA&NT 5 E ND
The number of available licences for courier firms is limited MA&NT 3 E ND
Licences are subject to an economic needs test MA&NT 5 E ND
Restrictions on foreign owned firms’ establishments MA&NT 3 E D
Restrictions to movement of people
Quotas: intra-corporate transferees MA&NT 4 O D
Quotas: contractual services suppliers MA&NT 4 E D
Quotas: independent services suppliers MA&NT 4 E D
Labour market tests: intra-corporate transferees MA&NT 4 O D
Labour market tests: contractual services suppliers MA&NT 4 E D
Labour market tests: independent services suppliers MA&NT 4 E D
Limitation on duration of stay for intra-corporate transferees MA&NT 4 O D
h;:;ti:ee(tjﬂon on duration of stay for contractual services suppliers is MA&GNT 4 E D
Limitation on duration of stay for independent services suppliers is MA&NT 4 E D

limited
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MA&NT/

Establishment/

Discriminatory

Measures DR&Other  “ode operations __[non-
discriminatory

Other discriminatory measures
Fc_)r_elg_n suppherg are treated less favourably regarding taxes and MA&GNT All o D
eligibility to subsidies
Explicit discrimination in favour of local firms DR&Other All (0] D
The procurement process affects the conditions of competition in DR&Other All o D
favour of local firms
There is a formal requirement that regulators consider comparable
international standards and rules before setting new domestic DR&Other All O ND
standards
Barriers to competition
When appeal procedures are available in domestic regulatory systems,

: . : MA&NT 3 (@) D
they are open to affected or interested foreign parties as well.
Foreign firms h_a_ve r_edres_s when business practices are perceived to MA&GNT 3 o D
restrict competition in a given market
_Natlonal, state or provincial government control at least one major firm DR&Other 3 E ND
in the sector
Publicly-controlled firms or undertakings are subject to an exclusion or
exemption, either complete or partial, from the application of the DR&Other 3 E ND
general competition law.
Minimum capital requirements DR&Other E ND
The government can overrule the decision of the regulator DR&Other O ND
The legal separation of the regulator and services operators is required  DR&Other O ND
The designated postal operator obtains preferential tax or subsidy DR&Other Al o ND
treatment
The designated postal operators obtains preferential treatment during DR&Other All o ND
customs clearance procedures
'llj'ggsde&gnated postal operator obtains exemptions from transport DR&Other All o ND
Prices for postal services are regulated DR&Other All (0] ND
Accounting separation is required DR&Other All (0] ND
An appropriate cost allocation system is in place DR&Other All (0] ND
Access to the postal network is granted on a non-discriminatory basis DR&Other All (0] ND
Restrictions on ground-handling DR&Other All (0] ND
Restrictions on cargo-handling DR&Other All (0] ND
Restrictions on storage and warehouses DR&Other All (0] ND
Qual_lty/pe(formance s'tandards requirements for courier services DR&Other All o ND
outside universal services
A dispute resolution mechanism is available DR&Other All (0] ND
The decision by the regulator can be appealed DR&Other 3 O ND
Regulatory transparency
Regulations are published or otherwise communicated to the public DR&Other All o ND

prior to entry into force
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MA&NT/

Establishment/

Discriminatory

Measures DR&Other  Mode operations di /non-
iscriminatory

_There_ls a put_)llc comn_\ent procedure open to interested persons, DR&Other Al o ND
including foreign suppliers
Range of visa processing time (days) DR&Other 4 O ND
Time to complete all official procedures required to register a company DR&Other 3 o ND
(in calendar days)
Total cost to complete all official procedures required to register a DR&Other 3 o ND
company (in USD)
Number of official procedures required to register a company DR&Other 3 (0] ND
Time taken between the submission of an accepted customs DR&Other Al o ND
declaration and customs clearance (days)
Pre-arrival processing is possible DR&Other All (0] ND
A de minimis regime is in place (in USD) DR&Other All (0] ND
The_ release of goods is possible before determination and payment of DR&Other All o ND
duties
The scope of the mon_opoly (reserved_ area) (_)f th_e des_lgn_ated postal DR&Other 3 o ND
operator is clearly defined on the basis of objective criteria
The Ilcensmg/authon_zmg process and appeals process are transparent DR&Other 3 o ND
and are based on objective criteria
Fees required to obtain a licence/authorisation (in USD) DR&Other 3 (0] ND
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Annex C. Air services agreements and bilateral relationships

Table C.1. Bilateral relationships covered in the STRI

REP AUS|AUT|BEL | BRA|CAN|CHE|CHL | CHN[CZE| DEU|DNK| ESP| EST| FIN [FRA [GBR|GRC|HUN| IDN | IND | IRL [ ISL [ ISR | ITA | JIPN|KOR|LUX[MEX{NLD|NOR|NZL | POL |PRT|RUS[SVK|SVN|SWE| TUR|USA|ZAF
PAR
ARE X | X | X X | X[ X]| X X X | X | X X X X X X | X
ARG X X X | X X X X X[ X | X X | X X X
AUS X X[ X[ X]X]X|X X X[ X | X X | X | X X | X | X X | X X | X X | X
AUT X X | X[ X | X XXX XXX X[X][X]|X]|X]|X[X]X]X]X]|X X[ X[ X]X]X X | X X| X[ X X]X| X
BEL X XX XX XX | X[X]|X]X]X]X|[X|X]X X | X[ X[ XX X X[ XXX | X[ X]|X]|X]|X]|X X | X
BGR X | X X | X XXX X ]| X[X]|X]|X]X]X|X X | X[ X | X X | X X | X X X[ X X]|X]|X X
BRA X | X X X X X X X X X X | X
CAN X | X[ X| X X X[ XX XX X[ X]|X]|X]X]X|X X | X X[ X[ XXX X[X[X]|X]X]X[X[X]|X]X X
CHE X | X | X X X[ X[ XXX | X[X]|X]X]X]X|[X]|X X X | X | X X X[ XXX | X|X|[X]|X]|X]X]|X|X
CHL X X | X[ X | X X X[ X | X X | X X X X[ X | XX X X X
CHN X | X | X X | X | X X | X[ X[ X X X X X | X[ X | X X X | X[ X | X X | X | X
CoL X X X X
CYP X | X X | X X X[ XXX ]| X]X[X]|X] X X | X[ X[ X X X | X X X[ XX ]| X]|X X
CZE X | X | X X | X X XXX X]|X]|X|[X|X] X X | X[ X | X X | X[ X| X X| X[ X X]|X]|X X
DEU X | X | X X | X | X[ XX X| X[ XX X]|X]|X|X X| X[ XX X]|X]|X[X]|X]|X]X]|X]|X X| XX X]X]|X
DNK XXX XX X[ X[ X]|X XX XXX X[ X[X]|X]X]X[X]|X]X X X X[ XXX ]| X]|X[X]X]|X]X]|X
DZA X X X | X X X X X X X | X | X
EGY X X X X | X X X | X X X X X X X X X
ESP X | X | X X[ X X] X] X ]| X|X XX X]X]|X|X X[ X[ XXX X[X[X]|X]X]X[X]|X]X X| X[ X X] X
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REP | aus|aur]| BeL |BRA|CAN|CcHE|cHL| cHN|czE| DEL|DNK| ESP| EST| FIN |FRA |GBRIGRCE| HUN| 1DN | IND [ IRL | 1SL | 1SR | 1A | 3PN{KOR|LUX|MEX|NLD|NOR{NZL | POL |PRT| RUS | SVK| svn|swe| Tur|usa|zaF
PAR
EST X | x X | x X | x| x|x X | x| x| x|x X | x| x|x X X | x X | x| x| x| x|[x]|x]x
FIN X | X X | x X | x| x| x]x]|x X | x| x|x X x| x| x| x|[x]x]|x X | x X x| x| x| x|[x]|x]x
FRA X | x| x| x| x|x]|x X | x| x| x| x]|x x| x| x X x | x| x| x|[x]x|x|x]|x]|x X x| x|[x]|x]|x x| x
GBR X | x| x X x| x| x| x|x|[x]x[x]|x]x X | x X | x| x| x]|x X | x [ x| x| x|x]|x]|x X | x| x X | x
GRC X | x| x X | x X | x| x| x| x|x]|x]x X X | x| x| x| x|x]|x X | x X x| x| x| x|[x]|x]x
HKG X | x| x X | x X | x| x X | x X x| x| x| x|[x]|x]|x]|x X X X | x| x| x
HRV X | x X | x X x| x| x| x|x|x]|x|[x]x x| x| x| x X X | x X | x X | x| x X
HUN X | x| x| x]|x X x| x| x| x|x|x]|x|x]|x X | x| x| x| x|x]|x X | x X x| x| x| x|[x]|x]x
IDN X | x X X X X X X
IND X | x X X | x X | x| x X X | x X X X X | x
IRL X | x| x X | x X x| x| x| x|x|x]x|[x]|x]x X X | x| x X X x| x| x| x|x|[x]|x|[x]|x]x
IRN X X X X | x X X | x X X X | x X
IRQ X
ISL X | X XX [ x| x| x|[x]|x|x]|x]x]|x X X X X | x X x| x|[x]x]|x
ISR X | x X x| x| x| x| x[x]|x|[x|x]|x|x]|x]x X | x X | x X X | x X x| x| x| x|[x]|x]x
A X | x| x X | x X x| x| x| x|x|x]x|[x]|x]x X | x| x|x X X | x| x|x X | x X | x| x X
JPN X X X | x X | x| x X | x X | x X | x X X | x| x| x]|x X X | x| x| x
KOR X | x X X | x X X x| x| x|[x]x X X X | x| x X X | x
LTU X | % X | x X x| x| x| x|x|[x]x|[x]x X x| x| x| x X X | x x| x| x|[x]x]|x X
LUX X | x X | x X x| x| x|x|x|[x]x|[x]x x| x| x|x X X x| x| x| x|[x|x|x[x]|x]|x]x
LVA X | X X | x X x| x| x| x|x|[x]x|[x]x X | x| x| x X X | x X x| x|[x]x]|x X
MEX X | x| x| x| x|x]|x X | x X X | x X | x| x X X | x| x| x|x X
MLT X | x| x X | x X x| x| x| x|x|x]x|[x]|x]x X | x| x| x X | x X | x X x| x|[x]|x]|x X
MYS X | x| x X | x| x| x|x X | x X X X X x| x|[x]|x]|x X | x X X

OECD TRADE POLICY PAPER N°176 © OECD 2014




SERVICES TRADE RESTRICTIVENESS INDEX (STRI): TRANSPORT AND COURIER SERVICES — 91

=2 AUS|AUT| BEL [BRA|CAN|CHE|CHL | CHN|CZE| DEU|DNK| ESP| EST| FIN [FRA|GBR|GRC|HUN| IDN [ IND [ IRL | ISL | ISR | ITA [ IPN|KOR|LUX|MEX|NLD|NOR[NZL | POL |PRT | RUS[SVK| SVN|ISWE| TUR|USA|ZAF

PAR

NGA X X | X X X X | X X X X

NLD X | X | X X X[ X[ XX X]|X|X[X]|X]X]X]X|X]|X X| X[ XX X]|X]|X|X X X | X X | X | X X | X
NOR XX XXX X[ X[X]|X]X]|X[X|X]IX]X]X[X[X][X]X]X[X|X]|X X X XXX X X[ X[X|[X]X]X
NZL X X X | X | X | X X[ X | X X X X X X | X X X | X[ X| X
PAK X X | X X | X X | X X | X X X1 X | X X | X X | X | X X X

PHL X X | X X | X X | X X | X X X X | X | X]| X X[ X XX X X X
POL X | X | X X | X XX [ XXX X[ X[X]|X]X]|X X | X[ X[ XX X | X[ X| X X[ X[ X] X] X X
PRT X | X X | X X[ X[ XXX ]| X]X[X]|X] X X | X[ X[ X X | X[ X| X X X[ XX X] X ]| X
ROM X | X X | X XX XX | X[X]|X]|X]X]X|X X | X[ X | X X | X X | X X X[ X X]| X]|X X

RUS X X | X | X X X X | X | X X | X X | X | X X | X[ XX X X X | X | X X
SAU X X | X X X | X X X[ X | X X X X X
SGP X | X X | X X | X X1 X[ X|X] X X X[ X[ XXX ]| X[X|[X]X]|X X X X
SVK X | X X | X X[ X[ X X]X]|X]X[X]|X] X X | X[ X | X X | X[ XX X | X | X X[ X | XX
SVN X | X X | X X[ X[ XXX ]| X]X|[X]|X] X X | X[ X | X X X | X X1 X[ X | X X | X | X
SWE XX XXX X[X[X]X]X]|X[X|X]IX]X]X[X[X][X]X]X[X|X]|X X X| X[ XX X]|X]|X|X X[ X | X
THA X | X X | X X X | X X | X X | X X X[ XX X]X|X X X X X
TUR X X X X[ X[ X]X]X X | X X X X X X | X X X[ X | X X
UKR X | X X | X X X | X[ X[ XX X | X X X | X X | X X | X X X[ X X]| X]|X X
USA X X[ XXX X[ X]|X]|X]X]|X X | X X X[ X X]|X]|X X[ X[ X] X]X X[ X | X X1 X[ X[ X]X X
VEN X X X X
ZAF X | X[ X| X X | X X | X X X | X | X X | X | X X X X
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Annex D. Scoring methodology for air transport services

Scoring methodology

The scoring methodology should account for hierarchies and joint effects of regulations.
For instance, if foreign equity in airlines is not allowed, measures related to foreign firms such
as restrictions on establishing subsidiaries become redundant. In addition, some measures are
linked to each other and have, when combined, a stronger impact on restricting trade as
opposed to each measure acting in isolation. In air transport, such linkages can also occur
between measures restricting different modes of supply. Notably, if limitations on foreign
ownership in airlines providing domestic traffic are combined with a restrictive policy on
cabotage in bilateral agreements, domestic traffic would be completely closed.

Cross-border trade

Market access via mode 1 in aviation occurs through the exchange of traffic rights
largely on a bilateral basis. Without such rights, traffic cannot take place unless the authorities
grant it on a discretionary basis. The STRI covers the nine so-called “freedoms of the air” as
defined by ICAO (see Box 1). In this sector, therefore, the scoring system has to take into
account also bilateral measures as opposed to only unilateral, MFN restrictions.

The two basic rights are third and fourth freedoms, without these rights no traffic
between the two countries can take place. Considering first the two extreme cases, cross-
border trade would be completely closed if:

e The country in question does not have any bilateral agreements with its trading partners; or

e  Third and fourth freedom rights are not granted in any of its bilateral agreements.

In such cases, all measures related to cross-border trade contained in bilateral
agreements will be scored 1. However, such extreme instances are in practice not relevant for
the countries covered in the STRI project (and for most countries). Instead, it is common
practice to restrict access to the domestic, point-to-point market, or cabotage. In the case of
cross-border trade, such market would be closed if the country in question does not grant
eighth and ninth freedom rights in any of its bilateral agreements.

Several measures contained under the different regulatory spheres in bilateral
agreements generally represent alternative ways of regulating, and are typically ordered by
restrictiveness. As such, if the more restrictive one applies, the other restrictions within the
regulatory sphere in question will be automatically turned to one. By the same token, if the
liberal provision applies, all regulatory clauses within the policy sphere will be zero.

For example, in the case of capacity provisions, if predetermination is provided for, there
will be two additional scores of one (one for Bermuda | and one for free determination). If
Bermuda I or Other applies, there will be one additional score of one. On the other hand, if the
agreement in question stipulates free determination, this set of measures will be scored zero.
A similar scoring methodology is applied for bilateral provisions, such as on ownership and
control and on prices (see Figure D.1). In addition, some measures will be automatically
scored 1 in the presence of restrictions in other categories of measures. Notably, if 5" and 6"
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freedom rights are not granted, route schedules in relation to intermediate and beyond points
will be restricted.

Figure D.1. Cumulative scoring in bilateral air services provisions

Panel A. Capacity

Bermuda |
Predetermination or Free determination
Other
Predetermination Predetermination
Bermuda I/Other
Bermuda | Bermudall
Free determination
Free determination Free determination

\ \ \

Panel B. Ownership and control

Community of interest
Substantial ownership or

Principal place of business
or

and effective control Principal place of business and
effective control

Principal place of business and
effective regulatory control

v v \

Substantial ownership Community of interest/ L .
. . . Principal place of business/
and effective control Principal place of business and - .
. . h Principal place of business and
Community of interest effective control .
- . L . effective regulatory control
Principal place of business Principal place of business

\ \ \
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Panel C. Pricing

Airline agreement No approval or

on prices

v Y Y ¥ \
ez ( N N ™ (e

Dual approval Single disapproval Dual disapproval

free prices

on prices Dual approval Single disaporoval on prices

Dual approval Single disapproval Dugal disa pproval Dual disapproval Dual approval
Single disapproval Dual disapproval Countr o?'pori in Country or origin Single disapproval
Dual disapproval Country or origin No 2 yroval cg>r No approval or Dual disapproval
Country or origin Zone pricing PP . free prices Country or origin

L free prices -
Zone pricing No approval or Zone pricing
No approval or free prices No approval or

\ free prices J K j \ j \ j \ free prices /

y y } ; y

Panel D. Ground-handling and co-operative arrangements

Ground-handling: single domestic No bilateral co-operative

provider arrangements

\ \

Single domestic provider
Competing domestic providers

Self-handling

Bilateral co-operative
arrangements

Third-party arrangements
Third-party providers

\ \

Some bilateral agreements contain asymmetric provisions, i.e. one country provides for
more liberal clauses than the other. This is particularly the case for provisions on ownership
and control. In such instances, two different databases are created for the country-pair in
question, in order to take into account the asymmetry when calculating each country’s
average level of restrictiveness from its bilateral agreements.

Cumulative scoring is also used for the unilateral measures relating to slot allocation (see
Figure D.2 below). If discretionary allocation applies, there will be three additional scores of
one (grandfathering, first come first served and auctioning); if the system provides for
grandfathering there will be two additional scores of one (first come first served and
auctioning); if first come first served applies there will be one score of one; first come first
served coupled with monetary trading is considered as auctioning for the purposes of scoring,
i.e. this set of measures will be zero. The latter systems introduce market mechanisms in slot
allocation in high demand airports, and are thus treated equally in the STRI. In addition, in the
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case of slot trading, if barter trade is not allowed, commercial exchange will be automatically
set to one.

Figure D.2. Cumulative scoring in slot allocation

First come first
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No monetary trade

First come first
served
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Discretionary
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\
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Commercial presence and the link to cross-border trade

A prominent feature of the aviation regulatory regimes in many countries is a restrictive

foreign investment policy; such restrictive regimes can affect airlines in both domestic and
international traffic, or only one type of traffic. This has implications for the scoring of other
measures. If foreign equity is not allowed with respect to both types of traffic, most measures
under “Restrictions on foreign entry”, as well as several measures in other policy categories
become irrelevant and will automatically be scored 1. If foreign equity is not allowed in, say,
international traffic only, the impact on other measures will be more limited (see Figure D.3).
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Figure D.3. Measures that are automatically scored one as a consequence of foreign equity limits

Panel A. Foreign equity (FE) limits on international traffic

0 equity allowed 50>FE>0

(Onlyjoint ventures are allowed (international Foreign companies can establish
traffic) subsidiaries (international traffic)
Foreign companies can establish subsidiaries Board of directors: majority must be
(international traffic) residents (international traffic)
Board of directors: majority and at least one must Board of directors: at least one must be
be nationals (international traffic) residents (international traffic)
Board of directors: at least one must be nationals Restrictions on cross-border mergers and
(international traffic) acquisitions (international traffic)
Board of directors: majority must be residents
(international traffic)
Board of directors: at least one must be residents
(international traffic)
Manager must be national (international traffic)
Manager must be resident (international traffic)
Restrictions on cross-border mergers and
acquisitions (international traffic)
Panel B. Foreign equity (FE) limits on domestic and international traffic
0 equity allowed 50>FE>0
( All unilateral measures under “Restrictions on R [ Foreign companies can establish subsidiaries \
foreign ownership and other market entry (domestic and international traffic)
conditions” except: Screening: approval unless contrary to national
Foreign companies can establish branches interest
Licensing/permits are subject to quotas or Screening: notification
economic needs tests (d?fr_nestlc and international Board of directors: majority must be residents
\_ traffic) ) (domestic and international traffic)
Board of directors: at least one must be residents
4 Foreign suppliers are treated less favourably ) (domestic and international traffic)
regarding taxes and eligibility to subsidies Restrictions on cross-border mergers and
Minimum capital requirement \acqwsmons (domestic and international trafflc)/
Time to complete all mandatory procedures

required to register a company

Total cost to complete all mandatory procedures
required to register a company
Number of mandatory procedures required to
\_ register a company )
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Linkages between measures in different modes of supply are accounted for with respect
to both international and domestic traffic. In the extreme cases noted above where a country’s
cross-border trade is completely closed, if in addition foreign equity is not allowed in relation
to both international and domestic traffic, the sector would be completely closed. Again, such
extreme cases do not apply to any of the countries covered in the STRI project. On the other
hand, if cabotage is not provided for in any bilateral agreements and majority foreign equity is
not allowed with respect to domestic traffic, then market entry would be prohibited only in
relation to domestic traffic. This case is presented in Figure D.4 below.

Figure D.4. Measures that are automatically scored one when domestic traffic is prohibited

50>FE>0 equity allowed in domestic traffic

Eight and ninth rights not allowed

/ Only joint ventures are allowed (domestic traffic) \

Foreign companies can establish subsidiaries (domestic traffic)
Board of directors: majority must be nationals (domestic traffic)
Board of directors: at least one must be nationals (domestic
traffic)

Board of directors: majority must be residents (domestic traffic)
Board of directors: at least one must be residents (domestic
traffic)

Manager must be national (domestic traffic)

Manager must be resident (domestic traffic)
Restrictions on cross-border mergers and acquisitions (domestic
traffic)

Licensing/permits are subject to quotas or economic needs tests
(domestic traffic)

Restrictions on public procurement (domestic traffic)

Slot allocation systems (domestic traffic)

Slot trading (domestic traffic)

K Price regulation on domestic routes /
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Annex E. Scoring methodology for road freight transport

Figure E.1. Measures that are automatically scored one as a consequence of foreign equity limits

0 equity allowed 50>FE>0
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