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Competition in the rail sector has improved
in the two decades since the beginning of the
railway reform, but nowhere near as much

as some people have claimed and others had
hoped. This is all the more surprising given
that a general principle is clear to see: wher-
ever competition is promoted intensively,
passengers, carriers and ultimately taxpayers
benefit.

timetables have
been steadily expanded since the region-
alisation process began in 1996, with train
services expected to exceed 650 million
km for the first time in 2014. This is pre-
dominantly down to successful competi-
tion, even if rapidly rising infrastructure
fees are now threatening to eat away at
part of these successes. Services are even
more appealing thanks to the use of mod-
ern trains and the greater integration of
transport services, resulting in continu-
ously rising demand.

Competitors have been able to further in-
crease their market share in Regional rail
transport. In 2012, their share of transport
services (passenger-kilometres [pkm]) to-
talled around 15 %, whilst their market
share for operating performance (train-
kilometres [tkm]) is expected to be 27.3%
by 2014. Fortunately the diversity of ser-
vice providers has not yet diminished.

National Express, one of Europe’s largest
private transport companies, has man-
aged to break into the German regional
rail transport market.

However, this picture is complicated by
the continued presence of market barri-
ers. For example, competitors face disad-
vantages in marketing (access, commis-
sion), and the used-vehicle market does
not operate equally well for all vehicle
types. The authorities try to lower these
obstacles to support competition, but the
number of bidders for each call for tender
is nevertheless usually close to the critical
lower limit of 2.

It is unsatisfactory for all stakeholders
that they have to »run on sight« in light of
the uncertain funding from 2015 (revision
of the regionalisation fund) as well as the
constantly increasing infrastructure fees.

Overall performance in

remains high, although the pro-
longed financial crisis in other European
countries has triggered an economic slow-
down recently. In 2012, competitors’ mar-
ket share (in tonne-kilometres [tkm]) rose
to 28.6 % in total, despite the difficult mar-
ket environment.
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Figure 1: Market share in operational performance
in regional rail transport in Germany 2014

in % train-kilometres (tkm) — Source: own

Competitors 27,3% Deutsche Bahn'AG 72,7%

Figure 2: Market share in transport services in rail
freight transport in Germany in 2012

in % tonne-km (tkm) — Source: destatis, own

Competitors 28,6% Deutsche BahnJAG 71,49

Figure 3: Market share in transport services in long-
distance passenger transport
in Germany 2012

in % passenger-kilometres (pkm) — Source: own

Deutsche Bahn'AG >98%

—

Comnpetitors <2%

Growth in the rail freight market is pre-
dominantly down to the competitors’ suc-
cess, although this does not mean that DB
Schenker Rail has sustained outright loss-
es. Unit-train traffic and combined trans-
port are the driving forces behind this de-
velopment.

By contrast, single-wagon traffic is the
market segment with the least competi-
tion. Only DB Schenker Rail can maintain
the transport network required for this in
Germany. Although single-wagon traffic
has been stagnating for years (account-
ing for approximately 40 % of rail freight
transport), the market leader is not pre-
pared to give competitors extensive and
non-discriminatory access to its single-
wagon traffic network. Policymakers have
not yet realised how much synergy poten-
tial in the rail sector remains untapped.
This is particularly good news for the rival
HGV sector.

It is encouraging that competitors have
now reached an overall size which can no
longer be dismissed as a »negligible quan-
tity«. Nonetheless, it remains to be seen
how the currently low margins develop
when even the market leader is facing
considerable economic difficulties despite
its inherent economies of scale.

is still
the problem child of the rail sector, al-
though the range of services offered has
improved slightly following the massive
cutback in InterRegio services 11 years
ago. However, the situation is notice-
ably marred by the lack of reserve and
new trains as well as quality issues on all
fronts, including lamentable operational
stability with trains all too often arriving
in reverse carriage configuration. Lucki-
ly, passengers have so far not been influ-
enced by this (partially due to the lack of
alternatives) and are making increased
use of long-distance passenger transport.
Intramodal competition in the rail sec-
tor itself is stagnating at a barely percep-
tible level. At any rate, the launch of the
Hamburg-KoIn-Express (HKX) in July 2012
provides passengers with at least one
popular and cost-efficient alternative to
DB, even though the vehicle supplier prob-
lems have not yet been resolved. Although
competition on individual routes is lim-
ited, DB is already taking defensive meas-



ures (higher quotas of cheap tariffs, more
modern rolling stock). Marketing is also
being made more difficult for newcomers.

At an intermodal level, long-distance bus
services are a serious source of competi-
tion that may be able to put pressure on
DB’s policy of high prices in long-distance
passenger transport.

In summary, developments in regional rail
transport and rail freight transport are com-
paratively positive, while long-distance pas-
senger transport is trailing behind. However,
we are still along way from normal market
functioning, and we will never achieve it so
long as an integrated company determines
up to 50% of its competitors’ value-added in
the transport sector.

Particular attention must be paid to rail infra-
structure. As a natural monopoly, it is most
economically effective to have rail network,
stations, service facilities and traction current
feeder cables operated by a single provider.
Rail infrastructure was allocated to Deutsche
Bahn at the time of the railway reform. From
a competition viewpoint, the drawback of
this solution is clear: the infrastructure is in
the hands of a company that not only owns
it but uses it in competition with other rail
companies. From a business point of view, it
is perfectly understandable that the integrat-
ed company should exploit its dual role to
keep competition in the rail sector in check.
Economically it is alarming, as it risks gener-
ating deadweight losses: this is because it is
no longer necessarily the best service provid-
ers that establish themselves on the trans-
port markets, but rather those with the best
access to infrastructure.

The neatest solution for preventing such a
situation would be the complete separation
of the network and its operation, something
which was openly discussed during the rail
reform. However, following pressure from DB
and the trade unions, political will in Ger-
many has shifted, so that a majority now re-
ject the idea of separation. Only the European
Commission in Brussels is now pushing for
this solution, although its chances of success
are very small given the opposition from Ger-
many and other countries.

Rather than complete separation, Germany
advocates the regulation of infrastructure
operation alone. This basically means that
uniform access requirements and usage fees
would apply to all parties authorised to ac-
cess rail infrastructure. DB’s rail companies
would no longer have the competitive edge
they gain from being part of the DB group.

What should work in theory proves difficult
in practice. Experience in Germany shows
that, when in doubt, Deutsche Bahn knows
how to exploit every loophole to limit compe-
tition. Examples include:

the ongoing dispute with the German
Federal Network Agency, access parties
and now the civil courts regarding the
structure and amount of fees for using
tracks and stations;

the legal dispute on whether or not the
traction network is subject to regulation;

the »generous« reservation of rails in ser-
vice facilities to make it more difficult for
other rail companies to access shunting
yards.

The Federal Network Agency has, at times
with the help of the courts, had some success
in improving the access conditions for rail in-
frastructure.

In addition to »traditional« rail infrastruc-
ture, more areas have now been revealed as
needing regulation. Initially, competitors had
to fight hard just to be included in DB timeta-
bles. There is still an absence of non-discrimi-
natory rules governing access to marketing
or the traction current supply. The discrimi-
nation against competitors is particularly ob-
vious in relation to traction current, where
the discount system is clearly biased in fa-
vour of DB rail companies. The failure to pass
the Railway Regulation Act was a missed op-
portunity to improve the legal frameworks
for all areas requiring regulation.

The Federal Network Agency could not grant
the request to limit the fee increases for us-
ing infrastructure. According to the BAG-
SPNV market report, infrastructure costs
(tracks, stations, energy) make up around
47% of all production costs incurred in rail-
way operations. DB can claim this amount for
itself, regardless of whether it provides the
transport service.



It would be missing the point to blame Deut-
sche Bahn for its behaviour. The company
interprets the regulations as it sees fit and
legitimately tries to exploit loopholes for its
own benefit. The resulting hurdle race is ex-
hausting for competitors. They are already at
a disadvantage compared to DB due to their
size, but obstacles to market access caused by
inadequate legal regulations further exacer-
bate the difficulties they face in performing
their activities.

The passivity shown by policymakers bodes
ill for the rail sector’s ability to operate in the
future. Obstacles to competition and rising
infrastructure costs are increasing the cost of
rail travel and damaging intermodal compe-
tition as a whole. In this regard, experience
in Germany shows that improved regional
rail transport and rail freight transport ser-
vices would not have been possible without
the competitors — at least not with the same
economic conditions for all stakeholders. De-
manding fair competition is not an ideologi-
cal end in itself, as some critics of competi-
tion claim.

The rail sector’s long-term competitiveness
must take priority over short-term propri-
etary interests. It is the job of politicians to
create the necessary framework conditions to
achieve this.

The greatest challenge for the rail sector is
finding sufficient funding for infrastructure
and regional rail transport. With the previ-
ous mean amount of funding provided by the
Unbundling Act (Entflechtungsgesetz) now
extended until 2019 (as well as the indivi-
dual decisions on appropriation made within
the federal states), one pressing problem has
been resolved in the medium term. Many
others still remain:

The transport sector seems to be in a com-
fortable position in that there is social
consensus on greater funding. At least,
there were no fundamental objections

to the findings of the Daehre or Bodewig
commissions. However, this offers no
guarantee of improved financing. It re-
mains to be seen which measures and in-
struments the federal government will fo-
cus on. In any case, the future government

must deal with the constitutional debt
limits that will apply nationally from 2016
onwards. These keep the government’s
borrowing to a minimum. According to
the Federal Ministry of Finance, borrow-
ing would have already complied with
these limits (albeit under economically
beneficial framework conditions) in 2012,
with a structural new debt of 0.34 %.

As of 2020, these debt limits will also ap-
ply for state government budgets, whose
current situation is less rosy. There is only
leeway for additional expenditure if items
in the budget are reshuffled or other ad-
ditional revenue is generated at the same
time. However, even assuming that this
happens, there is no guarantee that the
rail sector will be granted any of the addi-
tional funding. Other sectors (such as edu-
cation and health) could also claim that
they urgently need more funds. Within
the transport sector, rail transport must
also go head to head with the road sector.

The extension of the Performance and Fi-
nancing Agreement (Leistungs- und Fi-
nanzierungsvereinbarung [LuFV]) for at
least two years boosts funds by approxi-
mately € 250 million per year, giving the
sector a bit of breathing space. This also
gives the government an opportunity

to review both the future amount and,
more importantly, the content of this
Agreement. Experts have long criticised
the LuFV, saying that it is barely suitable
for maintaining the quality of the infra-
structure. There is a lack of effective pa-
rameters for assessing the quality of the
network, nor are there incentives for infra-
structure operators to enhance the quality
of the network.

The amended version of the Public Trans-
port Regionalisation Act will be nego-
tiated between the national and state
governments over the next few years. The
result will determine how much leeway
the federal states will have when order-
ing regional rail services. Both the maxi-
mum amount and the adjustment rate
will be significant. In the past, the region-
alisation funds were adjusted below the
annual variations in the fees for using the
infrastructure; as a result, the amount of
funds available for operation diminishes
year on year. Regional rail transport will
not grow if the national government con-
tinues to apply the logic whereby it takes



back part of the regionalisation funds via
the DB dividend. Stabilising or even ex-
panding the offer will only be affordable
if the authorities have more financial lee-
way to order transport services. This can
be achieved through more funds from the
national government or making savings
in infrastructure, for example. In return
for a secure source of funding, the govern-
ment will also demand more transparen-
cy on how funds are spent.

It is of the utmost importance that dis-
cussions on financing do not shift the fo-
cus away from the problems surrounding
regulation. Genuine incentives to reduce
infrastructure operation costs must be im-
plemented. Prices and costs must be trans-
parent. Regulation must also deal with
changing problems more flexibly, and
must be provided with a system of gener-
al abuse control. Traction current supply
and marketing have now proved to be as
worthy of regulation as the use of tracks
and stations.



