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Introduction
This article introduces
the concept of shifting the
responsibility of regional rail
services to local authorities
and describes the impacts
and lessons learned in those
countries which have taken this
step. The objective is to identify
the general components of
such a system, without setting
aside practical examples and
experiences, mainly from
Germany.
The question how to finance
passenger rail services in general
and local and rural services in
particular has been an ongoing
discussion in most countries in
Europe since the early 1960’s.
At that time it became apparent
that for most local passenger
rail services fare box revenues
are not sufficient to cover
operating costs, let alone capital
and investment costs. The
reasons for that development
are well known. Increasing car
ownership, changed mobility
requirements and habits and
improving road infrastructure

caused a decrease in patronage
figures of rail services. The
state rail operators thereupon
reduced
services,
which
triggered a downturn cycle.
Reduced services meant poorer
quality which let to a further
loss of passengers. Although
passenger numbers and service
frequency were decreasing the
state operators did not get their
financial performance under
control. Subsidy requirements
increased steadily. For decades
the railways were financed
in quite an unsustainable and
non-customer oriented way.
The national railway company
announced a certain deficit
for a business year, and then
political discussion on how
to solve the problem started.
At the end of the fight in most
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The core components
of the system
are shown
in figure no.1

cases the deficit of the railway
company was financed by the
government, without looking
for a suitable and sustainable
long-term solution.

The 3 layer
approach
However, in the 1990’s the
situation, especially in Germany
due to the reunification of the
two former State railways,
became unsustainable. The
unification of DB (Western
Germany) and DR (Eastern
Germany) and the new EU
legislation were a good reason
to fundamentally change the
framework. Those changes
are based on Article 87e of the
“Grundgesetz” (Constitution)

and the Railway Restructuring
Act of 1993. Concerning
local passenger rail services
Germany decided to move
further than the EU Directive
No 1191/69, as amended
by Regulation No 1893/91
(concerning public service
obligations) required and shifted
the political responsibility
for local rail services from
Federal Government to State
(regions) level (so called
“Regionalisierung”). The main
reasons for that approach were
that the use of subsides was not
transparent and could not be
controlled and that despite the
significant amounts of money
transferred it was not possible
to define the service or quality
levels (e.g. timetable).
Other
countries,
like
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the Nordic countries, the
Netherlands
and
France
introduced comparable systems
for similar reasons.
On the financing level only
the general framework for
regional passenger rail services
is determined: This includes
the definition of the regional
transport organisation bodies,
the determination of the legal
framework for relationships
between the ordering level and
the performing level and setting
standards to be observed by the
regions, in order to maintain a
certain coherence of transports
on the national level (e.g. basic
tariffs to be based on same
principles; connections between
trains to be established).
The budget dedicated to
regional rail passenger services
in most cases consist of two
parts; a stable annual amount

fixed by law and a variable
amount depending on available
resources. In Germany for
example the fixed amount was
based on the costs for providing
the rail services in the timetable
year 93/94. The law stipulates
for each State in Germany
which proportion of the fixed
amount and which percentage
of the variable amount is
allocated each year.
The design of the ordering
level depends on the existing
governmental institutions in
the country and the degree
of centralisation. If regions
have lean structures, it is
not necessary to create new
institutions (e.g. France). If
regions have complex structures,
it is not efficient to assign the
task of transport organisation
to existing institutions (e.g.
Germany).

Figure 2 shows the basic
concept of the ordering level.
Strategic decisions are made by
the regional parliament, which
stays in close contact with the
regional transport organisation.
Customer
orientation
is
secured by close contact to
various stake holders like rail
user representatives, trade
union representatives or local
politicians. To support coherent
decisions in line with a longterm development strategy, a
regional transport development
plan should be adopted. This
also enables coordination
with national and local public
transport.
Figure 3 shows the duties of
regional transport organisations.
The minimum requirements are
to conclude contracts defining the
service parameters for each line
with train operating companies

(preferably by tendering the
services) and by paying the
agreed amount to the service
provider. Starting from these
minimum tasks there are different
degrees of involvement. The most
integrated system is a “traffic
and tariff cooperation”, which
is called “Verkehrsverbund” in
Germany. These bodies order
all kind of regional transport
services (rail and bus), finance
the services, coordinate services,
achieve through ticketing (price
setting and fare allocation),
supervise local infrastructure
planning, and might be involved
in definition and financing of
rolling stock.
The
performing
level
executes the services as
stipulated in the contract. Due
to the local focus of operations
it has proven to be beneficial
for the rail operators to found
local, independent subsidiaries
to perform the services.

Rolling Stock and
Infrastructure
Rolling stock is typically
defined on the ordering level.
Two typical ways of purchasing
or leasing the rolling stock have
developed. In many cases the
train operator buys (in case of
sufficiently long contracts to
achieve an appropriate ROI on
the assets) or leases the rolling
stock stipulated in the contract.
However, the new structure
allows the regions to subsidies
new rolling stock if seen as
desirable. One example would
be that the local authorities
or the States buy new rolling
stock and hand it over the
respective licensee. After
the transport service
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Figure 3 Tasks

contract terminates the
rolling stock is given to
the next licensee. This allows
subsidising
rolling
stock
without distorting competition.
As shown in Figures 1
and 2 in most countries which
have adopted a 3 layer system
the overall responsibility for
infrastructure is placed on a
national level.
France has created a
State authority for financing
and developing the railway
infrastructure (RFF - Réseau
Ferrée de France). Thus,
strategic decisions related to
the infrastructure are taken
jointly by the national railway
company and by RFF.
Railway investments on
the regional level are based on
framework agreements between
the national and the regional
governments. These so-called
“contrats de plan” also include
other types of infrastructure
investment and are valid for
periods of 7 years. Shortterm investment decisions are
almost impossible unless a
new agreement is about to be
concluded.
If a project has been
included in the framework

agreement, it is financed by the
State, sometimes with regional
contributions. However, it is
not guaranteed that the planned
budgets will always be available
on the time scale planned by the
framework agreement.
In Germany, developing the
national railway infrastructure
is still task of the national
railway company (DB Netz –
part of DB Holding), although
financing for new investments
is provided by the government.
DB Netz typically suggests
which projects to include in
the Federal Transport Network
Plan. Based on this plan, the
railway
projects
translate
into the Federal Railway
Development Act which is
adopted by the Parliament
some time after completion of
the plan.
However, the budgets
annually required for realisation
of the defined projects are
subject to government decisions
and thus volatile. A coherent
realisation of complex projects
is not ensured, as the decisions
refer to global budgets and not
to individual projects.
Due to the German
federalism, regions may decide
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on similar plans for regional
railway lines. However, funding
and financing is very often
an unsolvable problem. If a
project is finally agreed funding
is based on the Local Authority
Traffic Financing Act, which
is not railway-specific and has
therefore to satisfy various
stake holders.
Besides
the
financing
difficulties it was observed
in Germany that the expected
benefits
of
separating
infrastructure and operations
indeed materialized on the main
network, but disadvantages
(mainly operationally but
also financially) exceeded
advantages on very rural
networks. The first step was
taken on 1 January 2001 to
counteract this development.
DB founded “Regionalnetze”
(regional networks). Currently
there are 42 of these regional
networks operating as profit
centres and covering 11.500
track km. The aim was to bring
back the responsibilities to
managers with local knowhow
and experiences, to achieve
a flat hierarchy and to speed
up decision processes. After
all, DB Regionalnetz can

be summarised as a locally
acting Infrastructure Manager.
The next step took place
on 1 January 2002, when 4
RegioNetze (RegioNetworks)
were founded. They operate
as independent organisational
units under the DB AG
holding. The management
(one manager of DB Netz and
one of DB Regio) explicitly
manages its operations like a
medium-sized privately owned
company. RegioNetz appears
to be infrastructure manager
and service operator at the
same time (vertically integrated
railway or micro franchise).
The infrastructure is long term
leased from DB Netz and the
required vehicles are property
of “RegioNetz”. Prerequisites
for the realisation of a
RegioNetz are an appropriate
size of infrastructure (between
10km and 100 km), appropriate
density
of
population
(catchment area of 10,000
to 50,000 people), relatively
closed system, 20 years contract
for operations with the State (at
least), and rural areas.
The RegioNetze in place
have proven to be very
successful in financial terms,
because efficiency gains by
local supervision more than
compensate the loss due to the
lack of economy of scale. In
2006 the 5th RegioNetz called
“WestFrankenBahn”
was
established.

Benefits
The 3 layer systems have
proven to be beneficial for all
stakeholders (apart from the
incumbent state operators in
some respects), in particular
for the rail passengers and

the financing institutions. The
unfavourable subsidy systems
were turned into a competitive
customer – client relationship.
The local authorities purchase
transport services on behalf
of the passengers. The main
effects are:
* Clear contracts (including
penalty systems in case of
under-performance) and clear
definition
of
deliverables
(transport services)
* Transparent use of public
money
*
Improved
customer
orientation due to local
involvement
* The system creates a good
framework for competition and
tender procedures
* Stable and secured funding
improves planning on regional
level and for the train operators
* Railway operators for the
first time had to analyse and
understand their cost situation
(fix, variable and marginal
costs) in all details in order to
be able to submit competitive
tender documents
* Investment in rolling
stock

Lessons learned
in Germany
In
Germany
the
implementation of the regional
approach was in many terms
very successful. First of
all it was possible to either
reduce the public financial
contribution for passenger rail
services due to competition
and tendering (actually in many
cases the incumbent operator
decreased prices in order
to avoid public tendering).
Furthermore the service quality
increased nationwide (although

improvements
vary
from
region to region), which can be
seen in the increased patronage
figures. Between 1997 and
2004 the financial contribution
by the tax payer increased
by 10.1%, whereas train
kilometres operated by regional
trains increased by 13.3% and
patronage increased in the same
period by 23.7%. On many
services the need for public
funding was reduced by up to
20% by opening up the local
rail market to competition.
However, the reform in
Germany has shortcomings.
Some regions were reluctant to
start to challenge the incumbent
state operators due to the danger
that as a consequence DB Netz
(infrastructure) might reduce
maintenance effort on these
lines or in the entire region.
The
relationship
between
DB Netz and DB operations
is an ongoing discussion in
Germany and peaked this year
in the context of the planned
initial public offer. Besides the
feasibility of this undertaking
in general (finding investors)
there is a severe discussion
whether to leave DB Netz with
DB Holding or to bring it back
into government’s responsibility
(like in France or for example in
the UK). No consensus among
the political decision makers has
yet been achieved.
Other problems of the reform
are that it is difficult to control
whether regional governments
use the funding as intended (law
should include an obligation
for providing evidence by the
regions of use of the money)
and responsibilities concerning
financing of regional rail
infrastructure are ambiguously
defined.

Transferability
to Romania
and other CEE
countries
The system described
requires
fundamental
changes in the regulatory and
organisational
framework
concerning funding public
transport
services.
EU
Directive No 1191/69, as
amended by Regulation No
1893/91, provides a European
framework for subsidising
transport services of general
economic interest. Romania
will have to fully implement
these directives and put it
into practice (e.g. defining
PSO and tendering services).
However, there are good
reasons to go one step further
than stipulated by the EU and
introduce a similar system as
introduced in this article. The
main reasons are:
* Changes in the structure
and procedure of procuring
transport services are necessary
anyway; the additional effort in
implementing a 3 layer approach
is therefore manageable.
* Traffic and tariff
cooperation, for example in
Bucharest, would be very
beneficial. It would allow
integrated
planning
and
coordination of all modes of
transport (including suburban
rail services), inter-ticketing
and a targeted market
approach.
* Romania has very distinct
regions with special needs
concerning public rail transport.
It can therefore be assumed that
transferring the responsibilities
on local level will have the
same benefits as observed in
Western Europe.

* The fact that the available
public money for procuring
rail services is on a lower level
than in Western Europe is not
inconsistent with the proposed
structure; in contrast the limited
financial sources can be used
more efficient and targeted.

Conclusion
Most industrialized nations
value local rail passenger
services as socially desirable.
Consequently they accept to
financially support the rail
system. However, there are
different forms of supporting
local rail services. This article
has analysed one of the most
efficient and effective ways
to do so. All countries which
have implemented the legal
framework and the necessary
organisations
described
above experienced similar
benefits. The most important
components are the regional
approach, secured and stable
funding, clear definition of
output and competition.
Changing to a new
approach of financing public
rail transport is an incredibly
complex task. As mistakes or
weaknesses in one area or the
other are unavoidable the law
has to be flexible enough to be
adjusted quickly to respond
to shortcomings showing up
in the implementation phase.
If, however, the regulatory
and funding context is solid
and a true paradigm change
is achieved (from lump sum
subsidies to targeted public
service obligations), there is
evidence that the system is
beneficial for the economy
and society. 
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