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Abstract: Operators that wish to compete for passengers and freight consignments on railway
market with free entry requires access to terminals and to maintenance facilities at
competitive prices. The present paper addresses the appropriate way to provide these
complementary services within the framework of a vertically separated railway. Three policy
recommendations emerge: To sell terminal facilities, including commercial space, to the
operator(s) at each passenger terminal; to sell maintenance workshops and also to sell
redundant land on the open market. This policy of asset divestiture should be accompanied by
a well-designed institutional framework. One part of this is to construct rules for terminal
ownership in a way which facilitates entry and exit in the market for passenger services;
another to keep a regulatory eye on the possibility for entrants to get access to land and/or
workshops and to compete on the market for maintenance service; and a third for the
Infrastructure Manager to be responsible to set aside corridors which may in the future be
necessary for infrastructure expansion.
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1. Introduction

Against a background of shrinking market shares and persistent financial troubles, Europe’s

railways have during the last 20 years been thoroughly restructured according to the vertical

separation paradigm. A basic idea is that operators will pay charges for being able to operate
services over a common infrastructure controlled by an independent Infrastructure Manager

(IM). Competition between operators is then thought to provide social benefits by way of

lower costs and reduced ticket prices.

But on-the-tracks competition may not be sufficient to ascertain efficiency if services which
are complementary to the core train operations is not available or available at monopolistic
prices only. As a result, entry may be prohibitively costly and competition is formally feasible
but economically un-viable. In particular, access to freight and passenger terminals as well as
to maintenance facilities — complementary services in the sequel — is a prerequisite for train
operations. Distortions in the provision of these services may jeopardize the financial viability
of railway operations and may also affect the efficiency of railways relative to other modes of
transport if the provision of complementary services is organized in different ways in the

other modes.

The purpose of this paper is to discuss the organization of markets for terminals and
maintenance facilities against the overall efficiency challenge: Which approach to organize
the provision of the complementary services will further efficiency in the railway market as a
whole? Sweden’s current market opening for passenger services provides the instrument for
addressing these issues. Its vertical separation process started already in 1988, and Sweden’s
market for railway freight services has now been open for entry about ten years. From
December 2011, entry for provision of passenger services is also feasible. The instrumental
question is then if the ways in which complementary services are organized in Sweden

provide support to entry and on-the-tracks competition?

The paper proceeds by providing a more precise account of the problem to identify a welfare
maximizing organization of the provision of complementary services in the railway sector in
section 2. Section 3 reviews the current way to organize railway services at large in Sweden

with particular focus on terminals and maintenance facilities. Section 4 provides a benchmark



by characterizing the way in which these services are provided in Germany and Britain.
Section 5 discusses briefly the way in which these services are provided in other modes of
transport while section 6 makes suggestions for welfare enhancing policy changes.

2. The welfare challenges
The demand for transport with different modes is interactive with a substantial degree of

substitutability across modes, at least in certain market segments. To focus thinking, equation
(1) summarizes this by way of indicating that the demand for transport with one mode, X', is a

function of prices (p') and ultimately costs (C') in all i modes of transport.*
Xt =X'(p'(CY)) i=rail, road, sea, air (1)

This inter alia means that the more costs which are supposed to be paid by one mode, the
higher will the price for using that mode be which in turn reduces demand for that, but
increases demand for other modes of transport. By considering C' as the net cost, i.e. with due
account given to the possibility to use external sources of funding, it is also obvious that
different ways to earmark (or not) external revenues in different modes, will have

repercussions on the demand for the services of the respective modes of transport.

To elaborate on this interaction further, an operator’s economic tradeoffs are detailed in
equation (2). Here, TR (total revenue) includes both proceeds from ticket sales and possible
revenue from other income sources. Furthermore, OC represents operating costs (rolling
stock, staff, fuel and electricity etc.), MaC costs for maintenance of rolling stock,
TeC=terminal charges and TUC=track user charges. This summary of revenue and costs is

true irrespective of how the market is organized.

max i = TR' — 0C' — MaC' — TeC' — TUC" i=rail, road, sea, air )

It is here assumed that services are provided in competition with other operators within mode
J, and in competition with other modes of transport i#;. The equation’s revenue side therefore
represents social values. In the same way, costs for operating railway service (OC') are

assumed to be bought on a competitive market with no distortions. Moreover, TUC', the

! Nilsson (1992) elaborates further on the demand interactions across transport modes.



charges for using infrastructure not only in the railway sector but also in the other modes, are
assumed to be based on welfare maximisation principles, meaning that they approximate
social marginal costs for using the respective modes.

The paper’s focus is therefore on costs for maintaining rolling stock and for access to railway
terminals, i.e. MaC™' and TeC"™". The point is that the way in which these services are
provided will affect an operator’s financial viability; the higher the charges, the slimmer the
chance to survive. In addition, if the provision of complementary services are organised in
different ways in the respective modes of transport, an otherwise viable service may be forced
out of business for instance since a competitor in another mode is required to pay for a lower

share of costs for these services.

3. Sweden’s market for railway services®
This section provides a brief review of the way in which Sweden’s railway industry is

organized, including descriptions of the IM and passenger and freight operations (3.1).
Section 3.2 provides details about Jernhusen® which administers of much of the land and real
estate adjacent to the railway infrastructure. Section 3.3 and 3.4 further describes the current
situation with respect to ownership of facilities required to operate passenger and freight

services, respectively.

3.1 The Infrastructure Manager and passenger and freight services
Sweden’s model for vertical separation has Trafikverket, the Swedish Transport

Administration, as the caretaker for infrastructure. This state-owned agency is subsequently
referred to as the Infrastructure Manager (IM).

The IM is instructed to prioritise the use of all resources under its control, both for investment
and maintenance activities, in order to minimise social costs for keeping the network available
and when investing in new assets. Railway operators pay track user charges, and the IM is

supposed to levy charges which equal social marginal costs. There is some concern over

2 The description is partly based on SOU 2008:92 and SOU 2003:104, appendix 4. In addition, the IM’s Network
Statement is available at its homepage www.trafikverket.se and so is also the annual report of the respective
agents.

% A direct translation to English would be the Iron Houses.



http://www.trafikverket.se/

whether current levels comply with this purpose, but this is not the focus of the present

discussion.

Sweden’s IM is responsible for some services which are here referred to as being
complementary to infrastructure provision. Marshalling yards are, for instance, defined to be
part of the infrastructure and therefore controlled by the IM. Operators pay per vehicle
arriving at these sites. There is no information available to estimate the cost for using these

facilities, but the charge could still be seen to be part of the marginal cost pricing paradigm.

The IM also charges for over-night parking and for parking of rolling stock for longer periods
of time on the core infrastructure. The base rate is SEK 0,50 per hour and per 100 m of track.

The payment for long term parking also includes a basic charge of SEK 650 per hour it takes

to process an application for a parking permit. In addition, any work carried on at the facility

is charged the IM’s actual cost, as well as SEK 3 per commenced day and commenced 100 m
of tracks. The IM also charges for access to heating of rail vehicles. The use of train heating

posts etc. is charged per commenced day plus costs for actual electricity consumption.

The market for freight services was opened up for entry in 1998. In 2001 Green Cargo AB
was separated from the SJ umbrella. There are therefore now no formal links between the
former incumbent’s passenger arm, SJ AB, and Green Cargo, although both are state owned.
Many small entrants started off operating feeding trains to Green Cargo. The trend is,
however, that this hegemony is slowly eaten away. Moreover, there is also a turnover of
operators with 31 firms having been started during the period, whereof 15 are still active. This
indicates that it is indeed feasible to enter the business although at the same time as the
incumbents position is challenged. In 2009, Green Cargo still holds some three quarters of the
market; cf. further Vierth (2011).

The imminent market opening, which will take full effect with the time table which is in force
in December 2011, means that commercial operators are free to operate under a “fit, willing
and able” proviso on any of these two markets. Non-commercial passenger services are
supplied by regional Public Transport Agencies. Service production is predominantly
competitively tendered and contracts are signed with the bidder submitting the best

economical bid. Today, some eight companies run these services, which together comprise 42



percent of the total passenger market measured in terms of passenger kilometres. Cf. Nilsson

& Jonsson (2011) for more information.

3.2 Jernhusen’s organizational structure

Jernhusen AB is a state-owned corporation, established in 2001 in order to be the
government’s representative responsible for handling all real estate assets previously owned
by the consolidated monopolist. Ownership is negatively defined in so far as it includes all
land and tracks not defined to be infrastructure. This comprises passenger and freight
terminals and the land on which they are located as well as land which had been abandoned
by the consolidated organisation but not sold. It also includes tracks which are not used for

common purposes; more on this later.

In January 2009, the corporation’s articles of associations (www.jernusen.se) were formulated

in the way cited below:

“Based on a commercial platform, the company shall be a leader in the development of those
parts of Sweden’s transport sector which are concerned with railway services in order to
promote and support public transport and railway freight services. It shall directly or
indirectly, through subsidiaries and joint ventures, develop, manage and own services related
to real estate as well as other services related to railway passengers and freight transport as

well as other related services.”
Jernhusen can thus be considered to be a profit maximizer. Its assignment to ... be a leader
in the development of ...” has not been further operationalized and it is therefore not obvious

whether it provides a constraint on its operations.

Jernhusen has organised itself in four major business areas. The Terminals Division is

responsible for stations. Its Depots Division manages workshops used for rolling stock

maintenance while the Freight Terminals Division handles terminals for combined transport.

The Real Estate Development Division specializes in developing land owned by the

organization which is not used for terminals, depots or freight in order to increase its value.


http://www.jernusen.se/

During its first years of existence Jernhusen seems to have operated as a wholesale provider
of access to assets, with one user leasing each facility for a number of years at a time. It has
now become more active, which for instance means that a maintenance depot or a terminal for
combined transport may be let to more than one service provider at a time. This clearly

facilitates entry at the same time that it may boost the owner’s revenue and profits.

3.3 Facilities for passenger train operations
There are some 600 passenger terminals — or more precisely places where trains may stop so

that passengers can embark on, or disembark from a train — in the network, 220 of which have
station buildings (cf. figure 1). Some 160 terminals are used by two operators or more and the

rest by one operator only.
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Figure 1: Description of ownership of 600 passenger terminals.

Several inputs and service providers are required to make it feasible for passengers to use a
terminal. First, the IM owns all tracks, platforms and platform equipment (signs, elevators and
escalators etc.) as well as clocks, loudspeakers and information boards (which are operated by



the IM’s traffic control). Access to these facilities is included in the system for track user
charges described above and not charged for separately. Secondly, waiting rooms and other
areas for common use are owned by Jernhusen or the local community. Third, most external
facilities such as bus and taxi stops, parking lots etc. are part of the community’s local road

network, but Jernhusen may control commercially attractive parking lots.

More specifically, Jernhusen AB owns 75 terminals, all of them with station buildings.
Ownership only comprises assets which at the time of the split was deemed to be of
“commercial value”. This provides a motive for not including minor stations with scant
possibilities to recover costs in Jernhusen’s asset base. “Non-commercial” terminals are

owned by the IM, by PTA’s (for regional, non-commercial services) or by local communities.

Jernhusen’s terminals division has established a subsidiary, Swedish Travel Terminals
(SRAB by its domestic acronym), to handle the letting of terminals to operators. The purpose
of establishing SRAB seems to have been to provide operators with access to terminals on a
cost recovery base. The subsidiary is thus, in its instructions, explicitly exempted from the
profit maximisation objective. Jernhusen however paid SEK 107 m for terminal assets to the
government when it was established* and SRAB therefore pays a rental fee to the mother
organisation for letting and subsequently re-letting the facilities.

Station fees are thus charged to operators in order to cover SRAB’s costs, including costs for
cleaning, for security and for making the facilities available during the hours required for
railway services. Table 1 describes the template for SRAB’s charges; in addition, it has

separate charges for cleaning, security and administration.

Except for the letting of terminals, the Terminals Division — which technically controls SRAB
— also makes earnings by letting facilities for complementary services such as cafes and
kiosks. At major stations this also includes the letting of more extensive commercial shopping
facilities. In 2009, the rental earnings of the whole Division were SEK 279 m out of which its
revenue from SRAB was SEK 97 m.

* In addition, the corporation paid SEK 2 000 m for all other assets at its 2001 establishment.



Category* | Basic charge, SEK/year | Area add-on, SEK/m? and year
0 320 400 2350
1 320 400 2 243
2 106 800 2243
3 53400 1922
4 21 360 1200
5 8 544 1015

Table 1: SRAB’s charging of operators using their passenger terminals.
*Category is defined by the number of trains at the station per year.

It goes without saying that there is always a problem to ring-fence assets belonging to
different parts of the same organisation, in particular when costs and/or revenue may emanate
from the same sources. In addition, it is not obvious that the terminals could be used for any
other purpose than today, not least due to that most stations are protected by zoning
restrictions or being monuments which may not be torn down. If this is correct, the rental cost

is a mere financial transfer and should not be seen to reflect an economic cost.

Jernhusen’s Depot Division lets maintenance assets to service providers. EuroMaint Rail AB
maintains both passenger and freight rolling stock. This includes qualified technical
maintenance, provision of spare parts, refurbishments and component servicing. Its
competence also includes infrastructure maintenance and it has a network of workshops in all

parts of the country. It leases its workshops from Jernhusen.

Originating in SJ’s pre-1988 consolidated monopolist version, EuroMaint was corporatized in
2001 and privatised in 2007. It is now owned by Ratos AB, one of Europe’s leading traded
private equity companies. It holds some 50 percent of the overall market for railway

maintenance services.

Alsthom and Bombardier — two major rolling stock manufacturers — also provide heavy
maintenance of the stock they have built. Another provider of rolling stock maintenance is the
PTA’s which often have built their own maintenance capacity. Due to restrictions on the local

communities’ jurisdiction — they are not allowed to supply services outside their own



boundaries — these resources are today not available to commercial operators. They would,

however, be so if a PTA would consider selling workshops etc. to outsiders.

For operators which accept shopping around for separate heavy maintenance components —
renovation of wheels, engines or cars etc. — there are a number of potential suppliers on the
market. Except for the rolling stock manufacturers, EuroMaint however has little competition
for wholesale heavy maintenance. It also has a competitive advantage in its stock of spare
parts for old locomotives and cars as well as its possession of drawings of rolling stock which

is required in particular for major refurbishment.

Jernhusen furthermore owns workshops for de-icing purposes in several cities and let them on
a competitive basis to any operator. Access to these facilities is a prerequisite for train
operations during harsh winters. Since bad weather is difficult to foresee and — except for the
really bad years — only appears a few days per year, and some years not at all, the costs for
providing them, and consequently the charges for using them are high. Jernhusen seems to be
providing these services under their own brand rather than letting the facilities to subsidiaries

or outside corporations.

3.4 Services for freight train operations
SweMaint AB is another hiving off from the consolidated incumbent. It offers a range of

freight-wagon maintenance services with eight workshops in Southern and Central Sweden.
Since 2007, SweMaint is owned by Kockums, the only manufacturer of freight cars in the

Nordic countries.

While SweMaint does not handle passenger trains, EuroMaint has a toehold on the freight car
maintenance market, meaning that there is a degree of competition for providing these
services to operators. Some maintenance activities are also dealt with by the operators
themselves, and it is difficult to get an overview of the way in which competition actually

works in this segment of the market.

Much of the existing stock of locomotives have been, and are being used for both passenger
and freight trains, meaning that there is a degree of competition for locomotive maintenance.

Since locomotives now are between 20 and 40 years old, the demand for locomotive



maintenance services of existing assets will shrink. Moreover, the current trend in the industry
is towards using designated tractive power for passenger (railcars) and freight services (strong
locomotives). This will contribute to further segmentation of the market since the degree of

specialisation will by definition have to increase.

Except for maintenance facilities, the railway industry’s freight branch needs access to freight
terminals. The IM retains control over all major marshalling yards which are seen as part of
the overall infrastructure. Shunting operations are being competitively tendered and Green
Cargo — the incorporated freight incumbent — has won all of these contracts. Shunting is
charged for under a cost recovery policy. There is a degree of complaint over whether the
operator treats freight operators’ waggons in an equal manner, but this most of all seems to be
a matter of appropriate monitoring of the contract between IM and the provider of shunting

services.

There are some 16 terminals in Sweden for combined transport which today are owned by
Cargo Net. Until recently, this was a joint venture of NSB AS, Norway’s state-owned
incumbent, and Green Cargo AB, but Green Cargo’s share has now been sold to NSB. There
are also other terminals for combined transport, but these are first and foremost designated for
specific uses such as at ports and for peat transport. Again, the precise degree of competition
in this market is not obvious. More information about the status of freight services in Sweden
is given in Vierth (2011).

3.5 Access to essential facilities and real estate
Except for all commercially relevant passenger terminals, Jernhusen owns 23 out of Sweden’s

50-something maintenance workshops, and 8 out of 50-something terminals for combined
freight services. While the maintenance activities per se could be conceived of as any infant
market with uncertain demand and limited competition, Jernhusen’s control over assets
essential for the provision of these services — land and workshops — adds a dimension to the

risk for monopoly pricing.

Through it Real Estate Development Division, Jernhusen also owns property adjacent to the
railway infrastructure. This includes land which previously was used for warehouses etc. in

city centres. Except for being a valuable asset per se, this control over land provides a great



deal of control over access to railway infrastructure for any entrant who would wish to
establish business in order to provide competing primary (railway) or secondary (maintenance

etc.) services.

Jernhusen is also the owner of sidings which are not used any more for through traffic. Except
for having a potential use outside the railway sector, this is also an asset with respect to the
need for service operators to park their rolling stock for shorter or longer periods of time.
While passenger trains use the IM’s tracks for cleaning etc. there is an on-going argument
about whether the IM or Jernhusen owns tracks and land which could be leased for parking

purposes.

3.5 The relative cost responsibility
In Sweden, the pavement and warehouses etc. within the premises of a truck depot is fully

paid by the trucking company operating the business. The same logic prevails for garages
handling maintenance of both trucks and cars. But the local community then pays for the local
access roads and the national government for the state network. So the common road
infrastructure is a responsibility of the public sector while the commercial, private interests

pay for private property costs.

The situation seems to be basically the same for rail, for ports and for airports. One significant
outlier in this comparison is, however, the way in which airports are organized and paid for.
The revenue for provision of services at major airports emanate not only from charging of
airlines in order to use a common infrastructure, i.e. the runway. It also derives from licenses

to provide parking facilities on a commercial basis as well as from tax free sales.

To some extent, airports are built not only to provide shelter but also as a venue for sales to
passengers. To the extent that income from licenses exceed costs for the extra space it
requires, this clearly contributes to cost recovery for the provision of terminal services to
passengers. In this way, the costs for providing airline services are not made part of the bill to
the airlines and subsequently the flight price but are recovered from the ancillary sources. It is
at the same time obvious that the way in which corresponding services are provided in the
railway industry, revenue from licenses etc. are not channeled in a way which benefits railway

operators but rather boosts the profits of the monopolist operating the railway terminals on



behalf of the government. This may, at the margin, affect the cost for railway tickets relative

to flight tickets in a way which not in line with welfare maximization.

4. Terminal and maintenance services in the UK and Germany
To provide a benchmark for the understanding of how complementary assets can be provided,

the situation in the UK and in Germany is described in sections 4.1 and 4.2, respectively. It
should be emphasized that the present review of this situation is still unclear and is in need of

an update.

4.1 The UK
The cost for providing rail infrastructure services in the UK are paid for by fixed and variable

charges paid by railway undertakings, both franchised passenger services and freight
operators. The charges are levied so as to be consistent with a position in which, under normal
business conditions and over a reasonable time period, the IM’s — i.e. National Rail’s (NR) —
income from such charges together with surpluses from other commercial activities and any

public funds shall at least balance with infrastructure expenditure.

Most railway stations are leased by NR to the dominant Train Operating Company (TOC) in
each line or concession. If other operators want access to these stations they have to pay a fee.
In addition, some x major stations are run by NR which also charges for access. The format of

NR’s station charges is decisive also for charging of stations operated by TOC’s.

More precisely, stations are charged under the terms of station access agreements. These
provide for payment for the common station amenities and services and in addition for any
exclusive services that are requested by the operator(s). There may also be a regulated charge

covering certain station repairs and renewals as well as a return on capital for the station asset.

ORR has the final saying about the station charges and initiated a review in 2005, the
objective being to establish a more sophisticated charging structure, based on efficient
maintenance, repair and renewal costs. As part of this review, a consultancy undertook a study
to establish the efficient level of maintenance, renewal and repair costs at all stations. The
analysis was based on a large sample of stations, with costs estimated on a bottom-up basis.



Efficient costs for all other stations were then calculated using unit rates from this exercise

and appropriate factors reflecting cost drivers at each station, including regional differences.

When the British system was established in the mid-1990ties, a separation was made between
a Train Operating Company (TOC), one for each franchise, and separate Rolling Stock
Companies (ROSCO), leasing vehicles to the TOC. Maintenance of rolling stock is the
responsibility of the TOC. Some operators do their own maintenance while others contract it
out to other operators or specialist companies, either directly or via the ROSCO. In some
cases, new trains have been purchased on a power-by-the-hour contract where the
manufacturer is responsible for maintenance, and new depots have been built specifically as
part of these contracts.

At privatization, maintenance depots were placed with the infrastructure manager, who leases
them to operators. There seems to be enough suppliers for monopoly power not to be a big
worry. [Is there a problem for entrants in maintenance to get access to land to build new

workshops?]

Freight terminals were different, as container terminals were generally sold as part of the
Freightliner freight operating company; other terminals were left with the infrastructure
manager and often leased to EWS, the other main operator. There were and are also private

terminals owned by third parties.

For both terminals and maintenance depots, operators can demand access to them at a
reasonable price if they can be shown to be essential facilities, and there have been some
issues regarding other operators getting access to Freightliner terminals at ports. Of course the

European legislation covers this as well.

4.2 Germany
Germany’s mode of organizing its railway industry is sometimes referred to as the holding

model. While the previous parastatal is vertically separated, all parts thereof are owned by
Deutsche Bahn AG in a holding company construction. Its business units inter alia include
DB Long Distance, DB Regional, DB Schenker Logistics, DB Schenker Rail, DB Netze
Tracks and DB Netze Stations.



A basic idea in Germany is that charges for using the infrastructure should suffice to recover
the costs for operating it. To the extent that the network requires additional investments to

cater for demand, this is paid for over the federal budget.

Charges for all operators — i.e. both DB’s daughter companies and competitors — are levied for
each type of service supplied. DB Netze Stations has, for instance, classified all
approximately 5,400 stations into seven categories; top category stations (category 1 and 2)
are primarily at major junctions, while category 7 refers to stopping points. Pricing is based
on a category- and entity-specific cost relation. Consideration is given to the costs of the
railway infrastructure together with all other costs that can be allocated to a passenger station.
Station pricing does not take account of the proceeds and costs arising from the hiring and

leasing of station areas/ reception buildings.

Using a category price model of this nature makes it possible to avoid price fluctuations and
price peaks, thus making it feasible for operators to plan its operations. Altogether, category
allocation of the stations is based on transparent standards, without any concern given to type
of train category calling at a station, etc. The potential risk with cross subsidization within the
holding company is, however, not eliminated.

Light maintenance (repair of minor damages, cleaning etc.) is usually done by each TOC in
their own depots. For heavy maintenance, (actual or potential) competitors have to use depots
owned by DB. The German Regulator has now introduced rules for these prices. Access to
shunting tracks may also be a problem for entrants. Operators have to rent them from DB
Netz for at least one year, otherwise DB Netz does not maintain these tracks and abandons

them.

Under hand information seems to indicate that maintenance facilities is provided not only by
DB subsidiaries, but also by a range of other maintenance service providers. There thus seems

to be no barrier to entry by way of difficulties to get access to existing depot facilities or to

® The presentation of station charges has been downloaded from
http://www.deutschebahn.com/site/bahn/en/business/infrastructure__energy/station__service/station__prices.htm
I



build new.

4.3 Summary

In Germany and Britain as well as in Sweden, charges for the use of stations are obviously
transparent: It is feasible for operators to discern ex ante precisely which charges that apply as
well as the principles for deriving the charging level. One specific feature makes the English
system different from the others’, namely the external monitoring of costs for operating the
stations. ORR seeks to establish “reasonable” costs for providing station services and to use

benchmarking in order to identify best practice. Charges may not be set above this level.

The corresponding review is not applied in the other two countries. In Germany, the regulator
does not seem to be given the right to do so. In addition, the holding company structure makes
it difficult to establish not only best practice but also whether costs assigned to stations are
not, in reality, part of the overall infrastructure, or the other way round, i.e. that stations are

subsidized by other track user charges.

Sweden’s station charges are clearly separated from infrastructure costs, making for a degree
of transparency. On the other hand, Jernhusen s internal allocation of costs between its

business units, and indeed between SRAB and the Stations Department, is not transparent.

The German Regulator seems to be reviewing also charges for rolling stock maintenance. It
is, however, not obvious how easy it is for entrants to get access to land for construction of
competing maintenance depots. The British systems seems to provide for competition in the
maintenance part of the market, but it is not obvious how easy it is to get access to land for the
establishment of competing workshop facilities.

5. Policy recommendations
The focus of the present paper is on the ability to establish an efficient supply of railway

services within a vertically separated railway industry with free entry. It is feasible to

summarize conclusions from the review in three policy recommendations.



Passenger terminals are necessary for providing basic shelter for travelers and to offer access
to other services which are part of a journey, in particular ticket offices. The same buildings
may also be let for commercial purposes which benefit from access to the railway’s
customers. The rents paid for access to shopping facilities comprise a degree of land rents in
view of the often central localization of passenger terminals. It is obvious that shopping space
and shelter services is complementary, provided by the same buildings. This provides reason
to make these services available by one and the same organization.

It is also obvious that this also gives reason to let the primary “production” benefit from
revenue generated by this by-product, i.e. to make it an integral part of the supply of railway
services. ldeally, it is the joint product (railway and terminal) design of service and price that
should be optimized. One aspect is that there may be ways to organize the train services
which further increases demand for services at the terminals. But, even more importantly, the
profitability of railway services may benefit from a surplus from the provision of terminal
services at large. In particular, the costs for “shelter” provision may be reduced compared to a
situation with this surplus being captured outside the operator(s). This financial dimension of
railway terminals net costs is further exacerbated by that a competitor in some market
segments, i.e. domestic airlines, may get away a bit cheaper than the operator of railway
services. This is so to the extent that the cost for providing shelter etc. at airports is reduced

by revenue from licenses.

In Britain, the comprehensive responsibility for passenger terminal services is with the main
operator of a franchise. For some large stations housing several operators, the terminal is
handled by the IM. Service charges are monitored by the regulator and franchise holders are
required to charge any external operator using “their” terminal according to the same schedule
as that used by the IM.

An alternative to using a public sector bureaucracy for providing terminal services is to set up
some sort of cooperative for each terminal and to mandate rules for admitting newcomers and
de-registering firms which seize to run trains. This organization would therefore have to be
capitalized to an extent which makes it feasible to by the assets at their actual land value.
Ownership and control must also be organized in a way which does not introduce an

additional obstacle for entry due to high entry costs.



Recommendation: Set up a one commercial entity for each railway terminal with full control
over all assets. Sell them to the operator(s) at each terminal with clear instructions for
admitting new operators whenever these want to establish operations.

Maintenance of rolling stock is delivered using a chain of inputs. Access to land adjacent to
the infrastructure is a first prerequisite, the use of existing or new workshops built on this land
is a second and the provision of the maintenance activity per se to the operator(s) is a third
input required for the service. The latent threat of market control in any of these steps
provides the need to keep an eye on the functioning of this market for input into the railway

industry.

The defining aspect of demand for maintenance is the extent of railway services being
operated. With growing traffic, there is obviously a demand for gradually more maintenance

services and possibly also workplaces.

Maintenance with its need for workshops and specialized equipment is a type of activity with
larger or smaller fixed and even sunk costs, at least in the production of heavy or
comprehensive maintenance. An increasing diversity in the rolling stock used for traffic
production however provides scope for competitive entry. In the three countries reviewed
above there also seems to be a degree of current competition. The critical aspect for
ascertaining access to maintenance services at competitive prices is therefore to make existing
workshops or land available in a way which reduces the risk for land rents or indeed for not
organizing the activities in a way which provides for monopoly control of a strong

maintenance provider.

A further aspect of this market concerns the physical location of workshops. Many of these
are located on land close to city centers in the main conurbations. This may be convenient
from a maintenance perspective, since it holds down the distance between a terminal and the
maintenance depot. At the same time the land may be commercially valuable for alternative
uses, meaning that it may be reasonable to expect a re-location of maintenance activities to

regional hubs.

Recommendation: Sell existing land and buildings used for maintenance in a competitive

auction. Mandate the regulator to keep a close eye on the possibility for prospective entrants



to acquire or lease land and/or workshops which could challenge the incumbent(s) in this

market.

Over the years, railways in most countries have come to own a lot of real estate, often in
commercially valuable locations in city centers. Due to a profound change of the market, with
collapsing demand for parcel and even car-load freight services as well as the abandonment of
parcel services as part of passenger trains, the need for much of this land for railway
operations has vanished. In addition, with increasing prices for downtown real estate, there is
an obvious shift under way in the appropriate localization of maintenance and shunting
activities, from city centers to external localizations or to external nodes of services where

land value is lower.

Some land may, however, still be needed for maintenance in central localizations. In addition,
with growing demand for railway services, currently idle or under-utilized assets may be of
strategic relevance for the railway industry. It is thus obvious that the possible need to expand
infrastructure capacity in the future caps the possibility to exploit currently under-utilized
land, even if it could catch substantial revenue when sold for commercial purposes. There is,
thus, a strong motive to retain such assets under public sector ownership, or at least to use the
assets in a way which does not make it prohibitively costly to transfer it back for

infrastructure use in the future.

The obvious responsibility for identifying corridors of potential interest for future capacity
expansion should rest with the Infrastructure Manager. Having earmarked some land for
workshops while other parcels of land are blocked from exploitation because of a need for
future optional demand for land for expansion of the core infrastructure may highlight the
presence of land with no immediate use for the railway industry. It is typically assumed that
governments don’t have any specific strength in land ownership at large. The obvious

recommendation is therefore to sell that property on the market.

Recommendation: Any changes of the use of real estate which is today owned by the public
sector — be it the IM or Jernhusen like in Sweden — must be preceded by an in-depth review of
the possible use of the land for future infrastructure expansion. All state-owned real estate

which is not essential for the provision of infrastructure services should be sold.



6. Conclusions
By the end of 2011 Sweden’s railway sector will be completely liberalized. The present paper

has reviewed the way in which access to terminals, to maintenance facilities and the
ownership of real estate is organized in Sweden at the outset of the market opening and
contrasted this with the organization in Germany and Britain. The purpose has been to
establish which way to organize these complementary services best supports the railway

industry’s provision of services.

Sweden’s government has a wait-and-see policy with respect to the market for rolling stock
maintenance, meaning that it will not intervene until it is established which prices that railway
operators will have to pay. This is in contrast to the situation in both Germany and Britain

where operators are able to review posted prices before operations start.

In Sweden, Jernhusen, the government’s caretaker of land, real estate, terminals and
workshops provides the framework for provision of both rolling stock maintenance and access
to terminals. The present paper has pointed to the risks with this mode of organizing the
industry. While it can not be ascertained how significant this ownership model is for the way
in which the market as a whole will work, it is obvious that this position does not necessarily

support the development of competition.

The generic recommendations are three-fold; to put the control over passenger terminals
under control of the service provider(s) and to sell assets required for both maintenance
activities as well as any real estate not being of strategic relevance for provision of railway
infrastructure services. This mode of organization should be complemented by a framework
which reduces the risks for future monopoly exploitation of assets. Passenger terminals should
thus be owned by organizations which facilitate both entry and exit in the railway market. The
regulator should monitor the degree of competition in the provision of maintenance services
and should facilitate competitive entry. And the Infrastructure Manager should be responsible

for identifying land which should be reserved for future expansion of the network.

Terminals as well as maintenance facilities represent but a small part of the total costs for
providing railway freight and passenger services. The significance of these changes may
therefore seem to be low. The point of departure for the paper is, however, a railway industry

which does not perform well, i.e. with operators demonstrating low profitability and with tax



money paying for much of the industry’s costs. Even marginal changes in the prerequisites for
railway service production may therefore be valuable to strengthen the industry and to further
its possibility to compete with other modes of transport.
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