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German Railway Reform
— Chances and Risks

1. Development of German
railways until 1993

In 1993, the German rail network
amounted to about 44,000 km of tracks,
41,000 km of which were operated by the
two government-owned railways,
Deutsche Bundesbahn DB (West Ger-
many) and Deutsche Reichsbahn DR
(East Germany).  Rail transport and the
transport market in Germany can be
characterized as follows (Figure 1):
• Compared with other European

countries, Germany is relatively-
densely populated with 225 people/
km2.  However, this density is only
66% of that in Japan (328 people/
km2), a country with high urban
densities favouring railways. In ad-
dition, the German settlement
structure is marked by high urban
spread.

• Car ownership in Germany is 469
cars per 1000 people (1992), among
the highest of the industrialised
countries.  The road network is well
developed both quantitatively and
qualitatively. For most transport,
there is no speed advantage of rail-
ways over cars.

• The daily passenger density (number
of passenger-km/length of rail tracks/
365) is only 4100 much lower than
that of Japan (32,100) and also well
below Great Britain and France.

Since the 1950s, railways in Ger-
many and most other countries have

faced shrinking market shares and in-
creasing deficits.  The reasons are
found in the general development of
the transport market on the one hand,
including:
• Explosion of personal car ownership
• Quantitative and qualitative im-

provement of road network
• Change in nature of transported

goods from those favouring railways
to those favouring roads

• Development of new logistic con-
cepts best suited to road transport
other problems were caused by sta-
tus of government-owned national
railways such as:

• Government intervention,

• Restrictions caused by public service
and budget law,

• Managerial inefficiency and inflex-
ibility.

Figure 2 shows that in 1990, the DB
provided only 6% of all passenger
transport in West Germany compared
to a share of 16% in 1960.  In freight
transport, the DB market share de-
creased from 37% in 1960 to 20% in
1990 (Figure 3).

Since German unification in 1990,
the DR has been faced with specific
problems caused by the collapse of the
government-regulated transport mar-
ket in former East Germany.  While the
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Figure 1  Conditions of rail transport in some countries—19901)

1) As per 31 December   2) Not fully comparable because of different definitions in the national statistics
3) Figures for 1991

Sources: German Automobile Association, Eurostat,JRF,UIC.
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DR provided 18% of all passenger
transport and about 67% of freight
transport before unification, these
shares fell to 8% for passenger trans-
port and 50% for freight transport in
1990 and are still falling.

The economic situation of German
railways deteriorated as a result of
shrinking market shares leading to in-
creasing financial burdens on the gov-
ernment budget.  Although the govern-
ment provided subsidies of about DM55
billion from 1975–1990, the DB deficits
increased to about DM5 billion by 1990.
This was related to exhaustion of DB's
capital which fell from DM22 billion in
1975 to DM15 billion in 1990. The debts
incurred by DB also rose constantly and
amounted to DM50 billion in 1990.

With the German unification, the prob-
lems of the DR added to the financial bur-
den on the government.  As already men-
tioned, the DR faces problems such as old-
fashioned production with high intensity
of material and personnel, an enormous
investment backlog, and decreasing rev-
enues because of the collapse of the former
East German transport market.

In 1993, the total debts of both DB and
DR reached a record level of DM70 billion,

twice their sales of the same year.
In addition to the continuously-dete-

riorating financial situation, two spe-
cific aspects suggested the need for re-
form:

(1) The expected explosion of freight
transport as a result of the opening-up
of Eastern Europe, and the establish-
ment of the EC-transport market with
decontrol of cabotage and deregulation
of tariffs and licensing.  Because Ger-
many is a transit country at the heart
of Europe, this development is espe-
cially hard to face.  Obviously, DB and
DR in their former form were not in a
position to compete with European
truck carriers who run relatively lean
and flexible business and are experi-
enced professionals.

(2) The EC-directive 91/440 which
obliges all EC countries to revise their
railways in the following areas.
• Separation of infrastructure and

transport at least in book-keeping
(Institutional separation is not re-
quired but depends on the intentions
of each EC country.)

• Free access of EC rail companies to
national rail networks of all EC
countries

• Payment of usage charges by transport
companies for use of tracks

• Establishment of mechanisms for
financial sanitation of railways and
reduction of debts to extent en-
abling railways to run on sound fi-
nancial basis

2. German reform approach
In December 1993, the railway re-

form bill containing alterations to the
German constitution1) and five new
laws and alteration of more than 130 ex-
isting laws and regulations passed parlia-
ment.  The planned reform process is
shown in Figure 4 and can be character-
ized as follows:

(1) Foundation of German Railway
Corporation

The German Railway Corporation
DBAG was established in January
1994 absorbing the former DB and DR.
The DBAG is a joint-stock company
with shares owned by the state.  As fig-
ure 4 shows the DBAG is subdivided
into three divisions:  tracks, passenger
transport and freight transport. In ad-
dition to DBAG, two public-interest in-
stitutions were established.  The Fed-
eral Railway Board will manage the
state's responsibilities such as supervi-
sion, licensing, preparation of infra-
structure investments. The remaining
separate property—an institution com-
parable with the JNR Settlement Cor-
poration in Japan—has absorbs all
long-term liabilities of DB and DR as
well as surplus personnel and will mar-
ket the surplus real estate.

Flotation of DBAG shares on the
stock market is not explicitly stated as
an aim of the reform but is generally
possible, except for the tracks corpora-
tion, which the amended constitution
obliges the government to hold the ma-
jority of shares in.

(2) Vertical separation between
infrastructure and transport

As Figure 4 shows, the three divisions
(tracks, passenger transport and freight
transport) will be established 3 years (5
years at maximum) after the foundation
of DBAG as separate entities under the
roof of the DBAG holding.  The holding
will be broken up another 8 years later.
At that date, complete separation will
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occur between infrastructure and
transport.  In practical terms, this
means that the tracks corporation will
provide the tracks to transport compa-
nies on payment of usage charges and
these transport companies compete for
access to the infrastructure.  This ap-
proach exceeds the obligations of the
EC-directive 91/440 which requires
only separation of book-keeping.

(3) Opening of rail network to
third parties

To meet the obligations of the EC-direc-
tive 91/440, the rail networks of all public
railway companies in Germany—includ-
ing the largest one of DBAG—will be
opened to third parties.  Third parties are
defined as other domestic rail companies,
international associations of EC rail com-
panies and companies of combined trans-
port services.  Up to now, the EC-wide
conditions for access and use of the rail in-
frastructure have not been formulated.
The EC Commission submitted the first
proposals for two directives in early 1994.
One defines the criteria for unique per-
mission to operate railway companies in
the EC.  The other deals with access to
tracks in detail and with calculation of the
usage charges.  Both directives are ex-
pected to be passed in the second half of
1994 and have to be adjusted to national
law thereafter.

(4) Obligations of state regarding
rail infrastructure

The track facilities are transferred to
a tracks company which is obliged to
run the lines on commercial principles
and to put them at the disposal—on
payment of usage charges—of users.
The German constitution and the new
Railway Construction Law lay down
the following principles for financing in-
frastructure.

(a) The Federal government finances
construction and replacement of
lines.  In addition, regional govern-
ment or third parties can promote
investment and the DBAG can also
raise funds in the capital market to
finance investment projects in
which it is interested.

(b) The tracks company must bear
the cost of operating and main-
taining the lines.

(c) The tracks company must pay an-

nual depreciation for lines financed
by the Federal government, mean-
ing that the Federal government fi-
nances the investments in advance
and bears the interest.  This rule
only concerns projects in which the
DBAG has confirmed a commercial
interest. Otherwise, depreciation
payments will be reduced or com-
pletely abolished.  The tracks com-
pany has to pay both depreciation
and interest for projects financed
via the capital market.

(5) Measures for financial
sanitation

The EC-directive 91/440 obliges all
EC countries to provide a sound finan-
cial basis for their railways. To meet
this requirement, the German railway
reform contains the following financial
measures.
• Transformation of all DB and DR

long-term debts (about DM70 billion)
to the remaining separate property to
enable a fresh start for the DBAG
from the very beginning

• Transfer of DB personnel (who have
the special status of civil servants) to
the remaining separate property

• The remaining separate property will
loan these employees to the DBAG as
necessary, but the DBAG will only
pay such salaries as are usual in com-
parable trades and professions. The
difference between these DBAG sala-
ries and the salaries guaranteed for
civil servants will be borne by the
separate property.  Additionally, the
Federal government takes over all fi-
nancial obligations resulting from
special contracts with staff (pensions
for civil servants).  This arrangement
provides considerable relief (esti-
mated DM57 billion) from personnel
costs.

• Balance-sheet adjustment (DM80 bil-
lion)

• Granting financial aid for additional
costs for material and personnel
caused by old-fashioned production of
DR (DM50 billion)

• Taking over necessary investments
to meet DR backlog demand (DM30
billion)

• Financing construction and replace-
ment of rail infrastructure (about
DM70 billion)

• Regionalisation of suburban passen-

ger transport of DB and DR

(6) Regionalisation of suburban
passenger rail transport

The so-called regionalisation is a cru-
cial point in the railway reform and
shifts responsibility for both providing
and financing services in suburban pas-
senger transport to regional govern-
ments and communities, meaning that
institutions demanding transport pay
for it.  This may seem to be a matter of
course, but was not the prior case in
Germany; up to 1994, regional govern-
ments requested suburban passenger
rail services from DB and DR, but while
DB and DR were obliged by law2) to pro-
vide these services, the regional govern-
ments were not responsible for paying
for them. To compensate for losses, the
Federal government granted special
subsidies to DB and DR but these subsi-
dies did not cover the costs.  Thus,
regionalisation means considerable fi-
nancial relief for the DBAG.

The amended German constitution and
Regionalisation Law allow regional gov-
ernments and communities to receive
part of the fuel tax to finance the subur-
ban passenger rail transport.

3. Chances and risks of
German railway reform

This reform approach provides good
preconditions for the DBAG to operate
successfully in the transport market and
to regain lost market share.  The relief
from public service and budgetary law
and from government intervention en-
ables the DBAG to act as a company fol-
lowing commercial  principles .
Regionalisation of suburban passenger
transport ends the prior situation where
DB and DR had to provide so-called pub-
lic-interest services but were not paid ap-
propriately for these services.  Introduc-
tion of the "user pays" principle will im-
prove the situation of the DBAG in this
business field. As a result of the sanitation
measures, the DBAG has a much more
comfortable financial basis than the rail
companies in other European countries or
in Japan.

But neither should the problems and
risks be overlooked by German trans-
port officials nor by the DBAG.

A general problem is the falling price
and cost level of road traffic in the context
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of the establishment of a harmonised and
liberalised EC transport market.  The
step-wise decontrol of cabotage up to
1998, deregulation of tariffs and licensing
and the decision at the EC Transport Min-
isters' Conference to introduce a
motorway tax disc with a parallel reduc-
tion in vehicle tax will increase price com-
petition between road and rail transport.
An additional problem will be caused by
East European truck carriers entering
the market with very low personnel costs
and social expenses.

Also, the reform model itself will
cause some problems in the future. The
most serious one concerns calculation of
usage charges paid by transport compa-
nies for use of tracks.  The tracks company
faces a contradiction; if it charges fees at a
level allowing transport companies to of-
fer services at competitive prices, the
tracks company will not be able to cover
the cost of tracks.  If the tracks company
charges fees covering the track costs,
transport companies will probably not be
able to compete in the transport market.
During the first few years, this problem
will not occur to the full extent because
the balance-sheet adjustment contains re-
duction of balance values for infrastruc-
ture assets and, consequently, of the de-
preciation as the largest part of capital
costs.  However, in the long run, this ad-
vantage will disappear as the planned in-
vestments for new lines are achieved.
Thus, the tracks company might be well
advised not to rely on the current low level
of capital costs but to introduce cost-cut-
ting measures in time.

A further problem closely connected
to track costs is the future network
length. In relation to the actual trans-
port volume, the network is too large to
cover costs.  Both measures to increase
the rail-transport volume and concepts
for the future network length will have
to be developed.  A possible approach is
the selling-off of regional or rural lines
to regional governments, communities
or private investors who can operate
these lines more profitably than the
DBAG.  Also, establishment of so-called
short lines for freight transport (as in
the USA) is an interesting solution that
should be discussed in Germany.

However, the main tasks for the
DBAG are cost reduction on one hand,
and increasing transport volume on the
other.  To mention a few examples, the

DBAG must make efforts in the follow-
ing fields:
• Improvement of service (new com-

fortable trains, higher train fre-
quency, clean and safe trains and sta-
tions)

• Improvement of reliability of rail
transport

• Speeding-up lines to reduce travel
times

• Motivating DBAG employees to en-
sure better job attitudes

• Reduction of excessive and unneces-
sary technical standards for lines and
trains

• Introduction of lightweight trains
• Introduction of cost-cutting opera-

tions
• Introduction of efficient safety tech-

niques
• Business diversification

The examples of Japan and New
Zealand—despite the differences in ge-
ography, settlement and industrial
structure—show that it is possible to
get people and goods back to the rail-
ways.

In German too, the railway reform
offers a new chance for rail transport,
but no more and no less.

Note:
1. In contrast to other countries, Article 87

of the German constitution establishes
the responsibility of the state to provide
rail transport.

2. The Railway Law obliged government-
owned railways to provide suburban pas-
senger transport which was defined as
"services of public interest". �


