
dossier

Network Industries Quarterly | Vol. 23 | N°4 | December 2021              3

30 years of rail reform in the EU: a ‘big-picture’ approach
Matthias Finger,* Juan Montero**

Railway reform in Europe has now been going on 
for exactly 30 years, as it started in 1991 with th e 
adoption of Directive 1991/440/EEC. It is ongo-

ing. It is worth highlighting that railway reform in Europe 
began even before the reform of other network industries, 
but it has progressed much more slowly than in all the 
others. This is mostly due to the fact that the railway sec-
tor turned out to be much more complex than the other 
network industries owing to technical issues, and also to 
the costliness of rail and the complexity of its governance. 
In this article, we address each of these three issues and 
conclude by offering our personal outlook for the future.

When Directive 91/440/EEC was adopted exactly 30 
years ago, most of the key elements for rail reform in Eu-
rope were already set for future development: exploitation 
of infrastructure would be separated from the provision 
of transport services (unbundling), infrastructure would 
be managed nationally with exclusive rights, and trans-
port services would be gradually liberalised, starting with 
cross-border services. The EU would establish a common 
regulatory framework to ensure that all transport service 
providers have non-discriminatory access to the infrastruc-
ture. A vibrant European competitive rail transport ser-
vice market, for both freight and passengers, could run on 
state-owned national infrastructure.

However, after 30 years it is obvious that the obstacles 
to this reform were more serious than expected. Railways 
had evolved over more than a century as national systems 
with their own technical specifications. Making such na-
tional systems evolve into a European system proved more 
challenging than in the other network industries. Legacy 
infrastructure was extremely expensive to maintain and re-
quired massive public investment, not to mention upgrad-
ing into a European interoperable system. Furthermore, 
most rail transport services did not cover their costs and 
continued to require state subsidies.

Technicality and technology

From a technical point of view, railways just happen to 
be complex technology with huge legacy issues. Techni-
cal harmonisation is key to railway reform, but it took the 
Commission five years to realise its importance. The pa-

per by Castelletti in this issue recalls the main steps in the 
technical harmonisation process which started in 1996, 
and it was later addressed in all the subsequent legislative 
packages, and especially with the creation of the technical 
body ERA in 2004. It culminated in the announcement 
of the Single European Railway Area (SERA) in 2012 and 
the Joint Undertaking for Rail Research in 2014. The im-
plementation of all this technical harmonisation is still on-
going and remains challenging, also because of its financial 
and institutional dimensions and implications.

There is a clear tension between the massive short-term 
investment necessary to upgrade infrastructure to ensure 
interoperability and the benefits derived from this invest-
ment, which take time to materialise, sometimes quite sig-
nificant amounts of time. It is already for decades that new 
infrastructure, such as high-speed lines, has been deployed 
making use of interoperable European standards, in par-
ticular ERTMS. However, new infrastructure represents 
only a fraction of the hundreds of thousands of kilometres 
of legacy infrastructure in Europe. Just maintaining such 
infrastructure is extremely costly, not to mention upgrad-
ing it to EU standards.

Significant progress has been made in interoperability 
matters thanks on the one hand to the role played by ERA 
but also thanks to rolling stock manufacturers, which have 
clearly eyed a European market. As a result, cross-border 
services are growing, although not always because of mar-
ket-opening as originally wished for, but because of coop-
eration among railway undertakings using the same har-
monised technology. 

Given the sheer immensity of the task, the objective of 
total interoperability across the entire European railway 
system still seems to be somewhat out of reach. The strat-
egy to overcome this challenge has been to focus both in-
vestments and governance innovation on the most relevant 
segments of infrastructure. On the one hand, EU invest-
ment has concentrated on the Trans-European Network, 
which is not specific to rail but was particularly necessary 
in rail as only a fraction of the infrastructure could ben-
efit from EU investments. The main cross-border routes 
have been upgraded to meet interoperability standards and 
bottlenecks have been eliminated, etc. On the other hand, 
governance innovations have focused on these very same 
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corridors. Infrastructure is always managed by national 
state-owned entities, but they act in coordination accord-
ing to the principles established for rail freight transport 
in Regulation 913/2010. One may suggest that a similar 
effort could also be made in matters of EU-wide passen-
ger corridors, as was discussed during one of our Florence 
Forums, especially in night and high-speed transboundary 
corridors.

The elephant in the room here is of course the question of 
unbundling, which appears to be much more challenging 
than in the other network industries owing to the strong 
technical complementarities between rail infrastructure 
and rolling stock. Of course, railways were and continue to 
be national technical and technological legacy systems, in 
many countries backed by a domestic railway manufactur-
ing industry. One can argue that ‘technological barriers to 
trade’ are deliberately raised by incumbents, even though 
this is, in our view, an over-simplistic statement. Once 
more, unbundling creates short-term inefficiencies for the 
promise of benefits derived from a European market that 
will only be effective in the long term. This obstacle can 
only be overcome through research and development on 
an EU scale with corresponding substantial investments.

Money

On the financial side, things appeared to be equally com-
plex, if not even more challenging: by their very nature 
railways are just expensive technology which has run con-
stant deficits ever since the diffusion of cars and trucks in 
the late 1950s, notably with the very active support of gov-
ernments. In other words, developing or simply maintain-
ing railways requires public funds and therefore political 
will, which has not always been forthcoming in the past. 
Technical harmonisation and competition (see below) can 
only get you so far. EU funding can make a difference to 
the Trans-European network, but investment in the cap-
illary legacy network can only be undertaken by Member 
States. The Commission, at least, has identified one of the 
main problems, namely the uneven playing field between 
road and rail, and between air and rail (on short haul dis-
tances). It has tried to tax roads (Eurovignette) but so far 
has not managed to shift the proceeds to rail. It is also 
working on internalisation of the taxonomy of externalities 
and hopefully one day taxing and mobility pricing. But all 
this will take time and the money is needed now.

Luckily, climate urgency and Covid are now helping: rail 
will receive 50% of the transport funds earmarked in the 

Recovery and Resilience Facility. And rail already had 70% 
of the funds available from the Connecting Europe Facility 
between 2014 and 2020, an amount of over 16 billion €, 
and it will continue to benefit from CEF in the future. But 
even with all this money further government support at 
the national level will be necessary if one wants the existing 
railway system to remain. 

Maintaining and especially developing a thriving railway 
sector in countries, and in Europe for that matter, will re-
quire substantial financial support from governments, and 
in the medium-term a courageous policy to make life more 
difficult for automobility. Not all will have to be done at 
the national and EU levels, and many cities have already 
stepped up to the challenge and invested heavily in urban 
and metropolitan public transport. In addition, substantial 
investments have been made in high speed and in remov-
ing some bottlenecks along corridors. On the downside, 
however, regional railway infrastructure (and rolling stock) 
has been neglected if not deliberately abandoned, consid-
ering that priorities have to be set at the national level. 
Moreover, railway undertakings have incurred huge defi-
cits, which will have to be addressed at some point.

Governance

Besides technical harmonisation and financing, govern-
ance is probably the main issue, facing three different inter-
connected challenges. It is on this institutional side where 
the biggest challenges lie and where progress has been slow-
est and is most urgent. Of course, the Commission has de-
veloped its four railway packages, with the more technical 
measures being more successful than the institutional ones. 
The Commission has always pursued its idea of a single 
European railway market, renamed in 2012 as the Single 
European Railway Area. It has approached freight and pas-
sengers separately and rightly taken a stepwise approach to 
liberalising passenger services. 

First, while some degree of vertical separation has been 
introduced in all the Member States, full unbundling is 
not the general rule. Unbundling was and continues to 
be seen by the proponents of an EU railway market as 
the main impediment, but this may be an over-simplistic 
view owing to the technical complementarities in railways. 
Blame it or not on the lack of unbundling, it is clear that 
the originally foreseen competition in the market (access 
competition), a vision that the Commission has still not 
abandoned, was and continues to be much more difficult 
to achieve than originally anticipated. Unlike what was 
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originally wished for, it turned out that competition for the 
market, especially at the regional and local levels, became 
a much more widespread model. However, institutionally, 
we are very far from a harmonised, interoperable and com-
petitive European tendering approach and therefore from 
a single European railway market. And maybe this market 
is not even necessary given that most railway traffic is local 
or national, and it would probably be metropolitan if the 
corresponding investments and technical harmonisations 
were made decisively. In any case, this lack of progress 
towards a Single European Railway Area also reflects the 
limitations of a purely regulatory approach to market crea-
tion and sustenance. There is indeed only so much one can 
do on the regulatory side without technological progress/
harmonisation on the one hand and money on the other.

Second, the creation of national regulators was met with 
less resistance than unbundling but was not necessarily 
more successful. The role of national regulators as arbiters 
in access to infrastructure and the tools to make such ac-
cess effective depend on the degree of competition in the 
market (and therefore the need for third party access) and 
the degree of vertical separation between the infrastructure 
manager and the main railway undertakings. As reality in 
the different Member States diverges, the roles of national 
regulators have also been different. The very relevant di-
vergences in track access charges are a symptom of more 
structural divergences in the organisation of national sys-
tems.

Finally, as cross-border services become more relevant, 
the limits of the current governance system become more 
evident. Voluntary coordination of national infrastructure 
managers, even in the framework of freight corridors, is 
showing its limits. More coordination in traffic manage-
ment is necessary and there is growing acceptance of a 
European traffic manager, like Eurocontrol in aviation. As 
cross-border traffic grows and traffic management is in-
creasingly coordinated, there will be a need at some point 
for a European economic regulator also in rail, just as it 
became necessary in electricity. 

What next?

So where do we stand? In absolute terms, the European 
Single Railway Area is growing: both rail freight and pas-
senger services are growing in volume and there are more 
cross-border services. But if we make the analysis in terms 
of modal share and modal shift the balance sheet is sober-
ing. While it is progressing, it is only progressing slowly 

and in any case not at the pace originally wished for and 
now required for decarbonisation purposes. Without sub-
stantial progress in modal shift, the EU’s decarbonisation 
objectives for transport will simply not be met. 

The new challenges of decarbonisation, which now start 
to override everything else, make a modal shift and there-
fore the development of railways a must. A quantum leap 
is therefore now required, and is in any case called for in 
the railway strategy. Much more needs to be done but par-
adoxically this will lead to the return of politics in railways, 
and of course it will also lead to the need for more money 
(the return of politics always comes with money). It is to 
be hoped that this will be a European return of politics and 
not a national one. If it is a European one, we can indeed 
hope that market elements will continue to be applied, as 
this is the only way to get a harmonised, interoperable and 
efficient railway system.
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