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Glossary

Abovetrack
oper ations

Access charge

Accessregime

Average length of
haul

Average load per
locomotive

Below track
infrastructure

Bulk freight

Catenary system

Competition for the
mar ket

Competition in the
mar ket

Competitive
tendering

Train operations for
rollingstock.

freight and passengers using

A fee paid by an operator of transport services for the use
of infrastructure.

Procedures to govern access to rail track. Includes setting
an access pricing policy, criteria for permitting access, and
operating conditions.

Net tonne-kilometre divided by net tonne carried. Thisis a
measure of the average distance that freight is carried.

Net tonne carried divided by the number of locomotives.
This is a measure of the average load hauled by a
locomotive.

Physically fixed infrastructure such as track, Sleepers,
signals, terminals and yards.

Comprises commodities such as coal, iron ore, other
minerals and grain.

Overhead power cables for electric trains.

Competition between bidders tendering to provide a given
service.

Encompasses competition between train operators and
other modes, between train operators for the same
customers, and between train operators for train schedules.

The process of selecting a preferred supplier from a range
of potential contractors by seeking offers (tenders) and
evaluating these on the basis of one or more selection
criteria
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Commercialisation

Community Service
Obligation

Competitive
neutrality

Contracting out

Corporatisation

Data Envelopment
Analysis

Economies of
density
Economies of scale

Economies of scope

Externalities

XIV  GLOSSARY

Embodies the same principles of Corporatisation but does
not usually have an equivalent legislative basis.

A community service obligation arises when a government
requires a public enterprise to carry out activities (relating
to outputs and inputs) which it would not elect to do so on a
commercia basis or which it would only do commercially
at higher prices.

Refers to government and private enterprises competing on
a similar footing regarding commercial incentives and
disciplines, taxation and regulation. It aso refers to
different transport modes operating under similar or
consistent investment, taxation, charging and regulatory
frameworks.

An arrangement whereby a contracting agency enters into a
contract with a supplier from outside that agency for the
provision of goods and/or services which typically have
previously been provided internally — not necessarily
involving competitive bids. Also called ‘outsourcing’.

Corporatisation aims to replicate private sector commercial

incentives and sanctions on public enterprises. Corporatised
public enterprises are constituted as either a limited liability

company or as a statutory authority under separate
legislation.

A linear programming technique used to estimate the
relative productivity of railways.

Where average unit costs fall as the number of passengers
or volume of freight increases on a particular route or
network.

Where average unit costs fall as the size of the railway
increases.

Where average unit costs fall as the railway increases the
range of services its provides.

Where the activities of one party impose costs or benefits
on another.



Farebox revenue

Franchising

Har monisation

Horizontal
separ ation

I ntermodal
competition

Jurisdictions

Mutual recognition

Natural monopoly

Net tonne-kilometre

Non-bulk freight

Non-urban
passenger

On timerunning

Partial productivity
indicators

Passenger -
kilometre

The revenue a public transport operator collects directly
from fares.

Involves the granting of a right or licence to operate a
defined service and to receive associated revenues. The
World Bank refersto this arrangement as concessioning.

The process of aligning regulations across States so that
they are compatible.

The separation of an organisation by product (freight and
passenger services) or by geography (regional railways).

Competition between rail and other modes of transport.

Commonwealth, State and Territory Governments.

The acceptance by other jurisdictions of accreditation of a
rail operator or owner in one State or Territory.

Where economies make it possible for one firm to supply
the entire market more cheaply than a number of firms.

Unit of measure representing the transport of one tonne of
freight over adistance of one kilometre.

General freight, comprising containerised freight, steel,
motor vehicles, paper products and other generd
merchandise.

The movement of passengers between cities and country
towns.

M easures the proportion of train trips which arrive within a
given time of the scheduled arrival time.

The ratio of the quantity of a single output to the quantity
of asingle input.

Unit of measure representing the transport of one passenger
over adistance of one kilometre.
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Privatisation

Productivity

Pur chaser -provider
model (framework)

Rail-on-rail
competition

Regulation

Rollingstock

Scale efficiency

Structural
separ ation

Technical efficiency

Total factor
productivity

Track
infrastructure

Traffic density
(freight)
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The transfer (sale) of a government enterprise to the private
sector.

The relationship between a rail system’s total inputs and
outputs. This relationship incorporates the effects of both
scale efficiency and technical efficiency.

The separation of the responsibility for deciding what
outputs should be produced from the responsibility for
deciding how the output should be produced.

Competition between train operators for the same

customers on a given network.

The Council of Australian Governments defines regulation
to be the ‘broad range of legally enforceable instruments
which impose mandatory requirements upon business and
the community as well as to those voluntary codes and
advisory instruments ... for which there is a reasonable
expectation of widespread compliance.” (COAG 1997, p.2)

A generic term for locomotives, passenger cars, multiple
unit railcar sets and freight wagons.

Reflects the extent to which a railway is advantaged or
disadvantaged, in terms of its productivity, by the scale (or
size) of its operations.

The separation of an organisation into discrete legal
entities.

Refers to the productivity (or efficiency) of a railway after
netting out the estimated advantages or disadvantages
arising from factors such as the scale of its operations.

The ratio of an aggregate index of outputs to an aggregate
index of inputs.

SeeBelow track infrastructure.

Net tonne-kilometre divided by route-kilometre.



Train operations See Above track operations.

Urban passenger Generally refers to the movement of passengers within a
town, city or metropolitan area.

Vertical separation  The separation of an organisation by function (track
infrastructure and train operations).
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Terms of reference

I, PETER COSTELLO, Treasurer, pursuant to Part 3 of the Productivity Commission Act 1998,
hereby refer progressin rail reform to the Commission for inquiry and report within twelve months
of receipt of thisreference. The Commission is to hold hearings for the purposes of the inquiry.

Background

2.

Scope of Inquiry

3.

PETER COSTELLO
5 August 1998

Australia’s rail network forms a crucial part of Australia’s transport infrastructure.
reforms have delivered significant improvements in the operation of Australia’s rail sys
However, the pace and nature of the reforms vary between systems. Performances
areas continue to be below world’s best practice. There is a need to undertake a stog
progress in rail reform to identify areas, including both urban passengers and freight

Past
tems.

in some
ktake of
where

further action is most needed. The Industry Commission last undertook a stocktpke of

progress in rail reform in 1991.

In undertaking this inquiry, the Commission should identify progress made in rail refg

rm as

well as areas which could be subject to further reforms and the benefits of pursuing further
reforms. The Commission should also clearly differentiate its analysis of interstate rail

operations from intrastate and urban rail operations.
The Commission should report on:

(@) recent reform initiatives and their implications;

(b) the current structure of the rail industry, including the regulatory environment;

(c) structural and operational rigidities and impediments which constrain the effic
and development of the rail industry;

iency

(d) the strengths and weaknesses of the Australian rail industry, drawing on internptional

and intermodal comparisons where appropriate;
(e) the operation of third party access regimes for the interstate and intrastate rail
networks;

freight

(f)  the implications of the changing role of the Commonwealth, the States and the private

sector in rail operations and ownership;
(g) the implications for rail transport services and the economy generally of regula
charges and arrangements affecting competing and complementary mod
transport; and

tions,
es of

(h) international best practice in rail and impediments to achieving best practice in

Australia.
The Commission should also:
(@) report on implementation strategies for any measures recommended K
Commission;
(b) take account of any recent studies undertaken; and

y the

(c) have regard to the established economic, social, regional development and

environmental objectives of governments.
The Commission’s recommendations will be considered by the Government ar
Government’'s response shall be announced as soon as possible after the receip
Commission’s report.

Xvill

TERMSOF
REFERENCE

d the
t of the



Overview

Key messages

Reforms in the 1990s have transformed the structure and operations of Australia’s
railways;

— there is now greater competition between railways and more private sector
participation in some corridors.

The productivity of Australia’s railways has increased significantly;

— but is still significantly less than in North America, even allowing for differences
in scale and other factors.

Most government-owned railways are still not viable:

— they face increasing competition from other transport modes;

— suffer from inadequate investment; and

— require significant government subsidies.

Greater commercial focus is needed, which is best achieved by:

— contracting out, franchising or privatising existing government-owned railways;

— the entry of new owners and further investment in the industry; and

— rigorous application of contracts between governments and railways to meet
non-commercial objectives.

Subsidisation of track in regional areas is an inappropriate way of meeting social
objectives.

Different mixes of structural, access and ownership arrangements are required for
different networks.

The Commonwealth has an important role in:

— developing a national transport policy framework;

facilitating ongoing harmonisation of regulatory arrangements;

establishing a single manager for the interstate network; and

— ensuring a more commercial approach to road provision.

The Commonwealth also has a role in financing freight bypass lines in Sydney;
— subject to agreement by NSW to the interstate network manager.

The suggested reforms have greatest relevance to Queensland, NSW and WA.

Further reform is essential for the survival of most Australian railways.

OVERVIEW XIX



Railways are

important to the

economy.

Significance of railways in Australia

Railways are an important part of Australia’s transport
system and make a significant contribution to the Australian
economy. They play a major role in hauling bulk
commodities to ports, transporting general freight along
major transport corridors and carrying passengers,
particularly in urban areas.

Sgnificant changes
have taken placein
the composition of

Some facts and figures

Rail transport contributed 0.5 per cent of GDP and 8 per cent of transport value-
added in 1997-98.

Employment is around 36 500, down from nearly 90 000 in 1986, with a large
proportion of the reduction occurring outside capital cities.

The number of private railways has increased from six in 1991 to 19 in 1999.

Rail has carried around one third of all domestic freight over the past 25 years:

— with a fourfold increase in the tonnage of coal and minerals;

— but a steady decline in market share in non-bulk interstate freight (down from
45 per cent to 32 per cent) and in agricultural products.

Rail carries around half of all freight on the East-West corridor, but less than one
quarter on the North-South corridor.

States invested $1.6 billion in rail in 1997-98, compared with $151 million by the
Commonwealth.

State subsidies to rail exceeded $2.3 billion in 1997-98.

rail freight...

XX

OVERVIEW

At the national level, rail has maintained its share of freight
during the last 25 years because of strong growth in
Australia’s mineral, ores and coal sectors. But it has lost
market share to road in the interstate transport of non-bulk
commodities, more so on the North-South corridor compared
with the East-West. The loss is mainly due to improvements
in truck technology and road infrastructure.



Australian domestic freight (excluding pipelines)
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and citiesare
increasingly car
dependent,...

A major trend in Australia’s urban passenger transport is the
growth in the use of cars and the relatively static contribution
of public transport (both bus and rail). The primary

explanation is that the rail network is geared to providing
transport along corridors to and from central business
districts, while employment, retail and other activities have
decentralised into suburban areas.

Urban (motorised) passenger transport
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asareregional areas.

Snce 1991,
jurisdictions have
introduced a variety
of reforms relating
to:...

— structure;....
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There has also been a decrease in non-urban passenger travel
by rail, even though total travel by all modes (rail, bus, air
and car) has increased.

Reforms since 1991

Australian governments have long recognised the need to
improve the performance of Australia’s rail systems. Since
the Industry Commission’s 1991 inquiry into rail, all
governments have implemented reforms. Although railways
face similar problems, governments have adopted different
solutions.

A wide spectrum of structural arrangements is now in place
across jurisdictions. Some States (such as Queensland) have



retained a single integrated railway that provides all services,
including freight, non-urban and urban passenger services
and maintenance of rollingstock, as well as track
infrastructure. NSW, on the other hand, has separated the
former State Rail Authority into four businesses.

Similarly, there is a range of ownership and governance - ownership;...
arrangements. In WA, Westrall currently operates as a
commercialised (rather than corporatised) railway, with plans
to privatise its freight operations by the end of 1999. In
NSW, the Rail Access Corporation, FreightCorp and Rail
Services Australia have been corporatised. In Victoria,
V/Line Freight has been privatised as Freight Victoria, and
Bayside and Hillside Trains (urban passenger) have been
franchised to private operators. The Commonweath has
privatised parts of the former Australian National Railways
(Tasrail, GSR and ASR).

Severa joint initiatives between governments and industry — safety regulation
have been undertaken to improve consistency of safety  and operating
regulation and operating procedures and standards. Initiatives  procedures; and...
include simplification of safety accreditation processes and

the development of codes of practice for operating

procedures and standards.

A variety of access regimes has been implemented across — accessregimes.
jurisdictions. Currently, access to the Commonwealth’s track

is covered under Part IlIA of the Trade Practices Act and
administered by the Australian Rail Track Corporation. All

mainland States have introduced access regimes, although

none has yet been recommended for certification by the

National Competition Council or accepted as an undertaking

by the Australian Competition and Consumer Commission.

Recent reforms have led to greater participation by Hrévate sector
private sector through the franchising and privatisation pafticipation is now
some government-owned railways. In some instanagsater.
particularly on the East-West corridor, new private operators

compete directly with existing government operators in niche

markets.

OVERVIEW XX



The productivity of
Australian railways
has improved
substantially,...

but thereis still a

significant gap and...

Performance

There have been significant improvements in the productivity
of government-owned railways in providing freight and
passenger services in Australia over the period 1989-90 to
1997-98. The average annua growth in (total factor)
productivity of around 8 per cent was greater than that of
Canada, Japan and the United States.

While Australia has narrowed the productivity gap with these
countries, there remains a significant difference. Australia’s
level of productivity in 1998 was about two thirds of the best
performing countries (in 1997).

Productivity levels of freight and passenger systems

1.2

Productivity index

02 -~

— =~ — Japan
United States
""" Canada
_—Australia

0

scope for further
improvement.

1990 1991

XXIV OVERVIEW

1992 1993 1994 1995 1996 1997 1998

Some of the difference is due to factors which inherently
disadvantage Australia, such as scale of operation. However,
technical efficiency (productivity adjusted for the effect of
scale) remains 30 per cent below the best performing
countries.



Us (97)

JAPAN (97)
CANADA (97)
IRELAND (97)
LUXEMBOURG (97)
NORWAY (97)
NEW ZEALAND (98)
AUSTRALIA (98)
NETHERLANDS (97)
PORTUGAL (97)
DENMARK(95)
SWEDEN (97)
FINLAND (97)
GREAT BRITAIN (94)
SPAIN (97)

SOUTH AFRICA (98)
FRANCE (97)
SWITZERLAND (97)
ITALY (97)
GERMANY (97)
AUSTRIA (97)
BELGIUM (97)

Technical efficiency levels of freight and passenger systems

Technical efficiency index

Freight customers in Australia have benefited from the
improvement in productivity. Real freight rates decreased by
30 per cent between 1990 and 1998. This is comparable with
decreases in Canada and the United States of 33 and 26 per
cent respectively between 1990 and 1997.

On average, freight rates in 1998 were still higher in
Australia (3.8 cents per net tonne-kilometre) than in Canada
(2.1) and the United States (2.3) in 1997, although lower than
most European countries and Japan. These differences partly
reflect the underlying differences in productivity between the
countries.

Real freight rates
have decreased by
around 30 per cent...

but are still
significantly higher
than those in North
America.

OVERVIEW XXV
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Despite reforms,
problems still exist,
including:...

— commercial
unsustainability; ...

— inadequate
investment in
infrastructure;...

— lack of commercial
focus,...

Real freight rates by country

XXVI OVERVIEW
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Despite progress, impediments remain

Despite the reforms implemented since 1991 and higher
productivity and lower freight rates, progress in some areas
has been slow and impediments remain. The problems facing
the industry have not been fully addressed by the reforms and
new problems have emerged.

Many government-owned railways are losing money, even
after the inclusion of payments by governments for non-
commercial activities, or are barely viable.

Inadequate investment in infrastructure has been a particular
problem (leading to speed restrictions on some sections of
the interstate track), resulting in cals for significant
government funds to improve existing networks and build
New ones.

Despite corporatisation, government-owned railways are still
insufficiently commercially focused. Governments, as
shareholders, have not demanded nor enforced the same
degree of commercial discipline as that placed on private
sector operators.



Current arrangements do not ensure competitive neutrality
between government and private railways, nor between - lack of competitive
transport modes. neutrality;...

The introduction of access regimes has been slow and the — complex and
complexity of existing arrangements in some jurisdictions is  inadeguate access
hindering industry performance. There are deficienciesinthe  regimes; and...
processes for pricing and allocating train schedules, such as

grandfathering schedules to incumbents. These can act as

barriersto entry.

There are till inconsistencies in safety accreditation feesand — inconsistent
operating procedures and standards. These act as  regulatory
impediments to the entry of train operators, both on interstate  arrangements.
and intrastate networks, and inhibit efficient operation in

some markets.

Increased commercial focus is the key

Increasing the commercial focus of railways is the key to A greater commercial
further productivity gains and to facilitating the investment focusisrequired.
required for rail to make its best contribution to Australian

transport.

While most government railways are corporatised, the Corporatisation has
remaining problems may reflect the way the corporatisation limitations, such as....
model has been implemented.

Governments still subject their rail operators to multiple and - conflicting
often conflicting objectives relating to socia welfare,  objectives;...
employment and regional development.

In addition, governments as shareholders facing budget - inadequate access
constraints (and observing poor returns in rail) are often  tocapital; and...
reluctant to provide adequate equity funding or alow

railways to borrow on their own behalf,

even if justified commercialy.

— alack of o
commercial Limitations may aso apply to the
discipline. corporatisation model itself. In particular,

governments are often unable to maintain
an arm’s length relationship from their railway boards

OVERVIEW XXVII



The private sector has
arolethrough:...

— contracting out;...

— franchising; and...

— privatisation.

because of political and community pressures. Public
ownership also subjects governments and taxpayers to
considerable commercial risks.

Private sector alternatives to government provision have an
important role to play in overcoming these problems.

If contracts are well specified and competitively tendered,
contracting out offers potential benefits.

Franchising can generate further gains because franchisees
usually bear revenue risk, so strengthening their incentives to
improve service quality and expand the size of the market.

The experience with recent rail privatisation in Australia is
encouraging and supports privatising freight railways
operating in competitive markets. Special arrangements
would be required for rollingstock used by private
franchisees on the main coal lines.

Recent experience with privatised railways

Tasrail
Purchased by Australian Transport Network in 1997 for $22 million.
Revenue has increased since by around 50 per cent.

Achieved an operating profit of $1.2 million in its first seven months of business —
the first profit in 130 years of Tasmanian railways.

Plans to invest $40 million over four years in rollingstock and infrastructure.
Purchased the Emu Bay Railway — a minerals railway — from Pasminco for
$7.8 million in 1998.

Australia Southern Railroad

Purchased Australian National Railways’ freight and maintenance business in
South Australia for $57 million in 1997.

Plans to invest $62 million over five years.

Freight Victoria

Purchased V/Line Freight (VLF) for $163 million in 1999 despite VLF losing over
$15 million in 1997-98.

« Plans to invest $36 million in rail infrastructure and rollingstock over two years.
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Competition has a role to play

Where effective, competition can be relied upon to improve Competition can take
performance. There are a number of forms which many forms.
competition can take, both ‘in’ the market, and ‘for’ the

market. Much of the rail network is already subject to

competition from road, air and coastal shipping and/or

competition in downstream markets.

The emphasis in rail reform has been on introduciPigpmoting
competition between train operators on the same track @mdpetition ‘in’ the
for train schedules by implementing access regimes amaket has been the
reforming the structure of railways. Separating tréicus...
operations from track (vertical separation) is designed to

increase the effectiveness of an access regime by removing

the conflict of interest an integrated railway has over

allowing competitors access to its track.

But, access regulation and vertical separation may be lbesshis is less
effective in markets where there is limited scope for meféective in some
than one train operator, effective competition from othearkets.
modes of transport, and/or competition in downstream

markets.

Railways can also be separated by function or geograptmyctural reform is
(horizontal separation). Horizontal separation allows: not limited to vertical

- specific regulatory regimes to be put in place for differefaration.
rail businesses;

. contractual arrangements to be implemented more
effectively to provide non-commercial services; and

.- services to be franchised — a means of addressing market
power by introducing competition ‘for’ the market
through periodic competitive bidding.

The benefits of structural separation need to be balar@eghration may
against the costs, which can include a loss of economiemwaflve costs and...
scope, coordination costs, a loss of commercial sustainability

and adjustment costs. No single structure or access regime is

appropriate for all networks.
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not generate adequate

i nvestment.

Current arrangements
for the interstate track
are complex and

inefficient.

The ARTC only

partially solves the

problems.

A single network
manager isrequired
to...

administer a

competitive interstate

rail market.
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Structural reform to enhance competition in the market will
not necessarily address problems of inadequate investment in
track infrastructure.

Other reforms are also important

It is important also to improve other aspects of the ralil
operating environment. This includes improving the
operation of the interstate network, achieving competitive
neutrality, harmonising operating procedures and standards,
and facilitating market-based access.

Management of the interstate network

Across the interstate network there are four authorities
responsible for access and five for allocating train schedules
and investment. In some parts, the network is owned by a
train operator (WA), while in others the train ownership is
separated from track ownership (NSW). The multiplicity of
network managers imposes costs on train operators in
negotiating train schedules and access charges. Also it
impedes the efficient allocation of train schedules, the overall
use of the network and efficient investment.

The Australian Rail Track Corporation’s ‘one stop shop’
model goes some way to reducing the costs to operators. But
deficiencies in train schedule allocation on the interstate
network and coordinating investment across jurisdictions still
exist.

To overcome these deficiencies, a single network manager
(broadly based on those already operating in the electricity
and gas industries) is required. It would manage competitive
access to the interstate network and facilitate planning and
investment.

Administration of the access regime should be flexible,
pricing principles transparent, and appeal processes
independent.



Competitive neutrality within the rail industry

While corporatisation has the potential to place government- Competitive neutrality
owned railways on a commercial footing, in practice it may not exist between
appears insufficient to achieve competitive neutrality in the government-owned
rail transport market. and private

. railways...
There are concerns that government-owned railways are able

to offer lower freight rates than their private sector
counterparts because the requirement to make a commercial
return is not binding. There are aso concerns about the
retention of surplus assets by public rail operators.

Such practices could place existing private operators at a
disadvantage relative to their government-owned competitors
and deter new private sector entrants and investment. These
concerns could be raised through competitive neutrality
complaints mechanisms under the Competition Principles
Agreement. A more effective approach could be to facilitate
private sector participation through the appropriate use of
contracting out, franchising or privatisation.

Competitive neutrality between rail and road

Government decisions relating to investment, taxes and or between road and
charges, access regimes and safety regulations affect rail.
competitive neutrality between road and rail transport.

There are still concerns over the different funding criteria Investment in rail has
applied to road and rail and the comparative levels of beeninadeguate,...
government investment in each. The differences in funding

have decreased significantly over the past 30 years.

Nevertheless, evidence suggests there has been inadequate

investment in some parts of the rail network.

Notwithstanding recent reforms, heavy vehicle charges do while heavy vehicle
not cover the full costs of road usage, including road and charges under
bridge wear, pollution, accidents and congestion. recover costs.

These factors disadvantage rail compared to road. But large
subsidies also are provided to rail and the 1999 taxation
legidlation has partly addressed concerns relating to the diesel
fuel excise.
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A commercial
approach, not
subsidies, isrequired.

Accreditation fees are

still duplicated.

A permanent
mechanismis
required to facilitate
har monisation.

Market mechanisms
arerequired for
access.

The objective of
reformis an efficient
transport system.
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Adopting a more commercial approach to the provision of
both rail and road would overcome competitive neutrality
concerns. Further subsidies to the rail sector or a complex
integrated approach to planning and funding would be less
effective.

Safety regulation and operating procedures and standards

Although progress has been made by Commonwealth, State
and Territory Governments, and industry, to reduce
inconsistent regulation in ralways, the outcomes are
uncertain. Accreditation fees are still duplicated across
jurisdictions. If mutual recognition does not work,
consideration could be given to establishing a single national
safety regulator.

Codes of practice for operating procedures and standards are
still being developed and are yet to be implemented. The
process of ongoing harmonisation can be improved by
establishing a permanent mechanism to facilitate change.
Best practice regulation involving the assessment of the
impact of proposals and industry consultation would be part
of this process.

Access arrangements

Access regimes should incorporate  market-based
mechanisms, such as auctions, for allocating and transferring
train schedules. Prices would then reflect the value users
place on access to the track.

What should governments do?

The overal objective of reform is to have an efficient
transport system delivering Australian freight and transport
needs.

A more commercial approach should be applied to all modes
of transport. Reflecting this, the Commonweath should
develop an overarching national transport policy framework.
A commercial approach for roads should be addressed by



adjusting current user charges for heavy vehicles and
ingtituting a public inquiry into all aspects of road provision.

To fulfil itsrole in the transport system, rail needs to meet the
challenge of increasing competition from other transport
modes. In some markets, the future of rail without
government subsidies is uncertain unless rail improves its
performance and competitiveness significantly.

Improvements in efficiency can come from three sources:

- making better use of the existing infrastructure,
rollingstock and technology;

- introducing appropriate infrastructure and equipment; and

- optimising the use of rail in the transport logistics chain.

Simply investing more government money without other Government
reforms — particularly to loss-making railways — is not thievestment should be
answer. Rather, it is the role of governments to createoralitional on
sound and stable operating environment to provide greedrm.

certainty for the industry.

There are grounds for the Commonwealth Government
investing further in freight lines to alleviate bottlenecks in

Sydney’s rail system, given its national importance to the
interstate freight network. This should be conditional upon
acceptance by NSW of a single market manager for the
interstate network.

Commonwealth Government

The Commonwealth Government has a significant roleThe Commonwealth
leading the reform process, both in areas where it has ditestn important
responsibility and where a national approach is requinede,...

Priorities include:

- developing an overarching national transport policy
framework;

. establishing a permanent mechanism to ensure ongoing
harmonisation of rail operating procedures and standards;

- establishing a market manager for the interstate network,
in conjunction with the States;
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- investigating the feasibility of developing a market
approach to access;

- contributing funds to alleviate congestion in Sydney,
conditional upon further reform;

- promoting competitive neutrality between rail and other
transport modes by adopting a more commercial approach
in al modes; and

- establishing a public inquiry to examine the current
institutional arrangements for road provision, including
planning, funding, investment and road charging.

Individual jurisdictions

as have individual Individual jurisdictions should concentrate on introducing
jurisdictions. greater commercial discipline through appropriate ownership,
structural and access arrangements, tailored to each broad
class of railway (summarised below for interstate, regional,
coa and urban passenger networks). Ultimately, under these
arrangements the private sector would operate most railways.

Interstate freight network

Characteristics

« Standard gauge mainline (eg Brisbane to Perth); strong intermodal competition
(road, sea); some rail-on-rail competition; multiple owners and network managers;
market segmentation; potential for competition in access.

Appropriate policy package
« Single network manager, which does not own trains or track.
+ Vertical separation of train operations and track infrastructure.

« An access regime embedded in a market code of conduct, approved by the
ACCC.

Expected outcomes

« Coordinated management of access charges and train schedules; facilitation of
planning and investment; more niche operators; increased market share;
commercial viability.
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Regional freight networks (without market power)

Characteristics
« Mainly intrastate (eg Tasrail); low volume; strong competition from road; limited
rail-on-rail competition.
Appropriate policy package
+ Horizontal separation from other freight and urban passenger networks.
« Vertical integration.
+ ‘Light handed’ access regime.
« Privatisation of railway operations including track (or with a long term lease on
track).
Expected outcomes

« Improved quality and cost of service; integration into the logistics chain;
commercial viability.

Main coal networks (with market power)

Characteristics
« Main coal lines in Queensland and NSW; high volumes; geographically (intrastate)
based; significant market power (little competition from road or rail-on-rail
competition).
Appropriate policy package
+ Horizontal separation from other freight and urban passenger networks.
« Vertical integration.
« Franchise the operation using competitive bidding for lowest freight rates.
« Lease track and rollingstock to franchisee.
+ Access incorporated into franchise agreements.

« Private railway operators.

Expected outcomes

« Operational and commercial independence; increased transparency; market
power addressed; competition ‘for’ the market; yardstick competition between coal
networks; promotes integration into the logistics chain.
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Urban passenger networks

Characteristics

« Non-commercial; no rail-on-rail competition; strong intermodal competition.

Appropriate policy package

« Horizontal separation from regional and interstate networks (and within
metropolitan areas).

« Vertical integration.
« Contracting out or franchising through competition for lowest subsidies.
« Access incorporated into contracts or franchise agreements.

« Private railway operators.

Expected outcomes

« Increased effectiveness of purchaser-provider arrangements; competition for the
market; more efficient urban transport system; lower subsidies.

Social issues

Governments can still A commercia approach eliminates the need to subsidise rail

pursue social for economic reasons, such as achieving competitive

obyjectives. neutrality, but does not preclude governments from using rail
services to achieve social objectives.

However, subsidisation of track infrastructure is a costly and
indirect way of assisting people in regional areas. If
governments wish to provide such assistance it is best done
directly through contractual arrangements with regional
railways, asin urban areas.

But the purchaser- More generally, governments need to address the existing
provider framework  deficiencies in the implementation of the purchaser-provider
should be applied framework for such arrangements.
rigorougly.
They should specify clearly their non-commercial
objectives — social, regional or
environmental — and the basis for the
level of subsidy to be provided. Employment in

railways has declined
Railway workers have already faceggnificantly...

significant job losses over the past 12
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years. Employment has fallen by almost 60 per cent since
1986, two thirds of which was in regional areas. Changes in
technology and increased competitive pressure from
aternative transport modes, as well as past reforms, have
contributed to this decline.

Concern about further job losses is natural and reform hasto but specific assistance
be handled sensitively. General assistance available to al isnot always
displaced workers, such as training programs, have appropriate.
advantages. However, where job losses are regionally

concentrated, a case for specific assistance to particular areas

can be made if these areas have substantially greater

difficulty than othersin adjusting to structural change.

There have been calls to abandon or slow down the reform Sowing reformis not
process. But slowing reform of Australia’s rail industityte answer...
would disadvantage rail users and not necessarily lead to

increased job security within the industry. Maintaining

inappropriate employment levels would adversely affect the

competitive position of railways in some of their major

markets, such as coal, minerals, grain, and interstate freight,

thus jeopardising future employment in rail.

If reform of railways is not pursued, the industry may nad may jeopardise
survive long into the 21st century, other than as a carrietheffuture of the rail
coal and other bulk products. industry.

Further reform of rail will yield significant benefits td-urther rail reform
consumers of rail services. Passengers will benefit fraith benefit the
better services. Rail is also an important input into makystralian
industries, especially the export-oriented mineral and gre@mmunity.
sectors. Reductions in freight costs and improved service

quality will result in significant benefits, not only to

Australian industry, but also to the economy more widely.
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Recommendations

RECOMMENDATION 6.1

Urban rail networks should be vertically integrated and horizontally separated
from other rail networks.

RECOMMENDATION 6.2

Train operations should be vertically separated from track infrastructure on the
entire interstate network. The infrastructure should be managed by a single
network manager.

A process involving the Commonwealth and affected States should be established
to determine the roles and functions of the network manager and develop a code
of conduct.

RECOMMENDATION 6.3

Regional rail networks without market power should be horizontally separated
from other networks and vertically integrated.

RECOMMENDATION 6.4

Regional rail networks with market power (the main coal lines) should be
horizontally separated from other networks.

RECOMMENDATION 7.1

Governments which own railways should pursue further private sector
involvement (through contracting out, BOOT-type arrangements, franchising or
privatisation) as an integral part of their approach to rail reform.

RECOMMENDATION 7.2

All remaining government-owned freight operations should be privatised, with
special arrangements for the rollingstock used on the main coal lines.
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RECOMMENDATION 8.1

The pricing and allocation of train schedules should reflect the value that users
place on the track. To encourage this, the Commonwealth Government should
establish a process to investigate the feasibility of developing a market approach
for allocating schedules or transferring capacity on the interstate network.

RECOMMENDATION 9.1

A national approach should be developed for charging rail safety accreditation
fees, with a single annual fee for accreditation and mutual recognition.

RECOMMENDATION 9.2

The principles of best practice regulation, as endorsed by the Council of
Australian Governments, should be applied to the development and
implementation of railway codes of practice.

RECOMMENDATION 9.3

The Commonwealth Government should establish a permanent mechanism to
ensure the ongoing harmonisation or uniformity of railway operating procedures
and standards.

RECOMMENDATION 10.1

The National Road Transport Commission should prepare — and recommend to
the Ministerial Council for Road Transport for adoption — a revised schedule of
heavy vehicle charges which ensures that each class of vehicle pays the full cost
of itsroad use.
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RECOMMENDATION 10.2
Governments should adopt a more commercial approach to railways and road
provision. Thiswill involve:

the Commonwealth Government introducing an overarching policy framework
for national transport;

applying competitive contracting out, franchising or full privatisation to
railways;

establishing a network manager for the interstate track to manage competitive
access and facilitate planning;

applying the purchaser-provider model rigorously where non-commercial
objectives are being pursued; and

evaluating major road and rail projects using cost-benefit analysis where the
projects are expected to have significant external effects.

RECOMMENDATION 10.3

The Commonwealth Government should — as a matter of national priority —
allocate additional funds to projects which would alleviate route congestion in the
Sydney metropolitan area, subject to the adoption of a network manager for the
interstate track.

RECOMMENDATION 10.4
The Commonwealth Government should establish a public inquiry into road
provision in Australia. Thisinquiry should examine:
road transport planning processes;

methods of investment appraisal (including the evaluation and allocation of
costs and benefits);

funding arrangements (including taxation, charges and grants);
the scope to improve road pricing; and
current ingtitutional arrangements and alternatives.

RECOMMENDATION 11.1

Governments need to address the deficiencies in the application of the purchaser-
provider framework to rail and should enter into transparent contractual
arrangements with clearly specified non-commercial objectives.
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