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I. Introduction 
 
1. This study looks back at the main achievements, issues, and challenges faced by 
the People’s Republic of China railway subsector during the study period from 1997 to 
2005.1 
 

II. Key Issues in the Railways Sector 
 
2. The key challenges facing the railway sector of the People’s Republic of China 
(PRC) at the beginning of 1997 can be summarized as follows: 

(i) How to technically increase railway 
capacity to reduce the persistent gap 
between demand and supply as quickly 
and efficiently as possible. 

(ii) How to pay for the service enhancements 
and the expansion of railway capacity. 

(iii) How to modernize institutional structures in 
line with the move to an efficient socialist 
market economy. 

(iv) How to create strong incentives for enhancing performance (quality as 
well as quantity and efficiency) in what would remain at least until the 
present time a state-owned monopoly in the provision of railway mainline 
operating services. 

(v) How to lay a careful foundation for, and begin to introduce, competition in 
the railway supply and support industries. 

(vi) How to lay a careful foundation for the subsequent introduction of 
competition in mainline railway operations, including the necessary 
adaptations related to the PRC’s entry into the World Trade Organization. 

 
3. These were hardly new questions in 1997—indeed, the first four items had been 
issues for two decades, but attention was focused on questions (i) and (ii). Institutional 
reform issues—as summarized in questions (iii) to (vi)—began to attract more attention 
under the Ninth Five-Year Plan, 1996—2000, after the move to a socialist market 
economy was well advanced, and assumed greater importance after the PRC’s 
accession to the World Trade Organization in December 2001, early in the Tenth Five-
Year Plan, 2001—2005 (TFYP). Under the TFYP, the government strategy included 
development of separate, dedicated passenger and freight lines on busy trunk routes, 
together with other technological modernizations (including advanced communication, 

                                                 
1  ADB. 2007. Sector Assistance Program Evaluation of Asian Development Bank Assistance for Roads and 

Railways in the People’s Republic of China. Manila. 
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signaling, and safety technology required for increasing train speed and enhancing 
mobility and competitiveness).2  
4. All six of these challenges remain important today, but the PRC has made 
considerable progress with each one. The cumulative development of the railway sector 
since 1980, and increasingly since 1997, has been profound—physically and, most 

recently, institutionally. 
 
5. Technological and organizational 
modernization have been major driving forces 
throughout this period. The fact that the PRC’s 
railways were, in many respects, technologically well 
behind the world’s most advanced railways and 
structured along outmoded organizational lines 
meant that conditions were ripe for rapid 
modernization provided that the PRC was prepared 
to take advantage of the opportunities for transfer of 
technology and the lessons from international 

experience reflecting best practices in organizational structures. Take advantage it did, 
in an orderly, step-by-step manner, typically first testing an innovation in a limited 
segment of the system, then evaluating system results over time before risking a 
system-wide implementation. The national railway3 had by no means caught up 
technologically by 1997 (25% of its locomotives were still steam engines), and at that 
point the drive for institutional modernization had only just begun. 
 
6. Thus, in 1997, the time was ripe for rapid gains. This is still the case today, but 
the gap with respect to both technological frontiers and international best practice in 
institutional structures is narrowing. There are further dramatic gains to be captured in 
the next 10 or perhaps 15 years. By then, if sound policies and substantial investments 
continue, railways in the PRC will have largely exploited the gains to be had from 
transfer of existing technology and institutional structures, and will be at the very front 
ranks of the world’s most modern railways. After that point, further technological 
progress will be constrained by the boundaries of existing technology and driven by the 
need to conduct research to push the frontiers of knowledge. 
 
7. A brief summary overview highlighting the key milestones in the evolution of 
developments with respect to  six challenges over the period 1997–2005 is provided 
below, including two tables of statistics. 
 
 
                                                 
2  The Government’s TFYP focused on (i) removing constraints and expanding the system; (ii) encouraging the 

construction of joint venture local railways to promote the development of local economies; (iii) improving the 
efficiency and safety of the existing system using new technology and modern management tools in planning and 
operation; (iv) reducing operating subsidies through appropriate pricing and commercialization of services; (v) 
initiating institutional and structural reform to increase autonomy and accountability; (vi) reforming the railway 
investment and financing system, and encouraging nongovernment investment in infrastructure and related 
services; (vii) clearly identifying core operations and separate core and non-core transportation businesses; and 
(viii) establishing specialized transportation companies; and (ix) rationalizing and reducing staff. 

3 The Ministry of Railways operates the state-owned integrated system. 

 There are further dramatic gains 
to be captured in the next 10 or 
perhaps 15 years. By then, if sound 
policies and substantial 
investments continue, railways in 
the People’s Republic of China will 
have largely exploited the gains to 
be had from transfer of existing 
technology and institutional 
structures, and will be at the very 
front ranks of the world’s most 
modern railways. 
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III. How to Technically Increase Railway 
Capacity to Reduce the Gap between 
Demand and Supply as Quickly and 
Efficiently as Possible 

 
8. Measures to increase railway capacity were of two types: (i) investments in new 
infrastructure and equipment, and (ii) improving productivity of existing assets. Since the 
utilization and productivity of existing infrastructure and equipment was already high, the 
burden of increasing capacity fell primarily on increased investments. In 1997 there was 
still a high degree of labor redundancy, but subsequent measures to address that issue 
were primarily labor saving and did not significantly enhance (or reduce) transport 
capacity. 
 
9. Large-scale investments, chosen carefully, were necessary to enhance railway 
capacity. Conceptually, these investments could be classified into three groups: 

(i) routine replication of physical assets (e.g., wagons, double-tracking, 
construction of parallel lines) with only limited, if any, technological 
enhancement;  

(ii) replacement and/or major upgrading of existing assets with newer or more 
suitable technologies (e.g., electrification of traction, new signaling 
systems, new communication and information systems, larger capacity 
wagons; and, for selected corridors, combined line, traction, rolling stock, 
and loading/unloading improvements in a multi-pronged move to enhance 
overall corridor performance standards, either heavy haul freight or higher 
speed passenger services); 

(iii) expansion and/or improvement of the existing asset base by adding new 
assets incorporating new technologies, as in point (ii) above (e.g., new 
high speed passenger line such as the 459-km Zhengzhou-Xi’an Project, 
which reduces inter-city travel time from 8 hours to 3 hours. 

 
10. All three types of investments were important in 1997–2005, but available data 
does not distinguish between these investment categories. Available data was 
fragmentary for the TFYP, but sufficient to reveal overall results in physical terms and 
reveal the capital costs of such investments through the year 2004, as shown in Table 
1. 
 
11. In addition to capacity-enhancing investments, improved work organization and 
incentives for increased output also came into play. While implementation of many of 
these measures may have required some new investments, or was made possible by 
prior investments, conceptually the productivity enhancements can be distinguished 
from the investments themselves, i.e., additional benefits were captured because of 
new ways of organizing work and/or enhancing incentives. A primary example of such 
capacity enhancing organizational measures was the assets operation liability system, 
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which, after pilot testing in four less-complex regional administrations, was implemented 
throughout the national railway system in 2004. The assets operation liability system is 
further discussed in section F (para. 23). 
 

IV. How to Pay for Service Enhancements 
and the Expansion of Railway Capacity  

 
12. Financing for the above investments came from four main sources: 

(i) retained profits from the normal revenue collections of the national railway; 
(ii) a special construction levy collected as a surcharge on the normal freight 

tariff, an earmarked tax imposed in 1991 made available by the Ministry of 
Finance only for railway construction, in effect a revenue to the national 
railway from freight operations, and the largest source of capital finance. 

(iii) sovereign state loans originating from bilateral sources (particularly 
Japan),4 or multilateral financial institutions (notably Asian Development 
Bank and the World Bank), which were onlent by the state to the Ministry 
of Railways (MOR); and  

(iv) establishing provincial and local railway enterprises; these were legally 
separate from the mainline national railway system, although some had 
limited ownership participation by MOR. Most were wholly owned by 
provincial and local governments and other investors, including some that 
have since achieved a significant share of private ownership through ex 
post securitization (e.g., Guang-Mei-Shan Railway in Guangdong 
Province). 

                                                 
4  Japan was the largest source, but other bilateral credits, particularly trade credit facilities, were made available 

from a wide array of the world’s leading railway equipment exporters, including Austria, Canada, France, Germany, 
the United Kingdom, and the United States. 
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Table 1: PRC Railway Statistics, 1996–2004 
 
 

 Item 1996 1997 1998 1999 2000  2001 2002 2003 2004 

Ratio  
2000/ 
1996 

Ratio  
2004/ 
2001 

Ratio  
2004/ 
1996 

              
A. Physical Measures                         
1. Infrastructure                         
Route (km) 64,931  65,970  66,429  67,394  68,650   70,158  71,889 73,002  74,408  1.06  1.06  1.15  
   National Railways  56,678  57,566  57,584  57,923  58,656   59,079  59,522 60,446  61,015  1.03  1.03  1.08  
   Local Railways 5,210  5,339  4,927  4,776  4,813   4,817  4,716 4,814  4,869  0.92  1.01  0.93  
   Joint Venture Railways 3,044  3,064  3,918  4,696  5,181   6,262  7,651 7,738  8,524  1.70  1.36  2.80  
                           
2. National Railways:                          
Double Track (2 or more parallel 
tracks) (km) 18,423  19,046  19,673  20,925  21,408   22,264  23,058 24,650  24,908  1.16  1.12  1.35  

   Percent (%) 33  33  34  36  37                 
Electrified (km) 10,082  12,027  12,984  14,025  14,864   16,868  17,409 18,758  19,303  1.47  1.14  1.91  
   Percent (%) 18  21  23  24  25                 
Track with Diesel Operation 29,190  30,940  33,974  36,859  39,497   40,446        1.35      
   Percent (%) 52  54  59  64  67   69              
Railway Track (km) 117,618  119,989  121,068  123,084  124,831   126,851    99,437  101,067  1.06  0.80  0.86  
Automatic Block Track (km) 15,254  17,344  17,564  17,969  18,318   18,845  20,682 21,920  22,724  1.20  1.21  1.49  
   Percent (%) 13  14  15  15  15                 
                           
3. Equipment                          
Locomotives (number)                        
   Diesel (number) 8,944  9,583  10,004  10,121  10,355   10,598  10,752 10,778  11,135  1.16  1.05  1.24  
      Percent (%) 58  63  66  70  72             
   Electric 2,678  2,821  3,111  3,344  3,516   3,976 4,298 4,584 4,849 1.31  1.22  1.81  
     Percent (%) 17  18  21  23  24                 
   Steam 3,781  2,931  2,061  1,015  601   381 109 94 82 0.16  0.22  0.02  
     Percent (%) 25  19  14  7  4   3  1 1  1        
Freight Wagons  443,893  437,686  439,326  436,236  439,943   449,921 446,707 503,868 520,101 0.99  1.16  1.17  
   Percent (%) over 60 Tons 
capacityC 81  92  94  95  95                 
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Table 1: PRC Railway Statistics, 1996–2004 
 

 Item 1996 1997 1998 1999 2000  2001 2002 2003 2004 

Ratio  
2000/ 
1996 

Ratio  
2004/ 
2001 

Ratio  
2004/ 
1996 

                          
Passenger Coaches (number) 33,778  34,346  34,246  34,535  35,989   37,214 37,942 38,972 39,766 1.07 1.07  1.18  
   Sleeper Fully Cushioned 
(number) 1,692  1,849  1,926  1,975  2,055   2,430 2,421 2,621 3,049 1.21 1.25  1.80  

     Percent (%) 5  5  6  6  6                 
   Coach Fully Cushioned 720  764  750  756  764           1.06     
     Percent (%) 2  2  2  2  2                 
              

                     
Sub 
total   
NFYP 

    

B. Investments (CNY millions)                         
1. Capital Construction 36,839  38,764  56,242  55,646  50,992   49,610  62,352  53,862  53,155  238,483  1.07  1.44  
   by MOR 32,381  34,498  49,040  48,905  45,864   44,910  57,649      210,688      
   by Local Governments and 
Enterprises in Joint Venture 4,458  4,266  7,202  6,741  5,308   4,700  5,765      27,975      

Construction Investment by 
Type                          

   Railways in service 14,320  14,496  25,906  28,882  26,027           109,631      
     Percent (%) 39  37  46  52  51           225      
   New railways 19,844  21,196  27,124  23,402  22,489           114,055      
     Percent (%) 54  55  48  42  44           243      
   Industry Construction 845  1,075  1,254  1,146  869           5,189      
     Percent (%) 2  3  2  2  2           11      
   University and College 497  442  480  503  467           2,389      
     Percent (%) 1  1  1  1  1                 
                           
2. Equipment                          
Upgrading Expense for 
Transport Equipment 7,656  9,359  9,389  10,204  10,650   12,560        47,258      

Projects Controlled by MOR 1,302  1,560  1,327  987  1,014           6,190      
Projects Controlled by 
Regional Administrations 6,354  7,799  8,062  9,217  9,636           41,068      

                           
Locomotives and Rolling Stock 
Procurement 12,217  12,523  11,937  9,768  13,548   15,740  17,552  16,766  17,832  59,993  1.13  1.46  
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 Table 1: PRC Railway Statistics, 1996–2004 
    

  1996 1997 1998 1999 2000  2001 2002 2003 2004 

Ratio  
2000/ 
1996 

Ratio  
2004/ 
2001 

Ratio  
2004/ 
1996 

                          
C. Employment by National 
Railways  

 
                       

Employees (‘000) 3,895  3,858  3,435  3,422  2,567  2,536       0.66      
   Staff (‘000) 3,355  3,342  3,179  3,191  2,486  2,485  2,488 2,285  2,165  0.74  0.87  0.65  
                          
Staff by Trade (million)                         
   Railway transport 1,926  1,899  1,607  1,557  1,537  1,453  1,488 1,534  1,552  0.80  1.04  0.81  
   Industry 379  369  343  349  57         0.15     
   Construction 407  396  406  408  90         0.22     
   Wholesale, Retail Trade and  

Catering 13  16  26  26  25         1.92     

   Scientific Research 
Polytechnic Services 11  11  14  14  9         0.82     

   Education, Health, Sports, and 
Social Welfare 255  257  239  240  179         0.70     

                          
D. Traffic                         
Passengers Originating 
(millions) 936 919 930 977 1,018  1,017 1,017 936  1,073  1.09  1.06  1.15  

Passenger Kilometers (billions) 332 354 369 405 442  464 480 478  571  1.33  1.23  1.72  
Average Trip Distance (km)  355 386 397 414 433  456 472 511  532  1.22  1.17  1.50  
                          
Tons Originating (millions) 1,617 1,619 1,532 1,569 1,655  1,786 1,869 1,998  2,178  1.02  1.22  1.35  
Ton Kilometers (billions) 1,292 1,305 1,226 1,258 1,334  1,425 1,508 1,648  1,829  1.03  1.28  1.42  

Average Haul Distance (km) 799 806 800 802 806  798 807 825 840 1.01  1.05  1.05  

              

CNY = yuan, Km = kilometer, MOR = Ministry of Railways, NFYP = Ninth Five-Year Plan 
Sources: Ministry of Railways (1996-2001). “CR Facts Chinese Railways” (April 2002); Sources for subsequent years  were taken from other Ministry of Railways sources. 
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13. Conspicuous in its absence from this list is 
government grants or equity contributions. The PRC's 
national railway system is one of the few state-owned 
railways in the world that is financially self supporting. 
Since 1986, there has been an economic contract between 
MOR and the Government that provides for MOR to 
finance all of its operating and capital expenditures through 
internally generated funds and borrowings, and service all 
debt. MOR normally pays significant taxes to the 
Government, although it does not always pay a dividend to 
the Government on the state’s earlier equity investment.5 
Taxes paid by the national railways in 2004 amounted to 
some CNY12.4 billion ($1.5 billion). 
 

14. While the national railway had made a profit on transport operations in earlier 
years (1986–1992), over the period 1993–1997 they lost money because of the 
Government’s reluctance to approve tariff increases in the face of rapid inflation 
throughout the PRC economy the consumer price index rose 15–24% per annum from 
1993–1995 and also because of slowing growth in part due to increasing intermodal 
competition and lost market share. By 1998, the national railway’s transport operations 
returned to profitability thanks to reduced operations costs (including reductions in staff 
that year of 423,000 workers, or 11% of the workforce), general price deflation, and tariff 
increases that were finally allowed. They have made a profit since and are projected to 
remain profitable, with continuing large-scale labor force reductions contributing 
significantly to cost savings. Table 2 shows amounts invested and sources of finance for 
the 5-year period 1998–2002. The largest share (57%) of investment finance during that 
period came from internally generated funds, including the construction surcharge (after 
paying taxes on earnings) and depreciation. 
 

Table 2: Ministry of Railways Sources and Applications Statement, 1998–2002 
(CNY million) 

 
       Five-Year 
       Annual Average 
Sources 1998 1999 2000 2001 2002  Amount % 
         
Earnings Before Interest 1,265  4,166  5,129  3,128  2,978  3,333   
    Depreciation 12,379  12,735  15,982  19,853  22,320  16,654   
Earnings Before Interest and 
Depreciation 

13,644  16,901  21,111  22,981  25,298  19,987   

Construction Fund After Tax 35,701  36,287  37,212  38,815  38,152  37,233   
Total Internal Sources 49,345  53,188  58,323  61,796  63,450  57,220  57.0 
        
Loans 44,658  30,847  28,938  26,011  29,865  32,064  31.9 

                                                 
5  If sovereign guarantees given by the PRC are on-lent to MOR without imposition of a market-based fee for 

guarantee by the State, this would constitute a subsidy element, but it would be small relative to the taxes paid by 
the national railways. 

Local and joint venture 
railways have been an 
important force for 
development of feeder rail 
networks, extending the 
network to provide access 
to many areas that 
previously had no access to 
modern transport. Even 
more importantly, they have 
pioneered institutional 
innovations, including the 
introduction of private 
sector finance. 
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Other 9,741  12,217  10,211  11,941  11,428  11,108  11.1 
Total Sources 103,744  96,252  97,472  99,748  104,743  100,392  100.0 
        
Applications        
Capital Investments 60,310  51,725  54,278  60,540  63,179  58,006   
Equipment Replacements 8,117  7,712  6,745  8,507  10,716  8,359   
Total Capital Investments 68,427  59,437  61,023  69,047  73,895  66,366  72.3 
        
Debt Service 20,200  22,688  26,048  22,366  30,236  24,308  26.5 
Transfers to Government 985  1,091  1,151  1,200  1,180  1,121  1.2 
Total Applications 89,612  83,216  88,222  92,613  105,311  91,795  100.0 
        
Net Cash Flow 14,132  13,036  9,250  7,135  (568) 8,597   
        
Self-Financing Ratio 0.43 0.51 0.53 0.57 0.45  49.8  
Debt-Service Ratio 2.4 2.3 2.2 2.8 2.1  2.4  
         
Source: Audited financial statements as reported by the World Bank. 2004. PRC Second National Railways Project. 

Washington, DC (28 May, p. 68). 
 
15. According to the Mid- and Long-Range Development Plan, approved in principle 
by the State Council in January 2004, the investments envisaged over the 15-year 
period 2006–2020 will total more than CNY1.6 trillion ($200 billion) or an annual 
average of about CNY100 billion ($12 billion), constituting an approximately 70% 
increase over the national railways’ investment expenditures (including equipment 
replacements) over the 5-year period 1998–2002. This figure has since increased 
dramatically, judging from the statement by MOR at the ADB Regional Workshop on 
Private Sector Participation in Asian Railways on 14 June 2006. MOR indicated that 
total railway investment in the Eleventh Five-Year Plan, 2006–2010 is now expected to 
reach CNY1.25–1.5 trillion, or approximately $38 billion per year, more than double that 
in the TFYP. Acceleration of infrastructure investment plans on this scale is not 
uncommon in the PRC’s recent history. Investment in national highways was doubled in 
1 year, from about $13 billion per year in 1997 to more than $27 billion in 1998 and has 
since risen to approximately $40 billion per year. 
 
16. Local joint venture railways (LJVRs) have been an important source of 
investments in expanding the PRC’s railway system over the past 20 years. Indeed, as 
shown in Table 1, LJVRs appear to have added some 5,480 of route kilometers (km) 
over the period 1997–2004 while the national railways added only 4,337 km.6 Statistics 
on the financial magnitudes of the investments in LJVRs are available only for the 
period 1996–2002, as shown in Table 1, and reflect only finance from local 
governments and enterprises; MOR made additional investments in some LJVRs. While 
total capital construction by MOR over this period amounted to CNY247.4 billion ($29.8 
billion), local government and enterprises are reported to have invested CNY33.5 billion 

                                                 
6  Some of the additions to joint venture railways could merely reflect low-volume branch lines (i.e., abandoned)  

deliberately turned over by the national railways to local enterprises; others might reflect absorption of preexisting 
"local railways," which the statistics in Table 1 show to have declined by 341 route km. The available data do not 
clarify to what extent this might be the case. 
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($4.1 billion), or an additional 13.5% on top of the investment by MOR. Data on the 
additional investments in rolling stock and other equipment for LJVRs is not available. 
 
17. Whatever the precise numbers, it is abundantly clear that the local and joint 
venture railways have been an important force for development of feeder rail networks, 
extending the network to provide access to many areas that previously had no access 
to modern transport. Even more importantly, they have pioneered institutional 
innovations, including the introduction of private sector finance. 
 

V. How to Modernize Institutional 
Structures in Line with the Move to an 
Efficient Socialist Market Economy  

 
18. In 1997, the national railway was still a vast, 
monolithic, vertically integrated undertaking employing 
some 3.858 million people in an obsolete organizational 
structure. The national railway produced not only 
transport services but also constructed the infrastructure 
and manufactured the locomotives, wagons, coaches, 

and other machines that were used to produce transport services as well as schools, 
medical services, and housing for its staff. Moreover, the national railway was an 
integral component of, and indistinguishable from, MOR. 
 
19. Because railways in most other countries had already undergone organizational 
transformations, there was a wide array of international experience to provide the 
national railway with insight into the pros and cons of different organizational models in 
deciding its own course. The management of the national railway, characteristically, 
chose a proven model, adapted after some pilot testing to the PRC’s special 
circumstances: a focus on core transport services, separation of non-core functions, 
and introduction of competition in procurement of goods and services that it formerly 
produced internally. The manufacture and supply of locomotives, wagons, and coaches 
were separated and restructured as competitive industries. Railway construction and 
many maintenance functions underwent similar restructuring. Responsibility for many 
social services (education, health services, and recreational facilities) have been shifted 
to local governments. 
 
20. This major organizational restructuring is reflected in the employment data in 
Table 1. Direct employment by the national railway was reduced by 1.322 million, from 
3.858 million in 1997 to 2.536 million in 2001. However, many of those no longer 
employed by the national railway are still employed through competitive contracts 
system (para. 25). They are performing the same or similar functions, not only supplying 
the national railway system but also, in many cases, supplying other buyers. A better 
measure of the employment impact on the national railways is the number of employees 
engaged in railway transport activities, which declined by 446,000 over the same period, 
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from 1.899 million to 1.453 million. By separating non-core functions, management of 
the national railways can now concentrate on core transport functions, while profiting 
from competition among suppliers and a substantially reduced wage bill. 
 
21. Despite reforms during the TFYP (2001–2005), the national railway remains 
integrated with and indistinguishable from MOR. 
 

VI. How to Create Strong Incentives for 
Enhancing Performance in a State-
Owned Monopoly in the Provision of 
Railway Mainline Operating Services 

 
22. Motivating efficient behavior is a challenge for management of any large-scale 
enterprise, and doubly so in an organization that has a substantial civil-service 
character, with limited prospect of reward for strong performance (or punishment for 
substandard performance). As already noted, the national railway was a labor-
redundant organization—surely one of the world’s largest employers in 1997, with 
lifetime employment taken for granted across many generations. The process of 
restructuring, separating, and introducing competition among the suppliers of non-core 
goods and services—a process which began seriously in 1998 and was largely 
completed by the end of 2000—constituted shock therapy, a first crucial and enormous 
step toward achieving greater productivity of labor, with a pronounced effect on the 
"bottom line" in an economy where wage costs have been and surely will continue rising 
rapidly. That such a vast transformation was largely accomplished in only 3 years7 
provides an indication of the seriousness of purpose of the national railway 
management. They were able to proceed on such a scale only with the blessing and 
resolute support of top political leadership. This undoubtedly sent a strong message 
across the remaining cadres of management, as well as to blue collar employees, that a 
new era had arrived. 
 
23. The introduction of the assets operation liability system was the beginning of the 
second major part of the institutional reform process. After a period of experimentation 
with management and compensation methods, in which the scheme was calibrated and 
shown both to be feasible and to help improve operational and financial performance, it 
was extended to all 15 (now 18) regional railway administrations (RRAs). The assets 
operation liability system is a system of management contracts between MOR and the 
regional administration, by which MOR entrusts assets, offers substantial rewards, and 
grants management autonomy to the RRA in return for commitments to specific 
performance targets, particularly profitability. The 18 RRAs are engaged in a closely 
monitored benchmark competition, with clear management incentives (rather than 

                                                 
7 The transfer of 826 educational institutions and 208 hospitals was not completed until 2004, but specific 

numbers of employees involved in the transfer have not been made available.   
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physical targets), both positive and negative, to encourage profitability. The best 
performing managers receive significant financial and other incentives, while poor 
performers are quickly removed. 
 
24. The emphasis on profitability has also encouraged the management of the 
national railway to separate some 100 low-volume branch lines encompassing some 
7,800 km. One anticipates that at least some, perhaps most, of these lines were taken 
over by local companies, possibly industrial enterprises who are major users and could 
operate them at lower costs. Others may have been entirely supplanted by major 
advances in the PRC’s highway network. 
 

VII.  How to Lay a Careful Foundation for, 
and Begin to Introduce, Competition 
in the Railway Supply and Support 
Industries 

 
25. To assist with the transition, MOR provided seed capital loans and initial 
contracts to establish 5,800 small- and medium-sized enterprises outside MOR, 
employing some 416,000 former national railway employees to supply equipment, other 
goods, and services to MOR. Beyond that initial assistance, the newly established or 
newly independent enterprises were expected to compete on an equal footing with other 
suppliers in meeting the needs of MOR, or to find a livelihood elsewhere in the market 
economy. 
 

VIII. How to Lay a Careful Foundation for 
the Subsequent Introduction of 
Competition in Mainline Railway 
Operations? 

 
26. As has been well-demonstrated in other countries, it is difficult to unbundle 
railway infrastructure and train operations without seriously disrupting the performance 
of the railway system. However, it is usually difficult to introduce competition without 
such an unbundling, as the railway infrastructure in most countries constitutes a "natural 
monopoly" in the sense that one enterprise can serve the entire market more efficiently 
than two or more enterprises. If the railway is not an important component of the 
country’s transport system, as in many Asian, African, and Latin American countries, the 
probability of failure is not of great consequence. However, if the railway system is a 
vital component of the transport system—as in the PRC—the introduction of competition 
is fraught with grievous risks. Consequently, it is entirely appropriate that the PRC has 



Retrospective Analysis of the Railways Sector, 1997-2005 13 

 

approached this issue with considerable caution, notwithstanding the obligation to 
permit competition, including foreign operators, which it accepted upon accession to the 
WTO. 
 

27. The PRC has been closely studying the 
experience of other countries on this issue. Since 2004, 
ADB has been supporting these efforts with a major 
technical assistance.8 In 2005, the PRC sent a delegation 
to the United Kingdom to investigate firsthand the 
approach taken by that country. It appears that MOR has 
rejected the United Kingdom model of setting up the 
infrastructure operator as a separate, independent, 
privately owned entity. It is not yet known how MOR will 
decide to go about introducing competition. 
 
28. Given the existing density and the proposed future 
density of the PRC’s rail networks, it would appear 
feasible to introduce point-to-point competition in the 
many corridors that could be served by two or more 
infrastructure-cum-carrier companies—i.e., the US rather 
than the European model of competition. 

 
29. As regards separation of regulatory and operating functions, the PRC has been 
considering the option of separating governmental regulatory functions from rail 
operations, with the possibility that MOR would back away from direct management of 
operations and remain at arm's length, transferring autonomy to the national railway. 
However, a decision has not yet been reached on this issue. 
 
 
 
 
 
 
 
 

                                                 
8  ADB. 2004. Technical Assistance for the People’s Republic of China for World Trade Organization-Policy Reform 

Support to the Ministry of Railways. Manila. (TA 4325-PRC, for 400.000, approved on 2 April); and ADB. 2005. 
Technical Assistance for the People’s Republic of China for Railway Policy and Freight Policy Reform Study. 
Manila (TA 4701-PRC, for $400,000, approved on 28 November). 

If the railway system is a vital 
component of the transport 
system—as in PRC—the 
introduction of competition is 
fraught with grievous risks. 
Consequently, it is entirely 
appropriate that the PRC has 
approached this issue with 
considerable caution, 
notwithstanding the 
obligation to permit 
competition, including 
foreign operators, which it 
accepted upon accession to 
the World Trade 
Organization. 
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