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The Russian Railways are in the 12th year of their formal restructuring program, and the nature of the post-restructuring system remains uncertain.  From the beginning, neoliberal reformers pushed for the same “vertical separation” model that has been applied to a number of infrastructure sectors in different countries, including many of the railways of the European Union.  RZhD and Russian government officials countered with a more gradual plan of separating off non-core activities, introducing competition in support industries, and encouraging the private ownership of rolling stock, all with the promise of a “competitive” system eventually.  What this “competitive” system will look like remains to be seen, but four options seem to remain in play:

· Vertical separation, with RZhD controlling the infrastructure only, and locomotives and trains run by independent companies;
· Third party access, with RZhD continuing to run its own trains and to control the infrastructure, but required to allow independent trains on a non-discriminatory basis;

· Horizontal separation, with multiple vertically integrated infrastructure-and-train companies competing over parallel routes and to and from common points, as analyzed in the recent study by the Institute for Natural Monopolies; and

· Something like the status quo, with RZhD controlling the infrastructure and owning the locomotives, while the rolling stock is increasingly owned by shippers and logistics companies.

This presentation examines the economic issues raised by this debate and contends that the arguments raised by both RZhD and the Institute for Natural Monopolies against the horizontal separation model – which has succeeded in the US, Canada, and Mexico – are not persuasive.
