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Professor Bradshaw apprised the meeting that in addition to his academic
responsibilities, he was a member of Oxfordshire Council and a member of the
Thames Valley Police Authority.
He has been Special Adviser to the House of
Commons Transport Corrnnittee (1992-97), Director Northern Ireland Transport
Holding Co. (1988-93), Chairman Ulsterbus (1987-93), after a distinguished railway
career as General Manager Western Region, Director Policy Unit and Operating
Manager for the British Railways Board.
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The forthcoming publication of a Transport White Paper and the periodic review by
the Rail Regulator of Railtrack's Track Access Charges make this an appropriate time
to consider how the restructured railway industry (which resulted from the 1993
Railways Act) is perfonning, and whether it is likely to achieve the objectives which
the government set itself in the Consultation Docrnnent "Developing an futegrated
Transport Policy". With regard to the railway these objectives are: "to see more
passengers and freight travel by rail as a contribution to reducing congestion and
pollution on our roads; a railway which operates as a network and which is integrated
with other fOlms of transport; a railway which is clean, efficient, affordable and
convenient to usel".

It is interesting to compare these objectives with the aims of those responsible for the
nationalisation of the railways in 1948 and the setting up of the British Transport
Commission.
The Corrnnission was charged with the general duty to provide an
efficient, adequate, economic and properly integrated system of public inland
transport.

Material published in the Journal does not necessarily reflect the views of
The Transport Economists' Group.

Among the reasons for nationalising the railways and taking other modes into public
ownership were the need to provide the necessary investment to bring the railways up
to date and to provide for inter-modal integratioll As Mr. Barnes, the then-Minister of
Transport, told the House of Commons in the Second Reading Debate on the
Transport Bill in 1946, "the nation is facing very large srnns of capital expenditure if
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our transport selvices are to be brought up to any standard of efficiency", and his
colleague, Mr. Herbert Morrison, looked forward "to being able to write off those
miserable rolling stocks in which the lower middle classes and the working classes of
Greater London on the eastern side have to travee".
Many years elapsed before British Railways published its Modernisation Plan in 1954
which did provide for significant investment, not all of which was very wisely spent
(commentary by Stewart Joy and others).
Investment

Government, if it is to be successful in securing investment and integration, has to
create a climate which makes the private sector willing to invest. It is also essential to
engender a spirit of co-operation among the public to moderate their use of the roads
while avoiding a backlash from car owners and the powerful vested interests
associated with road use.
It is very important, if the substantial flows of investment necessary to modernise the
railway are to be forthcoming to consider carefully the issue of the "cost of capital".
Britain's regulated utilities have high costs of capital compared with many other
advanced industrial nations. In the railways, which are capital intensive, this is a very
important issue. Cost of capital is inevitably bound up with the perceived "risk" to
investors. There are many areas of risk involved in investment in railways. Some of
these are normal commercial risks such as competition, others spring from future
actions or policy changes by government - either existing or a future govemment.
Some of the risks are:
•

Commercial risks associated with performance of competitors (e.g. airlines,
coaches, lorries) and performance of the economy.

•

Changes in cost bases of competitive modes (e.g. road and fuel taxes, road
pricing, parking controls, more strict enforcement of safety regulations, airport
taxes).

•

Exogenous factors such as congestion.

Regulatory risks:
safety
envirornnental/pianning

2

Hansard Commons 1946 Cols.1620 and 2079

economic - associated with the discretionary use of the existing regulatory
powers of ORR and OPRAF
political risk involving a change in the regulatory rules
price control
increase in "on rail" competition.
It is not so much the possibility of changes in the competitive or regulatory
frameworks which are important as the unpredictability of the scale of changes which
increases risk. That is why, for example, the last government was persuaded to give
undertakings to the new owners of the ROSCOs that they would be guaranteed a
certain minimrnn income level and would be indemnified against unforeseen changes
in safety regulation. These measures would have the effect of lowering the cost of
capital.
Integration

The model chosen by the previous government for the privatisation of the railways the separation of infrastructure management from train operation - was designed to
allow open access competition. There is little practical purpose in vertical separation
of infrastructure management from train operation unless there is a corrnnercial
requirement for ownership of the track and signalling to be independent from
management of operations and the timetable. The second major feature of the 1993
legislation was the desire to have short franchises with frequent bidding competitions.
The aim of this was to secure best value for the taxpayer in terms of subsidy paid. As
the short duration of the franchises does not correspond to the long life of rolling stock
it was also decided to separate out ownership of these assets. Locomotives and trains
were therefore divided between three Rolling Stock Companies (ROSCOs) who
would be able to take a long term view of investment over the life of several franchise
renewals, with leases being re-negotiated as franchises are re-let.
At least two features have become apparent during the privatisation process and the
subsequent, but so far very short duration of experience in the industry.
First has been the great interest shown by bus operators in bidding for rail franchises.
This was partly because the railway franchises became available at the same time as a
nrnnber of large operators had emerged from the deregulated bus industry and had
floated themselves on the Stock Exchange. Scope for further expansion in the
domestic bus indusny was reduced by the likelihood of the competition authorities
intervening to limit further consolidation. The bus operators were then presented with
the altemative of entering the railways, a business not dissimilar from their own. The
emergence of bus operators as railway franchisees does provide scope for integration

4

5

although developments, so far, are rather marginal. The competition authorities have
been wary of joint ownership in some cases3•

paths), the cheaper promotional fares which have attracted more passengers will be
dropped6.

Second has been the tentative moves towards vertical re-integration with the purchase
of Porterbrook, one of the three ROSCOs, by Stagecoach in July 1996, who had by
then acquired the franchises of South West Trains and the Island Line. Also more
recently the agreement between Virgin Trains and Railtrack over the moderrrisation of
the West Coast Main Line where the infrastructure company has entered into a profit
sharing deal with the train operator4. Stagecoach proposed a nrnnber of undertakings
to the Rail Regulator before the Porterbrook deal was approved although little has
been said about whether the RailtracklVirgin deal prejudices the independence of the
infrastructure company in its dealings with other train operators using the West Coast
MainLine.

It should certainly be a matter of concern for a government which wants to see a
busier railway, is unwilling to build new roads, and is apparently interested in car
restraint in cities, to ensure that it does not create conditions under which train
operators can extract higher fares from existing customers rather than invest in
expanding capacity. The choice may lie between some wider price controls than exist
at present or encouraging the type of open access competition which both expands the
markets and keeps a check on fares. Perhaps a mixture of these two remedies could
be applied? The possibility of open access competition, which in turn would be
protected by reformed competition law from predatory response, may be a necessary
check on some franchisees. For this threat to be realistic, suitable rolling stock would
need to be available and Railtrack would need to make paths available rather more
quickly than appears to be the case at present.

Open Access
If the new government decided to issue new guidance to the Rail Regulator which
eliminated or weakened his duty to promote "on rail" competition one of the
theoretical obstacles to greater vertical integration of the railway would disappear. As
a consequence of greater vertical integration the possibility of open access occurring
is likely to diminish. More cross ownership or joint ventures between rail operators,
the ROSCOs, other rolling stock manufacturers and Railtrack could then emerge.

Potential Structural Changes

One of the potential benefits of open access competition is that it provides a check
against an operator whose services are unresponsive to potential demand of significant
segments of the market or whose prices are too high. Fares regulation in the new
railway is a matter for the Franchise Director rather than the Rail Regulator
(Overview, Passenger Rail fudustry Sec.3.5). There is some evidence that cheaper
fares are being withdrawn5 and threats have been made by some operators that if they
are unable to increase capacity (because of non availability of rolling stock or train

A Strategic Rail Authority

See: MCC Report on the acquisition of the franchise to operate the Midland Main Line by the
National Express Group (NEG) December 1997. Also the Regulator's Consultation on the
proposed access agreement between Railtrack and Virgin Rail- Passenger Upgrade Two. ORR
December 1997.
See: Financial Times "West Coast Railway to get £2.1bn revamp". October 29th 1997.
Doe, Barry. Modem R1!iIways,January 1997.
'''The Independent" Commuter fares set to rise above the level of inflation, January SQ' 1998

As may be expected, at a time when change is in the air, many proposals, self
interested and otherwise, are being advanced with regard to how greater investment
and integration may be delivered, and the structural and institutional changes affecting
the railway which may be needed to oversee this.

Government is corrnnitted in its Manifesto to creating a Strategic Rail Authority. The
desire to have such a body springs, to a large extent, from the fiustration which
government feels at the lack of direct influence that Ministers are able to exercise over
the railways, despite the large amounts of taxpayers' money that are spent on subsidy.
The Consultation Document states that the new rail authority will combine the
functions of the Franchising Director and the DETR to provide a clear, coherent and
strategic programme for the development of the railways7. Others have suggested that
the SRA should take over some of the duties of the Regulator, such as licensing, and
the oversight of the investment progrannne of Railtrack.
I raise two questions about a Strategic Rail Authority. First, shouldn't any Strategic
AuthOIity - if one is needed at all - have a remit which includes roads, urban transport,
buses, airports, access to ports and above all, be involved in land use planning
decisions? The danger of a Strategic Rail Authority is that it will be a lobbying body
between the industry, to which the government is looking to provide capital
Garnett, Christopher. Managing Director GNER quoted in Financial Times. November 20th
1997
para 17
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investment and decision makers in government. The players in the industry may
prefer to deal with govemment directly rather than through an intennediate authority.

the Treasury, while subsidies, to loss making franchises flow via the Franchise
Director11. This division highlights those parts of the railway receiving subsidy and
may provide an agenda for those determined to further reduce the size of the network.
The flow of fimds, as presently structured, deliberately eliminates cross subsidy from
the stronger to the weaker parts of the network. It is not clear that this is to the benefit
of those who use the system as a network rather than for specific journeys. Neither
does it prevent cross subsidy within a franchise - for example, local jornneys into
Waterloo are being cross subsidised between Southampton and London.

There is a need for an agent to purchase railway services on behalf of government
unless the DETR assrnnes direct responsibility for this fimction. The Franchise
Director at present does this. Careful consideration will need to be given to the
purchasing criteria to be used the next time around and the Franchise Director has
published some criteria which it is proposed will be taken into accounts. It may also
be worth considering, but not necessarily accepting bids to extend a few franchises (in
return for corrnnitments to better services and less subsidy) to spread the peak of refranchising. As things stand four franchises come up for renewal in 2003 and 13 in
2004. Early publication of the likely Passenger Service Requirements (PSRs) and
other franchise conditions would allow adequate opportunity for consultation with
local authorities, so that well considered bids could be entered. Early publication
would also provide finn guidance to the providers of infrastructure and rolling stock of
the size and shape of the railway for which they should be planning. Ifbids are to be
judged only on price, which seems to have been the case in the first round, then
franchises need to be very prescriptive about quality. If features other than price are to
be considered - such as corrnnitments to load factors, quality and investment or the
standards achieved in managing existing franchises, the means of evaluating and
enforcing these will need to be made known.
The Chairman of British Rail, John Welsby, recently drew attention to the fact "that
the distribution of subsidy between businesses is becoming ever more skewed towards
the markets in which the railway has a poor market share and little transport impact,,9.
If this is the basis of an argrnnent that the railway network should be reduced this may
prove to be extremely contentious and might better be left aside until regional
government is fumly in place and is able to take such decisions in a context where
local costlbenefit trade offs can be made. It is curious that national government having
been presented with an opportunity to delegate such unpopular decisions is reported as
10
having excluded railway affairs from the remit of their new Scottish Parliament .
One feature of the present legislation which should be reconsidered is whether to
continue the present practice whereby the revenue from profitable franchises flows to

The Regulator
My doubts about a Strategic Rail Authority, and my wish to sharpen up the approach
of the Franchise Director as re-franchising draws nearer, really focus on the future of
the Rail Regulator who is the rather sleepy tiger in the railway jungle. The tiger has
spent four years prowling around letting people know he is about and has snarled at a
few people and pawed Railtrack over the investment issue. But relations with Head
Keeper Prescott are uncertain. Regulators have been described as being powerful and
unaccountable12.
Utility Regulators in Britain have sometimes misread the need for, and cost of
investment, and the ability of the regulated parties to make efficiency gains. The Rail
Regulator may get things wrong, but the question that must be asked is whether he is
likely to be any worse at regulating behaviour in the industry than a Strategic Rail
Authority, which will take at least eighteen months to create. Would not some further,
clearly articulated, railway objectives be taken by the Rail Regulator as an effective
guide to actions, particularly in the forthcoming review of Railtrack's Track Access
Charge? While the Labour Party naturally aspires to a second tenn, Mr. Prescott must
face the fact that unless a franchisee fails, no franchise will be re-let this side of the
next General Election, although extensions may be granted. A Strategic Rail
Authority may not become effective until after the year 2000. The review of
Railtrack's Track Access Charges represents a very signilicant opportunity to
influence events and the government would do well to consider whether its aspirations
might be better met by further adjustments to its recent voluntary concordat with the
Rail Regulator13 and particularly any extension to the Regulator's powers.

Appraisal of Support for Passenger Rail Services Planning Criteria. An Interim Guide,
November 1997. Office of Passenger Rail Franchising
II

Railways Act 1993 Section 51 Clauses 4 and 5

What Next in UK Railways. Lecture to the Institute for Economic Affairs 2M December 1997
12
10

Concerns raised over lack of control over rail services in Scotland Bill. Local Transport Today.
J Slh January 1998 p.2

13

JENKINS, Simon. Accountable to None 1995. The Tory Nationalisation of Britain.
Concordat between the Secretary of State for the Environment, Transport and the Regions and
the Rail Regulator. 61h November J 997
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Railtrack
If the Regulator can fairly be described as a sleepy tiger and many will not agree, what
can be said about Railtrack, the custodian of the railway network?
Here was a
company that had the opportunity to become Ringmaster in the railway circus. It
could have sketched out a vision of a railway which would have seized the
imagination of the public and could have established a lead in formulating railway
strategy. fustead we witnessed a surly response to initial ideas of developing the
freight business and a "pay up fronf' attitude to those wanting to explore ways of
winning more passengers.
Those early attitudes have gone - but the next Network
Management Statement due to be published this Spring, may represent the last chance
for Railtrack to grasp the strategic initiative. Obviously shareholders want good news
but so does the government, public opinion and the taxpayer and if it is not
forthcoming in the Network Management Statement then the case for a Strategic
Authority and a thorough mauling by the Regulator will have been established.

The Rolling Stock Companies
One of the most frequently discussed gaps in the Regulator's powers are the activities
of the Rolling Stock Companies. The ROSCOs were not made subject to regulation
at the time of sale because it was thought that a competitive market would develop in
the supply of rolling stock at the expiry of the original leases. ill addition the prospect
of regulation may have inlubited what in the event proved to be a difficult sale. Since
privatisation, a competitive market has emerged in the supply of new rolling stock
with prices showing some significant reduction14. However, there is concern when
franchises are re-let and rolling stock leases have to be re-negotiated, that the
ROSCOs will be in a position to demand terms which are monopolistic in character.

conduct" or undertakings along the lines of those offered by Stagecoach
they purchased Porterbrook as an alternative to the prospect of regulation.

at the time

Quality of Service
The last area I wish to discuss is quality of service. Concern has been expressed by
representatives of users about punctuality, journey times, information provision,
responses to complaints, connections, security and other facilities at stations, adequacy
of accommodation and reliability15. There is a division in responsibility for many of
these quality issues between the Rail Regulator (to whom the Rail Users Consultative
Corrnnittees report), and the Franchise Director who specifies some aspects of service
quality. So, for example, fares regulation is an OPRAF responsibility, the provision of
the national timetable is the responsibility of the Regulator, both parties are involved in
Telephone illquiry Bureaux, fuformation at Stations and Through Ticketing.
A
possible solution is for the Regulator to enforce the conditions which have been
negotiated in a franchise. The present division of responsibility needs to be clarified,
and some consistent and effective sanctions need to be in place where standards are
unacceptable.
Certainly with short term franchises, some of which appear to have
been taken on heroic terms, there need to be safeguards against opportunistic
behaviour which negatively impacts on passengers. Also, the Perfonnance Regimes
presently in operation, both those between the Franchise Director and the TOCs and
between Railtrack and the operators, need to be reviewed to ensure that they offer
testing incentives to all parties and are not set at levels which corrnnit the user, at best,
to mediocre standards.

Conclusions
While it would be possible to deal with this situation by extending the powers of the
Regulator an equally strong check would arise by referring the situation to the MMC
which, after enquiry and analysis, would be likely to propose a series of undertakings
to safeguard the public interest. The new Competition Bill now on its way through
Parliament will also provide an additional powerful safeguard in that anyone abusing a
dominant position in a market will be subject to much greater penalties than have so
far been the case. ill particular, refusal to quote prices over the time periods available
to the customer, ought to be deemed an anti-competitive practice, and if the price
quoted became monopolistic, abuse of dominance powers come into play. With these
sanction in prospect, an extension of the Regulator's powers may be unnecessary.
The Rail Regulator will gain concurrent powers with the Office of Fair Trading under
the Competition Bill for all matters in cormection with the provision of railway
services. The ROSCOs themselves may prefer to offer some voluntary "code of

For a government anxious to become more closely involved in the decision making
process of the railway industry my prescription may appear timid. However, we must
remind ourselves that the new structure is very much in its infancy and radical change
may not only be unnecessary but may undermine the investment process on which the
re-vitalisation of the railway depends. There is obviously some potential scope for
abuse by all the principal players and of mistakes by the Regulator and the Franchise
Director, but there are also reasons for believing that the companies involved want the
railway to be successful.
Govemment has six clear and important roles. First, it must say what it wants to
achieve in tenTIS of transport, land use and environmental policy and where the

15

14

See Rail Privatisation News. October 30th 1997 "DMU prices reveal quantity discounts".

The most recent Report oftbe Central Rail Users Consultative Committee found that complaints
by rail passengers rose to record levels in the summer of 1997. About 4500 complaints were
received by the CRUCC between July and September 1997 - a rise of 96% on the same period
in 1996.
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railways fit into this. Second, taxation policies, both national and loca~ should be
aligned towards these aims over time. Third, enforcement of standards throughout the
transport industries should be effective and principally funded by the industry and
particularly, miscreants. Fourth, some goverrnnent funds must be provided for
investment in expanding capacity and interchange, particularly in congested areas.
This money should be used to lever in private sector funds. Fifth, criteria should be
set for investing this money which are consistent across the transport modes and
reflect both intemal and external costs. Sixth, the powers and duties of the Rail
Regulator should be made consistent with the strategic aims of goverrnnent.

purview. He cautioned that the economic case for re-opening was not often strong
and that a better option was usually to be found in making better use of the existing
network and marketing secondary centres on main lines as for example Midland Main
Line are proposing. The types of new line developments he thought might be justified
in the future could be lines to busy ports such as Fetixstowe, or responses to
congestion on the existing network, the West Coast Main Line (WCML) being a case
in point if high speed operations forced slower operators to seek additional capacity
elsewhere.

ill my view most of these roles are the proper function of a Department of State
charged, as is the DETR, with a strategic view of land use, transport and the
enviromnent. It is also unlikely, faced with a new Competition Act guarding against
abuse of dominance and anti-competitive behaviour and a tough Regulator with redefined and extended powers, that many players will choose, for very long, to adopt
policies which are unacceptable to the goverrnnent.

Discussion
Peter Gordon (Chiltem Railways) pointed out that in some European countries,
Switzerland and Holland in particular, objectives had been set for railways to increase
market share and he asked if this was not the sort of strategic task that would be
suitable for a Strategic Rail Authority to undertake in Britain. Bill Bradshaw said that
he looked to Railtrack to take the lead and the Rail Regulator to measure delivery in
terms of outputs. He illustrated the point by drawing a matrix of towns with the
nrnnber of selVice and the fastest journey times shown in each box. This, he
explained, was the sort of output the Regulator should be looking at and was not very
far from the approach adopted in both Holland and Switzerland.

Don Box (Treasurer) developed the issue of network congestion finther by suggesting
that as the rule was that the train operating company (TOC) requesting additional
capacity should pay for it, it followed that Virgin should also pay for capacity off the
WCML if their expansion on the route had caused others to seek capacity elsewhere.
Don Box also suggested that increases in passenger miles or net tonne miles might be
measurable yardsticks of success as the current arrangements do not directly
incentivise operators or network providers to this end. Indeed, to achieve broader
policy objectives it might be appropriate to set different objectives for different rail
markets; commuting might be given greater priority ~
say, the periphery of the
network. Bill Bradshaw expressed sympathy for the latter point, but reminded
members that past performance by Network SouthEast had been heavily influenced by
exogenous factors and he saw it as advantageous to "get the noise out" (of any
incentivisation of TOCs).

Peter Gordon responded by suggesting that there might be a need for some central
marketing of the rail product. Bill Bradshaw agreed and was critical of the leadership
shown by the Association of Train Operating Companies (ATOC) so far. However,
he did point out that experience across the transport industry had shown that it was
difficult if anyone operator withdrew from national offers and that a Strategic Rail
Authority might not be the appropriate body to take on such a commercial role.

Don Box also warned that any move to auction track access to the highest bidder
might not result in a desirable outcome for Goverrnnent or be in the public interest.
Jeremy Drew (fudependent Consultant) interjected to remind members that auctions
have not happened and that rights currently reside with incumbents and that on
balance this leaves Freight in the worst position. ill response to these points Bill
Bradshaw said that there is a cat's cradle of contracts, which leaves the industry and
the Regulator very little room for manoeuvre. As a general rule, market solutions
produce better outcomes than administered solutions and businesses will do the right
thing if the right incentives are in place. The privatisations of BT, BAA and many
others had demonstrated that investment and customer benefits could follow. The
issue is, therefore, not profits, but the benefits and a busier railway might be such a
benefit. He agreed that if one operator pushed another off a route there appeared to be
a case for compensation.

Idris Williams (Guest) asked about the prospects for re-opening closed railway lines
under the new railway structure and if the prospects might be any different in Wales
and Scotland. Bill Bradshaw felt that they might, as he considered that decisions
about the peripheral railway were best made locally, although he noted in passing that
it was possible that the Scottish Parliament might not have railways within their

Bill Bradshaw explained that an area of the network to watch was Welwyn, where the
four tracks of the East Coast Main Line (ECML) naITOwed to only two tracks and
local trains made stops at Welwyn North station. A possible means of expanding
capacity would be to close Welwyn North station and it would be interesting to see if
the Regulator or Goverrnnent would be prepared to countenance it.
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Peter White (Chainnan) suggested that the new office of Passenger Rail Franchising
(OPRAF) guideline planning criteria might go some way towards clarifying objectives
and incentives for railways. Bill Bradshaw agreed, but pointed out that these would
not really bite until the fIrst franchise renewal in 2003 and we await the White Paper
to see a better view of rail's expected role in the broader transport picture.
John Cartledge (London Regional Passengers' Corrnnittee) listed the main headings of
representations he received concerning fares, cancellations, etc., none of which
appeared to be within the ambit of the Rail Regulator and it appeared from the
evidence to date that OPRAF criteria was neither pro-active enough or effective. Bill
Bradshaw agreed that perfonnance standards were weak, that some preliminary
"slacking-out" of timetables had been permitted and that punishments had been
ineffective. However, he looked to the Regulator to be more effective and to use the
Licence if necessary and OPRAF to grant extensions in exchange for investment and
better perfonnance.
He also pointed out, in mitigation, that sales of franchises had
been conducted in haste and price had been the main criteria, whereas both of these
defIciencies could be avoided in the next round from 2003 onwards.
Mark Bunting (Canada) suggested that looking at the UK structure from afar it
appeared that OPRAF might be an appropriate vehicle for injecting commercial
disciplines into the industry. Bill Bradshaw did not agree: Railtrack was the key
player, it had the right incentives and the Regulator was in place to give it a push if
necessary. Bill Bradshaw went on to suggest that a Strategic Rail Authority might
usurp the legitimate role of Government and might become a hindrance if it stood
between Government and the industry.
Martin Higginson (Confederation of Passenger Transport) asked about the prospects
for replacement of rolling stock given the relatively short duration of many of the
franchises. Bill Bradshaw said that the recent decision by National Express to invest
£41M in new trains for Gatwick Express was a welcome development, not just
because investment was now starting, but also because there had been an effective
competition to win the contract. He anticipated that a market in vehicles which were
capable of operating on a wide range of routes would develop. Bill Bradshaw went on
to explain that despite the fact that the Government had asked the Regulator to look at
the feasibility of regulating rolling stock leasing companies (ROSCOs), he saw the
Competition Bill currently before Parliament to be a potentially very strong instrument
for the Regulator in moderating the abuse of monopoly (oligopoly) by ROSCOs.
David Starkie (Economics-Plus Ltd.) asked about the concept of open access, the
peculiar interim arrangements proposed by the Regulator and how these developments
sat with the perceived desire of the industry for a period of stability. Bill Bradshaw

saw that open access had a role to play in providing new services and ensuring that
incumbents did not become complacent and provide over priced services and/or did
not meet customer requirements.
Stephen Bennett (Independent Consultant) asked if the task before passenger train
operating companies (TOes) that had won "heroic" franchise bids might be too great,
given that forecasts might have been influenced by growth in the national economy
that was unlikely to be sustained. Bill Bradshaw agreed that there were risks, in
particular some routes were more demanding than others and he feared that some
bidders might have been too optimistic over the speed at which it was possible to
introduce new technologies to the operational railway. Many bidders were clearly
looking for growth and it will be necessary for many more of them than the current
select few to please customers with good perfonnance.
Discussion reported by Stephen Bennett
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THE CROSS CHANNEL MARKET
Roger Vickerman, Centre for European, Regional & Transport Economics,
University of Kent

Roger Vickerman has made a speciality of the Cross-Channel market and his main
purpose this evening was to deal with the challenge that Eurotunnel presents to the
more traditional cross channel operators and the response of the latter to this
challenge.
He thought there were three recent or contemplated changes which will significantly
affect the market now that Eurotunnel is well into its stride. They are, first, the
opening of the high-speed line in Belgirnn which reduces the jomney time between
Lille and Brussels to just over half-an-hour, and which could be expected to bring the
capture of the London-Brussels market by Eurostar a little closer to that currently
being achieved by that service on the London-Paris route. Secondly, the merger of
P&O and Stena would no doubt improve the fmancial position of the ferry services by
giving the opportunity to reduce capacity in those services. Thirdly, there was the
almost certain abolition of duty-free in 1999. More would be said later about the
significance of these sales in the income of the various operators.
Before attempting some more detailed analysis of the market and the comparative
inroads made by the competing services, Roger wished to put the market in its
regional setting. See figure 1 for a map. It is well-worth noting that the tunnel sits in
the middle of one of the most densely populated and richest areas in the world.
Twenty five per cent of the European Union population and 37% of its wealth is in the
area of the map. The tunnel is part of the core of the Trans-European rail and road
networks.
But expectations of straightforward, classical competition between the
three modes used in crossing the channel are too simplistic. Each of these three
modes - rail, air and ship - require and use a complicated system of feeder services,
both road and rail. Furthermore, good cross border links are essential components of
a developing European Union market.
To add to the confusion, there is the
complication of differential tax rates and policies in the various countries. The current
network of ferry services serving the cross channel market is shown in figure 2. This
illustrates all too clearly the multitude of ferry routes serving practically the whole
length of the English Channel plus the southern part of the North Sea. ill comparison
there are only two rail routes, but a substantial range of air routes from regional
centres to Paris, Brussels and other destinations. Thus those using the private car have
many routes to choose from including the tunne~ whereas rail passengers are limited
to two corridors. More will be said later about the complications this makes in
defining a market which the three modes have equal access too.
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1be proliferation of cross-channel feny routes complicates comparisons across the
total market for traffic between southern England and the channel coast of mainland
Europe. Furthennore, there are so many package deals, particularly in the leisure
market, that ignorance of the cross channel fare component is rife. Air and rail routes
complicate the scene as the choice oflinks on each side develops 'Seamless' ticketing,
embracing the principal mode or service to cross the channel and the feeder services
each side, are obviously of significance to rail and air modes, but it must be said that
so far Eurostar has not been very good at this aspect of marketing.
Similar
considerations apply to rail freight services.
The speaker now moved onto the problem of traffic forecasting. Figure 3 illustrates a
methodology adopted to forecast passenger traffic through the twmel. The allocation
model is very complicated and there were grave doubts about the forecasts of the
transfer of traffic from established modes. ill the event, growth of Eurostar traffic was
not as great as might have been expected, and there is always present the difficulty of
separating growth from mode transfer. Undoubtedly the competitive response of the
ferries was underrated.
ill aU respects we are dealing with a complex inter-modal
transfer model
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Roger went on to note the importance of the competitive price strategy adopted by
Eurotwmel (and by Eurostar) and the adoption by these new entrants to the market of
the right product launch. The competition was, and is, much affected by the different
cost structures of the combatants. Both Eurotwmel and Eurostar have a high ratio of
fixed to variable costs, in contrast to the ferries and air. (Although it must be said that
the initial response of the ferries to competition from Eurotwmel services has been to
increase service levels on the Dover-Calais corridor.) This against a background of
the tmderlying two (contrary) fears of monopoly and destructive competition. One
question yet to be answered was - will the Twmel be the premirnn service? ill
response to the twmel's claim to be the fastest service the ferries claimed their service
to be more 'interesting', as allowing passengers to make their journey a more
pleasurable activity, which includes spending on duty-free. For motor cars there has
been the rival claims of 'tum up and go', as promoted by Le Shuttle, versus prebooking of space on ship or shuttle. ill the case of traffic through the twmel there is
'internal' competition between Eurostar and Le Shuttle for passengers and between Le
Shuttle and Railfreight Distnbution (now EW& S Rail) for freight. ill marketing its
product Eurotwmel has come to depend upon time savings and a premirnn quality
service, with the added claims of novelty and technology.
Safety as an extra
advantage has been dogged by a series of incidents and perhaps biased adverse
publicity. There is still a struggle for market leadership as the current traffic figures
show.
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The speaker pointed out that in order to understand the reaction of the ferries to the
Tmmel it was necessary to appreciate two of the underlying characteristics of the ferry
service. First, entry is relatively easy as ships can be leased. Secondly, there is the
significance of duty free sales as a (very large) supplement to traffic income. Duty
fi·ee is now typically 35-40% of the turnover of ferry selvices. There is lots of
competition between the smaller ferry companies so that the initial response to the
Tunnel was to increase services. The later, perhaps more considered, reaction of
P&O and Stena is different, as they have amalgamated in recognition that there is now
over-capacity. Taking everything into account it is a fact that the entry of Le Shuttle
into the cross-channel market has led to a marked improvement in ferry services.

Figure 3: Passenger Traffic Forecasting Methodology
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Mention has already been made of safety as a marketing point. fuitially the Tunnel
had the advantage in the wake of the Herald of Free Enterprise and other ferry
accidents. But during the building of the Tunnel safety comparisons turned against it.
The King's Cross underground station fIre and a series of other rail accidents brought
safety measures to the fore, and the additional precautions required raised costs and,
perhaps more importantly, delayed the introduction of tunnel services. The speaker
quoted the example of the series of design modifications to the shuttle wagons, while
they were being built, as an illustration of the significant effect of such considerations
upon the fmancial success of a transport organisation. Finally, the November 1996
fife on a freight shuttle again raised questions of the safety of tunnel operations
(particularly the management of such emergencies when they occur), and had a
seriously depressing effect on tunnel revenues for six months or so, particularly the
freight shuttle service itself.
Roger next presented a series of viewfoils on traffic growths (and declines) by the
various modes and various classes of traffic, both passenger and freight, for the period
1985 - 1995.
Only Figures 5 & 8 show both Tunnel and ferry traffic restricted to the same 'conidor',
namely, Dover-Calais. The other fIgures show all ferry traffic (of which, of course,
the Dover-Calais corridor usually fonns the largest part).
The trends of passenger traffic growth, UK-Europe (fIgure 4) clearly show the effects
of the Tunnel on ferry traffic (a flattening of growth) and on air (a decline). The
intense price competition from 1994 onwards has diminished the traffic on the other
short sea routes, but not on Dover-Calais.
The trends of Dover Ferry & Tunnel Car Traffic (fIgure 5) show how Le Shuttle creptup on the ferries until it had in effect equalled them by the time of the freight train fire,
then lost ground heavily until the beginning of 1997, since when it has resrnned its
upwards trend. The very marked seasonal nature of this traffic helped the Tunnel as
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the aftermath of the fIre was during the off-peak season. There are in fact, two kinds
of peak - summer and Christmas. The duty free concession has the most significant
effect on the Christmas traffic. Early 1998 statistics show a substantial decline in ferry
traffic.

Passenger traffic between UK and EC Europe,

Figure 4:

1985 -

1996

70

60

Unaccompanied trailers are a segment of the market which do not show dominance of
the Dover-Calais 'corridor'. The North Sea routes are the dominating services in this
category of traffic, presumably because of the need to avoid tying-up traction units and
drivers on the longer sea crossings. Do the small declines in traffic of this category
from 1994 indicate a switch of freight from unaccompanied trailers to other means of
crossing to and from continental Europe?
The Strait of Dover services dominate the Ro-Ro market (fIgure 7) with a steady
climb from 1985 to 1996 producing a more than doubling of traffic over the period.
The upward trend appears to have sharpened from 1994 which might indicate the
influence of the Tunnel. The other two groups of (ferry) services show only a gentle
upward trend during the period
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The chart of Dover Ferry & Tunnel Lorry Traffic, 1994-97 (fIgure 8) is the best
indicator of the comparative impact of the Tunnel on road-borne freight. At its best
Gust before the fire), Le Shuttle was carrying about 75% as much traffic as the ferry
services and had effectually flattened the previous upward trend in Ro-Ro carryings by
sea. Since the fIre ferry carryings have resrnned their upward trend, whereas shuttle
carryings have not quite reached their pre-fife peak. Le Shuttle (freight) is still
suffering from capacity problems due to the introduction of barrier wagons in the lorry
carrying trains for safety reasons. It is noticeable that considerable seasonal
fluctuations are characteristic of the ferry Ro-Ro carryings, whereas there is a
comparatively smooth progression in the case ofLe Shuttle traffic.
Tablesl and 2 were used to illustrate the penetration of the various markets by
Eurotunnel services and the radical changes in revenue projections for these services
made between 1987 and now. The fIrst shows that of the total cross-channel car
market the Dover-Calais 'corridor' accounts for nearly 70% of which Le Shuttle is
taking 40%. For coaches the Dover-Calais 'corridor' accounts for around 85% of the
total market of which Le Shuttle takes 28%. Competition between air and rail is now
going rail's way with Eurostar taking over 60% of the London-Paris market and over
50% of London -Brussels. Moving to freight: for HGV's, Dover-Calais takes more
than two thirds of the market of which Le Shuttle carries 18%. Rail freight's (through
freight trains) share of the total freight market in tonnes carried is now approaching
5%.
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Figure 5: Car traffic by Dover ferry and Tunnel, 1994 - 97
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Figure 6: Unaccompanied
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Figure 8: Lorry traffic by Dover ferry and Tunnel, 1994 - 97
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Table 1: Evolution of Eurotunnel Traffic & Market Shares

5,948
3,259
82

Coach (000)
Target matket
Dover -Calais (% mkt.)
Le Shuttle (%Do-Ca)

211
157
-

HGV(oOO)
Target market
Dover-Calais (% mkt.)
Le Shuttle (%Do-Ca)

1,777
853
65

Air/Rail Passengers (000)
London-Paris
Eurostar (%)
London-Brussels
Eurostar (%)

4,021
108
1,300
47

Total Eurostar
Freight MaIket (mm tonnes)
Total
Through rail freight (% market)

(54%)
(3%)

(3%)
(4%)

(60%)
(30%)

7,545
5,115
2,097

(68%)
(41%)

5,882
2,340

(40%)

232
181
24

(78%)
(13%)

252
211
58

(84%)
(27%)

243
60

(28%)

1,898
1,094
391

(58%)
(36%)

1,953
1,280
519

(66%)
(41%)

1,498
267

(18%)

5,550
2,219
1,907
700

(40%)
(37%)

(2.3%)

52.4
1.9

6,584
3,672
2,398
1,195

(56%)

(61%)

(50%)

(52%)
6,000

4,867

2,919

155

48.4
1.1

6,893
4,111
1,224

(74%)

(48%)
(8%)

1997

1996

1995

1994
Car (000)
Target market
Dover-Calais (% mkt.)
Le Shuttle (%Do-Ca)

(3.6%)

54.7
2.4

(4.4%)

2.8

Table 2: Revenue Projections (£mn.)
1993
1987 forecasts (] 990 values)
Shuttle

Rail
Other
1990 forecasts (]990 values)
Shuttle

Rail
Other
1997 forecasts (] 997 values)
Shuttle

Rail
Other
Notes:

2003

2013

284.0
234.7
48.0

383.3
280.0
63.3

451.5
303.9
72.1

348.0
229.6
17.8

517.6
313.8
24.4

670.5
332.3
30.4

1996 actual
145
198
140

(1) forecast range of downside & base cases;
(2) forecast range oflower & upper cases;
(3) duty free assumed withdrawn 30.6.99.

1999 (1)
272-296
221-240
117-118

2006 (2)
632-731
285-340
48 (3)

Roger then devoted a little time to consideration of Eurostar revenue, particularly in
respect of the failure to meet revenue projections, and the steady decline in these
forecasts from 1987 to 1997. It appears that 1996 actual earnings from rail traffic (i.e.
both Eurostar and freight trains) were £ 198m compared with a forecast made in 1987
for 1993 of £234. 7m and a forecast made in 1990 for £229.6m Comparable figures
for Le Shuttle show an actual in 1996 of £145m compared with forecasts for 1993 of
£284m and £349m made in 1987 and 1990 respectively. All the forecasts anticipate a
quadrupling of revenue from Le Shuttle and about a 50% increase for rail earnings.
The earnings from the rail services (both passenger & freight) constitutes the largest
slice of Eurotunnel's revenue and in 1997 was approaching two-thirds of combined
traffic revenue (rail + shuttle). This in spite of the failure of Eurostar to pass the
minimrnn payment barrier in tunnel tolls. The Railway Usage Agreement (between
BR and Eurotunnel) is based on two part tariffs, with a fixed payment up to a certain
level of traffic and sliding scales of payments per passenger (or per net tonne in the
case of freight) beyond these minima.
Eurostar has yet to reach the level of
passengers through the tunnel to come onto the sliding scale of tolls per passenger.
Eurostar has yet to introduce through services from British provincial cities to
continental destinations and the sleeper services appear to have been abandoned. But
this is probably only of small consequence compared with the failure of traffic on the
London-ParislBrussels axes to reach expectations.
At present traffic levels, the
average (allocated) cost of taking a passenger through the tunnel constitutes a major
portion of the average cost for the through jornney from London to, say, Paris.
Obviously this has a major impact on the overall economics of the total Eurostar
service. It also leads to the situation where it is profitable for Connex South-East to
offer a heavily reduced fare from London - Paris comprising rail (by Connex trains) to
Ashford, then coach via the tunnel to Calais and then on by train to Paris.
The speaker then presented a srnnmary of the financial situation of Eurotunnel. This
shows that Eurotunnel is now (1997) just making an operating profit although the loss
after taking into account capital charges is still more than the turnover. The huge
financial debt almost equals the total assets and shareholders funds have declined
alanningly.
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(3) the problems which the sheer scale and complexity of the market raised for
marketing and forecasting;

Table 3: Financial Situation of Eurotunnel, 1995-97
1995

1996

1997

£rnn

£rnn

£rnn

(4) the importance of 'image';
(5) the reaction of the other ferry companies will be significant in detennining the

Profit & Loss Ale infOlmation
Turnover
Operating profit (Joss)
Profit (loss) before tax
Profit (loss) per unit

304
(200)
(925)
(103.1)

483
(33)
(685)
(74.5)

531
57
(681)
(66.5)

Cash Flow Information
Net cash inflow from operating activities
Net capital expenditure
(Decrease )/increase in cash & equivalents

101
(66)
(221)

115
(43)
40

201
(37)
(38)

Balance Sheet Information
Total assets
Financial debt
Shareholders' funds

9,569
8,899
467

9,494
8,799
494

9,443
8,884
336

The speaker made a few additional comments on Safety & Security before summing
up. The question of passport control was long-standing. On Eurostar trains the British
immigration authorities exercised inspection of passports on trains entering this
country whereas the French and Belgians tended to carry this out at their respective
terminals, as is the case with the ferry services. The recent trend towards illegal
immigrants using the tunnel for entry into this country made it likely that some form of
control would remain for the foreseeable future. Eurostar has now been brought into
line with air operators, being held responsible for immigrants entering illegally.
The fire on a freight train in November 1996 led to a very wide-searching enquiry into
the safety of equipment and the management of safety in Eurotunnel. The speaker's
view was that the blame lay largely with the management of safety procedures The
overall safety 'image' of tunnel services compared with ferry services was still very
much a matter of personal fears and prejudices.
ill summing-up the ground he had covered, the speaker drew attention to the following
aspects, raising some, as yet unanswered, questions along the way:
(1) the history of the tunnel and its recent financial performance emphasised the kind
of difficulties likely to be faced by comparatively large infrastructure projects;
(2) was there really a place for equity in such projects?;

success ofthe recent merger between P&O and Stena;
(6) are Eurostar trains too big and too inflexible (18 car, articulated sets) in the
services which can be offered?
Nevertheless, he still believed that the future would be interesting to Eurotmmel and
cross-charmel selvice 'watchers'!

Discussion
Peter Gordon (Chiltem Railways & University of Westminster) asked: ill view of the
current performance what does the future hold for Eurotunnel and Eurostar? The
speaker thought that the principal disadvantages currently facing Eurostar were (1) it
was expensive to take the tunnel; (2) there was no unified management (between the
three national administrations involved) - only the original tripartite agreement
between the national railways; (3) the Brussels traffic was still low, although the new
high-speed line would improve matters; (4) the ftxed formation trains are too large and
prevent fleXIbility in the provision of train capacity. Eurostar traffic is a very
significant factor in the income of Eurotunnel and the future financial success of
Eurotmmel is dependent both upon Eurostar and through freight services maintaining a
steady increase on present levels and Le Shuttle showing a spectacular (fourfold)
increase over current income.
Robert Barrass (Economic Consultant, Environment & Transport) thought that: the
role of government in the arrangements is all important, because of the on-going effect
of the original concession; the effect of duty-free on the competitive position; and the
existence of border controls. The speaker agreed that it is all about government.
There was an incomplete understanding of the long-term effects of the concession and
the government broke some aspects of the original concession e.g. safety
requirements. There was continuous interplay (not all of it constructive) between
govemments, and between train operators and contractors.
David Starkie (Director, Economics-Plus Ltd.) commented that as the shareholders are
largely French, but the users are largely British, there must be some transfer of wealth
from France to England. The speaker thought that this was an interesting point, but
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added that there was a large slice of the equity in hands other than French and British
nationals.

CROSSRAIL - THE WAY AHEAD
David Warren, Rail Planning Manager, London Transport

Jolm Caltledge (Assistant Director, London Regional Passenger Corrnnittee) enquired
as to who and where are the potential markets. lbe reply was to reiterate that the
market is extremely complex, but the speaker wished to emphasise the growing
holiday market, in particular 'package' deals and specific destinations such as
Disneyland and the ski resorts.
Roland Niblett (Colin Buchanan & Partners) wanted to know the effect of the
abolition of duty-free. The speaker was certain that this would lead to a major
improvement to the fortunes of Eurostar and Le Shuttle vis-a-vis the ferries and air
services.
In response to a question from Derek Done (Managing Director, Done Associates) the
speaker believed that there was the possibility of making air and rail more
'complementary' if British Airways participated in tunnel operations through Eurostar.
Stephen Belll1ett (illtemational Consultancy, previously with Railtrack) moved the
discussion to freight in noting that toll charges for rail freight through the tunnel have
been 'eliminated' by a subsidy ostensibly paid by the 'rrnnp' of BR but, in reality, of
course, by govemment, and asked if there was anything more which could be done to
improve rail freight carryings. The speaker came down hard on management in his
reply. Services are unreliable, particularly in some parts of Europe, and crossing
borders is more often than not very time consuming because of, amongst other things,
the apparent need to change traction. There is, of course, no single management for
rail freight services, and when their industrial centres and main consuming areas are
just inside their national frontiers on the way to and from the tunnel (e.g. Germany)
national freight services have little incentive to improve rail freight carryings because
of the present arrangements for the division of receipts. On the other hand, there was
some indication that freight forwarders were seeing 'the writing on the wall' and, in
response to the growing support for rail-borne freight for environmental reasons, were
attempting to make long-tenn advantageous contracts while they had the chance.
This concluded the session. The chairman commented that the large attendance
present had had the benefit of a wide-ranging address on the problems and prospects
of Euroturmel services versus the longer established providers of service across the
English Channel. Many thanks were due to Roger Vickerman for his presentation this
evening and he asked those present to express their thanks in the usual way. Which
they did.
Report by Don Box

David began by pointing out that CrossRail was first proposed in the London Rail
Study of 1973, and resurrected in a slightly different form, in the Central London Rail
Study of 1989. So it already has a respectable pedigree.
London is, of course, a World Cityl, and the powerhouse of the British Economy. It
generates a surplus of wealth, some of which needs to be reinvested in it. It relies
heavily on its rail network to bring people into the central area, not only for jornneys
to work, but also for leisure, shopping and tourism About three quarters of all trips to
the central area are by rail.
The mainline railways never managed to penetrate the core of the central area, apart
for the lie that is now Thameslink, because of the high cost of land acquisition. Hence
many rail journeys have to be completed by underground, involving awkward
interchange. This pattern of use also places a heavy burden on the central sections of
the UndergrOlmd network, most of which also extends out to the suburbs.
The diagrams of the national rail and Underground in London clearly show the
contrast between the cOlll1ected LUL network and the gap in the surface rail. This gap
results in inefficiencies in national rail operation, capacity constraints, and a
disincentive to the use of rail for those whose jornney involves crossing London.
Overcrowding on LUL
Each type of rolling stock on London Underground has a 'Planning Guideline'
capacity which is used for design purposes. It roughly corresponds to one person
standing for each person sitting, though on the Circle Line it is more than this, and on
the Metropolitan Line less. By this criteria several sections of the LU network are
overcrowded in the morning peak hours. illdeed every line except the Bakerloo has at
least a few sections where crowding is 25% higher than the Planning Guideline in one
direction. Crowding is perlmps the most widely disliked feature of the underground.
Demand trends
The highest level of peak period traffic to central London on LUL so far recorded was
in 1988. This declined until 1991/92 but has now reversed and, in 1997, demand was
only 6% lower than in 1988. AM peak period demand for outbound travel has been
rising continuously for several years, as office-type development spreads further from
'See: Gardner, Keith: London - a World City, The Transport Economist, VoL20 Number 3
(Autumn \993).
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the centre. Similarly, surface rail reached a peak in 1988/89 and then declined to
1993, since when it has increased. See figure I which illustrates the trends in morning
peak arrivals between 1970 and 1997.

It is also likely, though not celtain, that Thameslink 2000 will be in operation,

Figure 1: Rail passengers entering
between 0700 and 1000

500

Central London 1970 -

relieving parts of the Northern Line in palticular, and that the Victoria line witt have
been upgraded.
Even with these improvements there will be significant overcrowding.
Is this
reasonable for the 215t Century? Will passengers' expectations be higher by then?
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The solution to most of the problems of overcrowding is CrossRail. This will not be a
completely new line but a new link between existing Railtrack routes at Shoreditch
and west of Paddington, capable of taking full-size trains. There will be five
intermediate stations, at Liverpool Street/Moorgate, Farringdon, Tottenham Court
Road, Bond Street and Paddington. It integrates several sUlface lines into a network
Trains will operate through from Shenfield in the east to Aylesbury, Reading and
Heathrow in the west. Options for other surface lines to feed into CrossRail include:
• The West Coast Main Line (via a new tunnel under Kensal Green Cemetery)
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• Bishops Stortford and Stansted
• The London Tilbury and Southend Line
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Forecast of future growth
David pointed out that growth in passenger nrnnbers is not the only kind of growth
going on. Since the tube system was built in the 1900's, the average height of adults
has increased by 5 inches (7.7%), including one inch since the Planning Guidelines
were defined in 1973. People are carrying more luggage too, so it is no wonder that
we feel more crowded now. The Railplan model has been used to estimate future
levels of crowding. By 2009 the Jubilee Line Extension (JLE) will be in operation and
the Piccadilly and Northern Line upgradings will have enabled more frequent peak
period train services to be operated.
The model predicts that under these
circrnnstances crowding in 2009 will be about the same level as in 1998, assunllng
that the defmition of crowding is unchanged (this defmition assrnnes 5% of all trains
fail to run, which is perhaps unnecessarily pessimistic, and allows for some irregularity
of running).

CrossRail will also create synergy with the Thameslink 2000 scheme by means of the
interchange at Faningdon.
CrossRail stations
All the stations will be double-ended for safety and efficiency, and will be provided
with lifts for the mobility impaired passengers (MIP). Around 15 non-central area
stations will also be made accessible for MIP's. Paddington will be constructed as a
cut-and-cover box to the west of the existing main line station (and therefore not
endangering the listed roof structure). The box will enable the CrossRail station to
have natural light.
Tottenham Court Road station will be above the Northern and proposed ChelseaHackney Lines, and on a level with the Central Line. There will be a new booking
hall at Dean Street. The double-ended station design will assist Central Line
passengers as well as CrossRail.
Liverpool StreetIMoorgate Station will be at a deep level in order to avoid conflict
with the nearby Post Office railway. The double-exit strategy means that one station
effectively serves two different destinations.
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CrossRail trains
The trains will be formed of up to eight vehicles, each 23 metres long and with three
sets of double doors each side. The design will be intermediate between smface-level

No changes in the highway network are assrnned, nor changes in the total number of
trips by all modes.

stock with more seats than standing, and tube stock which is the other way round.
There will be pairs of seats each side of the central gangway, but plenty of standing
room near the doors. Toilets will be provided, and there will be level access for
wheelchairs, which can easily be evacuated if necessary onto the side walkway to be
provided throughout the tunnel sections.

Evaluation of the CrossRail Project
The first evaluation of the project, using cost-benefit analysis, was published in the
Central London Rail Study in 1989. In 1996 the "Montagu" study by DETR updated
the figures; the method used is in accordance with the Major Schemes Appraisal
Advice Note (MSAAN).
It is also consistent with LT's own corporate aims and
business objectives, which are to:

There are a number of other benefits from CrossRail which are not directly calculated
by the models. These include:
• benefits to MJPs, estimated at an additional 1.7% of the total. This compares with a
study by Ove Amp of the Tyne & Wear Metro which is fully accessible. About
8.4% of passengers on the Metro suffer from some type of mobility handicap. The
corresponding figure for LUL is 4.4%.
• benefits from improved quality of service other than time savings, e.g. more
comfortable, air-conditioned trains. About 75% of these benefits are on-train and
25% on-station.

Latest results of evaluation
Maximise customer and economic benefits within the fimds available.
The LTS and Railplan models used in the evaluation both operate in terms of the
generalised cost of travel, which include:

The with-CrossRail model runs provide results for the morning peak period of 2001.
These have been adjusted for changes in fares policy (e.g. no assmnption of continuing
real increases in fares) and multiplied by an annualisation factor.
Capital costs include construction of the tunnel itself and upgrading of the surface
railway.
Operating costs include rolling stock leasing and disbenefrts during
constructiolL The latest results (including Stansted and Milton Keynes services, but
not LT&S), discounted at 6% over a 30-year life are shown in Table 1.

• in-vehicle time
• a crowding penalty in accordance with perceptions of crowding
• doubled walking and waiting times
• a boarding penalty.

Table 1: Benefits and costs of Cross Rail

The models calculate the benefits resulting from CrossRail, including:

Benefits:
Public Transport Time Savings
Public Transport Congestion Relief
Public Transport Quality
Road user benefits
Total

• public transport time savings
• public transport congestion relief
• road user benefits (calculated

from a highway model and calculations

shift).
• revenue generation

£m
1,649

748
250
874
3,521

Costs:
Capital Cost
Additional operating cost
Rolling stock leasing
Tot.'lI

£m
1,159

99
222
1,480

of modal
This gives a benefit/cost ratio of 5.3 using LT's method by which revenue is counted
as a benefit, or 2.9 using GOL's method, by which revenue is counted as a negative
cost.

• the effect of re-assignment to different transport modes

ill either case these benefit/cost ratios are much higher than previously stated, partly
• the effect of redistribution of trip ends.

because the discounting factor is now officially 6% instead of 8%.

TIle discounted
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total of net generated revenue is £817m (£147m per year) making the scheme easier to
finance with partial private sector fimding, even though the generated revenue will
accrue to a nurnber of different operators.
Missing benefits
There remain a number of benefits not included in this evaluation. They are:
• the residual value of the scheme after 30 years (increasing the life of the project to
40 years increases the B/C ratio from 5.3 to 6.7)
• environmental benefits (air polution, noise, etc) worth pemaps £ 100m per year
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DW: Nothing was included in the evaluation.
Peter Gordon: Looking at generated revenue, how much of this is derived from crossLondon journeys?
DW: That information is buried in the analysis; in the AM peak the number going out
of Central London are 10-15% of those entering.
Stuart Cole: How much of the generated revenue is new business as opposed to
transferred?
DW: Quite a lot are long trips that are totally new revenue to the rail network - £400
million is gross CrossRail revenue.

• diversion of passengers from taxis to public transport
• reduction in road accidents (though this is likely to be small)
• creation of new jobs, both during construction and operation
• creation of additional capacity on the surface railway

Jolm Caltledge: Are there any new argrnnents in favour of CrossRail? LRPC has
been seeking views on rail schemes and there seem to be a lot of friends, but also a lot
of critics. There are two concerns: I) the question of opportunity costs of large
investment, and 2) whether predict and provide is an acceptable basis for investment.
DW: A new link would create new efficient operation - the increase in operators cost
is low while revenue is large. Therefore it covers much more than half the cost.

• reduction in investment required on the LUL network
• reduction in investment required in the highway network.
ill due course some, at least, of these missing benefits will be quantified.
Summary
The CrossRail Project will:
Provide additional capacity and quality to the overcrowded London rail network.
Give a very good benefit/cost ratio
Be quickly ready for a Transport and Works Act Order.

Discussion
David van Rest opened the discussion by asking if the benefits to road transport from
the CrossRail scheme go to the M25?
DW answered that they did.
David van Rest followed this up by asking if there was any truth in the competition for
fimds with government spending going on widening.

Peter Jones: The network is all east-west and north of the Thames - with nothing to the
south.
DW: Always seen that Thameslink is the best way of improving north-south links.
Both east-southwest and north-south CrossRails were looked at in the Central London
Rail Study but they did not perform well.
Peter Jones suggested that places like Munich and Zurich found loadings on highcapacity links are a problem, asking if they have been looked at?
DW: This does seem to happen on central parts of Cross Rail.
Stephen Bennett: Does the discussion about a Strategic Rail Authority as part of the
illtegrated Transport White Paper mean that schemes with high benefits will be
rescued?
DW: There has been discussion about the effects of an SRA; Railtrack are supposed
to be coming forward with their view on CrossRail.
Don Box commented that projects of this size are too important to entrust to one
organisation making it necessary to have a strategic plan for projects of this nature.
No one has yet translated social benefits into financial benefits for the investing
institutions.
Report by Roland Niblet, Colin Buchanan & Partners
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REVIEWS
ANNUAL REPORT & ACCOUNTS 1996/97 OF THE BRITISH RAILWAYS
BOARD
Published FebruaIY 1998 by the British Railways Board, Whittles House, 14
Pentonville Road, London Nl 9HF.
Publication of the Atmual Report and Accounts of the British Railways Board for the
year 1996/97 was delayed by half a year so that a complete picture of the privatisation
process could be provided when the European Union had cleared the sale of
Railfreight DistrIbution to English Welsh & Scottish Railway Ltd. in November 1997.
This report, when read in conjunction with the 1995/6 Accounts, provides an accurate
and reliable record of the privatisation of the railways and some of the cash flows
involved. It is, therefore, a prime data source for transport economists looking at
changes to the railway industry.
The areas of responsibility remaining with the British Railways Board are: property
not required by the operational railway (redundant viaducts, etc.), the Railway
Heritage Corrnnittee (historic artefacts and records) and the British Transport Police.
There are some liabilities remaining from businesses that have been sold and provision
of £709m has been made in the accounts.
The Government sold the rolling stock lease companies (ROSCOs) and Raijtrack for
approximately £1.8bn and £1.9bn respectively. British Rail sold the freight operating
companies and a jarge nrnnber of companies created to provide engineering and other
support services to the new industry for £82Om Total sales for the domestic railway,
excluding the Channel Tunnel Rail Link and European Passenger Services were,
therefore, approxllnately £4.5bn.
British Rail spent £349mn in consultancy and other fees selling the railway and
preparing it for sale. The Government spent £92m and its agent, OPRAF and ORR
another £121m. Railtrack provided £46m in its accounts. This gives a total cost of
sales of £608m, which is slightly lower than the figure advised to Parliament of £630m
in February 1997.
The Government's White Paper will determine if there is a future role for the British
Railways Board, perhaps as the new Strategic Rail Authority.
Nevertheless,
substantial liabilities for industrial injuries and other potential claims suggest that the
Board will have to remain in existence for years to come. Indeed, legislation would be
required ifthe transport police were to be separated from the Board.
Stephen Bennett
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NATIONAL AUDIT OFFICE REPORT ON THE PRIVATISATION OF THE
ROLLING STOCK LEASING COMPANIES
Published March 1998 by The Stationery Office, London. He 5761997/8
The three railway rolling stock leasing companies (ROSCOs), Angel Train Contracts
Limited, Eversholt Leasing Limited and Porterbrook Leasing Company Limited, were
sold in the winter of 1995/6 for £1,823m (£1,743m plus £8Om subject to successful
delivery of new Networker trains). The National Audit Office (NAO) estimated that
sales were worth £2.2bn to taxpayers after adding the discounted value of future
corporation tax and risk transfers, less the cost of sale, £1Om. All three companies
have now been re-sold for about £2,637m.
The NAO constructed financial models of prospective cash flow for all three
companies from information available at the point of sale, discounted at 9.5% (6%
real) over 20 years. This analysis suggested that the companies had a sale value of
between £2.0bn and £2.5bn and might have been worth up to £2.9bn if retained in the
public sector, which enjoys a lower cost of capital and no tax liability. The
Govemment's banking advisors, Hambros, advised likely receipts of £1,812m after
detailed discussion with bidders.
The major difference between the bids and the NAO analysis is that bidders placed
little or no value upon possible business beyond the first leases, which were heavily
guaranteed by Govemment, 70% of which ran to 2002/3 and 2003/4. Subsequent
leases were to be won in open competition between the three and any other players
such as manufacturers free to offer at any time for new build stock
The NAO found that the bidding process itself had been conducted correctly, although
the nrnnber of bidders was quite small and at the [mal stage there were only two
parties for each company. The policy decision to have a different owner for each
company cost the taxpayer £55m, although it enhances the potential for lower costs
through greater competition in the future. The NAO criticised the Department of
Transport (DoT) for not having done enough analysis prior to sale. The lesson here is
that if the DoT had been able to assess a range of values for second leases it might
have been able to negotiate higher bids.
There is also a question to be asked about a possible role for claw-back or profit
sharing in the event of subsequent sale. The fact that three of the four final bidders
were management bids supported by venture capitalists should have alerted officials to
the possibility of resale. However, the NAO report that officials did consider this
aspect, albeit rather late in the process, and were of the view that if they had
introduced such a measure it would have caused delay, might have prompted bidders
to withdraw and would have depressed the sale price.
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The sale of the ROSCOs was the frrst stage of a long and complicated privatisation
process. The repOlt demonstrates that a price was paid for being first, when political
risk was high and the industry unfamiliar territory for the City. illdeed, at the time of
sale not one of the train operating companies, their only customers, had been
franchised.
Stephen Bennett
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RAIL TRACK'S 1998 NETWORK MANAGEMENT

STATEMENT

Published March 1998 by Railtrack pIc, Railtrack House, Euston Square, London
NWI2EE.
Copies can be obtained by phoning 0345 114141.
Railtrack is required to product an annual statement setting gout its plans for the
railway network as a condition of its licence. The Network Management Statement
serves a nrnnber of functions:
• For Railtrack it is publication of much of its internal business plan that can be used
for consultation with industry partners.
• For train operators and suppliers it is an opportunity to agree joint courses of action
that link their separate interests into one plan, and
• For the Rail Regulator it is a measure of the value obtained in exchange for access
charges agreed or about to be agreed at periodic economic review.
This is the third of such statements and at 227 pages is in more detail than previous
versions (76 and 48 pages). There are two main reasons for more detail. First, the
new railway companies have got into their stride and, encouraged by growth in both
the passenger and freight markets, have started to plan for expansion and network
enhancements.
The second reason is that the Rail Regulator modified the network
licence (condition 7) in 1997, after it became apparent that Railtrack was making
insufficient progress in clearing a backlog of work at stations, and this gave him the
power to request more information.
Railtrack has split the national network into 45 routes and an outline strategy is
provided for each. Route expenditure plans are shown for the fIrst three years and a
ten-year plan is set out for each of the eight zones and for the entire network
Railtrack policy is to out-perfOlTIl on renewals in order to improve reliability and
reduce maintenance costs. The application of this strategy appears straightforward for
track and structures, but is complicated for signalling and telecommunications, where
new technologies offer the prospect of radical change involving both the network and
rolling stock
Railtrack needs the co-operation of many participants to implement
radical change and this docrnnent is a useful step in that direction.
This statement provides a ten-year forecast of demand for the fIrst time. It uses a
range of 5% to 30% for passenger growth, with a central estimate of 15% and a range
of 40% to 200% for freight growth, with a central estimate of 80%. Passenger train
operators will be looking for growth of at least the upper end of the Railtrack forecast
in order to compensate for reductions in public subsidy, which are set to halve after
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five years and continue to reduce after that. The docrnnent notes that EWS, its
predominant freight customer, has plans at the top of the Railtrack range.
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TEGNEWS
The Transport Economists' Group can be contacted on e-mail at:

Railtrack has identified a large measure of spare capacity in the system to absorb
increases in demand, but has found fifteen bottlenecks and a further eleven that might
become centres of congestion in the future. Railtrack state at page 41 of the docrnnent
that when acceptable solutions are found, "all schemes identified are funded through
the normal system of access charges." This is an unexpected development, as it had
previously been thought that contracts tied parties to the state of the network as at 1st
April 1994 and any improvement upon it was an enhancement. The industry will
watch carefully to see how this issue is resolved.
Railtrack provides evidence of bringing new suppliers into the industry on the back of
new technologies. This is encouraging, but not surprising. What is a surprise is the
announcement at page 75 that Railtrack has a target of 10% of the freight operating
market to be met by new entrants within five years. Is this a matter for the network
providertodeternnUne?

teg@box-roomdemon.co.uk
Because of corrnnitments at work, unfortunately Konrad Aspinall has had to resign
from the Corrnnittee.
Membership

News

Alan Bennett has moved from Director of illtennodal & Contract Services of
Railfreight Distnbution to General Manager of illtemational Rail Relations, English,
Welsh & Scottish Railway.

c.P. Buchanan has left Symonds Travers Morgan in London to join Halcrow Fox in
Malaysia as their Regional Manager Asia.

This statement provides the first set of output measures. They are for the network as a
whole and clearly intended for the Rail Regulator, who failed to adequately specify
what he wanted in 1995 when he first set access prices. It has taken two years of
negotiation to arrive at three pages of statistics and it is likely that they will need to be
developed further. They are currently a strange mixture of proper output measures;
train perfonnance statistics of delays in train movements by cause, track ride quality
and speed restriction statistics, to measures of input such as lengths of rail and even
ballast renewed. A new measure of the quality of train washing at depots has been
developed, but nothing has been agreed so far for stations. Progress in meeting
"output" targets is to be reported in company reports and accounts every six months.

Fintan Geraghty is now with Symonds Travers Morgan as Transport Economist.

The Rail Regulator is now to check that train operators have been fully consulted on
the contents of the docrnnent. He also stated to the press that the document "contains
very few finn corrnnitrnents to deliver significant improvements across the railway
network."

Tom Sansom has left Halcrow Fox to take up the post of Research Fellow at the
fustitute for Transport Studies, University of Leeds.

Stephen Glaister has been appointed Professor of Transport and Infrastructure in the
Department of Civil Engineering at Imperial College London. He moves from the
London School of Economics where he was Cassel Reader in Economics with special
reference to transport. Stephen was also awarded the CBE for services to public
transport ill the Queen's Birthday Honours.
Graham Jellett has left Traffic Development Department, City of Newcastle-uponTyne and is now practising as an independent transport planner.

Dr Simon Temple has become Project Development Manager, Systems Group, GEC
Alsthom Transport after leaving Oscar Faber TP A.

Stephen Bennett
Mike Walker is now a Freelance Consultant and Director ofa bus company.
New Members:
We are pleased to welcome David Shelley, Senior Transport Economist with
Kampsax illtemational in Denmark and J.D. Blenkey, Director (Transportation) with
Maunsell Ud.
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MEETINGS
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1998/99

Meetings will be held at 5.30 for 6pm in room 205 of the Transport Studies Group at
the University of Westminster, located at 35 Marylebone Road, London NWJ 5LS.
The building is on the south side of Marylebone Road, close to Baker Street
Underground Station and is passed by nrnnerous buses.
The meetings from October will be:
October 28

Transport Investment and Regeneration
Martin Shenfield, Berkeley Hanover Consulting

November 25

Management of Change - building the Heathrow
Sue Lownds, illdependent Business Consultant

December 16

to be confumed

January 27

Setting Road Traffic Reduction Targets
Michele Dix, Director, HaIcrow Fox
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