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Notice

 This Report has been prepared by Teneo Consulting (“Teneo”) (a trading name of Teneo Business Consulting Limited, formerly operating as Credo) on the 
basis of a proposal dated 26 November 2018 addressed to Campaign for Better Transport (“CfBT”), via email.

 All observations and analysis contained in the Report have been made on the basis of the information available at the time of the assignment and has been 
prepared as at 24 January 2019. We have not undertaken to update our report for events or circumstances arising after that date. Teneo cannot be liable for 
any subsequent changes. 

 In preparing the report, Teneo relied upon, and assumed the accuracy of, information obtained from a variety of sources, including but not limited to: 
interviews with senior rail industry executives; financial, government and economic statistics and forecasts; published market research; published academic 
and economic research and public filings of financial information. Teneo accepts no responsibility and will not be liable in the event that information provided 
to Teneo during the course of the assignment from such sources and relied upon by Teneo is subsequently found to be inaccurate. This report may make 
reference to ‘Teneo Analysis’; this indicates only that we have (where specified) undertaken certain analytical activities on the underlying data to arrive at the 
information presented; we do not accept responsibility for the underlying data and the analysis has relied on estimates and assumptions that appear 
reasonable but have not been rigorously tested. 

 In respect of this submission to the Williams Review:
− We have held calls with and obtained information from the Campaign for Better Transport management team
− We have also undertaken telephone or in-person interviews with 10 senior executives within the rail industry, whom we quote anonymously but are 

listed at the end of this Report
 The Report comprises information within our terms of reference and the focus and approach described in the proposal. Save as aforesaid, Teneo does not 

give any representation or warranty (express or implied) of the accuracy or completeness of the Report.
 Our work has not been carried out in accordance with auditing or other standards and practices generally accepted in the United Kingdom or other 

jurisdictions and accordingly should not be relied upon as if it had been carried out in accordance with those standards and practices.
 Our work has been limited by the time made available and the scope of our work. We may also not be aware of all facts and information that might be 

regarded as relevant. Furthermore, we have not corroborated the information received and, to that extent, the information may not be regarded as reliable. 
We accept no responsibility for matters not covered by the Report or omitted due to the limited nature of the review.

 Teneo shall accept no liability to anyone who should obtain a copy of this Report
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OUTCOMES AND FINANCIAL CONTEXT CHALLENGES OPTIONS

The goals the rail network needs to achieve 
for passengers, businesses and 
communities – and the financial 
environment in which it operates

The most material barriers that currently 
exist to achieving those outcomes, and how 

these are likely to change in future

A discussion of the key issues to be 
considered when assessing the options for 

the future of the railway

pp.4-45 & pp.52-60 pp.45-51 pp.61-74

Introduction; This submission focusses on the outcomes the railway needs 
to deliver for its passengers and wider society, and the potential for 
reshaping the network to better achieve those outcomes

Key elements of this report

Consumer

Operational

FinancialStructural

Societal

 Detailed research, analysis and evidence base on key outcomes

 Comment and constructive challenge of key themes via in-depth 
interview programme with 10 senior industry figures

 Views and expert opinion of CfBT and Teneo senior team
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Outcomes: overview
Future plans for the railway must reflect the purpose of the 
network and the outcomes it should deliver for Great Britain Fi

na
nc

in
g

Environmental

Social

Economic

We believe the outcomes the GB rail network 
should deliver align into three key areas: 

economic, social and environmental

 To understand the strengths and weaknesses of the 
current GB rail network, we begin by asking the question 
‘What is the railway for?’

 In response, we have set out a range of key outcomes 
that the railway should deliver – not only for its 
passengers, but also far more broadly in terms of 
delivering value for the country as a whole

 The outcomes that the railway needs to deliver can be 
categorised into three areas: Economic, Social and 
Environmental
– Across these areas, we set out on p.14 the nine 

specific outcomes that the railway needs to support

 We view the Financial environment in which the railway 
operates as a key enabler of all of these outcomes
– We discuss financial considerations in detail in Section 

3 of this report (pp.60-68)

Environmental:
The rail network contributes to  
a cleaner, more environmentally 
sustainable Britain

Social:
An inclusive and accessible rail 
network benefits users and 
transforms communities

Economic:
The rail network supports 
economic growth across Great 
Britain

Key outcome areas for the GB rail network

Financial:
The railway seeks 
to deliver value for 
money from public 
funding, alongside 

appropriate support 
from the private 

sector

O
utcom

es m
ust be delivered in the 

context of the financial environm
ent
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Outcomes: overview
Within each of these areas, successful delivery requires the 
railway to achieve a range of key outcomes

Outcome Page 
ref.

Ec
on

om
ic

EC1 Rail serves travel-to-work requirements for the optimal number of people p.15

EC2 Rail supports housing development, increasing the catchment of cities p.19

EC3 Rail provides access to leisure activities for the optimal number of people p.22

EC4 Rail offers a productive and supportive environment for work and leisure travel p.27

So
ci

al

S1 Rail is available and accessible to as broad a section of the population as possible p.31

S2 Rail has a diversified user base p.35

S3 The benefits of the rail network are optimally balanced between regions and cater to local requirements p.40

En
vi

ro
n-

m
en

ta
l EN1 Rail ensures that the transport sector reduces its carbon emissions in line with Government policy p.44

EN2 Rail supports better air quality by minimising Britain’s exposure to pollutants p.50

Fi
na

nc
in

g

Environmental

Social

Economic

In the coming pages, we assess the industry’s performance against each of the above, and identify where 
– within the scope of this review – there are opportunities to improve the industry’s performance



Teneo     7

Fi
na

nc
in

g

Environmental

Social

Economic

EC1
Rail serves travel-to-work requirements for the optimal 
number of people

Desired outcome
Economic 1

Key outputs to deliver this
1.1 Rail links commuters with their place of business to 

facilitate economic output

Rail serves travel-to-work requirements for the optimal number of 
people

Assessed 
on 

pp. 16-18

The key outcome the railway exists to 
achieve

What are the firm deliverables against 
which we can judge success?

“Rail has the appropriate share of the travel-to-work market across all major 
employment centres to allow people to access available jobs, and for 

commuting by rail to be affordable, reliable and offer acceptable journey 
times.”

Aspiration
What would ‘perfect’ achievement of 

this outcome look like?
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Rail is a popular commuting method in urban environments driving significant economic 
value in these areas, but plays a small role in rural areas and lower-paid/ service sectors

Use of the railway for travel to work varies significantly 
across the key cities of the UK…

…and there is also material variation by job type (and 
thereby wage level of employees)

> 15% > 5% 5 – 15% 
Key: % of commuters travelling by rail

Proportion of workforce that commutes by rail, by sectorProportion of workforce that commutes by rail, by sector

Rail links commuters with their place of business to 
facilitate economic outputEC1.1

Fi
na

nc
in

g

Environmental

Social

Economic

Source: Left map – NOMIS 2011 Census Teneo research and analysis
Right graph – NOMIS 2011 Census, Teneo research and analysis

View of current 
performance:

3% 

4% 

5% 

7% 

7% 

7% 

14% 

14% 

21% 

Infrastructure, Motoring
and Manufacturing

Education, Human Health
and Social Services

Hospitality

Other

Real Estate

 Administrative and
Support Services

IT Services

Professional and Scientific
Services

Financial Services

National Average, 6.1%
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Over time, rail has grown to support an increasing 
proportion of Britain’s GVA…

…though this has been heavily focused on London and 
the South East

In 2017, 5.9% of GB workforce relied on 
the railway to get to work, generating 

£126bn in GVA, a £79bn increase vs. 2002

GVA generated by rail 
commuters (bars)

% of GVA by rail 
commuters (line)

GVA generated by rail commuters (bars)

% of GVA by rail commuters (line)

£0.9bn

£1.8bn

£2.9bn

£3.4bn

£3.9bn

£4.5bn

£5.1bn

£5.6bn

£13.0bn

£23.6bn

£61.3bn

£0bn £20bn £40bn £60bn £80bn

North East

East Midlands

South West

Yorkshire and The Humber

Wales

West Midlands

Scotland

North West

East of England

South East

London

0% 4% 8% 12% 16%

There may be opportunity to continue to build on the strong economic contribution of rail by 
widening the regions that benefit, but a range of wider factors must be considered first

Rail links commuters with their place of business to 
facilitate economic outputEC1.1

Fi
na

nc
in

g

Environmental

Social

Economic

Source: Left graph – Transport Statistics Great Britain, ONS Regional GVA, Teneo modelling and analysis
Right graph – Transport Statistics Great Britain, ONS Regional GVA, Teneo modelling and analysis

View of current 
performance:
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However, the railway’s future success in supporting commuting journeys is dependent on adjusting to the strengthening 
trend for non-traditional working patterns, following a gradual decline in the number of traditional commuters

Traditional 9 to 5 
commuters, 12.9m

Part-days / shift 
workers, 5.3m

Work from home, 
4.2m

Flexi-time, 2.9m
Multisite, 2.0m

Other work 
routines1, 4.5m

31.8m
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100%

GB workforce broken down by
commuting habits

With less than half 
of the labour force 

still being 
traditional Monday 

to Friday 9 to 5 
commuters, which 

the rail network 
best serves

Key

The proportion of 
people commuting to 
the same workplace 

every day has dropped 
by 7 %pts since 2002. 

More recent data would 
arguably show an 

advancing trend and 
further advances in 

technology are 
expected to accelerate 

this trend

Great Britain workforce by place 
of work and commuting habit

GB workforce by 
commuting habit (detailed)

Assuming working patterns continue to evolve at pace, the industry will need to adjust and 
adapt to serve these journey types and maintain its economic contribution

Rail links commuters with their place of business to 
facilitate economic outputEC1.1

Fi
na

nc
in

g

Environmental

Social

Economic

Source: Left graph – National Travel Survey
Right graph – ONS Labour Force Survey, ONS Labour Market data, Teneo modelling and analysis

View of current 
performance:
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Desired outcome

Economic 2

Key outputs to deliver this
2.1

Rail supports land use planning by increasing the 
catchment of cities, supporting new housing 
developments and expanding the travel-to-work area

Rail supports housing development, increasing the catchment of 
cities

Assessed 
on 

pp. 20-21

The key outcome the railway exists to 
achieve

What are the firm deliverables against 
which we can judge success?

Fi
na

nc
in

g

Environmental

Social

Economic

EC2
Rail supports housing development, increasing the 
catchment of cities

“All major housing developments should have good access to the rail 
network, providing regular and reliable services to the relevant local 

employment centres.”

Aspiration
What would ‘perfect’ achievement of 

this outcome look like?
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5 minutes or less

6-10 minutes
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21-30 minutes

More than 30 
minutes
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Time taken to walk to the nearest railway
station

A relatively low proportion of the population can access 
the rail network within walking distance from home…

…with those living under 20 minutes away from a station 
using the rail network significantly more

GB population by time taken to walk 
to the nearest rail station

Proportion of population that uses rail multiple times a 
week, by time taken to walk to the nearest rail station

Only 44% of the 
population lives 

within a 20 
minute walk of 

the nearest 
railway stations

Proximity to a station is a key to the attractiveness of rail - and therefore providing ready 
access to the network is key if future urban developments are to achieve a high rail share

Fi
na

nc
in

g

Environmental

Social

Economic

EC2
Rail supports land use planning by increasing the 
catchment of cities, supporting new housing developments 
and expanding the travel-to-work area

Source: Left graph – DfT Public Attitudes Towards Transport
Right graph – DfT Public Attitudes Towards Transport

View of current 
performance:
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London within 20 mins

Non-london within 20 mins 

Greater than 20 mins
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New large-scale developments

Analysis of new housing developments shows that this 
accessibility gap is only gradually being closed…

…and while there are some isolated examples of new 
station development, generally approvals are low
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1993199519971999200120032005200720092011201320152017

Spikes in the number of new stations relate to 
the reopening of the Ebbw Valley Railway in 

2008 and the Borders Railway in 2015

Number of new Network 
Rail stations opened

There is more that could be done to integrate decision-making across planning for new 
housing developments and the growth and expansion of the railway

Trend line

Fi
na

nc
in

g

Environmental

Social

Economic

EC2
Rail supports land use planning by increasing the 
catchment of cities, supporting new housing developments 
and expanding the travel-to-work area

Proportion of new developments within 20 mins 
walking time of their nearest rail station 

64% of new 
developments are 

built within 20 
minutes walking 

time of a rail 
station, which is 
only gradually 

reducing the gap 
between those with 
and without easy 

access to the 
railway

Source: Left graph – 24housing, Google maps, National Rail
Right graph – Proposed Railway Schemes at Trundledge.com

View of current 
performance:
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Desired outcome

Economic 3

Key outputs to deliver this
3.1 Rail provides accessible and affordable links to the 

leisure services of town and city centres

Rail provides access to leisure activities for the optimal number of 
people

“Rail services provide a safe, convenient and affordable means of transport 
to/from town and city centres, with service levels appropriately aligned to 

demand and when people wish to travel to help support economic vibrancy 
across the country.”

Aspiration

Assessed 
on 

pp. 23-24

The key outcome the railway exists to 
achieve

What would ‘perfect’ achievement of 
this outcome look like?

What are the firm deliverables against 
which we can judge success?

Fi
na

nc
in

g

Environmental

Social

Economic

EC3
Rail provides access to leisure activities for the optimal 
number of people

3.2 The network reflects the needs of a 24/7 economy with a 
greater leisure and service focus

Assessed 
on 

pp. 25-26
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There is evidence that rail may currently under-serve 
short-distance leisure journeys…

…partly due to identified challenges in achieving good rail 
links to social activities

“For those living outside London, it can be 
stressful to see a West End show if they are 
worried about missing their last train home.”

Spokesperson, West End musical

This production now begins weekday shows 
half an hour earlier (7pm) – in part to help 
people get home more easily afterwards

CfBT research amongst football supporters 
suggests that rail is by far the most popular 
mode that fans ‘would like to use more’ when 
travelling to matches.  However, fans also 
highlighted several barriers - including poorly 
timed trains, ticket pricing and inflexible 
advance tickets.

“The rail industry does not place sufficient 
emphasis on the economic benefits of leisure 
travel during off peak periods.”

Interviewee D

0.3%

2.6%

10.1%

0%

2%

4%

6%

8%

10%

12%

<5 miles 5 - 50 miles 50+ miles

Proportion of journeys served by rail 
travel (excluding walks under 1 mile)

% of leisure 
journeys on rail: 

1.4%

% of business / 
commuter journeys 

on rail: 4.7%

The ability to support economic value from short leisure journeys is limited by the disconnect 
between local drivers of leisure travel and decision making occurring at a national level

Fi
na

nc
in

g

Environmental

Social

Economic

EC3.1
Rail provides accessible and affordable links to the leisure 
services of town and city centres

Source: Left graph – National Travel Survey
Right commentary – Teneo interviews; Matilda the Musical Press Release; CfBT ‘Door to turnstile’ study, 2013

View of current 
performance:
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Instead, leisure activity is currently predominantly served by car

Leisure travel by mode by time of day (excluding walks under 1 mile)
Mode % of weekday 

leisure journeys
% of weekend 

leisure journeys
Light rail 0.8% 0.7%

Rail 1.3% 1.2%
Bus 1.9% 1.8%

Other 5.8% 5.3%

Walk 8.7% 19.0%

Car / van / 
motorcycle 81.5% 72.1%

Rail achieves a very low penetration of leisure journeys, suggesting a significant opportunity 
to encourage modal shift if barriers to access can be overcome

Fi
na

nc
in

g

Environmental

Social

Economic

EC3.1
Rail provides accessible and affordable links to the leisure 
services of town and city centres

Source: Graph – National Travel Survey

View of current 
performance:
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Supply of rail services is – at points in the day – out of pace with overall demand for travel
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14:59
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15:59

16:00 -
16:59

17:00 -
17:59

18:00 -
18:59

19:00 -
19:59

20:00 -
20:59

21:00 -
21:59

22:00 -
22:59

23:00 to
end of
service

Proportion of weekday journeys 
and capacity by time of day

55% of rail journeys are made in the 
am and pm peaks, carried on 40% of 

total capacity

Source: Graph – DfT Rail Statistics, National Travel Survey

View of current 
performance:

Rail demand is tightly focused into the two daily peak periods, while there appears to be 
capacity available to serve a greater proportion of total off-peak demand

Fi
na

nc
in

g

Environmental

Social

Economic

EC3.2
The network reflects the needs of a 24/7 economy with a 
greater leisure and service focus

Rail serves little of the 
‘school run’ demand – but 

this is a peak for other modes

By contrast, the inter-peak 
period (10am – 5pm) carries 
38% of total rail capacity but 
only 32% of total rail journeys

Key

Rail capacity (% of total)

Journeys on all modes 
(% of total)

Rail journeys (% of total)

Rail network underserves 
evening travel
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The picture by day of week is similar, with weekends now a material market that appears under-served by rail

0%

2%
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14%

16%

18%

20%

Monday Tuesday Wednesday Thursday Friday Saturday Sunday

Proportion of journeys by 
day of week

Approximately 25% of journeys across all 
modes are made at the weekend, which 
compares to only 16% of rail journeys

“Weekend travel is important to 
support the leisure industry, but in 
my view the rail industry doesn’t 
value this as highly as its role in 
supporting commuting.  Elements 
like the engineering calendar do 
reduce flexibility to serve this 
market.”

Interviewee A

Source: Graph – National Travel Survey

View of current 
performance:

Rail’s proposition should align with broader journey demand, including for weekend travel, to 
maximise the economic benefits it can deliver

Fi
na

nc
in

g

Environmental

Social

Economic

EC3.2
The network reflects the needs of a 24/7 economy with a 
greater leisure and service focus

Rail predominantly serves a weekday market; within 
this, ONS data suggests approximately half of rail’s 
weekday journeys are in connection with commuting

Key

Journeys on all modes 
(% of total)

Rail journeys (% of total)

“You could say that many of 
the urban rail networks don’t 
fully appreciate the role that 
rail should be playing in 
serving the leisure and 
business markets.  You do 
get the impression that the 
commercial incentives are 
not there…to promote the 
development of off-peak 
services.”

Interviewee C
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Desired outcome

Economic 4

Key outputs to deliver this
4.1 The rail network minimises the ‘dead cost’ of economic 

travel

Rail offers a productive and supportive environment for work and 
leisure travel

“The rail industry minimises the economic cost of time spent travelling and 
allows all passengers to be as productive as possible on the move.”

Aspiration

Assessed 
on 

pp. 28-29

The key outcome the railway exists to 
achieve

What would ‘perfect’ achievement of 
this outcome look like?

What are the firm deliverables against 
which we can judge success?

Fi
na

nc
in

g

Environmental

Social

Economic

EC4
Rail offers a productive and supportive environment for 
work and leisure travel
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Non-productive - Poor
connection

Productive journeys Opportunity - Potentially
productive journeys

A material number of passengers would be more productive if the on-train environment was better suited for work

View of current 
performance:

Indicatively, almost a third of business and commuting journeys could be made more 
productive through from improved facilities for working

Number of 
journeys

64% of rail commutes and 50% of business journeys 
occur during the peak. 14% of these passengers are 

standing (and therefore unable to work).
Net result: 81m non-productive journeys due to 

crowding

75% of rail passengers use, or would like to 
use, the internet - but 54% of these have 

problems with poor connectivity
Net result: 360m non-productive 

journeys due to connectivity

Of passengers with connectivity 
issues, 83% claim they would be more 
productive if the connection was more 

reliable
Net result: Potential 298m journeys 

could be made more productive

Fi
na

nc
in

g

Environmental

Social

Economic

EC4.1
The rail network minimises the ‘dead cost’ of economic 
travel

Source: Graph – NTS, ONS, Steer Davies Gleave, Teneo modelling and analysis 

Every year there are 
971m business and 
commuting journeys 

on the railway

 Wi-Fi connectivity is the most 
common improvement requested by 
passengers

 Gains here have the potential to 
increase passenger satisfaction and 
revenue
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Benefit if crowding reduced

£1.5 bn

Benefit if connectivity improved

£4.6 bn
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Economic Benefit

“Good connectivity means I worry less about 
the overall journey time. I just need certainty  
over the time I will arrive in London and then I 
can do my work on the train.”

Interviewee A

“Network Rail is well-placed to use its 
expertise and assets to deliver lineside 
connectivity, but the incentives aren’t there 
because the benefit will accrue to operators.”

Interviewee E

“Free wi-fi is a priority for many as being able 
to keep up with work, connect with friends... 
[it] helps make rail travel more productive.”

Claire Perry, Former Rail Minister

View of current 
performance:

Giving these passengers the tools to remain productive would have material economic 
benefits for the wider economy, but requires collaboration between different stakeholders

The potential value that could be unlocked by making 
travel more productive is very material….
Lost economic benefit or ‘dead cost’ from increased congestion and poor 
connectivity on the railway

… With industry experts recognising this as a key priority

If those 298m 
passengers are 

equipped with the 
tools to be productive, 

we forecast £4.6bn 
economic benefit 
based on current 
productivity levels

Source: Graph - NTS, ONS, Steer Davies Gleave, Teneo modelling and analysis

“We need to address the signal blackspots on 
the network.  I wouldn’t be surprised if 5G is 
soon far quicker and easier than using on-
train WiFi, so ensuring strong 5G network 
coverage will be crucial.”

Interviewee H

If all standing business 
and commuter users 

were able to sit and be 
productive on their 
journeys it could 
generate £1.5bn

Fi
na

nc
in

g

Environmental

Social

Economic

EC4.1
The rail network minimises the ‘dead cost’ of economic 
travel
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Current performance Trend over last decade Future pressure if no change

Rail is well-positioned to serve 
commuters in urban environments in 

traditional 9-to-5 employment

Rail’s penetration of commuter journeys 
has increased steadily amidst the growth 

of cities

Changing working habits are increasing 
the demand for non-traditional commuter 

journeys that rail is not currently well-
positioned to serve

Although rail successfully increases the 
catchment of cities, a material portion of 

GB does not live near a station

The housing shortage in GB has 
highlighted the importance of rail to 

support the building of new homes that 
are well connected to major towns/cities

Relatively few new developments are 
within 20 mins of the rail network, and the 
pace of expanding the network with new 

stations is fewer than 5 p.a.

Rail has low penetration of the leisure 
market with a supply/demand imbalance 

for off-peak journeys 

Elements of railway planning have 
presented barriers to serving changing 

travel patterns (e.g. possessions 
strategy)

Drivers of city footfall (e.g. retail) are 
likely to continue to weaken, and 

technology will continue to reduce travel 
for social interaction.

Poor connectivity and crowding adversely 
impact rail users’ ability to remain 

productive while travelling

Rail has been slow to adjust to the 
increasing demand for connectivity; WiFi

availability inconsistent

Rapid technological advances will 
increase customers’ expectations around 
an ‘always on’ connected and productive 

environment

Economic outcomes
Summary of current performance and future opportunities Fi

na
nc

in
g

Environmental

Social

Economic

3  

Economic 3

Rail provides access to 
leisure activities for the 

optimal number of people

2 ➔ 

1 

2 

Economic 4

Rail offers a productive 
and supportive 

environment for work and 
leisure travel

Economic 2

Rail supports housing 
development, increasing 
the catchment of cities

Economic 1

Rail serves travel-to-work 
requirements for the 

optimal number of people
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Desired outcome

Social 1

Key outputs to deliver this
1.1 Rail is an affordable mode of transportation for as many 

people across Great Britain as possible

Rail is accessible and affordable to as broad a section of the 
population as possible

“Rail has a consistent mode share of trips made by each income quintile, 
once normalisation adjustments have been made for the different types of 

trip people currently make.”

Aspiration

Assessed 
on 

pp. 32-34

The key outcome the railway exists to 
achieve

What would ‘perfect’ achievement of 
this outcome look like?

What are the firm deliverables against 
which we can judge success?

Rail is available and accessible to as broad a section of the 
population as possibleS1
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The cost of rail fares is creating an increasing 
affordability gap as fares rise faster than inflation…

…and while rail does have some very low fares, these tend 
to be for more discretionary journeys

View of current 
performance:

In recent years, the industry’s approach to fares has grown the affordability gap – and better 
value fares tend to cater to specific, mainly discretionary, markets
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Key

The rail network has become less and less 
affordable since 2008 as fares have risen 
faster than growth in disposable income

Growth since 2008
39%

23%

Indexed Standard Return Fares – London to Manchester

The multiple between the  
cheapest and most 

expensive Standard fare for 
the intercity journey between 
London and Manchester has 
grown materially since 1993, 

and is now 3.9x (2019)

Indexed Standard Return Fares – London to Basingstoke

Indexed ticket prices and disposal income, 2008 - 2018

S1.1
Rail is an affordable mode of transportation for as many 
people across Great Britain as possible Fi
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Economic

Source: Left graph – ONS, Lennon ticketing and revenue database
Right graphs – National Fares Manual 1993 / 2008, ONS, National Rail Enquiries

For less discretionary 
journeys, this multiple has 
changed much less over 

time (a combination of more 
limited movements at both 

ends of the range)

2.6x

3.9x

2.0x
2.0x

Cheapest available fare Most expensive available fare
Key
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View of current 
performance:

Over time, growth in rail fares has reduced its attractiveness relative to car – there is a 
challenge for rail to remain competitive if fuel costs should fall further

S1.1
Rail is an affordable mode of transportation for as many 
people across Great Britain as possible Fi
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Economic
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Gains in car efficiency have offset fuel cost 
increases, such that the overall price of 

motoring has remained broadly flat, while 
rail prices have increased by 72%

Growth in cost per km travelled, 
by different modes of transport

Growth 
since 2000

128%

72%

47%

(2%)

The cost of travelling by rail has risen faster than the cost of making a car journey

Source: DVLA, LENNON, ONS, Society of Motor Manufacturers and Traders (SMMT)

Key

Motoring: Fuel costs

Bus and coach fares

Rail fares

Motoring: Fuel costs 
plus efficiency benefit

While bus fares appear to have grown faster 
than rail fares over the period shown, they 

remain much lower in absolute terms
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Using travel within London as an example, use of the rail network by low income households far below that of higher income 
groups

View of current 
performance:

The impact of rail’s current pricing structure (both absolute and relative) impacts access to 
the network for low income households. This also limits the social outcomes rail can deliver

S1.1
Rail is an affordable mode of transportation for as many 
people across Great Britain as possible Fi
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Economic

Source: Transport for London – Drivers of demand for travel in London report
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While London’s lower income households 
make fewer journeys across all modes, this 

trend is much more prominent on the rail 
network – a reflection of its higher cost of use

Key

Underground / DLR

National Rail / 
Overground

All modes
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Desired outcome

Social 2

Key outputs to deliver this 2.1
The rail network offers a service that is used by a broad 
cross-section of the population and works across all 
different types of journey

Rail has a diversified user base

“Rail is be a relevant mode of travel for all types of journey that people make, 
and have a similar share of journeys across customers of all age groups.”

Aspiration

Assessed 
on 

pp. 36-38

The key outcome the railway exists to 
achieve

What would ‘perfect’ achievement of 
this outcome look like?

What are the firm deliverables against 
which we can judge success?

Rail has a diversified user base
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S2

2.2 The railway is integrated with other transport modes to 
offer users an efficient door-to-door service

Assessed 
on 

p. 39
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Highest income quintile

Second income quintile

Third income quintile

Fourth income quintile

Lowest income quintile

Access to a car

No access to a car

0 - 20

20 - 40

40 - 60

60 +

Commuting

Leisure

Busienss

Male

Female

0%

20%

40%

60%

80%

100%

By car availibility By income quintile By age By Gender By journey purpose

The railway currently serves a predominantly young, and affluent, customer group

Proportion of rail journeys

There may be 
opportunity to make 
rail more accessible 
to the young and old

Reducing fares 
could increase 

accessibility to low 
income quintiles that 

use rail less

c. 33% of people 
do not have access 

to a car, and are 
more likely to rely 
on rail for social 

inclusivity

View of current 
performance:

The rail network in Great Britain could be made more inclusive and accessible by addressing 
the current bias towards young, wealthy commuters

S2.1
The rail network offers a service that is used by a broad 
cross-section of the population and works across all 
different types of journey Fi
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Economic

Source: Graph – National Travel Survey

Better catering to 
non-commuter 
journeys could 

diversify rail’s user 
base

There may be 
opportunity to make 

the railway more 
accessible for 

women (51% of 
pop’n – 44% of trips)

Business

 There are 
many potential 
approaches to 
segmenting the 
customer base 
of the railway

 We take a 
high-level view 
(right) of some 
of the key 
social 
characteristics 
of rail users

 This helps  
understand 
where there is  
opportunity to 
serve a more 
representative 
cross-section 
of the 
population
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Rail has an uneven share of journeys for different purposes, 
with a skew toward commuting and business travel…

Rail mode share of different journey types

View of current 
performance:

There is a clear opportunity for rail to grow its share of non-commuting journeys – a key 
opportunity is to gain share of leisure journeys from car

S2.1
The rail network offers a service that is used by a broad 
cross-section of the population and works across all 
different types of journey Fi
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Economic

…while leisure travel is still predominantly served by car 
travel

6.9% 6.8%

2.1%

1.2%
0.9% 0.7% 0.4%
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Shopping and Leisure journeys by transport mode1

Car and 
Taxis, 69% 

Walk, 21% 

Bus, 6% 
Rail, 1% 
Other, 4% 
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Leisure trips by mode

Note: 1) Car and Taxis include journeys where the traveller was either the driver or a passenger, whilst Other includes bicycles, London underground, air and light rail
Source: Left graph – National Travel Survey 

Right graph – National Travel Survey
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There is also an uneven degree of use across age bands… …and preferences for rail versus other modes also varies 
materially by age

25%

51%

53%

56%

55%

64%

66%

75 and
above

65-74

55-64

45-54

35-44

25-34

16-24

Proportion of age bracket that has used rail in the last 12 months

Source: Graph – DfT Public Attitudes Towards Transport

View of current 
performance:

Evidence suggests rail is less attractive to older passengers – whereas car becomes 
increasingly more attractive – suggesting there is more to do to widen accessibility of rail

S2.1
The rail network offers a service that is used by a broad 
cross-section of the population and works across all 
different types of journey Fi
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Current usage patterns show that most people that use the 
train live close to a station…

…and there are a number of additional barriers to making 
effective door-to-door journeys

More than 30 
minutes

More than 30 
minutes

21-30 minutes
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Population Rail journeys

Despite making up c. 
56% of the population, 

people who live over 20 
minutes from the station 
make up less than 25% 
of journeys, suggesting 

that they find it difficult to 
use as an integrated 
door to door service 

alongside other modes

Population and rail journey segmented by 
distance walk to nearest train station

Walk

Car / van

Underground

Bus / coach

Other
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Method of travel to train station

Method of travel to train station

Approximately 50% of journeys 
to rail stations are made by 

walking, with users appearing to 
find it difficult to link other modes 

of transport

“Its always difficult to link other 
modes of transport with rail, 
often due to a lack of 
infrastructure, which puts a lot of 
potential rail users off.”

Interviewee C

View of current 
performance:

Users currently find it difficult to integrate rail journeys with other modes of transport, 
limiting the proportion of the population that uses it

S2.2
The railway is integrated with other transport modes to 
offer users an efficient door-to-door service Fi
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Economic

Source: Left graph – DfT Public Attitudes Towards Transport, Teneo modelling and analysis
Right graph and commentary – DfT Public Attitudes Towards Transport, Teneo interviews, modelling and analysis
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Desired outcome

Social 3

Key outputs to deliver this 3.1 The rail network meets the different social needs of 
different parts of Great Britain

The benefits of the rail network are optimally balanced between regions 
and cater to local requirements

“Rail provides a comparable service quality across each region with the 
social and economic return on investment broadly equitable - where the 

returns are different because the network is of different size or extent, the 
degree of funding reflects this.”

Aspiration

Assessed 
on 

p.,41

The key outcome the railway exists to 
achieve

What would ‘perfect’ achievement of 
this outcome look like?

What are the firm deliverables against 
which we can judge success?

3.2 Rail needs to provide a strong return on investment 
across all regions

Assessed 
on 

p. 42

The benefits of the rail network are optimally balanced 
between regions and cater to local requirements Fi
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5-year
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Benchmarking analysis of the performance of rail in the different regions of the UK shows stark variation

East of England
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Service Quality Rating 
(out of 100%)

Accessibility Rating (out of 100%)

 Analysis conducted by Teneo for CfBT in 2018 benchmarked rail 
services in each GB region based on a large number of 
quantifiable metrics:

Bubble size = Growth & Usage 
Rating where bubble shown  = 25%

Key

View of current 
performance:

There are very clear variations in usage of the railway, its accessibility and service quality on 
a regional basis across Great Britain
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S3.1
The rail network meets the different social needs of 
different parts of the UK

Source: Graph - ORR, National Rail Passenger Survey, National Travel Survey, DfT Rail Statistics, DfT Public Attitudes Towards Transport, Transport Statistics 
Great Britain, CfBT research and analysis, Teneo modelling and analysis
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Analysis on government subsidies and effective ‘returns on investment’ also demonstrates wide variation across regions
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Government subsidy (bars) “Return on government investment” calculated as the GVA generated 
by commuters who use the rail network over the subsidy cost

London, the South East and East of 
England receive relatively low 

subsidies, but have a high proportion 
of people commuting via rail, driving 

a relatively high “return”
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View of current 
performance:

The disparity in “return” on investment prompts the question on how best to focus 
investment for the most effective achievement of socio-economic outcomes
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S3.2
Rail needs to provide a strong return on investment across 
all regions

Source: Left graph – ORR, Teneo modelling and analysis
Right graph - ORR, Transport Statistics Great Britain, ONS Regional GVA, Teneo modelling and analysis

Subsidy per passenger km

Government Subsidy
Key
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Current performance Trend over last decade Future pressure if no change

The absolute cost of rail fares is high, 
pricing lower income groups out of the 

market

Rail fares have grown faster than 
disposable income and costs of 

motoring, creating ‘transport poverty’ for 
a growing segment of the population

The RPI+X mechanism may continue to 
put upward pressure on fares, 

accentuating the current affordability gap 

The railway disproportionately serves 
younger, more wealthy commuters –
with far lower participation from other 

user segments

The rail network has been slow to adjust 
to demographic shifts and changing trip 

patterns

Continued changes in demographics and 
trip patterns may further increase the 

misalignment between rail’s offering and 
the needs of the broader population

Overall rail accessibility, service quality, 
usage and social benefit varies 
materially between regions and 

operators 

Regional growth and rail requirements 
continue to diverge, but the network has 

largely maintained a one-size fits all 
approach

The rail network may be unable to 
appropriately serve all regions and adapt 

to changing local requirements 

Social outcomes
Summary of current performance and future opportunities

Social 1

Rail is available and 
accessible to as broad a 
section of the population 

as possible
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Social 2

Rail has a diversified user 
base

Social 3

The benefits of the rail 
network are optimally 

balanced between 
regions and cater to local 

requirements 1 

1 

1 
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Desired outcome

Environmental 1

Key outputs to deliver this 1.1 Rail is an environmentally efficient way to serve 
passenger journey demand both now and in the future

Rail ensures that the transport sector reduces its carbon emissions in 
line with Government policy 

“The total carbon footprint of transport in the UK is minimised, and the rail 
industry play a leading role in achieving environmental efficiency.”

Aspiration

Assessed 
on 

pp. 45-47

The key outcome the railway exists to 
achieve

What would ‘perfect’ achievement of 
this outcome look like?

What are the firm deliverables against 
which we can judge success?

1.2 Rail minimises carbon emissions of the freight industry, 
both directly and by alleviating congestion

Assessed 
on 

pp. 48-49

Rail ensures that the transport sector reduces its carbon 
emissions in line with Government policy Fi
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nc

in
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EN1
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EN1.1
Rail is an environmentally efficient way to serve passenger 
journey demand both now and in the future

View of current 
performance:

Despite limited reductions in transport emissions since 2007, rail travel and its environmental 
efficiency is key to achieve the 2007 Climate Change Act goals going forward

Rail Sustainable Development Principles highlight the 
environmental importance of rail…

…and the railway is key to helping support Great Britain in 
achieving its carbon emissions targets
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 Two of the RSSB’s Rail Sustainable Development Principles highlight 
the importance of improving the environmental efficiency of the rail 
system 
1. Reducing our environmental impact 

– Operate and improve the rail network in a way that minimizes the 
negative impacts and maximizes the benefits of the railway to 
the environment

2. Carbon Smart 
– Achieve long-term reductions in carbon emissions through 

improved energy efficiency, new power sources and modal shift

 The Railway has already made significant progress against these 
objectives, with emissions per passenger set to fall by 38% between 
2002 and the end of 2019
– However, the cancellation of electrification schemes and changing 

travel habits may cause a stagnation in these improvements
– The introduction of disruptive technologies in other transport sectors 

could also make them relatively more environmentally sustainable 
than rail

Key
Mt CO2 emissions

 The Climate Change Act 2007 set the UK’s emission reduction targets
– It aims to reduce greenhouse gas emissions by at least 80% by 

2050, with interim 5-year budgets

 Although the UK has already reached the Government’s target 2018-
2022 levels, the transport industry has made limited contribution to this

Source: Graph – National Atmospheric Emissions Inventory, ONS
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Of the major modes of passenger transport, rail is currently 
the most efficient in terms of CO2 emissions…

…and there would be material further emissions benefits 
from transferring additional journey demand to rail
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Emissions saved by switching 75% of car journeys to rail, 2018CO2 g/ passenger km by transport mode, 2015

View of current 
performance:

Rail currently releases 85% less emissions per passenger km than other modes of transport -
if 75% of car journeys could be shifted to rail, overall GB emissions would reduce by 10%

Cars currently make up c. 
55% of transport emissions, 

but moving 75% of these 
journeys to rail could reduce 
transport emissions by 38% 
and total emissions by 10%1

Notes: 1) In practice, all car journeys may not be transferable to the rail network and capacity / financial constraints would have to be considered
Source: Left graph - ONS, Teneo modelling and analysis

Right graph - ONS, Teneo modelling and analysis
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EN1.1
Rail is an environmentally efficient way to serve passenger 
journey demand both now and in the future
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Forecast number of electric vehicles on the road in different scenarios

View of current 
performance:

There may be opportunity to explore further electrification projects to ensure that the railway 
remains the most environmentally efficient way to travel

Source: Graph - National Grid

Going forwards, electric vehicles are set to become far 
more common over the next 20-30 years…

…and are expected to be materially more environmentally 
friendly than existing road transport
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EN1.1
Rail is an environmentally efficient way to serve passenger 
journey demand both now and in the future

 Electric Vehicles (EV) produce no emissions whilst running, making them 
more CO2 efficient than rail
– National Grid forecasts that 6.7m to 25.1m cars in GB will be electric 

by 2050, representing 19% to 100% of all vehicles on the road

 Going forward, the railway will have to reduce emissions, potentially 
through electrification, to compete with the efficiency of electric cars

– Several electrification projects have been cancelled, such as the 
Electric Spine, which is expected to have an adverse long term 
environmental impact

 There are a number of active industry initiatives to develop hydrogen 
traction, which only emit water, including project breeze (Eversholt & 
Alstom)
– The technology is currently being prepared for trial and could be in use 

on commuter lines by 2021

 Ultimately, the most environmentally friendly form of travel is no travel at all
– “It’s important to promote sustainable modes of transport, that goes 

beyond rail – it means promoting walking and cycling too.”
Interviewee C
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Rail is also a more environmentally efficient method of 
freight transport than road …
Freight emissions by road and rail in CO2 g/ tonne km, 2009

View of current 
performance:

As with passenger services, freight rail could directly reduce the environmental impact of 
transportation if penetration increased

Currently, rail freight produces 
76% less carbon dioxide, 90% 
less NOx and more than 90% 

less PM10 than road freight. This 
can be further improved with 

electrification

…and there would be material direct emissions benefits 
from transferring additional freight demand to rail
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Rail, 0.3 Mt
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Road freight currently makes 
up c. 92% of freight emissions, 

but moving 50% of these 
journeys to rail could reduce 
freight emissions by 35% and 

total GB emissions by 1%1

Potential emissions that could be saved by switching 50% of road freight 
journeys to rail, 2017

Notes: 1) In practice, it may not be possible to transfer 50% of road freight to the rail network and capacity, water freight and financial constraints would have to be considered
Source: Left graph - Network Rail

Right graph - ONS, Teneo modelling and analysis 
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EN1.2
Rail minimises the carbon emissions of the freight industry, 
both directly and by alleviating congestion
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View of current 
performance:

Freight also has the potential to drive a range of indirect environmental benefits from reduced 
road congestion, particularly if electrification projects are pursued

 Greenhouse gasses and air pollutants are 
emitted at their highest levels at low uneven 
speeds (congestion) and at high speeds on
motorways

 Reducing congestion allows cars to drive more smoothly, therefore 
releasing less pollutants than when driven in a stop-start way

 By taking trucks off the road, rail freight appears to reduce congestion 
by 5.5% up to 20% in some areas, leading to environmental benefits

Transferring freight from road to rail could reduce 
congestion and lead to indirect environmental benefits…

…to maximize these benefits and the efficiency of rail, 
further electrification is required

Reduction in congestion from switching road freight to 
water and rail, 2015

“From Felixstowe up the West Coast is 
currently electrified while inland and East 
Coast is all diesel and less environmentally 
friendly, with the cancelation of electrification 
schemes proving very detrimental.”

Interviewee F

“Rail freight emits materially less emissions 
than road freight with both direct and indirect 
congestion benefits that must be included in 
any business case.”

Interviewee F

One rail freight train can replace 43 to 77 
HGVs. That saves 6.6m lorry journeys a year.

Network Rail research

20% 

5.5% 

- 10% 20% 30%

Congested areas

All vehicles Drop in congestion

Environmental benefit

Fi
na

nc
in

g

Environmental

Social

Economic

EN1.2
Rail minimises the carbon emissions of the freight industry, 
both directly and by alleviating congestion

Source: Left graph – Metropolitan Transport Research Unit  (MTRU)
Right commentary – Teneo research, interviews and analysis
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Desired outcome

Environmental 2

Key outputs to deliver this
2.1 Rail limits the amount of air pollutants released to be in 

line with other modes of transport

Rail supports better air quality by minimising Britain’s exposure to 
pollutants

“The rail network drives the change towards a cleaner Britain, improving air 
quality in cities and reducing including NOx, PM and CO emissions.”

Aspiration

Assessed 
on 

p.51

The key outcome the railway exists to 
achieve

What would ‘perfect’ achievement of 
this outcome look like?

What are the firm deliverables against 
which we can judge success?

Rail supports better air quality by minimising Britain’s 
exposure to pollutants Fi

na
nc

in
g

Environmental

Social

Economic

EN2
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Currently, rail’s performance on noise and air pollution presents more of a mixed picture

View of current 
performance:

To minimise its broader environmental impact, secondary rail pollutants such as CO and 
particulate matter must also be reduced in line with other modes of transport

Fi
na

nc
in

g

Environmental

Social

Economic

EN2.1
Passenger rail limits the amount of air pollutants released 
to be in line with other modes of transport

(125%)

(75%)

(25%)

25%

75%

125%

CO NOx PM102000 2016 2000 2016 2000 2016

CO at ground level can form ozone which 
contributes to respiratory problems in 

children and the elderly. Rail consistently 
produces less CO than cars, but the gap is 

narrowing

Particulate matter (PM) reduces visibility and 
also contributes to respiratory problems. Rail 

increasingly produces more  particulate 
matter than cars

Rail emissions of other air pollutants relative to those of cars and taxis (per passenger km)

NOx can form smog, acid rain, PM, and 
ground level ozone. Since 2005, rail has 

produced more NOx than cars, but this gap 
is narrowing

Source: Graph – ONS, Teneo modelling and analysis 

Rail Worse

Rail Better
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Environmental outcomes
Summary of current performance and future opportunities Fi

na
nc

in
g

Environmental

Social

Economic

Current performance Trend over last decade Future pressure if no change

Rail releases materially less carbon 
emissions per passenger KM than cars 

and taxis

Increased penetration of rail travel has 
supported a reduction in carbon 

emissions; However electrification 
schemes have been cancelled causing a 

stagnation in environmental advances

The adoption of electric vehicles is 
expected to make rail a relatively less 

carbon efficient way to travel

Rail releases more air pollutants per 
passenger km than other modes of 

transport

Rail has made limited reductions in the 
amount of air pollutants emitted while 

road transport has made relatively 
quicker improvements

Improvements in road technology may 
further reduce air pollutants, putting 

pressure of the relative environmental 
efficiency of rail

Environmental 1

Rail ensures that the 
transport sector reduces 
its carbon emissions in 
line with Government 

policy 

Environmental 2

Rail supports better air 
quality by minimising 
Britain’s exposure to 

pollutants

1 

3 ➔



Teneo     45

The outcomes Great Britain needs from its railway 03

The challenges facing the railway 45

The financial environment in which the railway operates 52

Options to maximise the value of the railway 61

Appendix 75

Agenda



Teneo     46

Challenges facing the railway
In practice, there are a range of challenges to the industry 
delivering these key outcomes

Consumer

Operational

Financial Structural

Societal

Challenges must be 
evaluated concurrently, 
considering trade-offs 
and recognising that it 
may not be possible to 

deliver all outcomes 
simultaneously

Consumer 
challenges

Operational 
challenges

Structural 
challenges

Financial 
challenges

Societal 
challenges

Challenges in relationships 
between stakeholders driven by 

industry structure and culture 
as well as the lack of flexibility

Challenges faced by 
passengers using the system 
and by the industry in serving 

their changing needs

Challenges interpreting  
and balancing what the 

country collectively 
needs from the railways

Challenges to securing 
sufficient finances to support 
desired expenditure and in 

balancing how rail is funded

Challenges to 
delivering safe and 

reliable operations with 
sufficient capacity
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Top 5 Challenges

Consumer challenges
Challenges faced by passengers using the system and by the 
industry in serving their changing needs

Future evolution, if no change

Degree of challenges to outcomes

Impact on railway finances

Text

Summary

Economic MEDIUM

Social HIGH

Environmental MEDIUM

INCREASE

MEDIUM

 Consumer needs are continually 
evolving, increasing the challenge for the 
rail industry to stay ahead of these 
requirements

 As fare prices increases, users expect 
improvements in customer experience to 
demonstrate value for money

 Addressing consumer challenges is likely 
to require increased investment
– However, there is a trade-off with 

addressing affordability challenges 
as this would lower farepayer funding

Consumer

Financial Structural

Societal

Role of 
competition

• Service quality and price may be impacted by a lack of competition on many routes 
with operators having limited incentive to innovate to differentiate themselves

• At an individual market level, the CMA plays role in ensuring appropriate 
competition is maintained across rail and other public transport modes; this activity 
is currently most prominent around franchise award and could be extended further

– “London – Birmingham is a great example of how competition can improve 
customer experience and reduce price, particularly for inter-city travel.” 

Interviewee G

Affordability

• The current RPI+X mechanism that creates an upward pressure on fares and does 
not consider elements such as affordability, competition or service quality

– “The current fares structure is a barrier to socioeconomic goals as it leads an 
increasing affordability gap pricing out much of the population.”

Interviewee B

Simplicity and 
reliability

• Less than 30% of the population claim to fully understand rail ticketing structures, 
with many claiming they are over-complicated and perceiving low value for money 
given recent high profile performance challenges1

Door-to-door 
journey 
requirements

• The fragmented nature of the wider transport industry, particularly bus, makes it 
challenging to achieve multi-modal integration and enable end-to-end journeys

– “The current structure is effectively designed to prevent integration.”
Interviewee G

Changing user 
expectations

• Improvements in technology has led to changing customer expectations, but the 
railway is slow to respond to these changes versus other industries

– “Users expect the railway to embrace new technology, but the Government’s 
slow Wi-Fi roll-out of as a franchise commitment exemplifies the challenge.”

Interviewee A

Source: 1DfT – Public Attitudes Towards Train Travel

Operational
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Top 5 Challenges

Future evolution, if no change

Degree of challenges to outcomes

Impact on railway finances

Text

Summary

Economic HIGH

Social MEDIUM

Environmental MEDIUM

INCREASE

HIGH

 Despite changing working patterns, 
capacity challenges in the peak are 
expected to continue 
– Meanwhile engineering is expected 

to pose an increasing barrier to the 
demands from a 24/7 economy

 The industry cost base is high relative to 
other countries due to operational, 
staffing and infrastructure challenges
– “Operational challenges mean that 

efficiency improvements can only 
lead to cost savings of about 8-10%.”

Interviewee E

Increasing 
capacity

• The network faces a overcrowding and capacity challenges in the peak when there 
is a spike in rail journeys, but the network is unable to handle additional services

– “The marginal cost of an extra seat in peak periods is extremely high as the 
network is already running so close to capacity.”

Interviewee E

Modernising 
staffing

• Industrial relations challenges, regulation and passenger needs means that it is 
difficult to drive a new approach to staffing

– “The cost of staffing the railway is far too high, and many of the roles we have 
are no longer necessary or could (or should) be replaced by systems.”

Interviewee B

Uncertain 
asset base

• The GB rail network is the oldest in the world with an unpredictable, ageing asset 
base that is costly to maintain and difficult to replace without  material disruption

– Furthermore, a lack of clear knowledge of the state of network makes it difficult 
to predict improvement costs and ensure fiscal responsibility

– “The underlying risk in rail assets is a key factor that dissuades investors.”
Interviewee E

Appropriate 
safety and 
cost balance

• A focus on safety and strict regulations can increase costs, while also make it 
difficult to realise innovation, drive investment or change working habits

– “While GB’s network is the safest in the world, this focus is counterproductive if 
‘perfect’ becomes the enemy of ‘good’ and increases costs excessively.”

Interviewee G

Managing 
asset 
maintenance

• Managing asset maintenance through engineering work and possessions is 
perceived to limit hours of operation and prohibit the development of a 24/7 market

– “Determining engineering schedules requires balancing disruption, cost, benefit 
to performance and broader societal goals, all of which can be conflicting goals.”

Interviewee A

Operational challenges
Challenges to delivering safe and reliable operations with 
sufficient capacity

Consumer

Financial Structural

Societal Operational
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Top 5 Challenges

Structural challenges
Challenges in relationships between stakeholders driven by 
industry structure and culture as well as the lack of flexibility

Consumer

Financial Structural

Societal

Co-operation & 
aligned incentives

• There is currently a disconnect between key cross-industry stakeholders, 
with each motivated by individual incentives and goals

– For example, attempts to form alliances between Network Rail and TOCs 
have struggled to align both operationally and commercially

– “The goals of each rail organisation are not necessarily aligned, which 
can make it difficult to instigate change.”

Interviewee D

Flexibility

• Established industry mechanisms (e.g. franchise procurement) are 
structured in a rigid way with parameters set far into the future

– This limits flexibility to respond to changes in the external or internal 
environment, or leads to protracted processes when Change is granted

Facilitating 
innovation & 
incentivising risk

• The current franchise model offers limited upside but large downside risks 
for the private sector, which limits stakeholder appetite to innovate

– Bid process also make it difficult to evaluate innovation given the 
inherent uncertainty in outcomes or lack of proven track record

Serving different 
passenger groups

• A homogenous franchise structure tends to deliver similar franchises across 
all routes

– “Intercity and regional franchises have different passengers and needs, 
but are structured in a similar way that is sub-optimal for both.”

Interviewee C

National vs. 
regional needs

• The current one-size-fits-all structure of the network leads to most policy 
and service-level decisions being taken at a national level despite regional 
markets having differing individual requirements

– “There is limited flexibility to respond to local needs or for regions to 
independently determine localised social benefit maximising strategies.”

Interviewee H

Future evolution, if no change

Degree of challenges to outcomes

Impact on railway finances

Text

Summary

Economic HIGH

Social HIGH

Environmental HIGH

STABLE

MEDIUM

 Without a transformational shift to the 
current rail network, structural challenges 
are likely to persist

 Not addressing this challenges could 
exasperate regional imbalances and lead 
to a stagnation in service quality

 Addressing structural challenges could 
improve railway efficiency through 
innovation and a joined up approach
– This could lead to long term cost 

saving across the entire network

Operational
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Top 5 Challenges

Financial challenges
Challenges to securing sufficient finances to support desired 
expenditure and in balancing how rail is funded

Consumer

Financial Structural

Societal

Fares 
regulation

• Current fares regulation allows limited flexibility for operators to introduce new 
creative structures that are better aligned with what people are willing to pay

– There is material downside risk and limited upside potential to introducing 
new fares structures that could adapt to changing market conditions

– “Rigid fares structures are no longer aligned with customer needs and 
operators are unwilling to risk adapting these to grow farebox revenue.”

Interviewee D

Investment 
horizons

• Franchise lengths and time-horizon for operators are often much shorter than 
required payback periods for major investment schemes

– “Operators are unlikely to invest in the railway if they will not receive a return 
within the current franchise period.”

Interviewee H

Existing cost 
base

• Much of the rail industry operates on a fixed cost basis with limited opportunity 
to drive quick wins to reduce costs

– “The nature of existing infrastructure and operations means that there is a 
high cost involved with making improvements or changing industry structure.”

Interviewee E

Absolute 
funding

• The absolute level of industry funding is lower than all the desired expenditures
– Service specification and quality must align with the absolute level of funding 

available to the rail industry

Balancing 
funding

• The industry must balance the optimal funding contribution from taxpayers 
versus farepayers (see p.62)

– There are challenges to increasing farepayer funding due to slowing journey 
growth and the level of existing fares, while Treasury has indicated minimal 
appetite to increase taxpayer contributions

Future evolution, if no change

Degree of challenges to outcomes

Text

Summary

Economic HIGH

Social HIGH

Environmental HIGH

INCREASE

 Many of the desired outcomes cannot be 
achieved

 The railway would support less of the 
country’s GVA, hampering future growth 
and connectivity opportunities

 Regional imbalances would increase as 
the railway shrinks down to only the 
profitable inter-city and urban commuting 
routes

 Alternative transport modes become 
relatively more environmentally friendly 
in the absence of significant rail 
electrification

Operational
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Societal challenges
Challenges interpreting and balancing what the country 
collectively needs from the railways

Consumer

Financial Structural

Societal

Holistic business 
case

• There is no formal mechanism to quantify the holistic business case for rail 
development that includes all economic, social and environmental benefits

– “The rail industry is inward looking and does not consider society as a 
whole, only quantifying benefits for individual rail stakeholders.”

Interviewee A

Engagement with 
wider audience

• Due to this inward looking nature, there is insufficient engagement with 
broader social stakeholders to maximise total benefit for Great Britain

– For example, property developers have limited input into rail station and 
infrastructure projects which limits the ability to meet housing objectives

– Similarly, there is limited engagement with (e.g.) entertainment venues to 
ensure that the value of the rail network is maximised for leisure activities

Incentive to 
serve small 
towns

• There is a relative lack of commercial incentive to for operators to support 
smaller cities/towns, given that franchises are large and tend to focus on 
growing core, high-revenue flows

Incentive to 
serve off-peak 
travel

• There is also relatively little incentive to invest in the form of threshold off-
peak service frequency that could materially improve rail’s attractiveness

– “While we try to drive off-peak travel, it is often of secondary importance 
due to lower revenue potential and incentives not being strong enough.”

Interviewee B

Public 
perceptions

• The rail industry has challenges accessing non-users to either generate 
journeys or encourage modal shift of existing journeys

– Perceptions of rail quality are consistently lower among non-users while 
perceptions of price are higher, especially following recent disruption

Future evolution, if no change

Degree of challenges to outcomes

Impact on railway finances

Text

Summary

Economic MEDIUM

Social HIGH

Environmental MEDIUM

INCREASE

MEDIUM

 As travel patterns continue to evolve, the 
railway’s ability to serve new journey 
types to maximise social benefit is 
expected to decline

 Public sentiment towards the railway has 
suffered from crowding, timetable and 
performance challenges in recent years 
and this trend is expected to continue

 The current incentives structure and 
funding balance drives the majority of 
societal challenges

Top 5 Challenges

Operational
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Financial environment
The rail industry could potentially access up to five distinct 
sources of funding to enable the delivery of desired outcomes

Farepayer

Non-farebox 
commercial

Network 
beneficiaries

Private financing

Taxpayer

Fi
na

nc
in

g

Environmental

Social

Economic

Funding source Description Example Considerations Current Use

Funding raised from the 
people who use the railway 

through ticket fares

All other revenue from 
activity on the railway, to 

its customers or on its land

Investment from private 
companies who benefit 

from the rail network

Temporary lending from 
private financiers for 

specific investment projects

Public funding raised from 
taxes and spent by National 

or Local Government

Operator revenue from 
tickets sold

Advertising revenue, car 
parks, retail etc.

Crossrail business rate 
supplement, Port of 

Felixstowe upgrade, etc. 

New wave of ROSCOs 
(e.g. Agility, Rock Rail) 
with greater focus on 

financing

Network Rail grants, 
operator subsidies etc.

High

Med

Low

Low

High

Where are the key 
opportunities to materially 

boost non-farebox income?  
(e.g. advertising, ancillaries)

How can we construct a viable 
model to capture a fair portion 

of increased land and 
development value?

What role should private 
lenders play and how can the 
industry do better at attracting 

and engaging with them?

How can the industry secure 
value-for-money for the funds 
available within HM Treasury 

expenditure limits?

What levers are in operators’ 
control to materially boost 

fares income within regulation 
and acceptable risk?
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Financial environment
Taxpayers and the farebox have always provided the vast majority 
of financial contributions to the industry’s costs

Public funding for the railway as a percentage of overall industry funding has increased marginally since 1994/5, 
largely driven by major infrastructure projects

 The railway is financed by a 
combination of passenger income and 
government funding, with overall 
financing growing at c. 6.5% p.a. 
– Public funding as a share of the 

total has stayed relatively constant 
over the last 20 years

– However, during the construction of 
HS1 (c. 2004-09) additional 
payments were a driver of 
increased government spending

 The exact amount of public rail funding 
each year varies depending on 
government priorities and major 
infrastructure projects
– Major projects have accounted for 

an increasing proportion of rail 
spend since 2009, with almost a 
third of spent on Crossrail and HS2 
in 2017

Key

Public funding as a % of total funding

1994-99 1999-04 2004-09 2009-14 2014-18

34% 37% 50% 40% 35% 

Government funding and farebox revenue of the railway in 2017/18 prices

Over time, an increasing proportion of the funding requirement has been shifted to farepayers - though 
there is still significant reliance on taxpayer support
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Environmental
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Economic

-

£2bn

£4bn

£6bn

£8bn

£10bn

£12bn

1994–95 1997-98 2000-01 2003-04 2006-07 2009-10 2012-13 2015-16

Passenger Income

Govt. funding (inc. Crossrail & HS2)

Govt. funding (exc. Crossrail & HS2)

Source: Graph – DfT, ONS, ORR
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• The current procurement approach has 
encouraged operators to overbid
– Even a slight underperformance relative 

to bid growth rates can lead to large long 
term losses and threaten the financial 
sustainability of the franchise

• This structure also concentrates operations 
in a small number of contracts which offer 
limited upside but large downside risks 
– The profit margins offered on operating 

contracts do not support large levels of 
risk or capital investment

– Short franchise lengths further drive risk 
aversion as payback period for 
investment and innovation may extend 
past contract end dates

• Operators also have limited scope to 
increase farebox income as there are already 
high fares and slowing dampening
– Fares regulation further limits their ability 

to use creative strategies to drive 
generative journey growth

Financial environment 
However, the industry is facing significant financial challenges 
that will threaten its sustainability under the current funding model Fi

na
nc

in
g

Environmental

Social

Economic

Severity VERY HIGH

Operators

• CP6 expenditure  budgets include up to 
£48bn to operate, maintain, renew and 
enhance the railway
– However only £35bn comes directly from 

government – a 14% fall in real terms 
from CP5

 Due to tight budgets, the funding for 
enhancements is set to fall 49% in real terms 
to £10.1bn, with much of it ringfenced for 
projects not delivered in CP5
– New enhancements do not have a 

specific budget but will be separately 
funded on a case-by-case basis 

 A lack of clear knowledge of the state of 
network makes it difficult to predict 
improvement costs and ensure fiscal 
responsibility
– Money from CP6 has been brought 

forward into CP5 to handle cost overruns 

Severity HIGH

Infrastructure

• Continued tightening of public spending 
means that this the current pressure of 
Government rail budgets is unlikely to be 
reversed – and may end up accelerating
– Given that a significant proportion of 

taxpayers do not use the railway it may 
be difficult to reverse this trend and 
increase treasury contributions

• Furthermore, commencement of construction 
on HS2 will continue to increase the 
proportion of public funding directed to rail 
and rail projects

• Given that there is limited additional money 
for rail, the Government must ensure that 
service level specifications are consistent 
with available financing

Severity HIGH

Treasury
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Financial environment; Growth in taxpayer funding has come under 
pressure from tight government budgets, and some view strong 
taxpayer subsidy as hard to justify

58% of people use 
the railway fewer 
than twice a year

Real-terms public spending has been flat since 2012, -
limiting the opportunity for further transport spending …

…and when considering that many taxpayers don’t use 
the railway at all, further spend appears hard to justify

Government service spending by area, real terms, 2016 prices1 Distribution of railway journeys in Great Britain, 2018 

The rail industry must ensure responsible use of taxpayer funding, to maintain a balance against other 
transport modes and a proportionate spend considering the segment of population that benefits
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Social Protection
Key

Health Education

Transport Public order & safety

Economic Affairs

Other1

Notes: 1)  Other spending includes general public spending, defence, environmental protection, housing & community amenities and recreation, religion and culture
Source: Left graph – HM Treasury – Public Expenditure

Right graph – DfT, NTS

Real growth 
0.4% p.a.
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Financial environment
Nevertheless, the current direct and indirect return on public 
funding is high

Indexed indirect return on rail 
investment

Growth 
since 2002

62%

20%
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Direct and indirect return on government and industry rail investment
Return multiple

0

5

10

15

20

25

Direct return of
govt. rail spend

Direct return of all
rail spend

Indirect return of
govt. rail spend

Indirect return of
all rail spend

The railway has driven an increasing economic return on taxpayer funding, and also on overall spend, 
since 2006

There railway continues to directly and indirectly facilitate 
significant GVA contributions… 

…..with return on both government and overall funding 
increasing materially since 2006

 We calculate the total ‘direct return’ in terms of GVA generated by the 
railway and it’s supply chain from two perspectives
– Return on taxpayer contributions via direct rail support, central 

government and passenger transport grants
– Return on total rail spend including government funding and 

farebox revenue

 We calculate the total ‘indirect return’ in terms of GVA contribution from 
rail passengers that is achieved from two perspectives
– Return on taxpayer contributions via direct rail support, central 

government and passenger transport grants
– Return on total rail spend including government funding and 

farebox revenue

Source: Left graph – DfT, ONS, ORR, TSGB
Right graph – TSGB, ONS

Key

Return on total rail spend

Return on Government funding
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Financial environment; High prices, passenger dissatisfaction and 
slowing journey growth suggest that there are limited 
opportunities to get more from farebox revenue

Increasing fare levels may be difficult as season tickets tend 
to already cost 10-20% of average disposable income…

HigherLower
Key: Season ticket cost as a % of disposable income 

North East
Disposable income / capita: £16.2k
Annual season ticket cost: £1.9k
Cost / disposable income: 12%

North West
Disposable income / capita: £17.5k
Annual season ticket cost: £2.9k
Cost / disposable income: 17%

East of England
Disposable income / capita: £21.4k
Annual season ticket cost: £4.2k
Cost / disposable income: 20%
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…while slowing journey growth and fares regulation also 
pose barriers to revenue growth

Journeys growth has been 
slowing since 2011-12, with 

a y-o-y decline of 1% in 
2017-18, principally due to a 
fall in season ticket journeys

 Growth in farebox revenue can be achieved through either volume or yield 
(or a combination of both)
– From a volume perspective, there has been a marked decline in 

annual journeys growth in recent years due to a range of behavioral 
and economic factors – any future growth would need to reverse this

– Meanwhile, to increase yield materially would prompt an elasticity 
response – and may only be generative in certain market segments

 Ultimately, the restrictions imposed by regulation (or pseudo-regulation) of 
fares can impede operators’ creativity to introduce structures that could 
improve delivery of broader outcomes (such as boosting the off-peak)

There are limitations to the ability to increase contributions from the farepayer in a material way (at least 
in the short-term)

Source: Left graph – ONS, Trainline, Teneo modelling and analysis
Right graph – ORR

% growth in GB rail 
journeys, y-o-y
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Financial environment
Unlocking significant contributions from the three ‘hidden’ funding 
sources has been difficult to date… Fi

na
nc

in
g

Environmental

Social

Economic

Non-farebox 
commercial

Network 
beneficiaries

Private financing

Funding source Description Comment

“Much of the remaining plots of land are small, and NR must 
partner with other nearby landowners to make sizeable new 
developments.”

Interviewee A
“Other international models for land value capture and TfL
examples cannot be easily used outside London without 
legislative support.”

Interviewee C

“International pension funds are common investors in the rail 
industry, they demand predictability of income with capped 
downside risk.”

Interviewee F
“It is hard for investors to assess the true condition of our 
Victorian assets. The risky asset base compounds with the 
risky nature of the business to deter private investment.”

Interviewee E

“Facebook is worth $400bn+ for advertising to you a few 
minutes each day – we have millions of people on our railway 
for hours every day but with very little advertising revenue to 
show for it.”

Senior Industry Expert

 Non-farebox income typically accounts for only 9.5% of TOC 
revenue, and unlocking further revenue has proven difficult to date
– For example, incremental charges for ancillary services (e.g. 

seat reservations, Wi-Fi, etc.) may not be perceived as strong 
value-for-money by customers

 Global railways, including Hong Kong, provide examples of more 
diversified commercial activity (e.g. property development at 
stations). While the structure of the UK network differs, it is 
appropriate to think more broadly about non-farebox opportunities

 The balance of private and public financing is an important issue –
and a trade-off between availability of capital and the overall cost 
(i.e. once cost of capital is taken into account) of privately-financed 
projects

 A number of factors may be dissuading private investors from 
participating in railway projects:
– Slowing passenger growth and changing working styles which 

could impact future returns
– An uncertain asset base, with limited information on asset 

condition, limiting knowledge and visibility of risk

 There are many beneficiaries that absorb the benefits of the railway 
whilst making minimal contributions to industry funding

 Land value capture is seen as the primary way of unlocking value 
from network beneficiaries but there are only a few proven 
examples in the UK and a range of challenges
– Unlike some overseas comparators (notably Japan), much of 

the land and property adjoining the railway is owned privately –
meaning the railway captures little value of its own

– Private appetite for funding tends to be limited to areas where 
there would be significant value appreciation or the existing 
land value is very high
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 London Underground is currently constructing an extension of the 
Northern Line to Nine Elms and Battersea Power Station
– The project intends to regenerate the area, attracting new 

businesses and creating jobs

 The scheme is primarily funded by the private sector using Tax 
Increment Financing (TIF), an indirect land value capture model
– Under TIF the government initially finances the investment with 

a loan, assuming that it will be paid back through future taxes
– The Northern Line extension is expected to increase land value 

and the number or local businesses, which will in turn increase 
tax revenues which will be used to pay back the loan

 There may be further opportunities to deploy this model across GB 
to unlock further private sector investment
– However, not all projects may drive sufficient land appreciation 

or tax benefits to be funded by TIF

Financial environment
…but models from London and other industries could provide 
insight on how to create successful models Fi

na
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in
g

Environmental

Social

Economic

Network Beneficiaries: TfL – Northern Line extensionNon-farebox Commercial: easyJet

 The easyJet model attracts passengers with low fares, then 
generates additional revenue from other sources

 Its ancillary revenues are generated through in-flight retail, food 
and drink sales, care hire, reserved seating, and priority 
boarding
– This amounts to an additional £12.71 from each booked 

passenger, or 26% of the average fare
– Growth in non-fare revenue has outpaced that of fares over 

the last 3 years, and now accounts for 25.9% of the total (this 
compares to 9.5% on average for UK TOCs)

easyJet: Growth in fare and non-fare revenues (2016-18)

Key
CAGR

Since 2016

6.3%

13.1%
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Options to maximise the value of the railway
To achieve these target outcomes and overcome existing challenges, a 
radical transformation of the rail industry is required

Transformational 
change

Future industry 
structure & 
outcomes

Currently, our analysis shows the rail 
industry is delivering only a fraction of 
the outcomes we identify as its function 

and purpose
There are clear opportunities for 

improvement, though constraints and 
challenges must be recognised – this is 

not a blank sheet of paper

To materially improve delivery of outcomes, 
our strong view is that a revolutionary, not 

merely evolutionary, shift in the industry 
structure will be required

In the coming pages we will propose some 
potential solutions to improve delivery of 

the key outcomes
However, in practice we may not be able to 

deliver all outcomes simultaneously –
these must be prioritised

Current 
industry 

structure & 
outcomes

The scale of transformation must be revolutionary if we are to ensure delivery of the rail industry’s key 
outcomes in a financially sustainable manner

Imperative for change is high:
Present challenges to the financial 

sustainability of the industry are creating a 
“burning platform”
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 Specification and 
management

 Approach to service levels 
and specification

Solution components; Potential solutions to maximise the value of 
the railway should consider a full overhaul of all components of 
the network, from design to operation and funding

Financial 
structures 

and funding

Network operations

System design
2

1

 Train operations
 Infrastructure management 

and service delivery
 Ownership of different 

elements of the network

2

1

 Approach to fares 
and fare regulation

 Funding for network 
development

 Incentive and 
competition model

3

2

1

3
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Network 
operations

System 
design

The key dimensions of the solution
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System design
Specification and management Fi

na
nc
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l

Network 
operations

System 
design

Text

Key considerations
 Creating an independent but publicly-funded organisation to oversee the railway may be a means of improving integrated decision-making. This 

could operate at either a national or devolved level to manage a range of aspects of regulation and whole-network planning
– “Consolidating oversight into a single organisation could transform the strategic direction of the industry while also supporting devolution.”

Interviewee A
– “A new body should facilitate joined-up decision making from the bottom up, rather than the top-down, to achieve long-term objectives.”

Interviewee D
 Such a body should provide clarity on the role of rail vs. other modes, to support an integrated cross-modal approach to the GB transport network

– “Moving forward there should be far better integration on a national level. We need a transport, as opposed to a rail strategy for the UK. We can't 
think about rail without the role of other modes.”

Interviewee G
– “Rail is not the ideal mode of transport for every journey.  Often it is, but in other cases we need to be better at working with bus and other 

modes to provide the most appropriate option for customers, rather than assume growing the rail network is the right answer.”
Interviewee B

 Relevance to outcomes: Achievement of the economic and social outcomes requires integrated decision-making and assessment of a broader 
economic case, beyond the rail industry’s P&L – for example, the role that rail should play within the broader GB transport network to support 
growth in economic output and the leisure market.  Actions across multiple industry participants must be well-coordinated and aligned to a clear 
set of strategic objectives (which we would recommend are aligned to the outcomes discussed in this report)

 Key challenges: DfT, ORR, RDG, Network Rail, RSSB, devolved bodies and operators all individually determine aspects of the rail industry’s 
strategy.  However, this process can be fragmented leading to conflicting decisions or unclear accountability

Does the rail network receive sufficient strategic oversight to specify and manage the system and prioritise the outcomes it must 
deliver?

Could an arms-length public body be formed to provide clear strategic direction to both the rail and broader transport industry?

Context

Key question
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System design
Approach to service levels and specification

Could specifying franchise funding in the bid processes guarantee the financial sustainability of the industry and drive innovation?

Text

Key considerations
 Government must first define how much money it is willing to spend in the medium term to ensure that the railway is financially sustainable 

and that specified service levels are achievable
– “The railway should exist within the defined level of funding and ensure that it is broadly consistent with desired service levels.  It can’t keep 

going back for more money just because it overspent or a pressure group wants to reopen a line without a proper business case.”
Interviewee H

 Determining available funding levels in the specification process could provide the Government with greater control over spending and help 
ensure financial sustainability, but would potentially mean that it has is less control over setting service levels
– “If private sector operators are given more control over defining how to deliver services, it could incentivise greater innovation and better 

leverage their expertise.”
Interviewee C

– “The Government would have less control over service quality if it was defined by operators in bids, but this is a worthwhile trade-off.”
Interviewee E

Text

Context

Should the rail industry maintain the current franchise specification process, or explore alternative models that may be more
financially sustainable?Key question

Fi
na

nc
ia

l

Network 
operations

System 
design

 Relevance to outcomes: There is a clear trade-off to achieve between delivery of customer benefits / outcomes, and a sustainable financial 
environment for the GB rail industry.  The role of private sector participants, and the commercial structures under which operations are contracted, 
has a strong bearing on availability of funding for the delivery of customer benefits and outcomes

 Key challenges: Under the current franchise model, DfT specifies in some detail the service level requirements it wishes to procure, then invites 
bidders to articulate how they will deliver that service and at what cost
– The amount of funding to be spent on the railway is not clearly defined prior to letting the franchise and is determined largely by operators’ bids



Teneo     66

System design
Potential options to explore

Specification and 
management

Approach to 
service levels 

and specification

Rail Exec within DfT

National arms-length body

Arms-length body delivered by 
semi-devolved bodies

Arms-length body with full regional 
devolution

Economic needs-based transport 
determination

Fixed-fund service specification

Fixed-fund service specification
with private sector or community 

opt-in levy
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Network 
operations

System 
design

Area Options Description

A restructured rail executive is maintained within the existing DfT to provide 
overall strategic oversight

A national arms-length, publicly funded, Government body is established and 
responsible for all aspects of national rail system planning and regulation.  It 
also manages the interface with other elements of the GB transport network

An arms-length body is established to lead on national planning of the 
network, with local services developed in partnership with a number of semi-
devolved regional groups

The arms-length body manages decision-making for a national ‘spine’ of 
long-distance or strategic routes, while there is full regional devolution of the  
management and specification of regional networks

Service level specification is set according to economic need and seeks 
optimum market price for delivery of a set of specified outputs

Funding envelope is specified and bidders outline the service level that they 
are able to provide within that financial envelope (guided by authority’s 
priority outcomes / outline specification)

As above, but with the ability to ‘super-charge’ delivery through private-
sector participation and funding, or local community partnerships, where 
there is mutual benefit
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Operating the network
Train operations

Could segment-focused models address the challenges of a one-size-fits-all model and cater to differing economic, behavioural & 
operational environments?

Text

Key considerations
 Adopting a more flexible approach with tailored segment-focused models could better serve regional variation and the differing requirements 

of different parts of the network
– For example, it may be beneficial to seperate operating models between inter-city and commuter franchises, or to have a tailored approach for 

regional TOCs and their specific requriements (notably operating under subsidy and the need to act to generate demand)
 Campaign for Better Transport’s TRACKS report Ensuring a Sustainable Rail Industry1 sets out six potential franchise structures that could apply 

in a range of scenarios to deliver differentiated outcomes and objectives – we recommend these models are reviewed by the Williams team
 A number of the senior stakeholders interviewed showed support for more flexible, segment-focused, operating models

– “The one-size-fits-all approach is not working and I think the network could be better served by a larger number of smaller heterogenous 
networks.”

Interviewee G
– “It does not make sense that the approach to a regional franchise in Wales is broadly similar to that on an inter-city franchise, as this merely 

leads to sub-optimal outcomes on both.”
Interviewee H

Text

Context
 Relevance to outcomes: Our analysis of customers’ use of the railway shows very strong variation by region, a reflection of differing user 

requirements and journey patterns across GB.  The railway also achieves vastly different economic ‘return’ in different areas of the country, and the 
levers for adjusting this (catering to leisure, supporting housing growth, etc.) vary on a local, rather than national, basis

 Key challenges: The network currently employs a “one-size-fits-all” approach to the network with a single operating model for all franchises, 
regions and segments across Great Britain
– However, individualised operating models could  introduce management complexity and potentially impact network resilience

Should the railway explore new operating models that could provide a more flexible and regional / segment-focused 
approach?Key question
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Network 
operations

System 
design

Notes: 1This report can be accessed at http://www.cbtthoughtleadership.org.uk/TracksReport60pp.pdf 
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Key question

Operating the network
Infrastructure ownership and management

Could managing local networks locally and national networks nationally better serve regional needs while retaining resilience?

Text

Key considerations
 Industry stakeholders cite attempts at closer integration between infrastructure and operations in recent years as successful at improving train 

planning and decision making while fostering a more collaborative environment
– However, there have also been a range of challenges - with the Wessex deep alliance ending in 2015 after just 3 years due to difficulties in 

alignment of Network Rail and operator incentives

 Devolving some aspects of network management to regional organisations could inject flexibility while also better balancing regional and 
national needs 
– “Local stakeholders have the best knowledge of the regional requirements from rail and should play a larger role in defining the regional 

network.”
Interviewee C

– “To make devolved management work, devolved authorities need to be given the required funds to spend on rail and be willing to work with a 
range of new stakeholders despite the increased complexity.”

Interviewee E

Text

 Relevance to outcomes: There are a range of trade-offs in how infrastructure is managed to enable delivery of outcomes - for example, delivery 
of peak capacity to enable travel-to-work while also supporting inter-city markets.  Broader interfaces include the role of the infrastructure 
manager in supporting cross-industry schemes (e.g.) line-side communications

 Key challenges: Network Rail currently manages and maintains all network infrastructure while private operators are responsible for service
delivery. The organisations have historically been relatively siloed, each with separate contracts and individual incentives
– The current nationally-managed network supports greater resilience, management efficiency and relative simplicity, but limits flexibility to 

respond to specific local requirements or to tailor the structure to the regional transport environment

How should the industry balance national and regional infrastructure ownership and management, and how might this help 
deliver better integration / partnership and thereby customer outcomes?

Context
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Operating the network
Public vs. private sector ownership

To what extent are other potential solutions dependent on the ownership structure of the network?

Text

Key considerations

 In practice, public versus private ownership is of secondary importance to structure and incentives when determining how to transform 
the rail industry

– “All the potential solutions we have discussed today are possible independent of future ownership.”
Interviewee A

– “Considering ownership is a bit of a red herring as it is far more important to look at in working practices.”
Interviewee D

– “Ownership of the railway should be a political decision rather than a question for the industry itself.”
Interviewee E

Text

Context

 Following privatisation in mid 1990s, the rail network has experienced rapid growth
– However, in response to recent challenges there have been calls to consider re-nationalisation, with advocates highlighting that the 

Government should own infrastructure of strategic national importance such as rail
 However, opponents to re-nationalisation believe that it could lead to inefficiency and that private sector third-parties have greater expertise 

in running the railway

Does ownership influence how effectively the railway can deliver its outcomes or address its challenges?Key question
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Incentivisation and ownership
Potential options to explore Fi
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Network 
operations

System 
design

Train operations

Infrastructure 
ownership and 
management

Single, national operating 
concession

Current franchise model with better 
risk transfer

Market-specific models

Economic growth franchises

Single national company with 
some internal devolution

Divide on to regional route basis 
“big six”

Full split between national spine 
and local routes

Area Option Description

A single operator serves the entire rail network in Great Britain under a 
concession model

The current structure is retained using a homogenous model across all 
franchises, but mechanisms are introduced to reduce private sector 
downside risk and increase upside potential

New models are introduced and tailored to specific regions or customer 
segments (e.g. competitive intercity franchise models, blended commuter 
concessions in London, regional transport concessions, etc)

Growth incentivised franchises which combine transport operation with 
attached property development and regeneration companies

Management and specification set in a similar way to the current model via a 
national organisation with limited devolution (e.g. London, Scotland, etc.)

Network divided across natural route boundaries, likely to lead to six or 
seven new route-based Infracos

Full split between “strategic” national spine managed at a national level 
while local routes are “de-trunked” to regional transport bodies
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Financial structures and funding
Approach to fares and fare regulation

To what extent can a new fares strategy balance farepayer and taxpayer funding while still offering customers value for money?

Text

Key considerations
 Once there is greater clarity on the desired funding balance, fares and ticketing reform is crucial to achieve this and meet the goals of GB

– Fares reform is long overdue requiring cost reductions across most the network, except in some areas where willingness to pay is high.”
Interviewee B

– “Fares reform must be tackled as an integrated solution with ticketing as people do not trust the current confusing and dated system.”
Interviewee H

 Key factors to consider during fares reform include:
– Peak vs. off-peak – Develop a more contemporary view of when the ‘peaks’ in demand are and adjust fares to better manage this
– Dynamic pricing – Match price with demand or willingness to pay, leading to more affordable fares in off-peak periods with capacity
– Nominal-terms view – Replace the industry mindset of real-terms changes with an entirely nominal based view to better reflect the mindset of 

the customer
– Risk – Recognise the major risks and uncertainties in evolving the fares structure and difficulties for the private sector to carry them

Text

Context
 Relevance to outcomes: As shown by our analysis, the level of fares and absolute cost of using the rail network vs other modes can be an inhibitor

to customer access to the network – and thereby the social (and economic) benefits that can be delivered.  At the same time, the industry relies on a 
strong and growing farepayer contribution to sustain its funding position

 Key challenges: A key customer challenge is the affordability and simplicity of the fares structure, which currently fails to meet expectations.  
Structurally, the current approach to regulation restricts operators’ flexibility to set value-maximising fares while adapting to changing customer 
demands and travel patterns

What contribution should fares deliver to overall industry funding?  How can we design a new fares structure that is 
sufficiently flexible to cover this requirement while also delivering value for customers?Key question

Fi
na

nc
ia

l

Network 
operations

System 
design



Teneo     72

Financial structures and funding
Funding for network development

Could additional funding from “hidden” sources enable the delivery of desired outcomes and facilitate sustainable future network
development?

Text

Key considerations
 There are a range of potential ways to unlock new revenue sources, including:

– Direct land value capture – Raise income from development on land owned by the rail industry
– While these models have been successful internationally, the funding potential is limited by low industry land ownership in Britain

– Indirect land value capture – Funding models where the beneficiaries of transport projects are made to pay for it, such as through tax 
increment financing, business rates supplements or the Community Infrastructure Levy
– Schemes appear most suited to large projects or where land value is already high, with difficulty securing private funds elsewhere
– “The Government must find ways to unlock more value from network beneficiaries, but it has proved difficult to date.”

Interviewee A
– Private-sector involvement – Invite developers to finance or fund projects while limiting risk exposure and maximising upside potential, 

although this may only be attractive on large greenfield projects
– “The private sector will only be interested in network development projects if they have full control from design to eventual operation.”

Interviewee G
– Ancillary revenue – Explore options to better leverage advertising opportunities, or drive value from seat booking,  baggage, etc.

Text

Context
 Relevance to outcomes: The enhancement (and where relevant, expansion) of the rail network to support growth in peak capacity, new housing 

developments, or to interlink with regional development (e.g. Northern Powerhouse) is reliant on surety of funding from broader sources than just 
farebox and taxpayer support

 Key challenges:  A number of potential funding sources are currently “hidden” and under-exploited, including non-farebox commercial income, 
private financing and network beneficiaries.  Unlocking additional funds could allow further investment in network development while also 
supporting other key requirements to achieve target outcomes and addressing challenges

To what extent should the industry seek funding from network beneficiaries, non-farebox commercial and private financing 
and how can this support network growth and development (incl. ability to serve to new markets)?Key question
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Financial structures and funding
Incentive and competition model

Could private revenue risk be reduced, competition be increased and current franchise structures be overhauled to better align 
industry-wide incentives with desired outcomes? 

Text

Key considerations
 Increased competition is key to incentivise operators to improve service and innovate to differentiate themselves

– This could be achieved both though both open access or creation of smaller competing franchise
– “Some things are hard to due under the traditional franchise model, so open access is a great opportunity for someone outside this to 

pioneer innovations.”
Interviewee D

 Franchise structures are crucial determinants of what motivates operators with a longer term approach potentially beneficial
– “Longer contracts and appraisal systems are crucial to make innovation worthwhile and allow a more strategic commercial approach.”

Interviewee H
 Under any commercial model, desired behaviours must be more explicitly and precisely specified in bids then rewarded it based on 

long term value at achieving desired outcomes
– This incentive must be provided without transferring excessive risk or conflicting with another party’s incentive
– For example, if the Government wanted to drive growth in the off-peak market, it would have to provide support for doing so and actively 

measure this as a KPI

Text

Context
 Relevance to outcomes: The incentive to seek non-commercial (or indirectly commercial) outcomes under the current franchise model is limited, 

which may act to focus operators on the most material markets and areas of opportunity where there is greatest short-term reward
 Key challenges: Under the current franchise structures, the private sector is exposed to excessive downside risk and limited potential upside.

Time horizons for franchise contracts can also limit the incentive for operators to invest, and there is limited on-network competition. Overall, this 
limits appetite to change established behaviours and has resulted in low levels of innovation or focus on true customer needs

How do we best incentivise behaviours that align industry participants around the broad set of outcomes we seek to 
deliver?  What role does competition have in support of this?Key question
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Financial structures and funding
Potential options to explore Fi
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Approach to fares 
and fare regulation

Incentive and 
competition model

Market clearing

Fixed network percentage 
contribution

Individual mobility licence / 
subscription (transport tax)

Publicly funded, publicly delivered

Privately funded, user paid for 
Design, Build, Finance, Operate 

(DBFO)

Revenue funded with open access 
with up front licence fee

Availability & performance funded 
to outcome specification

Area Option Description

Property funded Design, Build, 
Finance, Operate, Develop 

(DBFOD)

Availability & performance funded 
to operation specification

Blended “revenue and 
performance plus” model

Funding for network 
development

No regulation on fares, with prices set by operators based on commercial 
considerations alone

Control fare levels such that they cover a specified proportion of running 
costs for the network – which may vary on a regional basis

Customers ‘subscribe’ to the railway as a service, which could incorporate a 
variety of payment models.  Contributions could be determined according to 
use of the network, or individual circumstances / ability to pay

Government and taxpayer contributions fund network development, and 
government also responsible for contracting to deliver the enhancements

Private organisations are responsible for all aspects of a project including 
design, build and finance; they recuperate costs from subsequent operation

Open access allows operators to pay an upfront license fee to operate 
services and are incentivised based on commercial considerations

Operators are financially incentivised based on desired outcomes for the rail 
industry in Great Britain, providing more opportunity for innovation

Private organisations are responsible for project design, build and finance; 
they recuperate costs from land value capture of adjacent property

Operators are financially incentivised based on specified operational KPIs 
for service availability and performance

Part-and-part reward mechanism that, for example, could incentivise 
revenue growth in the off-peak but performance/ punctuality in the peak


