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East West Rail 

The economic case for investment in the western portion of the East-West Rail 
project, linking Oxford, Bletchley, Milton Keynes, Aylesbury and Bedford, 
drawing in particular on relevant lessons from previous research by Oxford 
Economics.  

The economic case for the project is strengthened by several important factors:  

� The South East economy is starting to show signs of neglect. Analysis shows 
that job creation in the region has been some 112,000 less than what would 
have been expected if it had followed the national trend over recent years. 
Rates of GDP growth in Oxfordshire, Buckinghamshire and Bedfordshire 
have also lagged well behind the national average - the labour market picture 
remains mixed at best.  

� The South East consistently receives less, in relative terms, than other UK 
regions in public spending. In 2009/10, public spending for South East 
residents was the lowest of all the UK regions relative to the number of 
people in employment. 

� Transport matters for the Greater South East region. More people commute 
to work, and travel further to do so, than anywhere else in the UK. The region 
has a high dependence on efficient road and rail connections, and any 
problems with transport infrastructure often have multiplied economic costs 
for the UK as a whole. 

� Fourthly, since the Greater South East is set to lead the UK’s economic 
recovery, with its favourable combination of industries and skills giving it the 
potential to thrive in the new climate of fiscal austerity through private sector 
and export-led growth, the region will become more and more important for 
the UK Exchequer as all regions outside it are expected to continue to need 
subsidisation. 

� Fifthly, the East-West Rail project fits well against stated national policy 
objectives. Specifically, the scheme will contribute strongly to numerous key 
goals of the UK’s National Infrastructure Plan, and will help the South East 
deliver its planned share of UK employment growth by making the Oxford-
Bedford corridor more attractive for businesses and individuals to locate.  

Our high-level modelling suggests the annual GDP uplift to the Greater South 
East economy following the implementation of the western portion of EWR will 
be significant, at around £32.2 million per year for the core scheme and £38.1 
million per year for the preferred scheme. In turn, the impact on tax revenues 
could be around £14.7 million per year for the core scheme and £17.4 million per 
year for the preferred scheme. 

 



East-West Rail: The Economic Case for Investment 

2 

1 Introduction 

This report is intended to provide a short, objective review of the wider economic 
case for investment in the western portion of the East-West Rail project (EWR), 
drawing on previous research by Oxford Economics, including our reports for the 
South East Strategic Leaders (SESL) in 2008 and 20111. 

The ultimate aim of EWR is to restore a direct passenger rail service between 
Oxford and Cambridge. It is recognised for practical reasons that this goal will 
need to be achieved in stages. This report focuses on the initial objective of 
EWR, which is to restore service on the western portion of the route between 
Oxford, Bicester, Aylesbury, Bletchley, Milton Keynes and Bedford. 

1.1 Report contents 

Chapter 2 of this report looks at the general case for capital investment in the 
South East of England. Its focus extends to the so-called ‘Greater South East’ 
region, which is particularly relevant to EWR since the route extends to Bedford 
in the East of England.  

Chapter 3 looks at the potential scale of economic and business impacts 
associated with infrastructural investment of EWR’s nature, as well as the 
strategic fit of the project with national policy objectives. 

1.2 Defining the East-West Rail project 

The business case report for EWR, prepared by Atkins2, looks at nine distinct 
options for re-instating the passenger rail service between Oxford and Bedford. 
For simplicity, we narrow this focus to the ‘core’ and ‘preferred’ options identified 
by Atkins in the report: 

� The core scheme involves new services from Oxford to Milton Keynes, Milton 
Keynes to Aylesbury, and Milton Keynes to London Marylebone (direct). It will 
maintain the Bletchley to Bedford stopping service. 

� The preferred scheme is as the core scheme with the addition of a direct 
service from Oxford to Bedford, plus extensions south of Oxford to Reading. 

The estimated capital costs and key transport benefits associated with each 
scheme are summarised in Table 1-1: 

 

                                                      

1 Why the South East Matters: Investing in Britain’s Economic Engine Room, 
Final Report for SESL, March 2011. Also: The Impact of the Tax/Spending 
Imbalance in the South East, Final Report for the South East Leaders, October 
2008. 

2 East-West Rail: GRIP 4 Outline Business Case, Final Report, July 2010 
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Table 1-1: Summary of Core and Preferred EWR Option s 

 Core scheme Preferred scheme 

Capital cost (2010 prices) £178m £211m 

Additional rail demand 
(2021 annual forecast) 

1.79m trips 2.58m trips 

Car trips removed (2021 
annual forecast) 

1.02m trips 1.47m trips 

Expected annual net 
operating costs (2010 
prices) 

£11.6m £17.8m 

Estimated Benefit-Cost 
Ratio 

4.94 6.30 

Source: Atkins 
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2 Why the South East Needs Investment 

This chapter reviews the case for capital investment in the South East, based on 
the region’s recent economic performance. 

2.1 The South East is showing signs of neglect… 

The South East consistently receives less, in relative terms, than other UK 
regions in public spending. In 2009/10, spending for South East residents (£80.9 
billion) was the lowest of all the UK regions relative to the number of people in 
employment, equivalent to just £18,800. This was against a national average of 
£21,100, and regional figures as high as £27,000 – almost 50% higher – in 
Northern Ireland (Table 2-1). 

This level of spending in the South East is 25% below the UK average per 
pound of GVA generated. The North East, by contrast, receives 33% more than 
the UK average, and Wales 41% more. In terms of spending received per pound 
of income generated, the South East is again bottom of the league table, more 
than 20% below the national average.  

 

Table 2-1: Relative levels of public spending in th e regions, 2009/10 

 

 

 

 

 

 

 

 

 

 

Source: Oxford Economics/PESA calculations 

 

This spending deficit is not a new phenomenon, and is commonly regarded as 
an economic ‘fact of life’ given the South East’s perennially superior 
performance and competitiveness. However, though its lead over the other UK 
regions is scarcely threatened, there are increasing signs that the South East 
economy is starting to labour under the burden of under-investment. 

Employment 
(£ per 

employed)
GVA 

(UK=100)
Income 

(UK=100)
Northern Ireland 22.6 27,000 149.9 143.5
Wales 33.5 25,000 141.6 125.3
North East 29.0 24,700 132.9 122.9
Scotland 61.9 24,200 114.6 120.8
North West 74.2 22,100 115.5 111.3
West Midlands 54.8 21,100 109.1 107.4
Yorkshire & the Humber 52.4 21,000 110.0 104.9
South West 55.5 20,800 106.5 99.9
East Midlands 42.0 20,100 97.7 95.7
Greater London 94.0 19,800 73.0 90.5
Eastern 53.5 19,000 81.8 83.0
South East 80.9 18,800 76.6 78.8
UK 669.3 21,100 100.0 100.0

Total 
expenditure 

(£ billion)

Expenditure relative to…
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Using ‘shift-share’ analysis, we are able to show the South East’s recent under-
performance on job creation – debunking the myth that the region’s economy 
continues to go from strength to strength. Shift-share analysis is primarily used 
to decompose employment changes within an economy over a specific period of 
time into mutually exclusive factors. It paints a picture of how well the local 
area’s current industries are performing by systematically examining the 
national, regional, and industrial components of employment change.  

A shift-share analysis will provide a dynamic account of total regional 
employment growth that is attributable to growth of the national economy, a mix 
of faster or slower than average-growing industries, and the competitive nature 
of the local industries. 

The results of our shift-share analysis at a regional level provide some 
interesting findings. In some regions, despite what would be expected from the 
national growth picture and their underlying industrial structure, total growth was 
actually lower due to regional factors. This is most noticeable in the South East, 
which would have grown by 436,000 jobs if it had followed the national trend and 
an additional 59,300 jobs from its favourable sectoral composition, but in actual 
fact total employment growth was 112,300 less than what would have been 
expected, due to unfavourable regional factors.  

 

Table 2-2: Shift-share analysis, regional results, 1998/2008 

Absolute change in no. of jobs, 000s As % of total employment change 

 

Total % 

change in 

employment 
Total 

Of 
which, 

national 
Shift 

of 
which, 

industry 
Mix 

of which, 
regional 

Shift 
National 

shift 
Industry 

mix 
Regional 

shift 
North East 9.4% 107 126.3 1.5 -20.2 117.4% 1.4% -18.8% 

North West 7.7% 234 337.1 -44.8 -58.3 144.1% -19.1% -24.9% 
Yorkshire & 

Humber 9.3% 221 262.7 -29.5 -12.2 118.9% -13.3% -5.5% 
East 

Midlands 8.3% 166 221.9 -72.3 15.8 134.2% -43.7% 9.6% 
West 

Midlands 3.7% 96 286 -94.7 -95.3 297.9% -98.6% -99.3% 

Eastern 12.3% 310 278.9 -3.3 34.2 90.0% -1.1% 11.0% 

London 14.2% 608 473.8 173 -39 78.0% 28.5% -6.4% 

South East 9.7% 383 436.5 59.3 -112.3 113.8% 15.5% -29.3% 
South West 15.3% 358 259 4.3 94.7 72.3% 1.2% 26.5% 

Wales 11.3% 148 145.2 -1 3.9 98.0% -0.7% 2.6% 

Scotland 15.9% 371 257.9 3.1 109.8 69.6% 0.8% 29.6% 
Northern 
Ireland 21.8% 165 83.7 4.4 76.5 50.9% 2.7% 46.5% 

Source: Oxford Economics 

 

The labour market environment in the South East is also mixed. Unemployment 
rates doubled between 2008 and 2009, and remain significantly above the UK 
average in many parts of Kent, East Sussex and Buckinghamshire – notably 
Milton Keynes, a hub of the EWR project, where long-term and youth 
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unemployment rates are a persistent challenge. There is also some evidence 
that total job creation across the South East failed to keep pace with the national 
average during 2010 – and there continues to be a stream of news stories 
reporting the threatened departure of international investors concerned about 
the UK’s declining global competitiveness. 

Indeed, any detailed analysis of the South East economy uncovers significant 
challenges, often masked by favourable yet fundamentally superficial 
comparisons with other UK regions. The reality is that the South East is 
competing against European and international regions much more often than 
Yorkshire or the West Midlands, and its performance on this measure appears 
much less convincing.  

Drilling down deeper into sub-regional performance within the Greater South 
East, there is strong evidence that the local areas surrounding the East-West 
Rail corridor are in need of an investment boost.  

� Between 2000 and 2010, the overall rate of GDP growth recorded by 
Oxfordshire, Buckinghamshire and Berkshire was a relatively modest 10.2% . 
This was the seventh-worst performance of the 37 NUTS2 regions in the 
United Kingdom. 

� Crossing the regional boundary into the East of England, the rate of GDP 
growth achieved by Bedfordshire and Hertfordshire was little better at 11.2%. 
This was the tenth-lowest rate of growth of the 37 UK NUTS2 regions. 

� These growth rates are low in both a national and European context. By way 
of comparison, Inner London’s GDP grew over the same period by 27.6%, 
East Anglia’s by 25.4%, and South Yorkshire’s by 18.4%. In Europe, GDP in 
Zurich rose by 22.9%, in Catalonia by 21.0%, and in Île de France (the Paris 
region) by 14.9%3. 

It seems clear that recent economic performance in many parts of the South 
East falls short of what would be expected from a resilient and dynamic 
international leader. Given that the UK depends heavily on the South East to 
drive its prosperity, it is therefore doubly concerning that investment in the 
region’s infrastructure seems to be sub-optimal. 

Indeed, as Oxford Economics has previously shown using output data from 
construction contractors, public investment has tended to rise more slowly in the 
South East than the GB average, while private sector investment has risen more 
rapidly. It is clear in the present public spending climate that only the private 
sector can deliver the investment required over the next five years to support 
economic recovery and growth, but if the public sector does not provide the right 
climate to encourage the necessary private sector activity then there is a risk 
that the South East will be unable to generate the economic growth necessary to 
benefit the whole country.  

                                                      

3 All NUTS2 GDP figures quoted (UK and Europe) based on data from Oxford 
Economics in constant prices. 
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The same data also reveal just how significantly infrastructure investment has 
been cut back in the South East in the past decade, with average real 
construction of infrastructure only just over half what it was in the previous 
decade – a much more severe cut than in any other region (Table 2-3). The 
evidence that the South East is being neglected in terms of investment, 
particularly in relation to its central role in UK competitiveness, is increasingly 
compelling. 

Table 2-3: Real infrastructure investment by region 4 

Source: Construction Statistics 2007 and 2010 

2.2 Transport infrastructure is key to the South East’s 

productivity… 

Transport matters for the Greater South East. More people commute to work, 
and travel further to do so, than anywhere else in the UK. The region therefore 
has a high dependence on efficient road and rail connections.  

In turn, this means that transport infrastructure has a significant impact on the 
quality of life and the willingness of people to live in the region, and therefore on 
the competitiveness of the region’s companies. It also means that any problems 
with transport infrastructure in the South East will have a higher knock-on effect 
on UK jobs and GDP than would be the case elsewhere – partly because the 
region is often competing against overseas locations rather than elsewhere in 
the UK as a site for a multinational firm’s headquarters.   

Our index of the importance of commuting to each UK region is shown in Table 
2-4, calculated using Census (2001) data on where people work as well as 

                                                      

4 Average infrastructure calculated in 2005 prices for latest decade (1999-2008) 
compared with the previous decade (1989-1998). Note 2009 data not used for this 
calculation because the reported data looks inconsistent between figures in current 
prices and in constant prices.  

Infrastructure construction output

(% change 2000s vs 1990s)
South East

North East

Wales

East Midlands

South West

Greater London

Eastern

North West

West Midlands

Yorks & Humber

Scotland

8

8

14

16

-15

-12

-3

-3

-46

-20

-19
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where they live. Giving a greater weight to commuting across regional 
boundaries than to commuting across local authority boundaries, the index 
shows the relative scale of commuting against the national average. The results 
illustrate the much greater importance of commuting in the Greater South East 
than elsewhere in the UK.  

Table 2-4: The relative importance of commuting by region 

 

 

 

 

 

 

 

Source: Oxford Economics calculations from 2001 Census (N. Ireland set equal to lowest 

other region by assumption) 

Similarly, Table 2-5 illustrates the tendency for people living in the South East 
and East of England to travel longer distances to and from work – partly a 
consequence of the larger number of better-paid jobs available across the South 
of England, but also a reflection of the strong reliance upon road and rail links.   

Table 2-5: Relative importance of commuting by regi on, based on distance 
travelled to work  

 

 

 

 

 

Source: Oxford Economics calculations from 2001 Census 

work in same LA 
as residence

work in same 
region as 
residence

Relative 
importance of 

commuting 
(GB=1)

South East 58.5 87.8 1.18
London 38.5 93.2 1.50
Eastern 58.6 86.1 1.22
South West 70.4 95.8 0.74
West Midlands 63.9 95.0 0.90
East Midlands 58.8 90.0 1.13
Yorks & Humber 75.2 95.8 0.64
North West 62.7 96.8 0.89
North East 59.3 96.5 0.97
Wales 72.1 94.5 0.73
Scotland 73.2 99.4 0.60
Northern Ireland 0.60

% of workers living in region who:

less than 5 
km 5 to 20 km 20 to 60 km

more than 
60 km

Relative 
index 

(E&W=1)
North East 51.1% 38.7% 24.4% 3.0% 0.96

North West 54.2% 35.2% 23.3% 2.2% 0.91
Yks & Humb. 53.9% 35.0% 23.1% 2.7% 0.93

E. Midlands 52.9% 33.6% 25.4% 3.3% 0.99
W. Midlands 53.7% 34.8% 23.7% 2.5% 0.94

East 49.1% 30.1% 32.7% 3.7% 1.17
London 45.3% 47.6% 27.9% 1.2% 0.98

South East 50.7% 30.5% 29.5% 3.8% 1.12
South West 57.3% 30.6% 22.8% 3.4% 0.90

Wales 50.9% 35.3% 27.3% 3.2% 1.03
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In turn, infrastructure in the South East is critical to the success of ‘UK plc’ and is 
one important factor in the UK’s ability to attract higher-value inward investment. 
The amount of international business activity located close to Heathrow airport, 
from corporate headquarters to major film studios, is clear evidence of this 
dependence. But the UK’s infrastructure is wilting: the World Economic Forum’s 
periodic report on global competitiveness ranked it just 33rd in the world in 2010, 
a key factor in the UK’s overall decline in competitiveness since 20055.  

Issues such as under-investment in transport infrastructure are frequently cited 
as major concerns of large businesses with a base in the Greater South East6, 
with a clear implication of falling investment appeal. 

2.3 The UK’s reliance on the South East is increasing… 

The South East made a heavy net contribution to the ‘decade of growth’ across 
the UK prior to 2008/09. During the six-year period from 2003/04, the region 
made a net fiscal contribution to the UK (i.e. an excess of revenue contributions 
over public spending received) of £86.6 billion, more than any other region and 
equivalent to £1,711 per South East resident per year (Chart 2-1). 

 

Chart 2-1: Regional contributions to UK public fina nces, 2003/04 – 2008/09 

 

 

 

 

 

 

 

 

 

 

Source: Oxford Economics/PESA calculations 

                                                      

5 Source: World Competitiveness Report 2010-2011, World Economic Forum, 
September 2010.  

6 See for example the Oxford Economics studies on the competitiveness of 
London financial services, where the declining relative standard of international 
transport links are consistently rated as the most notable threat to companies 
investing and remaining in the Greater South East. 
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The deterioration of the overall UK public finances in 2009/10, which reflect the 
country’s large fiscal deficit and measures taken to avoid a worse recession, 
mean that net fiscal contributions in all regions have declined significantly. 
However, the South East still managed to record a net contribution of £1 billion 
in 2009/10 (based on resident-based revenue contributions), as all other regions 
recorded a net deficit. In relative terms, the South East still clearly ‘props up’ the 
overall UK public finances, along with London, since its revenue contributions 
are much larger than those from other regions and its share of public spending 
received is well below average on a per person basis. 

Looking to the future, our forecasts suggest that the Greater South East is again 
well-placed to lead economic recovery, with its economic structure and human 
capital stock giving it the potential to thrive in the new climate of fiscal austerity 
through private sector and export-led growth. If these forecasts are correct, 
the Greater South East will become more and more im portant for the UK 
Exchequer as all regions outside it are expected to  continue to need net 
fiscal transfers from the area. 

There are risks to this forecast, both from the uncertain nature of the global 
economic recovery on which much of the South East depends, and from the 
impact of spending cuts. If financial and business services in the Greater South 
East lost 20% of the extra business they are expected to see from the growth in 
world investment, these areas of the economy would still grow but by 2020 their 
output could be 10% lower. This would have significant implications for the UK 
fiscal position, as the South East and neighbouring regions would be unable to 
make the same fiscal contribution that they otherwise would. With lower tax 
receipts from lower income, profits, and spending, and higher expenditure needs 
as a result of lower employment, the overall fiscal balance in this scenario would 
be around £24 billion a year worse by 2020. 

It would be dangerous to assume that the South East will continue to perform 
strongly whatever the slant of government policy towards the region. If the 
lesson of history is that regional policy will struggle to ensure the North matches 
the economic performance of the South, it is even more important to ensure that 
the South continues to be successful economically to provide the employment 
growth the UK needs and to support the overall prosperity of the UK. There is no 
doubt that the South East economy faces threats, and it is important for the 
prosperity of the whole country that the region is able to overcome these.  

An increase in the ‘South East premium’ (i.e. the reliance of the whole UK 
economy on the region’s international competitiveness) over the next few years 
strengthens the argument for greater investment in South East infrastructure 
such as transport and communications, as well as enhancing the skills base of 
the region. This trend also increases the potential costs of un der-
investment in the South East – costs which would ha ve knock-on impacts 
on the whole UK economy and the global competitiven ess of all UK 
regions. 
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3 The Potential Impact of East-West Rail 

This chapter looks at the potential strategic and hard economic impacts of EWR 
on the economies of the UK and the Greater South East. 

3.1 EWR is well aligned to national policy goals… 

The East-West Rail project fits well against stated national economic and 
investment policy objectives. Specifically, the scheme will contribute to the goals 
of the UK’s National Infrastructure Plan (published in October 2010) by: 

� Maximising the potential of existing rail networks by re-opening a stretch of 
line previously in use, and one that links several large and growing centres of 
population; 

� Helping to deliver a low carbon economy by removing large amounts of 
passenger traffic from the roads; 

� Promoting the UK’s position as a world leader in science, technology and 
innovation by improving transport connectivity in and around two of the 
world’s leading research institutions (Oxford and Cambridge universities) and 
numerous high-value, export-intensive business clusters (bio-science, 
aerospace and motorsport engineering, etc). 

The UK has spent millions of pounds on research studies looking at ways of 
taking car traffic off the roads. Across the country, car traffic has risen by 86% 
since 1980. Road congestion is predicted to rise by a further 30% to 2025, and if 
left unchecked could waste an extra £22 billion worth of time, and add an extra 
£10 billion in annual costs to business, by this time7. 

Although there is now some uncertainty surrounding the South East Plan (the 
former regional spatial strategy revoked by the Secretary of State in July 2010 
but re-instated in November 2010 following a court challenge), it is still fairly 
clear that the South East will need to deliver a significant volume of the UK’s 
planned employment and housing growth over the next decade. As the South 
East Plan discussed, East-West Rail is potentially a very significant element of 
delivering sustainable growth in both the Central Oxfordshire and Milton Keynes 
and Aylesbury Vale sub-regions. 

Similarly, although the demise of the regional development agencies means that 
some of the more specific work on the ‘Oxford to Cambridge Arc’ may now be 
redundant, the principle of improving transport links between two of the world’s 
top research universities, and aiming to develop the business and innovation 
potential of the area in between, still has a fairly solid foundation in economic 
development literature. The proximity of both institutions to London, the existing 
pockets of high-value employment in the vicinity and the poor quality of current 

                                                      

7 Source: Roads – Delivering Choice and Reliability, Department for Transport, 
July 2008. 
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transport links between the two cities together make a compelling case for 
investment.     

3.2 EWR will help generate valuable business benefits… 

Public spending on transport projects such as EWR plays an important role in 
creating an economic environment favourable to inward investment, the 
attraction of skilled labour and overall economic growth. Looking beyond 
financial benefits, public investment is also an important determinant of quality of 
life in any particular area, improving the quality of the physical environment in 
which people live and providing an infrastructure to minimise the modern-day 
‘costs’ of prosperity, such as traffic congestion and pollution. 

Infrastructure spending can boost the economic competitiveness of an area in 
several ways:  

� Public investment is a key driver for location decisions as well as the 
performance of regional and local economies – skilled labour, quality of life 
and infrastructure requirements are important for attracting and retaining 
businesses. As London and the South East become more congested and 
living costs subsequently rise, this could have a negative effect on the region 
particularly with regards to attracting skilled labour. Inadequate levels of 
public expenditure would continue to exacerbate the problems which have 
become inherent in the South East. 

� Public investment in transportation, housing or skills can have a positive 
impact on the economy. This is particularly evident from studies conducted in 
the UK as well as the US. The returns from recent investments such as the 
M25 widening show the positive impact which government spending can 
have on the region. 

� Public expenditure is an important factor for location decisions for both 
businesses and individuals. Not only does the contribution of public 
investment to road networks, hospitals and educational facilities play a role in 
location decisions but it also affects the performance of local and regional 
economies. The productive Southern regions of England have historically 
paid for the large state sectors in the North East, Wales and Northern Ireland 
at the expense of increased congestion and rising living costs. This regional 
imbalance not only presents a political problem but also poses a major 
economic challenge as transport and housing problems in the South East 
place increasing pressure on public infrastructure. 

� Greater investment in the transportation system improves the economy as a 
whole and results in a decrease in congestion with increased economic 
output, incomes and profits. Due to the large commuter population found in 
the South East the transportation system has an ever- increasing role to play 
as does housing, health and education. 

By improving rail connectivity between Oxford, Aylesbury, Bletchley, Milton 
Keynes and Bedford, the East-West Rail project is likely to increase those areas’ 



East-West Rail: The Economic Case for Investment 

11 

attractiveness for businesses to locate in the vicinity. In turn, this will help the 
Oxford-to-Bedford corridor deliver its share of planned regional employment 
growth (including in higher-value industries), improving competitiveness and 
prosperity.  

3.3 The potential economic impacts of EWR are significant… 

Using existing Oxford-operated econometric models for the UK and its regions, it 
is possible to assess in broad terms the level of GDP uplift likely to be 
associated with the implementation of EWR.  

As noted in the introduction, the capital costs of the initial western portion of 
EWR have been estimated at £178 million for the core scheme and £211 million 
for the preferred scheme (in 2010 prices). The actual funding requirements, 
including an allowance for optimism bias8, are anticipated to rise towards £250 
million and £300 million respectively, although to retain a cautious approach to 
estimating economic impacts we do not consider those inflated costs here. 

Clearly, our models cannot take into account the potential benefits of relieving 
particular bottlenecks in the transport system. There may be particular scope in 
one region at a particular point in time to deliver particularly high benefits from 
an investment in transport, such as EWR. If this was the case, our modelling 
here would simply understate the potential impacts of the investment. 

In general, our models suggest that investment in the transport infrastructure in 
the Greater South East could be expected to deliver around one third more of an 
increase in UK GDP than the same sized investment in the transport 
infrastructure of the Midlands, and around twice the increase in UK GDP than 
the same sized investment in the transport infrastructure of the North of 
England. This is due to: 

� The varying prevalence of sectors that make relatively high use of transport 
within the different regional economies; 

� The variation shown in the importance of commuting across regions, and 
therefore the significance of the transport network in delivering the availability 
of staff that companies need to operate effectively; 

� Differences between regions in the size of the existing capital stock relative to 
the size of the regional economy, which affect the relative scale of the 
change in the transport infrastructure that can be delivered for a given sum of 
investment. 

There are a wide range of reasons for expecting the impact of public spending to 
vary across regions, most of which are only proxied in our modelling or not 
covered at all. Nevertheless, the scenarios do illustrate the potential importance 
of investing sensibly in the infrastructure of the South East, and this is likely to 

                                                      

8 The historical tendency to under-estimate capital costs associated with major 
construction or refurbishment projects. 
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be of benefit to the UK economy as a whole, not just to the region at the 
expense of other parts of the UK. 

Since the plans for the first (western) phase of EWR are based on full 
implementation by 2017, our figures for annual GDP uplift can be assumed to 
relate to the period from 2020 onwards, when the full impacts of the investment 
across the economy will have had time to be felt. There are of course likely to be 
additional (smaller) GDP impacts felt before 2020, and indeed a significant one-
off boost to the construction industry in the run-up to 2017. 

As summarised in Table 3-1, our modelling suggests the annual GDP uplift to 
the Greater South East economy associated with the implementation of the 
western portion of EWR could be around £32.2 millio n per year for the core 
scheme and £38.1 million per year for the preferred  scheme . In turn, the 
impact on tax revenues could be around £14.7 million per year for the core 
scheme and £17.4 million per year for the preferred scheme. 

As discussed, these impacts lean on the side of caution, both by excluding the 
inflated capital costs potentially triggered by optimism bias, and by not making 
special allowance for the scheme’s ability to ease any specific bottlenecks in the 
transport system. However, they still indicate a relatively swift payback period of 
under six years, which seems a reasonably strong indication of their potential 
cost effectiveness.    

 

Table 3-1: Potential GDP Impact of EWR Investment 

 Core scheme Preferred scheme 

Capital cost £178m £211m 

Potential GDP uplift across 
Greater South East (per 
year) 

£32.2m £38.1m 

Potential addition to UK tax 
receipts (per year) 

£14.7m £17.4m 

Indicative payback period of 
investment 

5.5 years 5.5 years 

Source: Oxford Economics 
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4 Conclusions 

We have looked at the case for investment both generally across the Greater 
South East region and more specifically in relation to the East-West Rail project. 
Drawing on previous Oxford Economics studies and applying the lessons to 
EWR, we have set out the reasons why the project could well make a significant 
positive contribution to sustainable economic growth in the region. 

This study, largely based on existing research, does not consider the economic 
impacts of EWR (or indeed transport more generally) in relation to those 
generated by other types of public spending, such as on skills or housing, for 
example. Clearly, therefore, it is not possible from this study alone to conclude 
that EWR represents the best possible use of public funds in terms of generating 
economic returns to investment. However, as far as transport schemes in 
general are concerned, the case in favour of EWR appears relatively strong. 

The argument for EWR is based on the existing poor quality of transport links on 
the East-West route between Oxford, Milton Keynes and Bedford/Cambridge; 
the relatively clear business growth potential that is evident within this corridor; 
and evidence that under-investment in transport infrastructure in the South East 
could soon have damaging economic impacts for both the region itself and for 
the UK as a whole. The South East needs to be at the forefront of the UK 
economic recovery, and an improved transport network between its key centres 
of population and innovation will help to secure its ongoing competitiveness. 
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