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Summary 



 

Key lessons from rail regulation in Britain 

  



 

Over a long period, the industry's confidence and capability has suffered from 

an unhealthy symbiosis of decisions being taken out of the hands of rail 

businesses; together with financial arrangements which misalign costs and 

revenue so that commercial decisions are blurred or distorted. Behaviours are 

to a fair degree driven by subsidy and intervention by government and 

regulator rather than commercial decisions. That drives up the costs of 

delivering what funders and customers want. Bureaucratic, rather than 

commercial! decision-making is deeply embedded in large parts of the 

industry. 

No one should get the impression that it is all gloom and doom. I meet 

committed, driven! innovative people everywhere I go on the railway, at all 

levels. Recent developments in the industryls leadership mean there is a 

growing commitment to change. But the current arrangements for delivering 

subsidy and regulating the industry make it an up-hill struggle. 

There is an opportunity now, and in the next decader to transform this so that 

rail becomes the dynamic, mature, efficient and customer-focused industry 

envisaged at privatisation. 

If the industry can deliver on the efficiency challenge that now faces it, it will be 

possible to reduce its dependence on public subsidy, and to get much greater 

transparency on where public money goes and what it buys. I am sure national 

and local funders will want to continue to support rail, but the industry needs 

to give them better information for making choices over how their money is 

used and more clarity on what they get for it- specifying what is to be 

delivered, and looking to the industry to develop its creativity and innovation to 

shape how best to deliver. 

As it becomes less dependent on subsidy, beyond the specific services and 

capacity funders choose to buy, the industry ought to become freer to take its 

own decisions on how best to meet its customers' expectations and grow 

demand. There is further to go on customer satisfaction, and rail businesses, 

whether publically or privately owned, need to focus on how they can meet 

rising expectations through better customer service, better information, and 

innovation- providing more of what people want to buy at better value- just 

as businesses do in other industries. This potential is all the greater now, given 
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the scope for major changes in the way the railway operates through 

electrification and transformed signalling and information systems. 

This is a real challenge in an industry where finances are opaque and decision

making byzantine in its complexity. That needs to change. As efficiency 

improves I believe we can move towards a railway in which public and private 

businesses can come together in a commercial way to deliver for their 

customers, potentially with less intervention from the regulator and 

government. We can transform the way the industry operates in the next 

decade, and all of us need to step up to make that a reality. 
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PART 1: WHAT WE WANT FROM THE RAILWAYS, AND 

THE EVOLUTION OF THE INDUSTRY 

1. What do we want from the railways? 

                                                           

 



 

2. The origins of today’s railway 
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3. Privatisation and beyond 

                                                           



 

                                                           



 

4. The institutional structure:  

          regulation and government 



 

 

 

 

 

                                                           

  



 

Chart 2: A combined economic and safety regulator for the railway 

industry: Functions of the Office of Rail Regulation 

OFFICE OF RAIL REGULATION 

,---------------------------, : . . . . : 
I I l t t t • I 

---------------------------' 

Source: Office of Rail Regulation 

The Department for Transport meanwhile is effectively the purchaser and 

regulator for passenger train services in England and Wales, and Transport 

Scotland similarly oversees the Scottish passenger franchise- determining the 

specification for a large proportion of train services through the franchising 

process in which train operators compete for the market in 18 regional route

based franchises; and regulating a portion of the fares to be charged. The 

Department and Transport Scotland have an important role as funders of rail 

services- in other words, determining what government on behalf of society 

wants to buy from the railway, and how much it is prepared to spend in doing 

so. That funding is channelled partly through train service franchises and also 

as a block annual Network Grant to Network Rail. 

In addition to the lead roles of the Governments in Edinburgh and 

Westminster, major purchasing and funding decisions are also taken for their 

own areas by the Welsh Government, the five English Passenger Transport 

Executives, Transport for London and the Strathclyde Partnership for Transport 

effectively topping up the funding provided by the Governments to buy more 

or different services. There are debates currently about the devolution of train 
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5. The performance and efficiency of the railway 

 

 

 

 

 

 



 

                                                           



 

Chart 3: Rail passenger demand: since 1947: 

sustained growth since the late 1990s 
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Source: Office of Rail Regulation 

Chart 4: Rail freight since 1953: 

recovery since the mid-1990s, and renewed growth post-recession 
40 ,----------------------------------------------------------------. 

10 +---------------------------------------------------------------~ 

-Freight moved (billion net tonne kms) 

Source: Office of Rail Regulation 
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Chart 5: Passenger satisfaction, 1999-2011 
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Source: Passenger Focus's National Passenger Survey. 

Chart 6: Passenger service reliability and punctuality since 1998 
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The chart shows the monthly annual average for the Public Performance Measure, the 

proportion of trains arriving at their destination within 5 minutes (10 minutes for long

distance trains) of the scheduled time. 

Source: Office of Rail Regulation and Network Rail 
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Chart 7: Long-term decline in fatal train accidents in Britain since 1950 
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Chart 8: Comparative safety across Europe fatalities per million train 

kilometres, 2008-2012 
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Chart 9: Total government support to the rail industry(£ millions), 

including Passenger Transport Executive grants. 1985-86 to 2013-14 

Total Government Support to the Rail Industry(£ millions) incl. PTE grants,1985-86 to 2013-14 
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Chart 10: Whole-system unit costs, 1996-97 to 2009-10 
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PART 2: REGULATION AND TODAY’S RAILWAY  

 

6. Why do we regulate the railways? 



 

 

 

                                                           



 

7. How do we regulate?  The incentive regulation of 

rail infrastructure     

                                                           



 

                                                           



 

                                                           



 

Chart 12: The process for the 2013 Periodic Review of Network Rail 
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As can be seen from chart 12, it is a highly consultative and iterative process 

involving the industry proposing what it thinks the railway needs, government 

deciding on priorities and the funding it wants to make available, and the 

regulator running the process and making the final determination of funding 

and outputs. lt takes around two and a half years to complete. 

The process is initiated by the ORA but the first step is an industry-led one, in 

which the businesses set out commercial proposals and options for the 

development of the network. This is known as the Initial Industry Plan. 

Using this plan, ORA's advice and its own analysis, government (that is, the 

transport ministries for the UK and Scotland) then sets out the desired outputs 

- High Level Output Specifications. For example, for the last periodic review, 

these included a 92.5 per cent reliability target (trains on time), significant 

enhancements to the network - capacity for 20 per cent more passenger 

journeys, and extra capacity and tighter punctuality standards for freight 

services, and the funding available to do so. 

Once the Governments have decided what they want and how much money is 

available, the industry led by Network Rail produces a plan setting out how it 

intends to deliver the required outputs. 

OAR reviews this plan and determines if the High Level Output Specifications 

of the Governments are affordable given the public funds available and taking 

into account industry revenues and costs. This means that ORR works out how 
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much money the infrastructure manager needs to deliver the outputs and how 

efficient it needs to be. Because Network Rail is a monopoly we look very 

critically at whether its plan is efficient. 

Once we have done this, we formally set out the outputs and funding 

requirements, as well as a challenging efficiency target bearing in mind our 

duty not to make it unduly difficult for NR to finance its activities. For this 

periodic review, ORR has set a 19.5 per cent efficiency improvement target to 

NR (compared to the 13 per cent the company proposed}. Network Rail has a 

right of appeal to the independent Competition and Markets Authority, but this 

is not to be used lightly as it is a double-edged sword, reopening all aspects of 

our determination, including those which work in the company's favour. 

We make our determination, using a building block approach, summarised in 

chart 13, in which we carefully analyse the costs, outputs and timescales 

Network Rail proposed, drawing on a wide variety of evidence and 

comparative data, as well as the views of its customers, to establish 

challenging output and efficiency targets for the business to deliver over the 

five-year control period. The full shape of the financial and output 

requirements we established for Network Rail in our 2013 Periodic Review is 

summarised in chart 14. 

Chart 13: ORR's building block approach for establishing revenue 

requirements and charges 
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Chart 14: An overview of the output, finance and efficiency requirements 
established in 0 RR' s 2013 Periodic Review 
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We aim to give Network Rail a challenging outcome to replicate the challenges 

the business would face to perform and deliver efficiently under competition. 

We do this by assessing robustly the level of costs the company could achieve 

in each of the building blocks if it were a fully efficient business, and how fast 

Network Rail could be expected to converge on the efficiency frontier, while 

giving them a high degree of flexibility to determine how in practice they 

choose to deliver and organise themselves to deliver the determination. We 

want to avoid detailed second-guessing in areas where the company should 

have the expertise to make the best judgements. 

The overall impact of our framework and incentives over the last two control 

periods has been to reduce the day-to-day costs of Britain's rail industry by 

nearly 40 per cent over the last decade, and a further 19 per cent in the next 

five years; which closes the gap with the most efficient in Europe. As charts 15 

and 16 show, this frees up funding to invest in a bigger, better and safer 

network. This is a critical point: annual government spending on rail has 

ranged between around £4 billion and £5.5 billion in recent years, but the share 

of that money used to finance new investment is rising. 

Chart 15: Network Rail operating, maintenance and renewals costs; and 

enhancement spending, 2004-05 to 2018-19: improved efficiency frees up 

funding for network growth and improvement 
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Financial incentives 

We have introduced several financial incentives. We start from the principle 

that if Network Rail's income is set at a level which is equal to its costs and 

since it does not face competition, it has limited incentives to improve its 

productivity and control its costs. We have therefore developed incentives to 

align better the interests of Network Rail and its customers and to make it more 

commercially responsive to their needs, and to those of final consumers. 

The financial incentives that exist include route-based efficiency benefit 

sharing; and a volume incentive. 

Firstly, the route level efficiency benefit-sharing mechanism. This route level 

incentive encourages Network Rail and the operators to work together and 

allows train operators to share in the efficiency gains and or losses of the 

infrastructure manager on an annual basis. 

This efficiency benefit sharing scheme is aimed at encouraging further savings 

to be made in the day-to-day running costs of the railway. lt applies at the 

Network Rail route level. Network Rail is increasingly devolving responsibilities 

to Scotland and the nine operating routes in England and Wales (shown in 

chart 17), and our mechanism builds on this. 

We expect operators to work closely with Network Rail and if Network Rail's 

costs are lower than we assumed the operators will share the savings but if 

they are higher, then operators will pay part of the increase. 

Secondly, there is a volume incentive which is paid to Network Rail for 

accommodating additional traffic 

The volume incentive is a payment to Network Rail which encourages it to be 

more responsive to unexpected demand for use of network capacity over and 

above an agreed level. 
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Chan 17: Devolution and comparators: Network Rail's route structure 

Source: Network Rail 
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unexpected demand from its customers. 

But the marginal payments Network Rail receives for running additional trains 

are very small, as I discuss further below {and see chart 24 which illustrates the 

prol>lem of weak incentives). For the future we are lookin~ at how these 
i ncentiv~R cttn be :rtrengthened. 
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We are already seeking to strengthen the mechanism by adding a downside

Network Rail loses money if growth is below the baseline, and also by 

disaggregating the baseline to route level. This will give Network Rail more 

incentive to look for ways to increase passenger and freight travel by working 

more closely with train operators. 

Reputational incentives and earned autonomy 

So far, we have talked about the contractual and financial incentives facing 

Network Rail. But there are others. One of our regulatory levers is Network 

Rail's network licence which we oversee and can enforce if necessary, 

including the use of sanctions in some cases. This gives rise to reputational 

incentives, both for the business and for its executive directors. 

When we make decisions as part of the periodic review, we also decide what 

outputs Network Rail should deliver over the next five years. Once we have set 

these outputs, if Network Rail fails to deliver them, we can investigate whether 

it has breached its network licence andr if sol what should be done to put that 

breach right. Depending on the seriousness of the breach, we can also impose 

a financial penalty. 

Because Network Rail receives a large public grant, currently around £4 billion 

a year or around two-thirds of the company's costs {see chart 18), imposing a 

financial penalty isr in itself, of limited value. Indeed because the UK statistical 

authority has ruled that Network Rail is not independent of government, its 

reclassification as a public sector business from September this year, 

potentially further reduces the value of this incentive. However, it does affect 

two other types of incentives which we think are quite powerful. 
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Chart 18: British railway industry funding, expenditure and government 

funding, 2012-13 
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The cost of running Britain's railways was £12.3bn in 2012-13, a real terms increase of 2.1% compared 
to 2011 -12 and a real terms increase of 0.1% compared to 2010-11. After adjusting for passen er growth, 

industry exP.enditure increased very marginally from 201 1-1 2 (up 0.2%), but decreased_significantly 
since 2010-11 (down by 6.2%). 

Firstly, both we and Network Rail attach enormous importance to the funding 

settlement and the regulatory outputs that go with it. lt is, after all , 

fundamental to the long term commercial and financial sustainability of their 

business and is effectively the regulatory contract setting out what they are 

required to deliver for the money they are given or allowed to charge. Any 

failure to achieve those outputs is therefore highly visible and impacts on the 

reputation of both the company and its senior employees. Associated with this, 

there is also an impact on the level of remuneration for senior executives 

awarded by Network Rail's remuneration committee under their management 

incentive plan. The structure this plan, which has to be approved by the 

regulator, requires non-delivery of regulated outputs and sanctions imposed by 

the regulator to be taken into account by the company in both annual and long

term remuneration decisions. 
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8. Serving passengers: public service and competition 



 

 

 

 

 



 

Chart 19: Rail passenger market shares in Great Britain by train operator. 
Franchised & open access operators. Shares of passenger kilometres, 2013-14. 

Trains Wales 

Midlands Trains 

__ T .... 

Northern 

Source: Office of Rail Regulation 

Looking at competition for the market in Britain, Chart 20 shows the fairly 
strong competitive position, with a number of different owner groups holding a 
share of the market. Direct operation by government is limited in Britain to the 
role of Directly Operated Railways (DORl as the 'operator of last resort'. DOR, a 
government-owned train operating company, entirely separate from Network 
Rail, step in to run services if a private franchised operator fails- and they 
currently account for just 8.6 per cent of the market, with eight private owing 
groups companies making up the rest. 
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Chart 20: Rail passenger market shares in Great Britain by owner group. 
Shares of passenger kilometres, 2013-14. 
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Chart 21 shows how the passenger market shares between open access and 

pub I ic services in Britain differs from passenger market shares in Italy. In fact 
they are almost opposites. In Britain, government-owned operation is reserved 

for the 'operator of last resort'- at the moment applying to a single franchise

East Co01st. <1 nd the gave rn ment h01s started the process of returning it to 

private operation through a new franchise. The rest of the market- more than 

90 per cent - is served by private businesses - some admittedly subsidiaries of 
foreign-owned state businesses, but operating cam mercially in Britain. These 

are franchised operations representing competition 'for the market'. But for 

competition 'in the market'- open access operators represent just 1 per cent of 

the passenger market. 
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Chart 21: Rail passenger market shares in Great Britain and Italy: Shares of 

passenger kilometres, 2013-14 (Britain) and 2011 (Italy). 

Great Britain 
• Franchised 90.7% 

• Open access 0.8% 

• Government 
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resort' (Directly 
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Railways) 8.4% 
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• Government
owned 
'incumbent ' 
(Trenitalia) 90.8% 

• Other operators-
regional 
franchises and 
open access 8.2% 

Sources: Great Britain: Office of Rail Regulation; Italy: Autorita di Regolazione 

dei Trasporti. 

In Italy, this position is nearly reversed. Trenitalia represents 92 per cent of the 

passenger market, with just 8 per cent taken up by other operators- mainly 

regional franchises and a much smaller proportion of open access. However, 

open access represents a larger share- around 20 per cent- in the passenger 
market for high-speed services. 

Incidentally it is worth noting that freight services in Britain are entirely 

commercial, including one small subsidiary of a state business. The freight 

sector is growing and, fully exposed to both on-rail and cross-modal 

competition, it is the sector of the British rail industry where productivity and 

service standards have most radically transformed for the better since 

privatisation. 

Determining access to the network for passenger service operators 
Returning to passenger services, in Britain franchised services are a mix of 

profitable and unprofitable services. Profitable franchises pay money to 

government, while unprofitable franchises receive government subsidy. Both 

contain implicit public service elements, while also allowing the operators 

some commercial freedom to innovate- not quite enough freedom in my view, 

but some flexibility nonetheless. So both taxpayers' money and the rail 

services upon which many customers rely, are at stake. 

43 



 

However, open-access and franchised services need not be mutually exclusive, 

and regulatory bodies have a key role in balancing (and potentially reconciling) 

the two forms of competition. 

When open-access operators apply for capacity on the network, my colleagues 

and I at the ORR have a difficult decision to make about whether to grant 

access. This is not just a question of deciding whether there is space on the 

network, although the growth of traffic has made this an issue in many parts of 

the country. Instead this is a decision that gets to the core of our duties as a 

regulator, and which illustrates the tension that can sometimes exist between 

them. 

One of our statutory duties as a regulator, from the 1993 Railways Act that 

created ORR, is to promote competition in the provision of railway services for 

the benefit of users of railway services. This suggests, prima facie, an 

obligation to promote on-rail competition and allow open-access. 

That same piece of legislation also requires us to have regard to the funds 

available to the Secretary of State for the purposes of his functions in relation 

to railways or railways services. We must acknowledge the government's 

public stake in franchise contracts, and the future value of franchises that are 

awarded by government. Operators have submitted competitive bids for the 

right to operate franchises, and will bid again in the future, on the expectation 

of a certain level of revenue from the farebox. Taken in isolation, this duty 

would not permit us to grant access to open access operators where they 

overlap with franchises. 

Clearly a tension exists. As a regulatory body we are required to balance, on 

one hand, the benefits of competition that are offered by open access. On the 

other hand is the potential cost to the taxpayer that such services can cause, 

through their impact on the payments franchised operators make to, or receive 

from, government. 

We must assess the relative precedence of these duties on a case-by-case 

basis, in a manner that is both consistent and transparent. To do this, the ORR 

has developed a Not-Primarily-Abstractive Test, or 'NPA test'. In its purpose 

and intention, this is broadly equivalent to the 'economic equilibrium' test that 

is envisaged under the 4th Package proposals (although the specific details of 

that provision have not yet been finalised). 

The test is designed to assess the extent to which the new, open-access service 

would generate additional rail passenger custom, and the extent to which they 

would simply 'abstract' revenue from franchised services - 'cherry picking' the 
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9. Looking ahead: the debate on the European 

Commission’s Fourth Package  
 

 

 

 

 



 

 

 

 



 

The Commission's original proposal was a wholesale transfer of the 

responsibility for these functions to ERA. ORR opposed this- there was a 

danger of creating cost, uncertainty and increased safety risk in countries 

where these procedures already function well. Instead, ORR petitioned for 

choice: operators should have the option of applying either to ERA or the NSA 

for authorisation and certification. This proposal was taken up by MEPs in the 

European Parliament's first reading, and we are hopeful of securing a 

consensus during the Member State negotiations at transport council. 

There will, of course, be plenty of work to do on the detail of how ERA and 

national NSAs cooperate, particularly in the award of safety certificates, but I 

am optimistic that we will secure a workable solution that makes things more 

straightforward for European operators. 

Proposals on infrastructure governance 

In their original proposals, and contrary to prior speculation, the Commission 

did not insist on full vertical separation of infrastructure and operators. 

Instead, the package focuses on, 'Chinese walls', accounting separation and 

transparency, and framework conditions required for a level-playing-field in the 

rail market, with the regulatory powers to guarantee them. 

I know that there were many who were disappointed by the Commission's 

reluctance to push for full unbundling. Amongst them were several UK 

companies, both passenger and freight, who wish to enter European markets. 

My own view is that vertical separation is an important step in the process of 

market opening. lt is very difficult to ensure transparent and non

discriminatory decision-making on key issues including network access, cost 

allocation, access to retail and information systems, without separation. The 

British experience shows that even with vertical separation regulators need to 

remain hawkish to avoid discrimination against new entrants. The Commission 

is nevertheless right to focus its attention on the broad framework of 

conditions that are crucial for market opening to work. There are no doubt 

infrastructure managers who appear to take a positive stance towards 

competition, but where it is impossible for market entrants to sell their tickets 

in stations, or hire rolling stock, or secure access to service depots and 

refuelling facilities. These are the crucial details that matter- and these are the 

areas where clear, outcome-focused European legislation, and strong, 

independent regulation can make the biggest difference. 
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10. A  normal  industry? 

 

 

 

 

 



 

 

 

 

                                                           



 

 

 

                                                           



 

PART 3: MEETING THE CHALLENGES OF THE NEXT 

DECADE 

 

11. What are the challenges for the next decade? 

 

 

 

 

 

 

 



 

 

 

 

 

 

 

 

 

12. The challenges of efficiency and delivery 

                                                           



 

                                                           

 



 

But even a cursory examination of what would need to be in place to facilitate 

allocative efficiency gives cause for concern. On a railway which is carrying as 

many people as in the 1920s, but on a much smaller network, it is not 

surprising that parts of the network are getting very close to capacity. So one 

of the scarcest resources of all is network capacity. And yet it is not priced! 

The Variable Usage Charge which Network Rail is currently allowed to charge 

operators reflects short-run marginal cost, but has no element to reflect the 

scarcity of the capacity or its value in competing uses. Of course it is always 

hard to reconcile short-run network use incentives with long-run investment 

incentives: but I am convinced that we can do it better. 

Chart 23 shows the current position in terms of Network Rail's revenue. User 

charges earned by running trains account for a small proportion- around a 

quarter- of Network rail's revenues. The bulk of the rest- the large blue 

segment- is made up by a block payment to Network Rail from the 

government known as Network Grant. A part of Network Grant finances 

investment. But in practice a significant part simply makes up the shortfall 

between costs and revenue from charges without differentiating what 

Government and other funders want to buy. 

Chart 24 illustrates the incentive effects of the current structure of funding. lt 

shows how Network Rail's efforts to accommodate more trains on its crowded 

network over the last few years have generated more revenue for the business 

over the last few years. The unfortunate truth is- they haven't! Though it has 

allowed more trains to run, the chart shows that as the number of train miles 

run and scarce capacity used rises, there has been almost no impact on 

revenue. The gain from running 10 per cent more trains is the tiny red sliver on 

the small variable income block for each year. 

Not surprisingly, therefore, price signals are very weak and play almost no role 

in decisions on allocating, planning or expanding capacity. 
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Chart 23: Network Rail's sources of revenue: Network Rail's revenue 
requirement for CP4 (2008-09 to 2013-14} is £31.7bn (in 2011-12 prices}. 
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Chart 24: What happens to Network Rail's income as volume increases? 

(Answer: almost nothing). Network Rail's income in respect of passenger 

trains. 2009-10 to 2013-14, at 2013-14 prices. 
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We already have in place separate regulatory accounts at the route level and 

are refining these in the current control period to 2019, building on them with 

route level performance data, and potentially in due course, disaggregated 

revenues reflecting disaggregated charges. In this way it will become clear 

what customers and taxpayers are paying for the different parts of the network 

and what they are getting in return. 

Network Rail and the UK Government have both shown an interest in varying 

degrees of extra freedom for the routes- including developing infrastructure 

concessions, which could help to bring equity and private investment into the 

rail infrastructure market. And Network Rail and train operators are exploring 

the scope for further formal allowancing- the first alliance between South 

West Trains and the Wessex Route of Network Rail is already resulting in 

different approaches to working and prioritising to improve efficiency, 

performance and revenue growth. In our Periodic Review, we are considering 

incentives to encourage further route-level collaboration. 

There is certainly the potential for the routes to be powerfully incentivised to 

strike commercial deals with their customers, and in the process to make sure 

they make the best returns from the scarce network capacity they have at their 

disposal by providing what customers want and improving their own 

efficiency. This also gives the train companies the incentive to act more 

commercially with Network Rail, brokering different options for the delivery 

and use of infrastructure services, pressing the routes to improve efficiency, 

and considering their own use of the network to identify ways in which they 

can reduce the infrastructure costs they end up paying. 

But as long as the bulk of its income is received by Network Rail as a block, 

without bearing any direct relationship with the infrastructure service the 

routes provide to their customers, the routes will essentially remain cost 

centres, rather than profit centres. And it will be harder to achieve the cultural 

shift within Network Rail and in its relationships with its customers, from the 

bureaucratic and towards the commercial. This in my view is at the heart of the 

change we need to see to unlock the potential of the railway for the next 

decade. 

There is a solution to this. We are looking at the scope for adjusting variable 

charges to reflect capacity and scarcity; and to better reflect the structure of 

costs, including at a route level. If Network Rail can improve its efficiency 
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13. Releasing the railway’s potential  

                                                                                                                                                                                     



 

the industry delivers. Of course government is free to intervene as it chooses 

wherever it is paying- and as we have seen, it is committing very substantial 

resources to rail, and now also owns most of the infrastructure through 

Network Rail. But excessive specification and intervention drives up the cost of 

delivering what it wants, and more widely undermines the ability of the 

industry's leaders and managers to take a commercial approach. 

The industry itself has a key role in achieving change. Firstly, it needs to 

demonstrate that the costs of the railway can be reduced. Our Periodic Review 

for the five years to 2019 identified big opportunities, but they increasingly 

require the industry to work together across business (and regulatory) 

boundaries- including but not limited to collaboration across track and train. 

Commercial relationships, tensions and collaboration across the track/train 

boundary provide an opportunity rather than a barrier to better innovation, 

more responsiveness to customers, and better efficiency- provided we get the 

flows of funds and the incentives right. 

Secondly the industry needs to demonstrate to government that it is on top of 

how the railway is delivered. lt's up to government and users to say what they 

want from the railway; it's up to the industry to have a credible story about 

how it will deliver. The more the industry can show it is able to do that, the 

more likely it is that government will give it more space. 

Independent regulation can and should play a significant role in this through 

our periodic reviews, by creating the framework for better alignment of 

incentives, costs and charges, helping to focus the industry on the outputs that 

really matter to rail users; as well as through the power of greater 

transparency. Through the current control period, and in readiness for our 

2018 Periodic Review, ORRis exploring with people across the railway how we 

best create a climate that genuinely aligns incentives across the industry, and 

encourages the further development of alliances and partnerships. 

Beyond all that, we should increasingly think of rail becoming more of a 

//normal" sector. Greater efficiency will reduce the railway's dependence on 

subsidy, and whatever levels of subsidy funders choose to provide in the 

future, their funds can be more focused on the specific things they want to buy. 

With the railway less dependent on subsidy, government can be less involved 

in th e detail, leaving how the railway is delivered to the industry. And if - as I 

have suggested, the industry can operate increasingly on the basis of proper, 
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14. Conclusion 

Richard Price  



 

Bibliography 

http://ideas.repec.org/p/cpr/ceprdp/2619.html
http://ideas.repec.org/p/cpr/ceprdp/2619.html
http://ideas.repec.org/s/cpr/ceprdp.html
http://ideas.repec.org/s/cpr/ceprdp.html


 

Glaister, Stephen: British Rail Privatisation: Competition destroyed by politics, 

Centre for the Study of Regulated Industries Occasional Paper 23, {Centre for 

the Study of Regulated Industries, Bath; 2004) 

Gourvish, T. R.: Railways and the British Economy, 1830-1914. {Macmillan, 

London; 1980). 

Gourvish, T. R.: British Rail1974-1997: From Integration to Privatisation {Oxford 

University Press, Oxford; 2004) 

Gourvish, T. R.: Britain's Railways, 1997-2005: Labour's Strategic Experiment 

{Oxford University Press, Oxford; 2008) 

Helm, Dieter: A Critique of Rail Regulation, in C. Robinson (ed): Utility 

Regulation and Competition Policy, pp19-41, {lEA, Elgar, Cheltenham; 2002) 

HM Government: New Opportunities for the Railways: The privatisation of 

British Rail {HMSO, London; 1992) 

HM Government: Reforming our railways- Putting the customer first. 

Command paper {Department for Transport, London; 2012). 

Jack, lan: The Crash that Stopped Britain {Granta, London; 2001) 

Jones, lan, Phillipa Marks and Carole Willis: Franchising Passenger Railway 

Services, NERA Topics No 11, {National Economic Research Associates, 

London; 1993) 

McNulty, Sir Roy: Realising the Potential of GB Rail: Report of the Rail Value for 

Money Study {Department for Transport and Office of Rail Regulation, London; 

2011) 

Office of the Rail Regulator: Report of the Rail Regulator To the Secretary of 

State for Transport and the Scottish Ministers, Annual Report 2003-04 {Office of 

the Rail Regulator, London; 2004) 

Office of Rail Regulation: A great deal from Britain's railways: safe, reliable, 

efficient. Our business plan for 2012-13 {Office of Rail Regulation, London; 

2012) 

Office of Rail Regulation: Health and Safety Report 2012 {Office of Rail 

Regulation, London; 2012) 

Office of Rail Regulation: ORR's strategy for regulation of health and safety 
risks {Office of Rail Regulation, London; 2012) 

65 



 

Office of Rail Regulation: Network Rail's output framework for 2014-19 {Office 

of Rail Regulation, London; 2012} 

Office of Rail Regulation: Costs and Revenues of Franchised Passenger Train 

Operators in the UK {Office of Rail Regulation, London; 2012, forthcoming} 

Parker, Sir Peter: British Railways Board Chairman's Report, 1976 {British 

Railways Board, London; 1976} 

Pollitt, M G and AS J Smith: The Restructuring and Privatisation of British Rail: 

Was it really that bad?, Fiscal Studies, 23:4, pp463-502. {1 0} (2002} 

Price, Richard: Regulation: When less is more {Speech to Rail Industry event, 

Office of Rail Regulation, London; 2012} 

Price, Richard: Risk-based health and safety regulation: our strategy for 

Britain's railways (Speech to the International Rail Safety Conference, Office of 

Rail Regulation, London; 2012} 

Prideaux, John: The Rolling-stock companies, in Roger Freeman, and Jon 

Shaw (eds}: All Change: British Railway Privatisation; {McGraw-Hill, London; 

2000} 

Schwartz, Robert M.: Railways and Population Change in Industrializing 

England {Mount Holyoke College, South Hadley, Massachusetts; 1999} 

Shaw, Jon: Designing a Method of Rail Privatisation, in Roger Freeman, and 

Jon Shaw (eds}: All Change: British Railway Privatisation; {McGraw-Hill, 

London; 2000} 

Stern, Jon: What the Littlechild report actually said, Regulation Initiative 

Working Paper No 55, {London Business School, London; 2003} 

Stern, Jon: Regulation and Contracts for Utility Services: Substitutes or 

Complements? Lessons from UK Railway and Electricity History, Journal of 

Economic Policy Reform, Vol 6, Number 4, pp 193-215 (2003} 

Stern, Jon: Regulation and Contracts in Infrastructure Industries: Regulation as 

Ordered Renegotiation {Presentation to the ORR Expert Advisery Panel; 2012} 

Swift, John: The Role of the Rail Regulator, in Roger Freeman, and Jon Shaw 

{eds): All Change: British Railway Privatisation; {McGraw-Hill, London; 2000} 

Winsor, Tom: The new regulatory agenda (Office of the Rail Regulator, London; 

1999} 

66 

http://www.rail-reg.gov.uk/upload/pdf/regulation-and-contracts-in-infrastructure-industries130612.pdf
http://www.rail-reg.gov.uk/upload/pdf/regulation-and-contracts-in-infrastructure-industries130612.pdf


 

Winsor, Tom: Office of the Rail Regulator, Annual Report 2003-04 (HMSO, 

London; 2004) 

Winsor, Tom: The future of the Railway: Sir Robert Reid Memorial Lecture 2004 

(Office of the Rail Regulator, London; 2004) 

Winsor, Tom: The Future of the Railway Industry through Effective Independent 

Regulation, CRI Occasional Lecture 10, 21 January, (Centre for the study of 

Regulated Industries, University of Bath, Bath; 2004) 

Wolmar, Christian: Creating the Passenger Rail Franchises, in Roger Freeman, 

and Jon Shaw (eds): All Change: British Railway Privatisation; (McGraw-Hill, 

London; 2000) 

Wolmar Christian: On the Wrong Line: How Ideology and Incompetence 
Wrecked Britain's Railways (Aurum Press, London; 2005) 

Wolmar, Christian and Roger Ford: Selling the Passenger Railway, in Roger 

Freeman, and Jon Shaw (eds): All Change: British Railway Privatisation; 

(McGraw-Hill, London; 2000) 

67 




