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Dear Lucy, 
  
I’d like to submit the following on behalf of myself and Max Nathan. Apologies that 
this is a little informal – I haven’t got time to work on it more. If you’d like anything 
clarified, please feel free to contact me. 
  
-- 
The direct user benefits from HS2 (i.e. the benefits to people making journeys) are 
potentially quite large. Unfortunately, so are the costs. Because of fundamental 
uncertainties in the size and pattern of impacts, as well as limitations in current 
modelling, both costs and benefits are highly uncertain. 
  
The wider benefits of HS2 - e.g. 'regenerating the north' - are even more uncertain. 
Possibly the only thing we can say with any certainty is that they are likely to be 
overstated (there's a long history of this in terms of 'transformative' transport 
schemes). 
  
In theory transport improvements boost urban agglomeration – and thus productivity 
– by improving linkages between firms, and between firms and workers. By bringing 
agents closer together, we improve cities’ ‘effective density’. 
  
So what does HS2 mean for cities? Urban firms and travellers in cities on the line are 
likely to be the relatively big winners, which is good news for these cities if more 
productive businesses raise wages or employment. Some cities on the line, and 
specifically the neighbourhoods where stations are located, may get a physical 
regeneration boost from new or upgraded facilities, as well as associated commercial 
development. However, much of this could simply turn into a windfall gain for 
developers, rather than being ‘clawed back’ by local government. But some of this 
activity may simply be displacement from elsewhere and there is a risk of a negative 
effect on cities off the line as a result of this displacement. 
  
That said, these agglomeration effects are likely to be fairly small. For example, HS2 
modelling suggests that for North-South high speed rail, the benefits are £3.6bn over 
60 years, just over 10% of the overall benefits of the line. This is partly because HS2 
doesn’t connect anywhere that’s not already on a ‘high’ speed rail network. 
  
SERC research for the Northern Way (Strengthening Linkages between Manchester 
and Leeds, 2009)* suggests that other options may deliver a bigger change to output. 
Details are provided in the report, linked below, but the headline findings relevant to 
this call for evidence are as follows: 
  
- Closer integration between Manchester and Leeds (from a 20 minute reduction in 
journey time) could increase wages by 1.06%-2.7%. This impact is dependent on 
induced changes in the industrial structure, composition and skill levels of the 
population. It represents an upper bound of the possible effects as we cannot rule out 
the possibility that some of this effect runs from the composition of the labour market 



to lower transport costs (rather than vice versa). We find evidence that the effect on 
wages for individuals who do not change their personal or job characteristics are 
small (between 0.2% – 0.5%). This modest impact on the wages of workers whose 
characteristics remain unchanged is likely to be offset or even reversed by induced 
increases in the cost of living. 
- This finding suggests that the effects on Manchester and Leeds will be bigger if 
policy interventions, such as improved transport links, induce structural change, 
particularly by changing the composition and skills of the workforce. In the analysis 
of specific transport projects, whether these wider economic impacts should be seen 
as additional to traditional user benefits depends crucially on the policy objective. 
From a national cost-benefit perspective, these effects would not be counted as 
additional if, as is likely, they come about because of attraction or retention of skilled 
workers at the expense of other places. In a policy context which aims to address the 
underperformance of the North, or address spatial disparities, these effects would be 
of more importance. 
- Inter-city transport schemes appear to favour Leeds, while intra-city schemes favour 
Manchester. Better connecting Manchester and Leeds to London (through a 40 minute 
reduction in journey times) generates larger overall gains, with larger aggregate 
increases in GDP in London, but larger percentage increases in the North. Taken 
individually, links from Manchester and Leeds to London generate some wage 
reductions in parts of the east and west sides of the North respectively. In contrast, 
Leeds-Manchester links concentrate more of the benefit in the North, and generate a 
rather greater impact on the north-south economic differential. 
  
That is, for Northern cities, the big agglomeration gains appear more likely to come 
from speeding up links into urban cores, or better connections between nearby cities 
like Manchester and Leeds. This is the message of the Eddington Report and of the 
work that we have done for Northern Way. 
  
The points about the need for structural changes are also highly likely to apply to 
HS2. 
  
Finally, even if these changes occur, on the basis of the available evidence, HS2 isn’t 
likely to fundamentally change the UK’s economic geography. 
  
* 
http://eprints.lse.ac.uk/30806/1/Strengthening%20economic%20linkages%20between
%20Leeds%20and%20Manchester_summary%28lsero%29.pdf 
-- 
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