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Evaluating HS2: using economics 
in decision making 
Peter Smith 

This resource provides answers to the ‘Questions and activities’ set in the article on HS2 on 
pp. 2–5 of the February 2016 issue of ECONOMIC REVIEW. 

Benefit–cost ratio 
Question 1 asked you to make sure that you understand how the benefit–cost ratio can be calculated 
from the figures in Table 3 in the article. To do this, you need to divide the total net benefits (£71,020) 
by the net cost to the government (£31,495), which gives 2.3 (rounded to one decimal place). 

How convincing is this? 
The benefit–cost ratio focuses on the net benefit in terms of the estimated costs to the government 
and the benefits to society, based on assumptions about how to quantify these. As such, a first point 
to notice is that the result is only as good as the assumptions on which it rests. This includes 
assumptions about how to quantify the benefits to transport users in terms of time savings, crowding, 
reliability and so on. The reliability of these assumptions when applied over a 60-year time frame 
suggests that there must be a wide range of uncertainty around the estimates. 

Furthermore, when calculating over a 60-year time frame, the future benefits and costs need to be 
discounted to provide a present value. Even small changes in the discount rate being used can mean 
big differences in the result. This is especially important given that while many of the costs come in the 
short run, many of the benefits are only delivered in the future. Discounting the future a little more will 
reduce the benefit–cost ratio. 

Then there are the environmental effects to take into account. The government line on this is that the 
benefit–cost ratio calculations are affected relatively little if environmental damage is taken into 
consideration. This has been much disputed, especially by those most affected. 

An important question is whether the HS2 project not only delivers value in terms of the benefit–cost 
ratio, but also whether it delivers the best value relative to other possible projects. In other words, it is 
difficult to evaluate HS2 in isolation from other projects that could have been undertaken instead. 

Many of the arguments in favour of HS2 have been expressed in terms of the possible effects on the 
north of England if it becomes more accessible. Sometimes neglected in this discussion is that this is 
a two-way process. Bringing London and the north closer could lead to an even greater focus on 
London, rather than stimulating more activity in the north. 
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A new rail terminal near your house? 
Finally, we asked you how you would react if a new rail terminal was to be built near your house. Of 
course, I cannot say how you would feel about this. You might be happy to have good access to the 
rail network, or you might think that your quality of life would suffer with all the noise and hassle that 
would follow. The economic and social impact on you might be out of line with the net benefit to 
society. 

This resource is part of ECONOMIC REVIEW, a magazine written for A-level students by subject experts. 
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