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Note by the Department of Trade and Industry

In accordance with section 83(3) and (3A) of the Fair Trading Act 1973, the Secretary of State has
excluded from the copies of the report, as laid before Parliament and as published, certain matters,
publication of which appears to the Secretary of State to be against the public interest, or which he
considers would not be in the public interest to disclose and which, in his opinion, would seriously and
prejudicially affect certain interests. The omissions are indicated by a note in the text.
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1 Summary

1.1. In a reference dated 25 November 1994 (see Appendix 1.1) the Director General of
Fair Trading asked us to investigate and report on the supply of bus services in the north-east
of England (defined as the counties of Cleveland, Durham, Tyne & Wear and part of
Northumberland).

1.2. Over 90 per cent of bus services in this area are supplied by subsidiaries of four large
groups. We found that two of these groups, The Go-Ahead Group PLC (Go-Ahead) and
Stagecoach Holdings plc (Stagecoach), each supplied over 25 per cent of the total, the level at
which a scale monopoly situation is taken to exist. Stagecoach's share arises from the acquisi-
tion of Busways Travel Services Limited (Busways) in July 1994 and of two other former
municipal operators in the reference area in November and December 1994.

1.3. Our inquiry centred on complaints about five separate situations. Three of these
concerned Busways, in Darlington, South Shields and Sunderland respectively; and two
concerned Go-Ahead in North Durham.

1.4. The events in Darlington received widespread publicity and were the main reason for
the reference being made to us. The local authority put up for sale its municipal bus operation,
Darlington Transport Company Limited (DTC), in July 1994. In an open competitive tender
The Yorkshire Traction Company Ltd (Yorkshire Traction) emerged as the preferred bidder on
24 October 1994. On the failure of its own bid, Busways rapidly recruited the great majority of
DTC's drivers, offering bonuses of £1,000 a head and a guarantee of three years' employment.
It registered services on all DTC's commercial routes and began to operate on a `free fares'
basis on 7 November, five weeks before its registered services were due to come into
operation. Yorkshire Traction withdrew its bid for DTC, the local authority was unable to find
another buyer and DTC went into administration on 10 November.

1.5. Busways argued that DTC had been gravely weakened by many months of predatory
behaviour on the part of United Automobile Services Limited (United), by mismanagement and
by the council's failure to privatize the company earlier. The workforce had become
disillusioned, had no confidence in Yorkshire Traction's ability to pull DTC round, and had
therefore offered themselves to Busways, which had made clear its intention to enter the
Darlington market whether or not it succeeded in buying DTC. Busways submitted that its
actions had prevented United from establishing a complete monopoly and had created a much
healthier situation in the market, eliminating the overbussing and congestion which had plagued
Darlington for some years.

1.6. It is true that the people of Darlington have suffered the effects of bus wars and over-
bussing for a long time, and we acknowledge that before being put up for sale DTC was indeed
in a weak and declining financial state for reasons unconnected with Busways. But there was
keen interest in the sale, Busways itself bidding over £1 million. It was the combination of
Busways' actions in recruiting so many of DTC's drivers so quickly, registering services on all
its routes and running free services which caused DTC's final collapse. We find these actions
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to be predatory, deplorable and against the public interest. The adverse effects which we
identify are the disruption of the orderly sale of DTC and the deterrence of future competitive
entry into local bus markets where Stagecoach is present, with implications not only in the
reference area but elsewhere.

1.7. In order to protect future sales of municipal bus companies we propose a moratorium
on the registration of competing services during the period of sale. We also propose that action
be considered to prevent the running of unregistered services. We decide on balance against
recommending divestment of the newly-established Stagecoach operation in Darlington. This
would be a disservice to the long-suffering townspeople. There is no power for us to
recommend the imposition of a penalty on Busways.

1.8. In South Shields a small operator, Hylton Castle Motors Limited (Hylton), complained
that Busways had threatened to force it out of the market if it would not sell its business to
Busways. It alleged that Busways had cut fares on its weekly tickets and registered new
services on Hylton's best routes in order to give force to this threat. Busways denied
threatening or targeting Hylton and said that its fare reductions had been an experiment in
market pricing in an attempt to halt a fall in patronage.

1.9. We believe that Busways did threaten Hylton and that its price cuts, which had the
effect of reducing Busways' revenue, were predatory and against the public interest. We make
recommendations designed to deter Busways from predatory pricing.

1.10. A similar complaint against Busways' actions in Sunderland was not borne out. These
actions did not amount to predation.

1.11.  In North Durham a small operator, Classic Coaches (Continental) Ltd (Classic
Coaches), complained that in its attempts to establish new services it had encountered anti-
competitive tactics by Go-Ahead. Go-Ahead said that Classic Coaches had not set out to
provide useful new services but had merely targeted Go-Ahead's most profitable routes with a
view to persuading Go-Ahead to acquire it at an inflated price. Much of Classic Coaches'
activity appears designed to provoke Go-Ahead rather than to benefit passengers. Nevertheless
we consider that Go-Ahead's responses were predatory and against the public interest. We
make recommendations to deter or prevent Go-Ahead from engaging in predatory action.

1.12. Go-Ahead responded in a similar way to services introduced by another small operator
in North Durham, Stanley Taxis, but accepted that it had over-reacted and withdrew the new
services which it had itself introduced.

1.13. This inquiry has shed useful light on the current operation of the deregulated bus
market, raising questions about the extent and nature of competition in the industry. We take
the view that in a deregulated market competition, actual or potential, is the main safeguard
against higher fares and lower levels of service. We find evidence of competition where small
bus operators are involved but little between large operators. In a rapidly consolidating
industry that is a matter of concern, particularly as it is easy for a large operator to target a
small one. It is important that barriers to entry into the industry should remain low, so that new
operators can help to keep established large players on their toes. We supplement our formal
conclusions on the matters referred to us with several suggestions aimed at improving the
competitive working of the market to the benefit of the travelling public.


