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International public transport benchmarking:
can it be useful?
Richard Anderson, Director and
Ben Condry, Senior Research Associate
Railway and Transport Strategy Centre, Imperial College London
Arup
24 March 2013
INTRODUCTION
Richard and Ben began by explaining some of the history and context.
Imperial College London was founded in 1907 and is now ranked as the
third best technical university in Europe. It continues its tradition of
focussing on science, technology, engineering and medicine, with
14,000 students and 4,000 staff.
The Railway and Transport Strategy Centre (RTSC) was established in
1992 with initial funding from British Rail. It is part of the Centre for
Transport Studies within the Department of Civil and Environmental
Engineering. RTSC concentrates on the benchmarking, operations,
economics and policy aspects of transport and comprises an
international team of 20 public transport experts drawn from a wide
background. Members of RTSC include both academics and those who
have worked in the industry.
HISTORY OF BENCHMARKING
Historically, benchmarking has had a bad press. The aim of RTSC was
to develop a refined benchmarking process which would provide benefits
for public transport operators.
The process began in 1994 with a group of five metros. In 1996 this
evolved into the Community of Metros (CoMET) comprising a number of
larger metros. Two years later the Nova group, comprising medium sized
metros, was established. In 2004 a similar group, the International Bus
Benchmarking Group (IBBG) was established for bus operators,
followed in 2010 by a group for benchmarking suburban rail operators,
the International Suburban Rail Benchmarking Group (ISBeRG). More
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recently, an American Bus Benchmarking Group (ABBG) was
established in 2011 for mid-sized bus operators in the North America.
The significant benefits which operators found from the benchmarking
exercises have led to the groups becoming continuous projects. For
example, transport operators in New York and London have been
members of CoMET for 19 years and of IBBG for 8 years.
Figure 1 shows the broad range and diversity of the two metro groups.
Figure 1: Members of CoMET and Nova
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The International Bus Benchmarking Group currently has 12 members
across four continents, comprising Montreal, Seattle, New York and
Vancouver in North America; Barcelona, Brussels, Dublin, London,
Lisbon and Paris in Europe; plus Singapore and Sydney. Istanbul is a
potential new member1. All share the common features of being fairly
large bus operators working alongside metros in the same cities.
Similarly, the ISBeRG group of international suburban railways has a
large diversity of operators covering 14 railways in 13 cities across five

1

Istanbul joined shortly after the meeting
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continents. Some are parts of state railways which operate as dedicated
suburban entities, while others are standalone operators. The size of the
group means that it is large enough to find diverse practices, but small
enough to maintain close contact between individual members.
Members of this group comprise the Long Island Railroad and MetroNorth in New York, BART (San Francisco), CPTM (São Paulo), London
Overground, NSB Oslo, S-tog (Copenhagen), Munich S-Bahn, FGC
(Barcelona), JR East in Tokyo, Hong Kong MTR, plus City Rail in
Sydney, Queensland Rail in Brisbane and Metro Trains in Melbourne.
The American Bus Benchmarking Group again demonstrates a wide
diversity of membership, comprising 16 operators across the US in a
range of urban and suburban environments.
WHY OPERATORS PARTICIPATE
Mass transit is essential for modern cities to function effectively. By any
yardstick, all the members of the groups are big businesses, spending
over £40 billion per annum and using scarce public funds. The growing
expectations of users and governments demand that they deliver
modern, safe, reliable and efficient networks. However, there are often
limited opportunities locally for operators to gauge their performance. A
big metro may be the only such operation in a country, so the groups
enable such an operator to look at the performance of other
undertakings more widely. Benchmarking allows operators to see how
they can improve to meet stakeholder aspirations.
Benchmarking within each group consists of analytical work to
understand what drives performance and disseminating results to advise
organisation on best practice.
Operators tend to think that they are facing a unique set of challenges.
In practice, this is usually not the case, and there is a large degree of
commonality in the issues faced. Top strategic challenges for metros, in
decreasing order of the numbers of group members affected, are:
 Network expansion
 Government support and funding
 Reducing costs *
 Operational improvement and reliability *
 Employee training, retention and recruitment *
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 Long-term asset improvement and renewal *
 Securing fares increases, revenue and ridership *
 New governance frameworks
 Overcrowding and capacity issues *
 Leveraging in new technology *
 Regional transport plans and integration
 Labour relations and staff ethos
Benchmarking helps share experience, particularly on starred (*) issues,
especially as to how technology can address many of these challenges.
HOW THE PROCESS WORKS
For members, the benchmarking groups are central to achieving
proactive, effective continuous improvement: it is all about looking for
best practice. Why do others do things differently? Can we learn from
them? What has worked, or not, elsewhere? Benchmarking is helpful in
setting challenging but achievable targets for performance and
efficiency, and provides a basis for an informed dialogue with
stakeholders.
The benchmarking programme is owned and steered by the group
members themselves, with chairmanship of each group rotated on an
annual basis. RTSC carries out the management of the programme and
undertakes the analysis. The key principles of the benchmarking groups
are confidentiality, collaboration, speed and independence. There is
openness amongst group members, but not outside a particular group.
The whole process is complementary to other industry bodies such as
UITP.
Most importantly, the benchmarking process operates as a continuous,
annual cycle. The Key Performance Indicator (KPI) system is used to
compare performance on a regular basis and shows where to look for
best practices. KPIs are often seen as the totality of benchmarking, but
RTSC sees this analysis as only the start of the process. There then
follows in-depth research in the form of “drill-down” studies on topics of
common interest to identify best practices. These are often accompanied
with expert workshops, with group members speaking directly to each
other to help mutual understanding. There is also a website providing an
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online Forum for transport peers to consult each other and to provide
quick answers to mutual problems.
Each group holds two formal meetings a year, normally attended by
senior directors from each operator.
KEY PERFORMANCE INDICATORS AND DRILL-DOWN STUDIES
The KPI approach adopted by RTSC measures the “whole system”
performance using a Balanced Scorecard (see Appendix A) with main
categories of:
 Growth, learning and innovation
 Financial
 Customers (including capacity provision and utilisation, and
service quality)
 Internal processes (including reliability and availability, and
efficiency)
 Safety and security
 Environment
A similar methodology is adopted for all groups.
With KPIs it is easy to try to optimise one category and find that some
other issue becomes worse, hence there is a need to look at the whole
picture. As emphasised to members, benchmarking is not about creating
league tables. The structured KPI comparisons are used for:
- Stimulating productive questions and lines of enquiry
- Identifying high priority problems, strengths and weaknesses
- Identifying trends to reveal who has actually improved overall
performance over time (with up to 19 years of data) and why
- Setting realistic targets for performance to stimulate internal
motivation
- Supporting the dialogue amongst operators, governments and
other stakeholders
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As explained, KPIs are just the starting point. There is much subsequent
analysis of data and looking at qualitative issues, and the greatest value
comes from applying best practice learnt from others.
As an example of the use of KPIs, the speakers cited an analysis in
2011 of car-kilometres between incidents causing delays to services of
over 5 minutes. There appeared to be an order of magnitude difference
between Asian members and others. What factors were driving this?
Deeper line-level econometric benchmarking showed the impacts of
technology and external factors. It was possible to quantify the extent to
which older rolling stock, extra peak hour trains and increased patronage
worsened performance, while additional capacity and a switch to
Automatic Train Operation (ATO) improved performance. The
econometric analysis was supported by a more qualitative review of the
relevant characteristic of each metro, examining technical operational
and management factors affecting performance.
Drill-down studies of this type are conducted annually by each group.
The topics are selected by the members to represent key topical issues
and questions of mutual interest raised by the KPIs. Data and more
qualitative information for the studies are provided by members through
questionnaires and expert interviews. Imperial College then undertakes
the analysis, reports on its findings and makes recommendations. There
are also expert workshops to help share experiences directly between
members.
BENEFITS OF BENCHMARKING
The aim is to improve decision-making by operators and stakeholders by
learning from the experience of others. For example, a driver productivity
study resulted in an Asian metro saving 10% through shift
reorganisation. Similarly, a review of station cleaning processes enabled
an American metro to achieve a 10% productivity gain, while other work
enabled another American metro to justify moving from 2-car units
operating in multiple to longer, fixed formation trains with full-width
gangway connections, thereby saving several million dollars and
improving capacity by 10%. A South American metro saved $1 million
per annum on turnstile maintenance as a result of a Forum question,
and a member of the ISBeRG railways group used fleet age information
to help make the case for funding of replacement vehicles.
Another outstanding example was research for London Underground in
2009, which revealed higher than expected costs for escalator
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engineering and maintenance. From this work overall savings of £500
million are expected, with £65 million already saved in the procurement
of 50 new escalators.
EXAMPLES OF BENCHMARKING WITH METRO OPERATORS
Some of the analysis carried out over time with the Nova and CoMET
metro groups helps illustrate the work carried out by RTSC. A key issue
in looking at metros is whether we can compare organisations of
different sizes. “Can we really compare big operators with small
operators?” is a false question, since metros have returns to density and
not to scale.
As Figure 2 shows, a common feature of metros (whatever their size) in
major cities across the world has been the continued rapid passenger
growth despite local economic conditions. For established systems this
has in part been driven by the overall world economic growth.
Figure 2: Growth in demand, selected metro systems
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A key challenge for all these operators is delivering capacity and
reliability to meet growing demand. Ten years’ data (Figure 3) from
North American and European operators, on million car-kilometres run
between total incidents causing delay to service of over 5 minutes,
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shows that reliability is significantly and negatively affected by structural
factors.
Figure 3: Effects of structural factors on reliability

Reliability on vertical axis, the higher the figure the better the reliability

This leads to obvious questions as to why certain operators do
dramatically better than others and why performance of some operators
is falling.
Similarly, analysis and comparisons of commercial revenue (fares and
non-farebox) per unit of operating cost show that, for most systems in
Europe, revenue barely covers operating costs. With operators spending
on average an extra 40% on reinvestment, the shortfall is even more
pronounced. Key factors determining the profitability ratio are density,
fares policy, network and efficiency. Recent analysis reveals that the
profitability of Asian metros is falling as their networks expand. When
economies were strong, a cocktail of poor fares policy and rising costs
set metros in the wrong financial direction.
Between 2004 and 2009 the experience of the CoMET and Nova groups
has been of real fares falling in 60% of metros, labour and energy costs
up 65%, with labour productivity falling across 75% of metros and
demand up for almost 90% of them. However, since 2009 a turnaround
in fortunes has occurred for many members of these groups, but this
may be only temporary as the fundamentals of fares policies and energy
and labour costs remain unchanged. From 2009 to 2011 real fares have
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continued falling and unit labour costs rising in around 65% of metros.
The fundamental economics of metros around the world are not strong,
even though labour productivity improved for 84% of metros and unit
energy costs fell for 60% of them over this period.
By contrast, investment in London Underground Limited (LUL) over
recent years has shown financial rewards. Analysis indicates a strongly
improving trend in the recovery ratio (total commercial revenue per unit
of operating cost), with a figure of 1.12 for 2011. However, a key
structural factor and financial constraint for LUL is the low average
passenger density resulting from its large, sprawling network.
A decline in real fares can contribute to budget crises on some systems.
Figure 4 illustrates the trends for just three cities.
Figure 4: Trends in real fares, selected metro systems
Average Real Fares (Adjusted for Inflation) In 3 Cities
Fare Revenue per Passenger Kilometre, Index (1994 = 100)
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London has been unique in having a relatively smooth fares policy over
time. In part this is due to the effects of expanding concessionary fares
being offset by real increases for those who pay. The political
interference which has led to a slump in real fares for the American
Metro is putting quality and sustainability at risk.
Research by Graham, Crotte and Anderson using all CoMET and Nova
metros data and published in Transportation Research in September
2009 identified the elasticities shown in Table 1.
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Table 1: Estimated elasticities of demand
Elasticities of demand with respect to …

Elasticity

Income

+0.18

Fares

-0.33

Service capacity (frequency and train capacity)

+0.51

One conclusion from comparing these figures is that frequency and
capacity improvements, rather than fares reductions, may be a more
effective means of increasing metro patronage. This finding supports a
strategy of maintaining fares in real terms so as to fund improvements to
the existing network. Many metros do not know their fares elasticity.
A key challenge revealed by benchmarking is that metros have to offset
the continual pressures of wage growth with consistent revenue growth
and increased productivity. Case studies have enabled RTSC to drill
down and to understand “how and why” metros can become more
productive. Examples of employment schemes that have worked are:
 Sharing productivity gains 50:50 with staff
 Contracting out of station staff
 Different contracts of employment for new drivers
 Employing part-time staff during peak periods
 Split shifts
 Multiskilling, with station staff on driving duties at other times
CoMET and Nova benchmarking studies in the use of technology to
improve productivity and staff effectiveness have enabled operators to
share experience in:
 Unattended, Automatic or Attended Driverless Train Operation
 Automatic train turnaround
 Ticketing and train despatching
 Remote signing-on for train drivers
Overall staff productivity for LUL and its contractors in 2010 was above
average, as one might expect in a higher wage city. However, this type
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of high level KPI can mask inefficiencies in sub-activities, and
disaggregation, econometric modelling and drill-down studies are
necessary. The work found that the combined administration costs of
LUL and the Public Private Partnership (PPP) were high, while
operations costs were more moderate in comparison to others.
CONCLUSIONS
Benchmarking can be highly effective and has become a key
management tool for operators at both strategic and day-to-day levels.
There are very different demands between benchmarking for regulatory
purposes and that aimed at disseminating best practice.
A long-term, continuous approach with operator ownership is key.
Benchmarking is not an exact science, and requires a qualitative
approach and contextual understanding to achieve meaningful results.
Drilling-down through detailed statistical analysis and deeper
investigations into practices and processes is necessary.
RTSC has been able to apply these processes over 19 years, leading to
their achieving significant benefits for operators.
DISCUSSION
Peter Gordon (Editor, Transport Economist) noted that there seemed to
be very many factors influencing operators’ performance. Had the
analysis shown correlations with system age, network density and so
forth? The speakers felt that there was potential for more analysis on
such factors. For example, they would like to know how much of the cost
of LUL was driven by legacy issues. RTSC was collecting further data at
line and network level in order to facilitate this type of analysis.
Stephen Bennett (BR/SRA retired) felt that the various groups
represented “clubs of the willing”. Did this inevitably mean that the best
would get better and the worst will continue to slip behind? The
speakers’ ambition was to ensure that the groups did not just contain the
better operated systems. They were keen to obtain a cross-section of
operators involved. Interestingly, metros which performed the best
tended to be outward-looking organisations which used benchmarking
the most.
Alec McTavish (ATOC) wondered whether, in an increasingly
competitive market for franchising and contracting out of public transport
- 11 -

systems, there was increased reluctance to share the potentially
commercially sensitive data required for effective benchmarking.
Historically public transport operations had not been subject to
competition, but the speakers expected this to be an increasing
challenge to their approach. They were addressing the issue by avoiding
having direct competitors within each group. The principle of free and
open exchange of information remained, and the sensitivities were not
as great as might be imagined. There were issues about whether data
might be used by a competitor as part of a bid process, as a result of
which it had not so far been possible to have any British Train Operating
Companies (TOCs) participating in the groups.
Dick Dunmore (Steer Davies Gleave) noted, on a similar theme, that it
was difficult to compare performance of airports because operators were
unwilling to share data. Changes in ownership of airports, with greater
diversity of owners, might give indications about relative performance
levels. Competitive bidding for operations represented a significant
challenge to the RTSC work. The speakers hoped that the benefits that
operators would gain from benchmarking would be sufficiently valuable
to encourage continued sharing of information.
Professor Peter Jones (University College London) queried the part
played by cultural differences in explaining the divergent performance of
operators in the various countries. The speakers had noted some such
differences. Operators in Asia were very concerned with reliability,
sometimes to the near exclusion of other issues. For example, in China
there was government pressure for zero fatalities and no delays. In
South America it was generally all about capacity, while European
operators tended to take a more balanced approach and look at tradeoffs. In the USA, performance was not a major issue: given the
demographics of public transport users, the political concentration was
on keeping down fares.
John Cartledge (London TravelWatch) asked whether there was a
difference between those aspects of benchmarking which regulators
focused on and those which ordinary users found important. He felt that
users were more interested in perceived value-for-money and passenger
experience. He also wished to know whether the benchmarking interests
of regulators and passengers differed in other European countries.
Measurement of what might be described as “touchy-feely” issues was
acknowledged to be poor, although there have been several drill-down
studies in each of the benchmarking groups to compare more qualitative
- 12 -

aspects of service quality and customer experience issues. RTSC were
keen to include customer satisfaction indicators within the KPI systems,
but were approaching the issue with caution as there are many
challenges with comparing such data internationally. Passenger
response to such surveys was conditioned by their experience of other
public services in their home cities and countries. Operators tended to
focus on whether their trains ran on time rather than whether their
passengers reached their destinations on time. More drill-down work
was required to assess the service quality experienced by passengers.
Andrew Evans (Imperial College, London) wanted to understand the
process whereby operators became members of particular groups. Who
decided whether to admit an operator? Operators could apply to join a
group and then it was for the existing members of that group to
determine whether to admit them. Alternatively, the existing members
could extend an invitation to a particular operator to join. An application
from Dubai had recently been turned down by one of the groups. The
speakers did have concerns that some operators may wish to participate
for political reasons rather than to improve their performance. For purely
practical reasons, to ensure cohesion, the groups were limited in size.
Enlargement was being addressed by establishing new groups.
Peter White (University of Westminster) wondered whether keeping the
groups relatively small caused problems with attaining statistically
significant analysis. The speakers acknowledged that this was an issue,
although the extended time series of the data made it less of a problem
than might be imagined. They also emphasised that the smaller groups
allowed for a better understanding of the data.
Dick Dunmore wondered whether the information amassed by RTSC
might be useful for designing and building new metro systems. RTSC
did attempt to disseminate information on best practice so that new
operators and planners could learn from past experience. A new group
was being established for metros in emerging economies such as India.
The speakers hoped that RTSC would be able to do more in this field.
Tom Worsley (ITS Leeds) asked whether any analysis had examined
the relative effects on performance of different management and
regulatory models. RTSC had not examined these aspects in any
statistical way. It might be possible to compare and contrast different
models in a qualitative or experiential way. Such an analysis would be
useful, as more and more metros faced increasing regulatory issues.
Interestingly, the franchising framework for London Buses is regarded
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worldwide as an excellent and efficient model, but may be very difficult
politically for some countries and cities to adopt.
Alan Peakall (Retired) commented on one South East Asian city where
the various metro lines had been built and operated as independent
entities. Surely such an arrangement was unlikely to be efficient. The
lack of physical integration in some cities had produced a mess which
seriously affected patronage. In one example, building two separate
lines had resulted in ridership well below expectations. However, after
building a third line to connect the other two, ridership across all lines
had increased dramatically.
There being no further time for questions, the Chair thanked Richard and
Ben for their excellent presentation and closed the meeting.

Report by Gregory Marchant
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Appendix A: Key Performance Indicators (KPI) Balanced Scorecard
Heading

Items covered

Growth,
Learning and
Innovation

% change in Network Size & Passenger Journeys
% change in Operated Capacity km and Car km
Number of Training Hours / 1,000 Staff Hours
Ratio of Non-fare Commercial Revenue to Fare Revenue and per
Passenger Journey

Financial

Total Commercial Revenue / Operating Cost
Operating Cost / Revenue Car km
Service Operations Cost / Car km
Maintenance Cost / Car km
Administrative Cost / Car km
Investment Cost / Car km
Operating Cost / Passenger Journey & km
Fare Revenue / Passenger Journey & km

Customers

Capacity Provision & Utilisation
Capacity km / Route km
Passenger km / Capacity km
Service Quality
Passenger Hours Delay / Passenger Journey
Passenger Journeys On Time / Passenger Journey
Trains On Time / Total Trains (Scheduled & Actual)
Train Hours Operated / Hours of Train Delay

Internal
Processes

Reliability & Availability
% of Cars Available & Used in Peak Hour
Car km / Hours Between Incidents (By Category)
Efficiency
Passenger Journeys / Staff + Contracted Hours
Capacity & Car km / Staff + Contracted Hours
Train Hours / Driver Hours
% Employee Absenteeism
Traction Energy Consumed / Car km
Total Energy Consumed / Passenger Journey & km

Safety &
Security

Fatalities / Passenger Journeys
Total and spit by Suicide, Accidents and Illegal Activity
Incidences of Crime / Passenger Journeys
Staff Lost Time through Accidents / Staff Hours

Environment

CO2 per passenger km
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Appendix B: Metro benchmarking groups
Nova group of metros

CoMET Group of metros

BA
Bc
Bs
Bk
Dh
Is
Lb
Mt
Nc
Nj
Np
RJ
Sg
Sy
To

BG
Bn
GZ
HK
Ln
MC
Md
Mw
NY
Pm
Pr
SC
Sh
Sp
Tp

Buenos Aires Metrovías
Barcelona TMB
Brussels STIB
Bangkok BMCL
Delhi Metro Rail Corporation
Istanbul Ulasim
Metropolitano de Lisboa
Montréal STM
Newcastle Nexus
Nanjing Metro
Naples Metronapoli
Rio Metro
Singapore SMRT
Sydney City Rail
Toronto TTC
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BMTROC, Beijing
BVG, Berlin
Guangzhou Metro Corporation
MTRC, Hong Kong
LUL, London
STC, Mexico City
Metro de Madrid, Madrid
MoM, Moscow
NYCT, New York
RATP Metro, Paris
RATP RER, Paris
Metro de Santiago
SSMG, Shanghai
MSP, São Paulo
Taipei TRTC

The European Commission’s Fourth Railway Package
Dick Dunmore, Steer Davies Gleave
Arup
22 May 2013
INTRODUCTION
Dick Dunmore began by emphasising that the views expressed in his
talk were entirely his own and did not reflect those of either the
European Commission or Steer Davies Gleave (SDG).
The Commission had appointed SDG to undertake a “Study to support
an impact assessment on further action at European level regarding
market opening for domestic passenger transport by rail and ensuring
non-discrimination access to rail infrastructure and services”. This study
has now been published by the Commission together with its proposals,
which have been scrutinised by the House of Commons Transport
Select Committee and debated in the House of Commons.
THE CURRENT POSITION
Rail is one of several network industries, such as posts, pipelines, power
grids and the internet, for which the Commission considers that
ownership should be separated from usage to ensure equality of access
to obviate monopolies. Action is required to ensure completion of the
Single Market initiated in December 1992. The Commission’s vision is
that network users licensed anywhere in the EU can have access to any
network in the EU on equal terms, and ideally that markets can be left to
commercial operators providing what customers need and thus ensuring
efficient use of resources.
In railways, Sweden provided the origin for the concept in 1988, when it
separated the railway infrastructure (Banverket) from the train operator
(SJ). EU legislation for the Single Market began in 1991 with Directive
91/440/EEC which mandated an accounting separation of track and
trains from 1993. Great Britain went further and during the period 19941997 separated the rail infrastructure (Railtrack) from the passenger and
freight train operating companies (TOCs) and the passenger rolling
stock owned by rolling stock companies (ROSCOs).
- 17 -

Since Directive 91/440/EEC did not produce the desired open market, in
2001 the Commission instituted its First Railway Package comprising
licensing of train operators and making capacity allocation and charging
independent of train operators. This was followed in 2004 by the
Commission’s Second Railway Package with the aim of improving
interoperability. This package also created the European Railway
Agency and opened both domestic and international freight markets to
competition from January 2007. In 2007 the Commission instituted the
Third Railway Package addressing issues such as capacity allocation
(for a second time), driver certification and passengers’ rights, and
opening international passenger services to competition from January
2010.
Figure 1 indicates how far railways have progressed towards a single
market in the various Member States. Most services continue to be
specified in a Public Service Contract (PSC) and operated by the
incumbent, but some are left to the incumbent to operate “commercially”.
Only a small proportion are operated by new entrants, either
commercially or under a PSC, and around 80% of all services not
operated by an incumbent are in Great Britain.
Figure 1: Recent proportions of train-kilometres by type of operator
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THE COMMISSION’S PROPOSALS
The Commission’s approach to the latest package followed sensible
market economic principles: ensuring a level playing field by removing
structures which favour the incumbent operator, thereby creating an
open market for access by other operators on a commercial basis or
through competitively-tendered PSCs. The expectation was that
supporting measures might be needed for transfer of rolling stock and
staff between an incumbent and new operators, to ensure continuation
of joint and through ticketing arrangements, and to achieve consistent
criteria for whether and how PSCs are set. Table 1 summarises the
proposals which eventually emerged.
Table 1: Summary of relevant Fourth Package proposals
Issue

Details

Full separation of
infrastructure and
operations

Holding Companies responsible for both track
and operations to be highly restricted

Coordination
Committee

To be set up by the infrastructure manager for
the relevant network

Public Service
Contracts (PSCs)

Procuring authorities must produce regular
plans and annual reports

The Commission must be satisfied there is a
“level playing field” and “absence of distortion”

Compulsory competitive tendering, with some
exceptions
Regulatory bodies may, on their own initiative,
review compliance
Domestic open access Right of access, subject to the economic impact
on PSCs
No distinction between international, cabotage
and domestic services
Rolling stock for PSCs

Member States must ensure non-discriminatory
access to rolling stock
If no ROSCOs, authorities must take residual
risk where contractors request it

Staff arrangements

Member States may require bidders to take on
existing workers
- 19 -

Separation of infrastructure and operations: Holding Companies
Infrastructure managers are expected to be “legally distinct” from
operators with no control, financial interest or common board members.
However, since the European Court of Justice has recently ruled that a
Holding Company structure can be consistent with existing legislation,
the Fourth Package proposals include a long list of detailed
requirements to ensure the required degree of separation, which the
regulatory body in the member state will police. It is difficult to envisage
how such requirements are to be implemented effectively, especially in
small Member States with only limited numbers of railway professionals.
The Commission will have powers to check compliance with these
requirements, either on request or on its own initiative, and must be
satisfied, irrespective of technical compliance, that there is a level
playing field for all railway undertakings and no distortion of competition.
If it is not satisfied, other Member States may deny access to operators
from the Holding Company. There is some uncertainty about what a
Holding Company subject to so many restrictions can actually do, and
whether regulatory bodies in some states will have sufficient teeth to
enforce compliance. It is doubtful whether a system of “tit for tat”
exclusions will help achieve the desired single market.
Coordination Committee
Taking Great Britain as an example, it would the responsibility of
Network Rail to set a “Coordination Committee”, comprising all actual
and applicant operators, with representatives of ATOC and customers,
plus the relevant regional and local authorities. The Department for
Transport (DfT) and Office of Rail Regulation (ORR) would also have to
be invited to attend. The Coordination Committee would be empowered
to discuss a long list of issues and report to the infrastructure manager
(Network Rail), the regulatory body (ORR), the Member State (DfT) and
the Commission with “an indication of the respective positions taken by
the Committee members”.
While in theory these committees are intended to ensure consistency
with the Commission’s aims of competition, contracts and incentives,
there is a risk that they become powerless talking shops which many of
those concerned will be reluctant to attend. In Germany over 100 local
and regional bodies currently let several hundred contracts, making the
envisaged coordination structure extremely unwieldy. In addition, one
believes either that a system of competition, contracts and regulation will
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work or that some form of coordination is needed: the Commission
appears to want both.
Public Service Contracts (PSCs)
The Commission proposes compulsory competitive tendering for PSCs,
with direct awards permitted by exception in specific cases:
 By an “urban agglomeration or rural district” to an “internal
operator” which it controls, and which may not bid for a PSC
outside its area
 For “de minimis” contracts of up to “150,000 kilometres” a year: if
interpreted as train-kilometres, less than the workload of a single
train
 If there is “a disruption of services or the immediate risk of such a
situation”, in which cases direct awards are limited to two years
Open access
Open access is a key plank of the proposals and creates new rights of
access to the railway infrastructure to operate all types of railway
passenger services (speaker’s emphasis) under equitable, nondiscriminatory and transparent conditions. It also allows any licensed
operator to pick up passengers at any station and set them down at any
other station, and to access infrastructure connecting such service
facilities as they may require.
However, the Commission recognises that PSCs are vulnerable to
cherry-picking of one or two significant flows and that “net cost”
contracts that place revenue risk on contractors (“franchisees” in Great
Britain) might be impossible if open access were to be permitted
everywhere. The Commission therefore proposes that Member States
may limit access between stations connected by PSCs if this would
compromise their “economic equilibrium”. However, there is very little
case law on how this might operate, particularly as some networks have
PSCs at all stations and on all flows, and it raises the question of
whether open access operations or PSCs come first.
While the “economic equilibrium” test assumes that PSCs precede open
access, the Commission appears to envisage a transition to a
commercial core operation, with PSCs as a top-up, the only precedent
for which is the 1986 deregulation of bus services in Great Britain
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outside London. However, while bus services can be replaced fairly
quickly, the same is not necessarily true for rail services.
Most Member States have specified “supported services” in PSCs, but
some have also given the incumbent managerial freedom over
“commercial” services. It is, however, unclear whether such services are
either profitable or profit-maximising, and whether they would remain so
if open access operators entered the same markets. Sweden let the
incumbent operator gradually contract to a commercial core, tendering
other services to be available to start the day after the incumbent
withdrew. Great Britain first created a network of PSCs underpinning
social requirements, and then permitted open access where this did not
affect the PSC “economic equilibrium”.
A “big bang” approach to introducing commercial services does not
seem practicable. It is difficult to imagine a process in which contracted
services are removed and the market is left to fill the gap in a reasonable
timescale. Once there is no longer a local incumbent with spare staff and
resources willing to step in, such replacement might take years.
ARE THE PROPOSALS NECESSARY?
Separation of infrastructure and operations
Separation of infrastructure and operations is controversial, but at least
some industry observers consider that it can be beneficial if there are
few or no capacity constraints. However, while Great Britain designed its
post-privatisation arrangements for an unconstrained network, the
industry has since been so successful that the network is now highly
constrained and requires extensive planning and expensive investment.
Integration may therefore become more attractive as capacity utilisation
increases and the constraints multiply, or when planning, upgrading
and/or modifying both infrastructure and trains as part of an overall
improvement project such as electrification.
Additionally, in the small networks of some Member States, the
paraphernalia of separation and regulation may be disproportionate
even if market opening is workable.
However, the Commission has to favour open markets, and there is no
provision for cost-benefit analysis of the rights set out in the Treaty of
Rome, of for customer consultation on whether competition and open
markets are desirable. The Commission cannot propose exemptions for
Member States, only for urban or regional systems.
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In addition, the speaker noted, few economists would design a “market”
with a network and its only current user in common ownership.
PSC criteria approved by the Regulatory Body
The Commission’s proposals require the PSC criteria to be approved by
the regulatory body, which in Great Britain is ORR. The authorities
awarding PSCs must set and consult on their public transport
plans/specifications to ensure they are:
 “Appropriate to achieve the objectives of the public transport plan”
 “Not exceeding what is necessary and proportionate”
 “Achieving the objectives in the most cost-effective manner”
However, some authorities would argue that a PSC can be justified
wherever it reasonably considers that it might benefit actual or potential
travellers. PSC contracts can specify the version of Excel to be used in
bids, although they might unreasonably specify proprietary equipment.
The regulatory body is to ensure compliance of the PSC award with the
criteria and may use its own initiative to do so. This raises the question
whether regulatory bodies are sufficiently empowered, independent and
resourced to carry out this function. It is not entirely clear what problem
the Commission is aiming to solve through this process and whether this
is a proportionate solution. It looks like a sledgehammer to crack a nut.
ARE THE PROPOSALS SUFFICIENT?
Competitive tendering
There has been no real debate on what exactly is to be tendered.
Regulation 1370/2007 defines “public passenger transport” as
“passenger transport services of general economic interest provided to
the public on a non-discriminatory and continuous basis”. But the
following do not need to be part of the tendered services:
 Rolling stock and/or maintenance, by ROSCO and/or manufacturer
 Train crew or station staff, who can be subcontracted
 Ticketing, sales staff, marketing or fare setting
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The only activity common to all existing operators is the management of
train crew. This raises the questions of what defines where “public
passenger transport” has been tendered. What if a restructured
incumbent provide most or all of the above as a nominated or monopoly
subcontractor to a “shell” PSC operator? Would this be compliant with
the proposals and, if so, would it achieve anything for passengers?
The default public procurement model is one of “start from scratch”. An
outsourcing authority draws up a specification for the services required,
and invites potential providers to work out how to provide them and then
to put in a tender. Winning non-incumbents must start from a zero base,
and it can then take them two years or more to establish operations.
Losing incumbents lose their business, but what happens to their assets
and staff is not the authority’s problem.
The alternative approach is that adopted in Great Britain, whereby the
existing operation is refined. The authority in effect says “Here is a
company with staff, rolling stock leases and a supply chain. Here is a
specification for the services and changes we wish to see over a period.
You work out how to meet these requirements, starting with the existing
assets and staff”. The authority then accepts the best or cheapest plan
and a share in any extra revenue or savings it generates. The assets
continue to be used and staff have continuity of employment.
The Commission is neutral on which approach authorities are to take.
Sweden and Germany have adopted the default “start from scratch”
model, but this appears likely to favour incumbent operators, who have a
built-in advantage. Germany has experienced a high failure rate with this
model, which is difficult to scale up from small local operations, a
problem not helped by the lack of a national template for competitive
tendering. Great Britain has let and re-let franchises varying in size from
4 to 40 million train-kilometres per annum, but in Germany no services
over 12 million train-kilometres have been successfully tendered, and
every contract over 5 million train-kilometres has been won by
incumbent Deutsche Bahn.
Unlike Great Britain, other Member States have not subdivided services
into PSC-facing units with separate rolling stock, crew, accounts and
“contractual matrix”. Nor have they developed an organisation or system
to let these contracts, or experienced the difficulties of making
operational or commercial changes when everything is set in contracts.
Contracts can easily become constraints and cause complexity. For
example, changing any one PSC may mean timetable change for others,
and changing the infrastructure may have knock-on effects on other
- 24 -

local operators. This raises the issue of who plans, evaluates, funds and
implements investment.
The Commission recognises that when tendering services it would be
wasteful not to reuse existing rolling stock fleets, so it proposes that
Member States shall take “necessary measures to ensure effective and
non-discriminatory access to suitable rolling stock for public passenger
transport by rail for operators wishing to provide public passenger
transport services”. On request, Member States shall “ensure that the
residual value risk of the rolling stock is borne by the competent
authority” where rolling stock leasing companies (ROSCOs) do not
already exist. This leaves open the question of whether local authorities
have the means to guarantee the residual values of the fleets at the end
of the contract period.
There remains scope for “dirty tricks” such as invitations to tender
requesting that the contractor “start next week” or the incumbent selling
rolling stock to a non-EU body and leasing it back, or becoming a
ROSCO and locking profits into that business. In many countries the
rolling stock is owned by the national railway or a private company and
the presumption is that existing property rights should be respected.
ROSCOs cannot simply be willed into existence.
Furthermore, there is no direct equivalent in many other countries to
British TUPE legislation guaranteeing that staff remain employed when
ownership of the employing company changes. Practices vary from “find
your own staff”, with the incumbent having to absorb any unwanted staff,
to the new entrant having to offer work to some or all of the existing staff
on nationally uniform terms and conditions. If staff are not dedicated to a
PSC, who are “the existing staff”?
Open access
The vision of the market remains that, where possible, rail services are
provided by customer-facing organisations which are subject to market
forces. This raises the question as to which, if any, passenger services
are commercially viable. Figure 2 suggests that there may be little scope
for entry. At current levels of infrastructure charges and fares in the
market, urban/suburban and medium distance/regional services are
almost invariably loss-making and long-distance services are likely to be
marginal, unless cherry-picking opportunities can be found. High speed
services may be potentially profitable, but in some Member States are
already constrained by infrastructure capacity.
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Figure 2: Recent proportions of train-kilometres by market type
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Experience to date of open access has not been encouraging, given the
requirements for viability, capacity and/or predictability. After 25 years
there has only been limited open access entry in Sweden, restricted to
two sides of the Stockholm-Göteborg-Malmö triangle, and in Great
Britain scope for open access is limited by major capacity constraints.
The very limited entry in Germany has been accompanied by allegations
of dirty tricks. In contrast, NTV has recently begun operations in Italy
with a large fleet of trains, and there has been new entry the Czech
Republic with no complaints.
To be viable, open access operators require certainty over access rights
and costs, but also freedom to change or withdrawn services. Access
rights applying for only one year provide too little predictability. Similarly,
authorities and passengers want certainty over services which they can
rely on. Particular station calls may be critical to schools and commuters.
WHAT CAN GO WRONG?
The Commission’s timetable for making the changes is shown in Table
2, with indicative dates marked by a question mark (?).
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Table 2: Timescales for the Fourth Package
Date

Event

2013,
January

All new direct award PSCs must end by December 2022

2014 ?

Regulation in force

2017 ?

Directive transposed

2019,
December

Open access becomes a right
No further direct awards permitted: PSCs only in future

2020 ?

All “build your own business” PSCs need to be awarded

2022 ?

All “British model” PSCs need to be awarded

2022,
December

Direct awards made after 2013 must have been
retendered

2024,
December

Commission must:
 Evaluate the impact of unbundling and open access
 Assess whether discrimination/distortion persist

2026 ?

If appropriate, new legislative proposals

There must be reservations as to whether this timetable is realistic when
compared with Great Britain, where the process was a national policy,
and preparation began in advance of legislation, but still took over six
years from outline design to completion. However, the Commission is
between a rock and a hard place: the Third Railway Package of 2007
required that it bring forward proposals by the end of 2012.
During the period of implementation various things can go wrong.
Laziness
In Member States where the only aim is to achieve a minimal degree of
compliance, risks include that there is no disaggregation of the
incumbent (although any PSCs won by new entrants would then become
de facto self-contained businesses), that there is insufficient certainty
and clarity to make a new entrant “bankable” (particularly capital
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expenditure on rolling stock), or that an incumbent withdraws
“commercial” services with no immediate replacement operator in
prospect.
Evasion
If market opening is seen as “anti-worker”, Member States and
authorities may set contract terms that only the incumbent can meet, or
PSCs may be created specifically to prevent open access. Regulatory or
competition bodies may not step in to prevent such “dirty tricks”.
Unintended consequences
Incumbents may ask for more money for operating PSCs than they get
now. Urban networks may be handed to cities and run internally rather
than put out to tender. In addition, since the legislation applies to all
public transport, only those bus operators under local control will be able
to receive direct awards, which may force restructuring in Member
States with a national bus operator.
How much will have changed before the evaluation due in 2024 is
debatable.
QUESTIONS & DISCUSSION
Peter Gordon (Editor, The Transport Economist) wanted to know
whether the proposals would allow Member States to retain a national
timetable authority. For example, Germany had a tightly timetabled
network with carefully arranged multiple connections. Dick replied that
the Commission is silent on such matters. Each Member State has a
different social geography which influences how the rail services over its
network are planned, specified and timetabled.
Rufus Boyd (Director Transformation & Chief Operating Officer,
Interfleet Transport Advisory) detected the hand of Germany and France
in the formulation of the Commission’s proposals. While the presentation
clearly viewed the proposals from a British perspective, had anyone
been influencing French and German thinking? Dick said that the larger
Member States had inevitably given the most thought to the issues
addressed by the Commission. German thinking had been influenced by
their devolved constitution and experience with small operators winning
tenders for local services. Scrutiny of the proposed legislation is still in
progress, and what actually emerges after debate in the European
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Parliament is difficult to predict. Gerard Whelan (KPMG) added that the
Spanish competition authority had recently recommended the complete
separation of the infrastructure manager (ADIF) from the Spanish rail
operator (RENFE).
David Starkie (Economics-Plus) recalled how, at the time of rail
privatisation in Great Britain, the Treasury had been keen to engender
competition. He and Robert Cochrane had been asked to come up with
ideas. One proposed solution was to have geographically overlapping
franchises with moderation of competition. Another idea was for
“managed entry” of competitors with carefully set rules for including
additional trains into the timetable, whereby a new entrant would only be
allowed to split the frequency and not run a few minutes in front of the
established operator. Dick replied that the Swedish government had also
examined allowing new entrants to compete directly with an established
incumbent by paying entry fees based on the modelled abstraction of
revenue. However, many franchises in Great Britain were won by
proposals to increase frequency, rapidly absorbing much of the spare
capacity and leaving less scope for open access. Nonetheless, at least
some Member States might welcome new approaches to how
competition could be stimulated, or the “economic equilibrium” principle
implemented.
John Smith (formerly Regulatory Affairs, Railtrack) was struck by the
remarkably limited amount of progress which had been made since
Directive 91/440/EEC. Vested interests among the national railways
seem to have blocked progress. What action had the Commission taken
to enforce its legislation? Had any significant progress been made in the
stated aim of creating trans-EU networks? Rail freight was in decline
throughout much of Europe: what action was the Commission taking to
arrest or reverse this decline? Dick replied that rail freight has been fully
liberalised from January 2007 under the Second Package, and the
current fear is that it will rapidly evolve into an oligopoly. The
Commission has fostered cross-border networks under the TENs
programme. However, the Commission has found it very difficult to get
Member States to do its bidding through the mechanism of high-level
legislation. It has taken four Member States to the European Court of
Justice (ECJ) for alleged non-compliance with the 2001 First Package,
and the ECJ found that two Member States were non-compliant.
Stephen Bennett (formerly BR, SRA and Transport Scotland) observed
that Directive 91/440/EEC was seen by most railways as a means of
alleviating debt through a purely accounting separation rather than
opening networks to meaningful competition.
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Vasileios Lykoudis noted how little progress had been made after three
packages and with a fourth in prospect. Opportunities for other operators
on the high-speed network in France were hampered by capacity
constraints. Was there anything in the latest proposals to force Member
States to provide additional capacity to enable competition? Dick agreed
that market-driven open access is possible when there is spare capacity,
but becomes extremely difficult to arrange when capacity is constrained,
and expanding rail infrastructure takes a long time. The 2001 First
Package allows for capacity to be declared “congested” but the
Commission cannot overrule domestic planning regulations or funding
constraints. It is, however, investing in additional capacity through
providing funds for the TENs programme.
There being no more time for further questions, Gerard Whelan as
Convenor thanked Dick for his fascinating insight into the European
Commission’s proposals and closed the meeting.
FURTHER READING
The speaker offered the following websites to those seeking further
information.
The European Commissions’ proposals, including “explanatory” video:
http://ec.europa.eu/transport/modes/rail/packages/2013_en.htm
Steer Davies Gleave’s report:
http://ec.europa.eu/transport/modes/rail/studies/rail_en.htm
The UK Parliament Transport Select Committee’s report:
http://www.publications.parliament.uk/pa/cm201213/cmselect/cmtran/10
01/1001.pdf

Report by Gregory Marchant
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Current issues in local bus industry
structure and regulation
Peter White, University of Westminster
Arup
26 June 2013
INTRODUCTION
Peter began by summarising the main developments in the bus industry,
dealing in turn with:
 1980 express coach deregulation, with longer-term impacts and
lessons for local buses
 1986 local bus deregulation outside London and Northern Ireland,
and the short and long-run outcomes
 Transferability of outcomes and experience between London and
deregulated areas, especially other large cities
 2011 Competition Commission report and subsequent changes
EXPRESS COACH MARKET DEREGULATION FROM 1980
This market is characterised by relatively infrequent use by most of its
passengers, typically for leisure activities such as visiting friends and
relatives and holidays. There are very few business trips, but a
significant commuter market to London, especially from north Kent.
There is a market challenge for a new entrant to make itself known to a
large number of prospective users. This makes new entry or building a
network difficult.
The initial impact of coach deregulation in 1980
Deregulation led to rapid growth in total express coach usage of
approximately 50% by 1986. This estimate is based on National Express
data, as statistics for the whole market for this period are poor.
There was, however, limited impact of new operators, with National
Express remaining dominant in England and Wales. Smaller
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newcomers, such as the British Coachways consortium, faced the
problem of securing sufficient demand and market share. Other research
also shows that there were advantages to the incumbent. There was,
however, strong coach versus rail competition.
National Express also had substantial incumbent advantage as owner of
Victoria Coach Station in the early 1980s. Until this was transferred to
Transport for London in 1988, new entrants had to improvise “coach
stations” such as that shown in Figure 1.
Figure 1: St Pancras “coach station”

Developments 1986-2000
National Express was privatised in 1988, but suffered some loss of
passengers in the late 1980s and early 1990s. This was associated with
large real fare increases, although there was little new entry in response.
The short run price elasticity appeared to be close to -1. Following
management change, it subsequently reversed the real price increases:
while direct competition is a means of causing price changes, it may not
be the only means. National Express also took over further smaller
operators, leaving only a few corridors, mainly to the west of England,
with all-year-round independent competition.
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There was subsequent recovery in National Express’s market, and
growth in airport services, especially to London Heathrow, where coach
is in a strong position relative to rail.
Developments 2000-2010
National Express faced little coach competition until the 2003 launch of
Stagecoach’s Megabus, and to a lesser extent easyBus, which serves
only the London area airports. There was a shift to internet booking and
yield management pricing, with Megabus sales almost wholly by these
methods. The Megabus market is now around 5 million passengers per
year.
The First Greyhound services began in August 2009, between London
and Portsmouth/Southampton, but deregulation also permitted rapid
response by incumbent National Express. Routes were withdrawn in
Autumn 2012, except for an existing Swansea-Cardiff service, since
extended to Bristol Airport.
National Express Group total “coach” passengers, including some on
some short-distance movements, such as “Hotel Hoppas”, fluctuated in
the range 17-22 million over the period 1999-2009, with profit margins
rising, despite competition, from around 6% in 1999-2002 to 14% in
2011. However, the more realistic indicator of “core UK network”’ fell
from 16.7-16.8 million in 2010 and 2011 by around 1 million passengers
in 2012 due to the loss of concessionary travel for older users, giving
profit margin of around 7% on revenue of £255 million.
Approximate market shares in the long-distance Megabus and NE coach
market are 16 million for National Express and 5 million, or around 24%,
for Megabus, which does not serve the airport market and thus has a
slightly larger share in non-airport market, and represents by far the
most extensive competition to NE since early 1980s.
In summary, deregulation has led to dominance by National Express and
other big groups, but with some benefits of lower fares.
LOCAL BUS MARKET DEREGULATION FROM 1986
Deregulation
The 1984 White Paper was followed by the Transport Act 1985, the main
provisions of which were effective from October 1986. Remaining price
regulation (already largely phased out after the 1980 Act, but with little
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direct effect) was removed. Operators became free to register routes
and timetables with 42 (now 56) days’ notice of introduction, change or
withdrawal to the Traffic Commissioners, but in the early years there was
little monitoring of operation to notified timetables. Around 80% of buskilometres were registered “commercially”, covering all costs and profit
margin from passenger revenue, concessionary compensation and Bus
Service Operators Grant (BSOG). Local authorities also had powers to
secure “non-commercial” services through competitive tendering or “de
minimis” direct awards.
Initial results
The main outcomes of local bus deregulation were:
 A sharp reduction in unit costs per bus-kilometre, down around
45% in London and elsewhere from a base of 1985/86, before
rising again since 1999/2000
 A similar drop in unit costs per passenger trip in London, but
broadly unchanged elsewhere, where lower costs per buskilometre were offset by falling loads
 Growth in bus-kilometres,
especially in London

reversing

the

previous

decline,

 A general increase in real fare levels
Passenger trips declined, largely attributable to rising car ownership and
rising real fares offsetting increased bus-kilometres. There was generally
limited inter-operator “on the road” competition, which is now negligible
in most areas. As a result, fares competition was largely ineffective,
although this could be expected, given the very low value of time needed
to justify waiting for a following bus (deregulation of taxi pricing
elsewhere outside Britain had failed for similar reasons) except for
specific exceptions such as the Oxford Road corridor in Manchester.
Demand declined through the late 1980s and early 1990s, although this
trend has been arrested and reversed since around 2001/02.
London
In contrast, London had broadly stable ridership up to 1999/2000, with
reduced public expenditure as costs fell, and virtual break-even after
concessionary compensation in 1999/2000. Thereafter, there was a
sharp growth in financial support and bus-kilometres run.
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Figure 2: Local bus service passenger journeys 2001/02-2012/13
Chart BUS0103: Passenger journeys on local bus services by area type:
Great Britain, annual from 2001/02 [in millions]
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Figure 3: Local bus service stages in London 1991/92-2009/10 (million)
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Source: TfL data from “Travel in London” reports

Note that an apparent jump between 2006/07 and 2007/08 in London
may be due to the most recent data being derived from Oyster Pay As
You Go smartcards, detecting journeys which had not previously been
recorded.
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TfL data shows that, as well as absolute volume growth in the bus
market, the public transport share of all modes (including walking) by
London residents rose from 27% in 1999 to 33% in 2009, while, with no
change in car ownership per head since the mid-1990s, private
motorised travel fell from 48% to 41%.
One factor in London may be the substantial powers of the Mayor, both
direct and as chair of TfL. This enables policy changes such as
congestion charging to be made, but also to be abrupt. The Mayor has
had a major role in fares policy but also in factors such as influencing
bus design. Other issues in London comprise:
 Periodic area network reviews, which enable comprehensive
examination of each area, linked to the tendering process
 Better data from Oyster and iBus as planning inputs
 Scope for incremental changes to the network in response to
external factors between reviews, such as access to health
services and school travel patterns, which can change rapidly
 Currently high public spending, although this is now falling
Outside London
There has been substantial passenger growth in several areas, notably
Brighton, Cambridge, Oxford, Nottingham region, Edinburgh and York.
This is often associated with high population density and an urban
structure favourable to public transport, combined with positive service
quality initiatives by operators and local authorities, but not necessarily
direct competition between bus operators. There has also been greater
emphasis within the local bus industry as a whole on service quality,
marketing and seeking passenger growth.
In addition to bus-kilometres run (primarily an indicator of service
frequency), and real fare changes, other service quality factors
influencing bus demand, which may have been particularly important in
explaining differences between London and other regions, include:
 Passenger information at stops, which received a much higher
rating in London on the DfT quarterly survey
 Bus boarding times per passenger, which have fallen from around
6 seconds where change is given to around 2 seconds in London
- 36 -

 Low-floor access, increasing ridership by around 5%, with the
London fleet being an early example of complete conversion
 More comprehensive Sunday, evening and all-night services in
London, where weekday passenger growth has been highest at
such times
 Speed/reliability gains due to extensive bus priority, red routes and
congestion charging
 Congestion charging in London, although only 25% of bus trips
enter Zone 1, and this only directly explains around 6% of the
growth in total ridership from 1999/00 to 2005/06
FINANCIAL VIABILITY
An operating margin, or profit after depreciation and interest expressed
as a percentage of turnover, is needed to cover return on capital to
owners and the inadequacies of historic depreciation. This was very
poor until the mid-1990s, then became much better (accelerating fleet
renewal) although has since been falling slightly, and is now around 810%, higher for the larger groups.
Where a substantial proportion of assets are leased a much lower
margin is sufficient to give adequate return on capital. Lower margins
are also acceptable in London due to higher direct operating costs.
Overall real unit costs had fallen by about 45% of 1985/1986 levels by
1999/2000. Figure 4 shows how they have increased since. However,
bear in mind that these increases took place from the lower base after
the large reduction, hence industry-wide average unit costs per buskilometre are probably now at around 77% of 1985/86 levels.
Figure 5 shows the composition of gross income in 2009/2010. London
is less dependent on concessionary support (mainly for older people) as
a proportion of income, but includes free child travel in the gross
support.
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Figure 4: Changes in unit costs 1999/2000 to 2006/2007

Source: DfT data

Figure 5: Composition of gross income 2009/2010

Source: DfT Table BUS0501a (2010)
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Ownership structure
Many areas had dominant local operators even before consolidation, but
there has been a growth in concentration of ownership, and the largest
groups now have around 70% of the market by aggregate turnover, as
shown in Figure 6. (This suggest a Herfindahl index, as a measure of
market concentration, of around 0.2.)
Figure 6: Share of aggregate turnover 2008/2009

Source: Competition Commission report

THE ROLE OF COMPETITION
Before the Transport Act 1985, there was very limited competition within
the local bus mode. The Act brought a change of emphasis from
coordination to competition, creating roles for the Office of Fair Trading
(OFT) and Monopolies Commission (now the Competition Commission).
Deregulated networks were split into self-defined “commercial” (potential
competition in the market) and tendered (competition for the market),
although the latter in practice is often “gap filling”. London, in contrast,
saw a gradual shift to a contracted network, with bids for each route.
Competition may have:
 Positive effects such as lower costs or wider choice
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 Negative effects such as short-run abstraction from existing
operators in an unsustainable form
Users actually perceive real outcomes such as price and quality as more
important than competition per se.
The early phases of competition
The initial phase of competition led to strong competition in many areas,
both tendered and commercial, as new networks became established,
with entry by new operators and/or those not previously in scheduled
service work, and “territorial” competition between former public sector
operators, especially municipals and NBC/SBG subsidiaries.
Competition was also found in some low-density areas such as
Lincolnshire, but was often unsustainable. As well as direct competition
on existing routes, some innovations in service were offered, such as
through services to central Newcastle which had previously required a
change to Tyne and Wear Metro.
The Act also led to sharp changes in service and fares coordination. It
became largely impossible to maintain services on agreed common
headways and even more so on fares. There was a decline in market
shares of travelcards and off-bus ticketing, despite some efforts by PTEs
to retain them, with a shift to operator-only cards and back to cash fares.
This indirectly strengthened the position of dominant operators, who
could retain travelcards while inter-operator cards were seen as “anticompetitive”.
Price competition works well in long-distance markets, but in local
markets precise journey timings often not pre-planned, and the short-run
price elasticity is low, around -0.4. The low elasticity means that an
operator loses revenue through lower prices, unless there is a high interoperator cross-elasticity. In practice, the value of extra waiting and
decision time may offset any money saving. Hence price competition is
of limited effectiveness in local markets, although some user sectors are
more price-sensitive, and there is competition in some areas.
In practice, there is a tendency for competition to focus on levels of
service, especially using small buses (and higher frequency), in some
cases to deter entry, resulting in low average vehicle loads.
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The later phases of competition
Over time, competition reduced in many areas, and there is often now a
single operator on each route and/or in each area. Consolidation of
operators into larger groups has allowed improved industry profit
margins from the mid-1990s, enabling fleet replacement. With the main
exception of Oxford, there have been few cases of sustained
competition since the late 1980s. There have been periodic outbreaks
elsewhere, such as around Barnstaple (to September 2012), and
Northumberland (now rationalised) and on a substantial level in parts of
South Yorkshire. There has been greater quality differentiation, such as
through low floor vehicles and air conditioning.
Competition remains in the tendered service market, averaging around 3
bids per contract, but this is variable.
Competition legislation and practice
The Transport Act 1985 provided for only very limited penalties, and
simply required that unacceptable practices were stopped.
The Competition Act 1998 introduced penalties, although this may have
been after the worst excesses. There were initial investigations by the
Office of Fair Trading (OFT) with subsequent referral where it considered
justified to the Competition Commission (CC, formerly the Monopolies
Commission). Recent investigations, some of which did not reach the
CC, were often into small-scale examples of rationalisation.
THE LOCAL TRANSPORT ACT 2008
This Act received Royal Assent on 26 November 2008, but some powers
were introduced in stages. The Passenger Transport Authorities (PTAs)
were renamed “Integrated Transport Authorities” (ITAs) from February
2009, with wider powers for transport planning. New ones may be
established, although this has not happened yet. The Act also provided
for:
 Voluntary Partnership Agreements (VPAs), recognised from
February 2009, making possible greater coordination in timetabling
and ticketing between operators and local authorities. The OFT
powers to impose fines were removed and a clearer “competition
test” introduced. However, local authorities cannot prevent the use
of facilities unless a Statutory Quality Partnership (SQP) applies.
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 Qualifying Agreements (QAs) between two or more commercial
operators, usually with the local authority “sitting in” to certify that
the agreement is fair.
 Easier conditions for the establishment and scope for Quality
Partnership Schemes (QPSs). Conditions include frequencies,
timings, and maximum fares, as well as vehicle standards under
the 2000 Act.
 Easier introduction of Quality Contract Schemes (QCSs), where
benefits would arise, with consultation and review before
introduction.
 A “passenger champion” (Passenger Focus, extending its role
from rail) to represent bus users nationally.
 Wider scope for community transport services but with some
concerns by fully-licensed operators as to whether this is fair
competition.
 Clarification of Quality Contract (QC) powers, following completion
of consultation, applicable from January 2010. There has been
strongest interest from West Yorkshire, and Tyne & Wear, but no
firm schemes as yet.
Common ticketing
The previous very restrictive approach following the 1985 Act was
revised under OFT’s “block exemption” from 2002, which provided for:


Tickets for connecting services



Inter-available returns over the same route



Inter-available travelcards

However it also required that each operator could offer a separate card,
often resulting in a small market share for inter-available cards. The
“default” position is still that of separate operator tickets, with multioperator as the exception. This is the opposite to rail privatisation, in
which the default requirement is that tickets are inter-available.
Extension of the block exemption to 2016 has been approved, but there
are still problems with smartcard revenue sharing.
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There have been no equivalent changes with respect to coordinated
timetables on common route sections.
THE 2009 OFT MARKET STUDY
The OFT has powers not only to examine specific cases but also to
conduct “market studies” in whole sectors. The bus industry study was
launched in March 2009 and the report published in August 2009.
London and Northern Ireland were explicitly excluded from the Terms of
Reference, with “no issues of concern” from “stakeholders in these two
areas”: The OFT also concluded that “for the purposes of this study the
relevant markets are the markets for local bus services in Great Britain
(excluding London) and that the markets do not include car travel, interurban rail services or other mass passenger transport systems, taxis,
cycling or walking”.
Elsewhere there were concerns regarding the outcomes of competition
such as tendered and commercial markets, price levels and service
quality.
Evidence was taken from the industry and parties such as local
authorities, with some analysis of DfT statistics.
Findings
There is still a tendency to view “within bus industry” competition as a
“good thing” per se, which is difficult to reconcile with the exclusion of
London. The OFT also noted that “to the extent that exclusionary
behaviour does take place it may be exacerbated by the conduct of
paying passengers” and that “most operators observed that brands
generally were not strong and that consumers were happy to use rival
buses if they arrived at a stop first”. This suggests that (in the
presenter’s words) “the customer is wrong not to be loyal to one
operator” and begs the question of whether real behaviour matches
competition theory.
Other findings included:
 Concern regarding the lack of sufficient depots to provide
competing services in many areas (commercial and/or tendered)
 Scope for entry was seen as limited if competitors were deterred
from some routes by exclusionary behaviour
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 Criticism of operators for lack of interest in multi-operator ticketing
agreements, but there was no acknowledgement of the previous
OFT role in deterring them, especially prior to block exemption
 Modelling suggested that fares were 9% higher in areas with
monopoly provision (with some reservations about data quality)
What measures are appropriate; competition or regulation?
THE 2010 REFERENCE TO THE COMPETITION COMMISSION
In January 2010, after receiving responses to its initial report, the OFT
referred the enquiry to the Competition Commission. As with the OFT
study, the “reference area” excluded London and Northern Ireland and
was confined to the bus industry.
In May 2011 the provisional findings were published. Little evidence was
found for economies of scale, but there were concerns regarding higher
prices where there was a lack of competition, and the limited
effectiveness of short-term head-to-head competition was noted.
Barriers to entry, or adverse effects on competition (AECs) were noted.
In August 2011 a report found “no firm evidence of “tacit co-ordination”,
and competitive contracting was identified as a possible remedy.
In December 2011 a final report appeared, excluding the contracting
option2.
In September 2012 there was a review by the Transport Select
Committee.
Proposed remedies
Proposed remedies included:
 Possibly greater use of quality contracts and competitive bidding
for the market, but this was opposed by most of the industry
 Multi-operator tickets
 Restrictions on “aggressive behaviour” including “over-bussing”

2

For further details of the reference to the Competition Commission, see The Transport Economist,
Summer 2012, Volume 39 Number 2 (http://www.transecongroup.org/Transport_Economist_39-2.pdf)
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 Fair access to bus stations, with specific changes introduced
through the “Access to Bus Stations Order 2012”, and explicit
charges per departure
 Better tendering, with the aim of increasing the number of bids
 Greater transparency in data provided to bidders for supported
services
Outstanding issues
The Competition Commission identified a number of issues including:
 Whether profitability should be based on return on sales (ROS) or
return on assets (ROA). There was evidence of above normal
ROA for the five largest groups (subject to the difficultly of
estimating asset values). However, the speaker saw two further
questions arising …
 How this excess profitability arises.
 Whether “excessive” profits are distributed to shareholders, or
reinvested?3 The Commission was unwilling to distinguish between
the large groups.
Peter illustrated some of the issues with a hypothetical “Operator P” and
“Operator Q”, identical except that:
 Operator P improved profit margins by pushing up real prices
exploiting the low short run price elasticity of -0.4, but otherwise
did not innovate, and might even cut capacity, transferring
consumer surplus to the producer.
 Operator Q retained stable real fares and improved service quality
(better vehicles, driver training, marketing, and cooperation with
the local authority), with the same outcome profit margin but a
higher proportion reinvested. Operator Q might also have to
increase service levels to cope with demand growth, resulting in
more consumer surplus.

3

Coincidentally, in its results presentation issued in June 2013, Stagecoach show that with an
average operating margin over the last five years of about 15%, their capital invested has been equal
to 12% of revenue, whereas for three other large groups the respective figures were about 8-10% and
4-8% respectively. However, not all investment comes from profits, and historic depreciation would
still generate a substantial cash flow. See “Passenger Transport” 5 July 2013, Page 1.
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Both operators would perform poorly on the “excessive returns” criterion,
but implications for the user are clearly very different.
Operator Q’s returns might be seen as a fair reward for effort, at least in
the short term, but there might be a case for urgent action against
Operator P. However, if the aim was to return benefits to users, rather
than to reduce operator profit for its own sake (and potentially
incentives), greater competition might result in profits being dissipated in
higher frequencies not valued in the market, rather than returned to
users as lower fares.
SUMMARY
Peter summarised the main competition issues:
 On most routes, demand only sustains a single operator
 There is scope to increase fares in the short run to increase total
revenue
 Can short-term price competition work? Will new operators enter,
and how will users respond?
 In the longer term, will there be a change of attitude by
incumbents?
 Is there a case for regulation or for Quality Contracts (QCs)?
QUESTIONS AND DISCUSSION
David Metz (University College London) wondered whether the positive
externalities of network effects, which are particularly relevant in London,
had been overlooked. Within London, a passenger might take a
combination of overlapping routes rather than wait for a direct service.
Peter replied that these were also an issue on the long-distance coach
network and with the West Midlands travelcard, which removes the
penalty of interchange.
Richard Walker (Department for Transport) had heard that the Quality
Agreement in Oxford had reduced costs but not fares. Peter confirmed
that there had been no general fares reduction, which in the absence of
a Quality Contract could only be achieved by negotiation.
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John Cartledge (London TravelWatch and Passenger Focus) said that
legislative changes had been made under the Blair/Prescott government
but never used, yet bus use is still rising in London and falling
elsewhere. Is London so different that its regime would not work
elsewhere? If not, what should be done? Peter replied that some of the
differences between London and elsewhere could be explained by
factors such as car ownership and population, but standardised fares
and information also helped, and there is some good practice on this
front in well-run deregulated areas. Without the controlled experiment of
a well-monitored Quality Contract (QC), however, the argument may
never be resolved. John Cartledge asked about the experience of
Lincolnshire, Galloway or Cornwall? In relation to rural areas, Peter
suggested that a key lesson was not to rely automatically on demandresponsive transport, which can be very expensive on cost per
passenger trip.
Peter Gordon (Editor, the Transport Economist) wondered whether
effects such as peak car, or the declining numbers of young male
drivers, might be relevant. Peter White noted that these might affect bus
demand, although car ownership was still rising in areas such as the
North East.
Robin Whittaker was concerned that operators sometimes cut back
evening services, but this could be critical to some activities: a last bus
at 20:00 could kill a local theatre. Peter said that some operators are
better than others at preserving services outside the working day. One
problem is that data on trips is poor: most are round trips, and so every
evening journey not served may mean a lost one at another time of day.
Smartcards can help by giving operators a clearer understanding of
linkages between apparently independent journeys. Scott Clyne (Arup)
asked whether contactless bank cards would help encourage further use
of off-bus ticketing and provide more demand data. Peter thought that
they should help, including with revenue sharing, but with graduated
fares any card-based system requires readings at both entry and exit,
sometimes “encouraged” by debiting the maximum fare on entry.
David Andrews (SYPTE) said that he is getting access to better data on
commercial revenue and patronage. Price elasticities are often
around -0.5, but vary by operator and for some can be as high as -1 on
own fare and +2 on competitor fare. It would be good if the effect of price
competition could be forecast, but he had access to only limited
observations, with too little data to identify own or cross-price elasticities
by corridor.
- 47 -

Gregory Marchant (TEG Treasurer) was bemused by the strategies of
some operators. In the Barnstaple area, First Group operated the trains,
but only its competitors’ buses stopped at all the stations. In the Torbay
area, First and Stagecoach networks had remained near-identical to
those of the former operators for 30 years.
Dick Dunmore (Steer Davies Gleave) had been told of operators
deregistering up to the first four commercial services of the day, one bus
at a time, in each case to be the only credible bidder to replace them –
under four separate contracts. Peter confirmed that there was some
gaming by operators, especially with fragmentation of routes by time of
day.
Alan Peakall (retired) had come across a corridor in Manchester with
some routes run commercially for 18 hours, others commercial in the
daytime and supported in the evening, and yet others supported all day.
The quality of the vehicles seemed to decline with the extent of support.
David Metz (University College London) suggested that there was a
need for buses to be looked at in the wider planning context, as
Transport for London did. Peter agreed that there were arguments for
doing so, although with fewer rail services in other cities, there were
fewer benefits of modal integration.
John Cartledge was concerned that a former incumbent’s knowledge of
demand and revenue was a built-in advantage when bidding for any net
cost contract. London had gradually moved to gross cost contracts.
Peter said that most contracts outside London were still net cost: in
London the picture was complicated by allocation systems for off-bus
revenue (the great majority), favouring gross cost systems.
Tom Worsley (ITS Leeds) asked what was known about the spacing of
bus stops. Does this reflect a historical accident? Are they too close or
far apart? Peter said that his “Public Transport” textbook had a formula
for the optimum spacing (based on minimising door-to-door travel time),
which proved to be around 550 metres for light rail if all access legs
were on foot, but noted that actual access was determined by a mix of
history, gradients, barriers and severance, and the maximum distance
the elderly were expected to walk (as illustrated in research by Dr Sarah
Wixey). Most recently, the lower dwell time offered by smartcards
should, in principle, mean a reduction in the optimum stop spacing.
Scott Clyne agreed that, when he had recently made a bus journey in
Reading with a PlusBus ticket, the dwell time was noticeably longer than
is now the norm in London.
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Gregory Marchant was intrigued by the initial 45% reduction in costs.
Did this result from slashing services in deep rural areas? Peter
suggested not, as rural services reached higher average speeds and
hence lower costs per bus kilometre. His article in the Journal of
Transport Economics and Policy in 1990 suggested that contributing
factors included cutting overheads and administration, more productive
use of similar numbers of drivers, slightly less peak-only working, with
“flat diagrams”, and the drop in oil prices in the late 1980s. But these
cuts can’t be repeated and some, such as wage cuts, may be reversed.
FURTHER READING
The speaker offered the following references to those seeking further
information.
P. R. White ‘Factors Affecting the Decline of Bus Use in the Metropolitan
Areas’, Passenger Transport Executive Group (PTEG) April 2008,
published via PTEG www.pteg.net. (On the extent to which decline is a
function of rising car ownership, fares changes and other factors)
P. R. White ‘Factors behind recent [bus] patronage trends in Britain and
their implications for future policy’, International Journal of Transport
Economics Vol. XXXVI, number 1, February 2009, pages 13-31. (On
factors behind trends in London)
P. R. White ‘The conflict between Competition Policy and the Wider Role
of the Bus Industry in Britain’, Research in Transportation Economics,
Volume 29 (2010), pages 152-158 (A commentary on OFT Market
Enquiry, Local Transport Act 2008, and the Oxford case)
D. K. Robbins and P. R. White ‘Longer-term impacts of express coach
deregulation in Britain’, Research in Transportation Economics, Volume
36 (2012) pages 30-38. (On overall trends since deregulation)

Report by Dick Dunmore
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Reviews
The views expressed are those of the reviewers and should not be
attributed to the Transport Economists’ Group
Introduction to Air Transport Economics – From Theory to
Applications Second Edition by Bijan Vasigh, Ken Fleming &
Thomas Tacker. Ashgate, 2013 (ISBN: 978-1-4094-5487-8)
The book is a weighty tome at 472 pages, has a lot of information and
some very useful reference tables, but is written from an American
perspective with relatively few examples from Europe – and next to none
from aviation’s fastest growing market, Asia.
Parts of the book are useful and Chapter 11 on dynamic pricing policy and
revenue management is probably the best that your reviewer has read on
the topic. However, while there are plenty of examples of demand curves,
there is, for example, no mention of the ‘S’ curve which predicts relative
frequency against market share which is crucial to airline economics and
helps explain the desire for a third runway at Heathrow. When discussing
aviation infrastructure there is a lot of discussion of privatisation – but
surprisingly little on regulation. Indeed it is not hard to determine the
authors’ laissez faire views, nowhere more than the chapter on an
overview of macroeconomics for managers. Arguments such as that
against socialised healthcare are fine in their place, but I would have
preferred a more neutral approach in a volume such as this.
The authors make far too many statements which could often be
developed into something interesting but require more substantiation. Here
are some examples:
In Chapter 8 on Competitive market structure and monopolistic markets it
is said (p228) that labour unions can raise the barriers to entry in airline
markets through scope agreements and by indirectly restricting capital
inflows. While scope agreements have certainly reduced code sharing by
commuter carriers, it could well be argued that the have made new entry
easier, as new carriers have significantly lower costs that they would not in
a totally perfect market (not that one is likely to exist in aviation). Strong
unions could actually increase competition. Rather than making general
statements such as that banning trade unions would help airlines attract
capital, it would have been better to do an analysis to quantify the
economic rent that unions have been able to extract. They say (p238) that
that there is no evidence for a hub premium at airports such as
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Minneapolis. This may well be true, but your reviewer recalls reading
articles suggesting the opposite. More analysis and evidence is required.
The chapter on low cost and start up airlines is useful and provides a lot of
good data, although it would have been helpful to have a variance analysis
between a full and low cost carrier (LCC). How much of the variance is due
to denser seating, ancillary charges, lower staff costs, quicker turnaround,
etc. It is claimed (p395) that the strategy of legacy carriers creating their
own LCC has been a total failure. What about QANTAS and Jetstar
(Impulse was not a LCC when acquired by QANTAS). Is this an example of
the authors not looking at Asia?
It is interesting that the book has a whole chapter on the Economics of
aviation safety & security, but there is nothing on sustainability. Other
authors would do the reverse – I’m not arguing that either is right or wrong,
just making an observation. There are some very interesting comments
and the authors are probably correct in describing much consumer
behaviour as irrational. However their assertion that safety would be
improved by privatising the FAA with the risk of it being fired as safety
regular if ineffective (p420) leads to the question of who does the hiring
and firing (a Committee of Congress?) and the dangers if there is no inhouse expertise (think of Railtrack). Korean Air could have been used as a
very good case study in the chapter.
The book is written entirely from an economics viewpoint and a laissez
faire one at that, ignoring other areas such as marketing. It can be quite
numeric in places with a number of formulae. These will not be a problem
for an economist wishing to learn about the airline industry, but could be
difficult for a non-economist wanting a gentle introduction to the airline
economics. It does provide a useful description of some areas such as
yield management.
Peter Gordon
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