
 
 
 

 

Anticipated acquisition of Thos Swift (Wholesale Newsagents) Ltd 
and Chester Independent Wholesale Newsagent Ltd by Menzies 
Distribution Ltd 
 
The OFT's decision on reference under section 33 given on 27 March 2006. Full 
text published 3 April 2006. 
 

 
PARTIES 
 
1. Menzies Distribution Limited (Menzies) is part of the John Menzies plc group of 

companies and is a leading wholesale news and magazine distributor in the UK. It 
had a turnover in the UK of £1,209.4 million in 2004. Thos Swift (Wholesale 
Newspapers) Ltd (Swift) is the holding company of Chester Independent 
Wholesale Newsagent Ltd (CIWN), which is a wholesale news and magazine 
distributor with operations in Cheshire and North Wales. In the year to 31 March 
2005 CIWN had a turnover of £78.1 million. 

 
TRANSACTION 
 
2. Menzies has agreed to purchase the whole share capital of Swift and the 

remaining shares in CIWN from its other shareholders. 
 
3. The parties notified the transaction on 8 February. The statutory deadline is 28 

March, having been extended following the issue of a section 97(2) notice and a 
section 99 notice under the Enterprise Act 2002.  

 
JURISDICTION 
 
4. As a result of this transaction Menzies, Swift and CIWN will cease to be distinct. 

The UK turnover of CIWN exceeds £70 million, so the turnover test in section 
23(1)(b) of the Enterprise Act 2002 (the Act) is satisfied. The OFT therefore 
believes that it is or may be the case that arrangements are in progress or in 
contemplation which, if carried into effect, will result in the creation of a relevant 
merger situation.  
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RELEVANT MARKET 
 
Product market 
 
5. The parties overlap in the supply of wholesale newspaper and magazine 

distribution services to publishers and to retailers. Each customer group is 
considered separately.  

 
6. Wholesaling services to publishers involve bidding for a contract to deliver titles 

and handling returns in specific regions in return for a proportion of the cover 
price. Whilst most national publishers outsource wholesaling, News International 
does wholesale its own titles in some regions.  

 
7. Magazine and national newspaper wholesaling differ mainly in terms of delivery 

time, with newspaper delivery being much more time sensitive but there is clear 
scope for supply side substitution, as evidenced by the fact that all newspaper 
wholesalers also carry magazines. Therefore, the merger is considered within the 
frame of reference of newspaper wholesaling and magazine wholesaling 
combined. Considering it on a narrower basis (i.e. newspaper wholesaling and 
magazine wholesaling as separate segments) would not alter the conclusions. 

 
8. In addition to wholesalers receiving a proportion of the cover price, retailers pay 

carriage charges to wholesalers to receive deliveries. Retailers cannot currently 
choose between wholesalers as the publishers award exclusive territories to the 
wholesaler of their choice, who is given absolute territorial protection (ATP). That 
is, the exclusive rights conferred by the agreements between publishers and 
wholesalers are underpinned by bans on both active and passive sales between 
territories. The ban on active sales means that a wholesaler is prevented from 
actively marketing its products to retailers outside its allocated territory. The ban 
on passive sales means that the wholesaler supplying newspapers and magazines 
under these agreements is contractually barred from responding to any requests to 
supply those products from retailers located outside its allocated territory, even if 
that request is unsolicited.  

 
9. The absolute nature of the protection from competition granted to each 

wholesaler therefore means that retailers have no choice over which wholesaler 
they deal with. 

 
10. In May 2005 the OFT issued a draft opinion that such contracts for magazines 

were unlikely to be in compliance with the Competition Act 1998. Following a 
consultation period on this draft, a new draft is due to be published by the end of 
May 2006. 
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Geographic market 
 
11. Menzies supplies many areas in the UK, focusing on Scotland, Northern Ireland 

and the eastern part of England. CIWN only supplies, and has only bid for, areas in 
and around Cheshire and North Wales.  

 
12. As ATP works on a regional basis, with publishers tending to use commonly 

defined territories, the merger should be considered at that level from a demand 
side perspective. This applies to the supply of services both to publishers and to 
retailers.  

 
13. On the supply side, however, the three major wholesalers (Menzies, WHSmiths 

and Surridge Dawson) have a wide range of depots. This will allow them at least 
to bid in territories contiguous to the large number they already supply and 
possibly further a field. This suggests a wider frame of reference for the supply to 
publishers. Furthermore, if retailers can bypass ATP and seek supplies from 
alternative wholesalers to the incumbent, the geographic scope for the supply to 
retailers could also be much wider than a single contract area, possibly covering 
the whole of the UK.  

 
14. The merger is therefore considered on both a narrow frame of reference, 

encompassing only the Cheshire and North Wales territories and on a wider, 
national scale.   

 
HORIZONTAL ISSUES 
 
Supply to publishers 
 
Non-coordinated effects 
 
15. Although CIWN is the largest of the remaining 18 independent wholesalers in the 

UK, it has less than two per cent share nationally. This is considerably smaller 
than the three majors: on a national level Menzies has a quarter of the UK's 
newspaper and magazine contracts by value; WHSmiths a third and Surridge 
Dawson about a fifth.  

 
16. A bid history will give a more accurate picture of competition than share figures, 

however. Looking at bids at the national level, the parties have not been actual 
competitors in bidding for ATP contracts and CIWN has not been a significant 
competitor outside its area of operation.  
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17. Unlike Menzies1, WHSmith and Surridge Dawson have territories contiguous to 
those of CIWN (CIWN having been created by W H Smith selling its operation in 
the territory in 1998), which suggests these two majors are a stronger constraint 
on CIWN and vice-versa than Menzies.2 CIWN has bid outside its territory only 
once, unsuccessfully, for a contiguous WHSmith territory, and has faced bids by 
Surridge Dawson for several contracts in Cheshire and North Wales in the last 
year.3 In contrast, Menzies has never bid for the Cheshire and North Wales 
territories in the past.  

 
18. The views of third parties also suggest that the threat of CIWN bidding against it 

is not a constraint on Menzies.  
 
19. At the local level, while until recently CIWN had a 'full sheet', i.e. it distributed all 

newspaper and magazine titles, in the Cheshire and North Wales territories, in the 
last bidding round it lost about a quarter of its contracts to Surridge Dawson. 
Since having a full sheet offers significant economies of scale and scope, it is 
expected that absent the merger CIWN would continue competing for Surridge 
Dawson's contracts and vice-versa at the next bidding round as they would seek 
to acquire a full sheet. However, assuming that there is no coordination, Menzies 
and Surridge Dawson would also have an incentive to compete with each other 
post-merger in the next bidding round for the same reasons.  

 
20. Therefore, at the national and local levels there is also no reduction in competitive 

pressure in the form of non-coordinated effects as a result of the merger.  
 
Coordinated effects 
 
21. It should also be considered whether there is evidence to suggest that post 

merger Menzies will compete any less strongly than CIWN for the publishers' 
contracts in Cheshire and North Wales as a result of coordinated effects and/or 
whether the merger will increase the majors' ability to coordinate their behaviour 
more generally at the UK wide level. 

 
22. The vast majority of third parties felt majors did compete against each other under 

various different scenarios, for example, in contiguous areas where each major 
has a full sheet or in areas where they split publishers' contracts between them. 
One third party felt Menzies would be a stronger competitor to Surridge Dawson 
in the Cheshire and North Wales territories than CIWN as it is able to offer better 

                                         
1 Menzies' nearest depots are in Swansea and Yorkshire. 
2 CIWN (apparently in common with other independent wholesalers) has limited its bids outside 

its existing territories to contiguous territories. 
3 It has now lost about a quarter of its contracts to Surridge Dawson. 
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services, such as Sales Based Replenishment (a form of just in time supply for 
magazines).  

 
23. Some competitors and one customer did raise concerns about the majors 

coordinating bids on a national basis; however, they did not see this behaviour as 
resulting from, or being substantially enhanced by, the merger. Some of these 
saw the merger as a function of the publishers' recent decisions to not award 
contracts to independents, rather than as part of a coordination strategy by the 
majors.  

 
24. Given the views of third parties, the small increment to Menzies geographic 

coverage across the UK and share of supply in terms of revenue from contracts 
with publishers and the fact that Menzies is effectively encroaching into Surridge 
Dawson's and W H Smith's areas of operation4 via this merger, it is not expected 
that this merger will create conditions for coordination at the UK level, or 
strengthen these conditions if they already exist. 

 
25. Within the CIWN area of operation (the Cheshire and North Wales territories) one 

third party saw a possibility that rather than Menzies and Surridge Dawson 
contesting contracts, they would allow one to achieve a full sheet by not 
contesting bids in return in another territory. However, the evidence does not 
suggest that this will be the case. First, most third parties submitted that in their 
experience the majors do bid against one another generally, including in areas 
where they share publishers' contracts. Second, larger publishers may exercise a 
degree of buyer power to disrupt coordination. 

 
26. Moreover, it is uncertain whether CIWN would be a strong competitor versus 

Surridge Dawson in the next bidding round. Third parties suggest that CIWN is not 
in a good position to win back many of the contracts it has recently lost due to 
the apparent policy of several publishers to not award contracts to independents 
in the last round and demands for increased investment to provide new services. 

 
27. Therefore, it is also not expected that this merger will result in a substantial 

lessening of competition through coordination in relation to bidding for publishers' 
contracts in Cheshire and North Wales.  

 
Supply to retailers 
 
28. Regarding the supply to retailers, competition may occur between exclusive 

territories if passive sales develop (as suggested by the OFT's May 2005 draft 
Competition Act opinion noted above). It is considered that the merger would only 

                                         
4 As mentioned above both W H Smith and Surridge Dawson operate in territories contiguous to 

CIWN. 
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alter such possible future competition for passive sales to retailers (through non-
coordinated or coordinated effects) if Menzies has less of an incentive than CIWN 
to accept passive sales requests and if CIWN is able to meet retailers' 
requirements when they seek passive sales.  

 
29. Many third parties felt that independents had no greater incentive to accept 

passive sales than the majors. Menzies' internal documents also suggest majors 
would compete through passive sales for regional contracts with large retailers, 
while independents would have a limited impact on such competition. On the 
other hand, some third parties argued that the majors had a history of 
campaigning against passive sales and that they would not accept such contracts 
for fear of reprisals by the other majors, whereas independents would view 
passive sales as an opportunity to expand.  

 
30. Whatever the position on incentives, however, CIWN must also have the ability to 

engage in passive selling. In this respect, third parties' views suggest that CIWN 
would not be able to meet demand for passive sales. They commented on the 
value to retailers of using a single wholesaler. For local retailers this means that 
where they currently receive supplies from more than one wholesaler (due to split 
sheets) they would favour obtaining their supplies through passive sales from a 
retailer that is able to supply a full sheet (i.e. all titles) in order to cut down on 
carriage charges. Larger national retailing chains would favour wholesalers which 
both supply all titles and are able to supply at a national or regional level. Since 
CIWN no longer has a full sheet and its operations are limited to Cheshire and 
North Wales, this suggests that it would have limited appeal to both small and 
large retailers. 

 
31. Given that it is unlikely that CIWN would be able to secure a full sheet again in 

the future, it is not expected that this merger will substantially lessen competition 
for passive sales if or when this is liberalised. 

 
 
THIRD PARTY VIEWS 
 
32. Third party concerns are addressed above. Publishers, retailers and competitors 

were unconcerned by the merger. Some raised non-merger specific competition 
concerns about the gradual fall in the number of independents, but commented 
that this was also partly driven by publishers choosing to not award them 
contracts.  
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ASSESSMENT 
 
33. The parties overlap in the supply of wholesale newspaper and magazine 

distribution services in the UK to publishers and to retailers.  
 
34. Regarding the supply of services to publishers, competition takes place in bidding 

for publishers' contracts for exclusive territories. CIWN is a very small regional 
operator (two per cent of contracts nationally) and Menzies is one of three majors 
with around a fifth to a third of contracts each. The parties have never been 
actual competitors for publishers' contracts and given that they operate depots at 
a considerable distance, they are unlikely to be constrained by the threat of 
potential competition from each other. This is reinforced by CIWN having only bid 
for its own territory, with a solitary and unsuccessful bid into the adjacent 
territory. There was no evidence to support the theory that the ability of the 
majors to coordinate behaviour would be increased by this merger, either on a 
national scale or solely within the territory of CIWN.  

 
35. Regarding the supply to retailers, competition may occur between the exclusive 

territories if passive sales develop (as suggested by the OFT's May 2005 draft 
Competition Act opinion). The merger would only substantially lessen competition 
if CIWN had the ability to meet those sales and Menzies had less of an incentive 
to do so. While views were mixed on incentives, the ability of CIWN is severely 
limited by its small geographic coverage and its inability to offer the full range of 
newspapers and magazines. 

 
36. Third parties raised no concerns that arose from this merger, although some were 

concerned about increased concentration in general facilitating increased co-
ordination between the three majors.  

 
37. Consequently, the OFT does not believe that it is or may be the case that the 

merger may be expected to result in a substantial lessening of competition within 
a market or markets in the United Kingdom.  

 
 
DECISION 

38. This merger will therefore not be referred to the Competition Commission under 
section 33(1) of the Act. 
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