
 
 

  
 
 

 
Anticipated acquisition by Stagecoach Group plc of the 
Thameslink/Great Northern Franchise  
 
The OFT's decision on reference under section 33(1) given on 7 July 2005. Full 
text of decision published 14 July 2005. 
 

 
PARTIES 
 
1. Stagecoach Group plc (Stagecoach) is an international transportation group active 

in the UK, the USA, Canada and New Zealand. Its UK bus division comprises 16 
regional companies. In 2003, Stagecoach launched megabus.com, a long-distance 
inter-city bus transport service that operates a similar business model to a budget 
airline (with web-ticketing etc). Stagecoach's rail division in the UK operates two 
wholly-owned passenger rail franchises: South West Trains (from Waterloo) and 
the Island Line (Isle of Wight). It also operates the Sheffield Supertram system. 
Stagecoach also holds a 49 per cent shareholding in Virgin Rail Group Holdings 
Limited, which operates the West Coast Mainline and Cross Country franchises. 
Stagecoach has also been invited to tender for the Integrated Kent Franchise, for 
which it is expected that bids must be submitted by late July 2005. 

2. Thameslink/Great Northern Rail Franchise (TGN) encompasses routes from King's 
Lynn, Peterborough, Welwyn Garden City and Hertford to London and from 
Bedford through London to Brighton. It will consolidate the passenger rail services 
on the networks currently operated by Thameslink Rail Limited and residual routes 
operated by West Anglia Great Northern Railway Limited (WAGN) within a single 
franchise. The revenues for the TGN franchise are expected to be around £275 
million in aggregate. 

TRANSACTION 

3. Stagecoach's bidding vehicle, NSL Trains, is one of five pre-qualified bidders in 
this competition. National Express Group PLC, FirstGroup plc, MTR/ John Laing 
plc and Danish Railways (DSB)/English, Welsh and Scottish Railways (EWS) have 
also been pre-qualified to take part in the competition. The current Thameslink 
franchise and the relevant part of the WAGN franchise expire on 31 March 2006. 
The Strategic Rail Authority (SRA) anticipates that a preferred bidder will be 
selected and a new franchise agreement closed by Winter 2005/2006. The term 
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of the new TGN franchise is proposed to be four years plus two extra years if 
agreed performance targets are met, with a possible further extension for up to 
three years to facilitate work on the Thameslink 2000 project. 

4. The parties notified the transaction on 18 April 2005 and the 40 working-day 
administrative deadline expired on 16 June 2005.  

 
JURISDICTION 
 
5. The award of a rail franchise constitutes an acquisition of control of an enterprise 

by virtue of section 66(3) of the Railways Act 1993. If Stagecoach's bid for the 
TGN franchise is successful, Stagecoach and TGN will cease to be distinct. The 
franchise's turnover in the UK is expected to be well in excess of £70 million, 
meeting the turnover test in section 23(1)(b) of the Enterprise Act 2002 (the Act).  

  
6. Accordingly, the OFT believes that arrangements are in progress or in 

contemplation which, if carried into effect, will result in the creation of a relevant 
merger situation for the purposes of section 33(1)(a) of the Act. 

 

RELEVANT MARKET 

 

7. Overlaps exist between passenger rail transport services provided by the TGN 
Franchise and Stagecoach's bus services in London, between London and 
Peterborough and Stagecoach's coach service between London and Brighton and 
a number of both coach and bus services in the Cambridge and Bedford areas.  

Product market 

8. The prospects of substitution between rail and other forms of transport for a given 
journey are specific to the routes and passenger profiles in question. Passengers' 
choice of transport on any journey depends on a number of different factors, 
including (convenience of) access to a particular means of transport (either at the 
boarding or disembarkation point), personal preference, value of time and relative 
costs of the available alternatives.1  

9. As regards private transport, evidence collated by the Competition Commission 
(CC) in its FirstGroup/ScotRail merger inquiry (ScotRail) and NEG/Greater Anglia 
merger inquiry suggests that there is limited substitutability between public and 
private transport in response to changes in relative price, although the exact 

                                         
1 For example, in the CC's NEG/Greater Anglia report, where coach-on-rail overlaps were 

prevalent, of particular importance was the distinction between leisure passengers, commuters 
and business travellers who exhibited different sensitivities to journey times. 
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extent of substitutability varies depending on, among other things, the level of car 
ownership in the particular area and whether the relevant journey is urban or rural. 

10. Bus services tend to be more frequent than rail services. Bus and coach travel 
tends to be cheaper than travel by train, although journeys are generally longer 
due to a larger number of stops or congestion delays.  

11. Of particular relevance to this case is the evidence collated by the CC in ScotRail. 
This evidence led the CC to conclude that train and local buses were at least 
potentially substitutable on some routes; and that control of bus and rail on a flow 
on which bus services and train services overlap could enhance the position of a 
hypothetical monopolist on that flow. 2 

12. ScotRail was concerned with public transport services in the Edinburgh/Glasgow 
region and the findings on the extent of substitutability between bus and rail may 
not be as relevant to other regions. Our own analysis of the flows in this case 
shows a strong correlation between bus fares and rail fares although the main 
driver of price was found to be distance. Although our analysis shows that local 
bus routes may be a less strong competitor than coach services looked at in the 
NEG case, it does not preclude the possibility that on individual flows there might 
be a high degree of substitutability between bus, coach and rail. Assessing such 
substitutability must be undertaken primarily on a flow by flow basis, especially 
where network effects are less significant. 

13. Given the route and passenger specific nature of substitutability between different 
types of passenger transport on flows, for the purposes of assessment here the 
relevant frame of reference for assessing the competitive effects of these 
proposed acquisition is considered to be the supply of passenger transport 
services on point-to-point routes. 

Geographic market 

Point-to-point flows 

14. In making a journey, passengers wish to travel from a particular point of origin to 
a specific destination. The CC concluded in its report on ScotRail that point-to-
point public transport journeys were considered the relevant geographic frames of 
reference for competition assessment in relation to the bus/rail overlaps in that 
case. Point-to-point frames of reference have consistently been employed in 
relation to various modal combinations such as coach/rail and rail/rail.3 

                                         
2 FirstGroup plc and the Scottish Passenger Rail franchise, a report on the proposed acquisition 

by FirstGroup plc of the Scottish Passenger Rail franchise currently operated by ScotRail 
Railways Limited, 28 June 2004. 

3 See, for example, CC report in NEG/Greater Anglia, OFT decisions in First/ICEC, Virgin/ICEC, 
Arriva/Wales and Borders, South Eastern Railways/IKF. 
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15. The OFT has not received any evidence in this case that warrants departing from 
the point-to-point approach. In addition the parties have endorsed this approach. 

16. Accordingly, the principal frames of reference relate to the provision of public 
transport services between specified origin/destination points (i.e. 'point-to point' 
frames of reference). A point-to-point journey may represent a complete route 
(e.g. in the context of this transaction, Cambridge to March) or may represent a 
smaller 'flow' that comprises part of a longer route (e.g. Landbeach to 
Waterbeach). 

 

HORIZONTAL ISSUES 

 

Impact of regulation 

17. The highly prescriptive nature of the new rail franchise template has been 
extensively documented in previous OFT decisions (see First/ICEC and 
Virgin/ICEC4 and South Eastern/IKF5). This regulatory regime applies equally to the 
TGN, directly impacting the commercial freedom of the train operating company 
(TOC) through tight fare controls and service level commitments.  

18. The current proportion of regulated revenue to total revenue for the routes 
covered by the franchise is approximately 70 per cent overall. Since the franchise 
includes London commuter services, the proportion of regulated fares is much 
higher than the national average of about 43 per cent.  

 

Theory of harm 

19. The OFT has sought to test whether Stagecoach would have the post-merger 
ability and incentive to raise fares or reduce frequencies (on either bus/coach or 
rail services or both) in order to increase profits from capturing the passengers 
switching from bus/coach to rail.6 

20. The OFT also tested whether Stagecoach would have the incentive to raise 
unregulated rail fares. On the majority of flows between 97-100 per cent of the 
fares were regulated, giving Stagecoach little rational ability to engage in such a 

                                         
4 Both cases reported on 21 December 2004. See oft web-site www.oft.gov.uk 
5 Reported on 31 March 2005. See oft web-site www.oft.gov.uk 
6 Whilst it is accepted that high levels of price and service regulation on rail may preclude 

concerns as to switching passengers from rail to bus/coach, the OFT explored whether 
additional concern may arise should Stagecoach have the ability and incentive to raise 
unregulated rail fares for the point-to-point flows as well, to increase the returns made on rail 
as passengers switch from bus. In this regard see South Eastern/IKF, above at note 5. 
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strategy. On the few flows where there were a higher proportion of unregulated 
fares we found no compelling evidence of an incentive.7  

 

Stagecoach and TGN overlaps 

21. The parties have relied heavily on the methodology adopted by the Competition 
Commission in ScotRail. On the basis of this methodology in ScotRail, the parties 
have identified point-to-point flows where there is an overlap, i.e. flows with the 
same start and end point as a direct rail flow on the TGN network.  

22. The OFT recognises the importance of ScotRail in terms of providing a guide as to 
how the regulator approaches the examination of these types of cases. However, 
as shown in the CC's Report on ScotRail8, and stated in the recent CC 
commentary on First Group/ICEC9, 'The use of filters is a pragmatic device 
designed to make the analysis of competition constraints on a flow-by-flow basis 
more manageable…the particular filters used in this case may not always be the 
most appropriate; the circumstances of the case and the availability of data may 
give rise to the use of different filters in other cases'.10 

23. Although we were informed by the CC's approach in ScotRail, due to the fact that 
there were only 37 overlapping flows in this case, where necessary, we were able 
to subject them to more detailed examination irrespective of whether or not they 
generated more than 10 per cent of the revenue for a given route. 

24. The activities of Stagecoach and the TGN franchise overlap in the provision of 
passenger transport services in the following four broad areas: 

• London – Stagecoach operates tendered bus services in the London area 
which have limited overlaps with the TGN franchise; 

• London – Peterborough Stagecoach operates coach services under contract 
with National Express; 

• London – Brighton Stagecoach operates a coach service; 

• Northern Home Counties/East Midlands Stagecoach operates a number of 
tendered and commercial bus services bus and coach services which overlap 
with the TGN particularly in the Cambridge and Bedford areas. 

                                         
7 See further below at paragraphs 51 and 52. 
8 See, in particular paragraphs 5.1 to 5.13 and Appendix G. 
9 First Group/ICEC merger inquiry: commentary on issues statement, available on the CC's 

website at 
http://www.competitioncommission.org.uk/inquiries/completed/2005/firstinter/index.htm 

10 See commentary above. 
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London  

25. Our analysis has shown that there are no direct11 overlaps between Stagecoach 
London bus routes and the TGN franchise. Even if indirect overlaps were 
examined in more detail, there is unlikely to be an effect on prices or services 
arising as a result of any merger since all Stagecoach London routes are operated 
under contract to London Buses (Transport for London) which prescribes the 
applicable service levels and fares. 

 

London – Peterborough  

26. Stagecoach runs a number of coach services between The East Midlands and 
London. These coach service overlap with the London to Peterborough rail service 
which forms part of the TGN franchise. Stagecoach provides these services under 
contract to National Express. National Express bears all commercial risk pertaining 
to the routes. In these circumstances, there is no real likelihood of a substantial 
lessening of competition since Stagecoach could not alter or influence the 
operation of these services to its own commercial advantage whilst remaining 
compliant with its contractual obligations to National Express. 

 

London – Brighton  

27. Our analysis has shown that the merger generates a number of coach-on-rail and 
rail-on-rail overlaps on this route. Post-merger, for a passenger travelling between 
London and Brighton there are five main operators providing various choices12 of 
transport: coach (National Express or Stagecoach); or rail (Southern Trains, Virgin 
Trains or TGN). 

 

Coach-on-rail 

28. Stagecoach operates Megabus, a low-cost long distance, inter city coach 
service.13 Megabus's route M5 provides a non stop service between London and 
Brighton. Despite use of older buses, Megabus journey time of two hours twenty 
minutes is competitive with the main coach operator on the route, National 
Express (circa two hours), due to the large number of intermediate stops made by 
the latter. 

29. The fact that National Express runs a competing service with three times the 
number of scheduled services (and the capacity to increase those services) means 

                                         
11 Only one bus route includes a flow between two stations on the TGN network (London Bridge 

and City Thameslink), but this is the night bus N47 which operates mainly when trains are not 
running. Several other Stagecoach bus routes also stop near Farringdon and Old street stations 
but do not directly connect between these two London stations 

12 In terms of paragraph 14 above. 
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that any post merger attempt by Stagecoach to raise prices would more likely lead 
to diversion of demand on to the National Express services.  

30. Even if some demand did switch to rail, the fact that there is effective competition 
from Southern Trains (running a comparable number of services with a 
comparable duration), would suggest that Stagecoach could not rely on receiving 
more than a proportion of any diverted demand. 

31. In these circumstances, it is difficult to envisage the theory of harm described in 
paragraph 19 being implemented on the London-Brighton route.  

 

Rail-on-rail 

32. There is a rail-on-rail overlap on the London to Brighton route between the TGN 
franchise and the Cross country franchise which is currently run by the Virgin Rail 
Group (Virgin Trains (VT)) in which Stagecoach has a 49 per cent interest. In this 
route there are six overlapping point-to-point flows.14 Despite the fact that 
Stagecoach would have an interest in two TOCs, there are a number of reasons 
why this is unlikely to lead to a substantial lessening of competition on the 
identified overlapping flows. 

33. Initially, it should be noted that Stagecoach holds only 49 per cent of the share 
capital of VT and thus it does not have the ability unilaterally to raise unregulated 
prices on these flows.  

34. The route is also served by Southern Trains (Govia) who, on four of the six 
overlapping flows, operate either more or nearly as many trains per hour with no 
significant differences in journey duration or fares. In addition Southern generates 
the largest volume of journeys and the highest revenues on these flows. In 
contrast, VT runs only two trains per day (around 2 per cent of frequency) that 
account for less than 5 per cent of revenue. In these circumstances, Stagecoach 
would have no incentive to implement the theory of harm since they could not 
guarantee a profitable proportion of diverted demand. 

35. On the two remaining overlapping flows, Haywards Heath to Brighton and 
Gatwick Airport to Brighton, TGN accounts for around 70 per cent of total 
revenues and volumes on the former and around 80 per cent of total revenues and 
volumes on the latter. VT accounts for less than 5 per cent of revenues and 
volumes. Southern accounts for the remainder. On these two flows Southern only 
runs one train per hour off peak compared to four per hour by TGN. Nevertheless 
the small increment represented by VT (up to a maximum of two trains per day) 
cannot realistically underpin a changed incentive to raise prices. 

                                                                                                                             
13 Which has adopted a non-linear pricing policy akin to that used by low-cost airlines. 
14 Brighton to Haywards Heath, Brighton to Gatwick Airport, Brighton to East Croydon, 

Haywards Heath to East Croydon, Haywards Heath to Gatwick, Gatwick to East Croydon. 
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36. In conclusion, the OFT does not believe there to be a realistic prospect that the 
merger would generate a substantial lessening of competition on any of these six 
overlapping flows. 

 

Northern Home Counties/East Midlands 

Bus-on-rail 

37. The parties have identified 32 flows where there is an overlap between 
Stagecoach's existing bus operations and the TGN franchise. These flows are 
mainly in the areas of Cambridge, Ely, Bedford and Luton. 

38. Informed by the detailed analysis of the CC in ScotRail and in line with the OFT's 
approach in South Eastern/IKF, the OFT has considered whether Stagecoach 
would have the post-merger incentive to raise bus prices or reduce bus 
frequencies (relative to their levels absent the merger), because Stagecoach would 
recoup its share of increased rail revenue deriving from passengers switching from 
bus to rail. Additional revenue from rail may prompt Stagecoach to engage in such 
behaviour where it had no incentive or less incentive to do so, pre-merger, when it 
was independent of the TGN. 

39. The theory of harm presupposes, and the parties specifically acknowledge, that 
bus and rail compete to some degree with levels of substitutability varying 
according to numerous flow-specific factors such as journey duration, frequency, 
fares, location of boarding and disembarkation points. 

40. Of the 32 overlapping flows, there are five upon which there is a competitor with 
frequencies on different flows ranging from 75 per cent to 500 per cent of that 
provided by Stagecoach. In addition, fares were comparable. These suggest 
sufficient on-road competition to eliminate concerns. 

41. Profitability (i.e. revenue uplift) analysis was therefore undertaken on the 
remaining 27 flows.15 There is no accepted figure for either own-price or cross-
price elasticity of demand for bus and rail price interaction. In reality, it is likely 
that each route or flow will have different elasticity figures depending on the 
specific and relative features of the rail and bus alternatives on that route or flow. 
Therefore, as in previous cases, the OFT ran a number of scenarios using different 
elasticity estimates. 

42. As in the South Eastern/IKF case, the effect of the analysis is twofold: the primary 
effect is an increase in bus revenue across the range of assumptions.16 The 
secondary effect is a small increase in rail revenue which depends on the cross-

                                         
15 Replicating the approach of the OFT in the South Eastern/IKF decision. 
16 At the highest elasticity bus revenue falls. 
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price elasticity of demand, here proxied by the assumed diversion ratio to rail 
(proportion of former bus passengers who switch to rail).17 

43. In the overwhelming majority of cases the assumptions generate substantially 
higher profits from the positive price variance on the remaining bus passengers 
(the 'on bus effect'). Incremental revenue resulting from the passengers diverted 
to rail ('to rail effect') is generally small and importantly, small relative to the 'on 
bus effect'.18 The additional revenues from bus passengers generated from a price 
increase are non-merger specific and could be achieved by Stagecoach absent the 
merger. Our analysis shows that the incremental incentive from the ability to 
capture some of the diverted passenger volume on rail is not sufficient to make 
this strategy viable. 

44. Even when aggressive assumptions are used, representing the worst case 
scenario in terms of post-merger incentives, the incremental incentive from 
overlapping bus and rail flows is insufficient to render viable the implementation of 
the theory of harm identified in paragraph 19 above. 

45. Furthermore, on the three flows (out of the 27) that generated between 50-60 per 
cent of the worst case scenario profit uplift,19 there were flow-specific factors 
that would further limit Stagecoach's incentive to implement the theory of harm. 
First, the Cambridge to Waterbeach flow seemed to serve different consumer 
segments. This was supported by the fact that the train service not only takes a 
quarter of the time of the bus journey service but is also cheaper. This is highly 
unusual for any flows assessed in any OFT cases and suggests that for a 
significant number of passengers the train is a not a close substitute for their use 
of bus. Second, the Cambridge to Ely flow has two other TOCs accounting for 
over 67 per cent of the frequency, rendering the implementation of the theory of 
harm unlikely due to the lack of guarantees of capturing diverted demand. Third, 
the Flitwick to Bedford flow accounts for only a minimal percentage of total route 
revenue and the large variance between fares and journey duration appear to 
suggest that the services are not significantly substitutable on this flow. 

46. Another concern relating to the merger is the possibility of Stagecoach reducing 
the frequency of its bus services due to the possibility of shifting capacity onto 
rail. Again, aggressive scenario modeling undertaken showed that it was not 
possible to generate a significant incremental uplift in profits (more than £[see 
note 20]20 in total). Furthermore, the overwhelming profit uplift was derived from 
cost savings from reduced bus running (a variable cost-heavy business) which 
could be achieved absent the merger. Therefore, it is highly unlikely that the 
merger would induce Stagecoach to reduce the frequency of its bus services. In 
any event, since each flow here is part of a larger route configuration, there is 

                                         
17 The higher the assumed diversion ratio, the greater the resulting increase in rail revenue. 
18 At the highest elasticity bus revenue falls. 
19 Cambridge to Waterbeach, Cambridge to Ely and Bedford to Flitwick. 
20 Exact figure excised at the request of the parties. 
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little profit incentive for Stagecoach to reduce service frequency on a flow when 
the overwhelming majority of its passengers on the overall route are derived from 
other flows. 

47. The profitability or frequency analysis discussed above does not address the 
situation where Stagecoach provides the only rail and bus service on a flow. In 
this case, we examined whether the merger would incentivise Stagecoach to raise 
rail fares or raise both rail and bus fares simultaneously. 

48. There are several factors which constrain the ability of a rail company to raise 
fares post-merger, including a high level of regulated fares which constrain the 
unregulated fares from being raised;21 and whether or not the incremental 
incentive from operating the bus service on a flow is significant to motivate a 
price rise on both bus and rail. 

49. The existence of regulated fares22 does not constrain the Ievel of unregulated 
fares per se. Clearly, regulated fares act as a cap on unregulated fares, in that if 
equivalent unregulated fares were set above regulated fares then there would be 
no demand. However, if pre-merger unregulated fares were, on average, 50 per 
cent below the level of regulated fares then post-merger these fares could, in 
theory, be raised by up to 50 per cent. Therefore, the correct question is the 
degree to which Stagecoach could raise unregulated rail fares on a flow profitably. 

50. To address this question, the parties were asked to supply details of regulated and 
unregulated fares on a sample of the flows. The results showed that on the 
majority of flows the ratio of unregulated to regulated fares was over 95 per 
cent.23 On only five flows were there a significant price differential between 
regulated and unregulated return fares. On these flows, the OFT tested whether 
Stagecoach would have a significant incremental incentive to raise both rail and 
bus fares in the knowledge that some of the previously lost passengers would 
now switch from rail to bus or vice versa. 

51. Applying realistic assumptions, we found that it was unlikely that the net uplift in 
revenues could be more than £[see note 20]per annum.24 Furthermore, such an 
uplift would imply shifting revenue from a predominantly fixed cost rail business 
to a predominantly variable cost bus operation. The profitability of such action is 
questionable, as this implies a shift from higher margins to lower margins. Fixed 
cost increases could also be significant: the purchase of just one new bus with 
associated maintenance costs would probably be in excess of £150,000. These 

                                         
21 For example, in the Govia Decision of 2001 the fact that 67 per cent of fare revenues was 

derived from regulated fares was cited as evidence that fare increases overall were difficult. 
See also South Eastern/IKF. 

22 Regulated fares are typically any fares sold at peak times such as standard single or return 
fares and season tickets. Unregulated fares include cheap day returns and first class fares. 

23 Any differential which existed was confined to return tickets as most flows did not offer 
cheap day single tickets. 
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additional costs on bus would negate any revenue and in turn profit uplift on the 
rail service. 

 
Barriers to entry and expansion 

52. The OFT has previously acknowledged25 that whilst there may be some scope for 
entry to the rail sector via open access agreements, the likelihood of such entry 
appears low and no evidence of such entry has been put forward by Stagecoach. 

 
53. The parties have argued that the prospect of bus entry is an important 

countervailing factor in this case. Both the OFT and the CC have previously 
acknowledged that there is a real potential for entry in the commercial bus 
market.26 In this case there are indeed important national operators such as 
National Express and Arriva, with depots in the region that could potentially have 
the capability and incentive to move into Stagecoach routes in the event of 
service reductions (or perhaps fare increases) implemented by Stagecoach, thus 
acting as a constraint. 

 

VERTICAL ISSUES 

54. This transaction does not raise any vertical competition concerns. 

 

THIRD PARTY VIEWS 

55. There were no significant concerns from third parties relating to Stagecoach's 
acquisition of the TGN franchise. 

56. The SRA did not comment on competition issues raised by this transaction. It 
informed us that the TGN would be run on the new template franchise agreement, 
which is more prescriptive in terms of service levels and transparency of costs 
and revenues. It also stressed that the proportion of regulated revenue to total 
revenue for the routes covered by the franchise is approximately 70 per cent 
overall, much higher than the national average of around 43 per cent. 

 

ASSESSMENT 

57. Stagecoach is one of the five competing bidders for the award of the TGN 
franchise by the SRA. The TGN franchise will be subject to extensive SRA 
regulation. Assessment of this merger must therefore take account of the 
surrounding regulatory context. 

                                                                                                                             
24 Higher fare increases led to reduced profits unless high diversion ratios of 70 per cent or more 

were assumed. 
25 See South Eastern/IKF. 
26 See paragraph 33 of South Eastern/IKF and paragraph 4.14 of the CC's report in ScotRail. 
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58. If Stagecoach wins the TGN franchise then a number of overlaps will be created 
with its existing bus and coach services. The most significant of these are in the 
London to Brighton area, the Cambridge to Peterborough area and the Bedford to 
Luton area. 

59. The key competition issue raised by the transaction is whether post-merger 
Stagecoach would have the incentive to increase bus fares and/or reduce 
frequencies in order to switch bus passengers to rail. Secondary issues included 
whether it might also increase unregulated rail fares to increase the profitability of 
such a strategy, or whether it might profitably raise unregulated rail prices. 

60. On the London to Brighton flow an overlap would be created between the 
Stagecoach-owned Megabus service, the Virgin Trains service (in which 
Stagecoach has a 49 per cent stake) and the TGN franchise. However, the 
increments were very small and sufficient competition exists from Southern on rail 
and National Express on coach to mitigate any concerns. 

61. On thirty two flows in the northern Home Counties an overlap would exist 
between Stagecoach's bus operations and the TGN service. On many of these 
flows competition exists from competing bus or rail services. 

62. As regards Stagecoach's ability to switch its bus passengers on to rail, 
profitability analysis suggests that little or no incremental incentive exists for 
Stagecoach to take such action. Even testing with aggressive assumptions on 
elasticity, switching, price increase and frequency reductions; this demonstrated 
minimal gain on rail revenue, and in turn profit. 

63. Using realistic assumptions to assess Stagecoach's ability to raise both rail and 
bus fares in the knowledge that sufficient displaced passengers from either bus or 
rail would switch to its alternative service, we found that either no significant 
merger-specific revenues increase would be generated or that profits from such a 
strategy would be low even before taking into account the mitigating effect of 
additional costs consequent from shifting passengers from a mainly fixed cost 
railway to a mainly variable cost bus operation. 

64. 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 

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

 
 


