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A smart solution
to debate over
bus regulation
If reregulation will lead to increased costs and deregulation
leads to monopoly, what is the way foward for the bus
industry? Hamish Nuttall says smartcard technology could
unlock a solution that offers the best of both worlds

M
uch of the debate on bus
reregulation has focused
on whether operators or
councils should decide
who can operate buses in a

particular location, to what standard and for
what price. But why is it that we hear
repeated calls for reregulation of ÒvitalÓ bus
services and not for (even more vital) food
retailers like Tesco? What is different about
buses that means they are subject to a
perpetual tug of war between pro- and 
anti-regulators? 

Proponents of reregulation claim 
variously that quality is too low and prices
are too high. Even some bus businesses seem
to accept this. As StagecoachÕs Brian Souter
recently stated; Òwe are the only industry
that I know of that if something is not
selling we put the price up.Ó There are other
industries where, given half a chance, 
businesses will behave in exactly the same
way: monopolies. Monopolies do not have
to react to market pressures; they will tend
to underinvest and overcharge. So why do
bus businesses behave like monopolies?
Simply, because they are.

But wasnÕt the goal of deregulation to
promote competition and drive down costs?
Of course it was. And while it resulted in a
signiÞcant drop in operating costs, it did not
result in much competition; that is two or
more operators competing in the market for
the same passenger at the same time in the
same location. Apart from a few cases of
sustained on the road competition, it is not
the norm. We should not mistake sporadic
skirmishes for sustainable competition.

So what makes Travel West Midlands
different from Tesco? TWM operates a classic
network business. Customers need to travel
widely within a local area, so a bus company
that meets all these travel needs will be
preferred to one that only offers services on
trunk routes for example. TWM uses
network pricing tools such as travelcards to
reinforce this advantage. 

The architects of the 1985 legislation
appear not to have wholly understood this
network effect, and yet it is because of this
network effect that bus businesses become
monopolies. Even when an incumbent

company appears to be failing, operators
without a local presence are reluctant to
challenge it because of the sheer cost of
duplicating the network.

So what is the solution if regulation will
lead to higher costs and deregulation leads
to monopoly? I suggest that we need look
no further than other network industries
which have also been monopolies. Whether

it is in electricity or telecommunications,
without intervention,the incumbent tends
to be a monopoly supplier. 

Electricity and telecoms regulators have
recognised that the introduction of market
forces will tend to drive down costs, but will
not necessarily increase competition. Thus
the reduced costs do not necessarily ßow
through to lower prices or higher quality.
For years British Telecom was subjected to
price controls on parts of its business, while
other companies struggled to make inroads
to its dominant market share. Companies
like Mercury faced the same problems as
challenging bus companies: network 
duplication is horrendously expensive. 
Even interconnection agreements did not
make it easy.

The solution to these problems has been
network separation, or ÒunbundlingÓ in 
the telecommunications sector. The 
monopolistic business is forced to offer
access to other businesses at fair rates. Access
to the naturally monopolistic element (the
network), is made available to anyone who
wants to sell services on it. 

What would happen if bus operations
were split into wholesale and retail
elements? How would you do that? 
Conceptually, all you would need to do is
set a maximum price for each revenue
passenger kilometre (rpk) that took into
account costs and an agreed proÞt margin:
there may be rural and urban rates for
example, and differences between operators
would become apparent. Accounting 

separation would provide the transparency
that is needed to achieve this. Any company
could retail those seats using smartcards.

For that to work, all buses would need to
be Þtted with smartcard readers. Just as the
unbundling of the local loop could not
happen without the technology to allow
smart reconciliation of call costs between
multiple operators, the advent of the 
smartcard enables unbundling in the bus
industry. The technology is here now that
can apportion charges seamlessly between
ÒretailersÓ. Retailers would pay network
operators for the rpks travelled multiplied
by the agreed rate.

Passengers would not have to worry about
carrying smartcards for more than one 
operator: their card would work on any bus.

And the card could be really smart: retailers
would be free to set the margin for each rpk
independently. These retailers could easily
operate nationally, allowing effective
national marketing campaigns. Now
wouldnÕt that be a boost to public transport?

Stagecoach could decide to become a
network operator, a retailer, or both (with
accounting separation). Network operators
would be encouraged to provide routes that
met market demand as they would beneÞt
from the revenue. Popular routes would
attract more operators and buses as the
average revenue per bus kilometre rose.
Unpopular routes would attract a subsidy as
now. If the unbundling of telecoms services
is anything to go by, total investment would
go up. Network operators might also focus
more on getting better access to the ÒtrackÓ
they operate on to make their services more
reliable and attractive to customers.

Everyone would win. Passengers through
access to all services on the same basis and
greater investment raising quality , network
operators through a single minded focus on
quality and costs, bus service retailers
through the ability to build truly national
brands, and councils through transparent
pricing. Of course there are both policy and 
implementation issues, but in essence, this
solution could capture the best of both
worlds: efÞcient low cost network operators
and a competitive retail market with the
potential of raising the profile of buses.
Maybe Tesco would be interested?  n
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ÔWhether it is in electricity or telecommunications  without
intervention, the incumbent tends to be a monopoly supplierÕ

Fitting smartcard
readers to all buses
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bus tickets, bringing
real competition to
the industry
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