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Transport markets

Public transport markets cach oshet. Interms of teadiional theorics of the fr,
they can relatively easily be categorised:

T public transport market i 2 complex mix of

diferent markes,some of whose services ae close Rl vl The aibway necwork n che UK consiss, for

Sbsiures, whilt others havelle in comanon with the most part,of monopolies. Neework Ral, which
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owns the infrasructure, s  natural monopoly. The
rain operacing companes, which run servces across he
infrasructure, have mosty been given monopoly rights
by the government which gt then thei fanchisc,
Howerer,they have limited abily to exploi that
monopoly becausethey are subjec o regulation and
o because ther franchises are mied in time. The
rain operating companies, not surprisingly, woukd ke
o s the regularory price egime loosened and the
lengeh of franchises extended.

B ravel The bos industry is more complex.
Nationally,thre ar four main groups of bus companies
which dominate local bus service:

Stagecoach, Arriva, Go-Ahead and Firs
“This conld thercfore be considered an
olgopalistic industry. However, in many
arcas, only one o these bus companies
offrs service. 1t may or may not bein
‘Competiton with smaler bus comparics.

On many routes, there i only one bus
service and therefore the bus company
offring ic has a monopoly. The abilty of
bus companies o exploi shis monopoly
depends to some exten on agreements
entered into with local authories, which
often subsidise what would othervise be loss
making routes. Where a subsidy s iven,
the local authority s lkey to fx a price for
faresin the operatiog contrct.

Air eavel There s a large sumber of
airlines operating on routes within and ot
of the UK. Howeres,the market i nor
perfctly competiive or a number of
reasons. Fir, ailines ofer a branded service

‘and business travellers typically have
preerence for which airlne they e
Second, ther s imited choice o any
particulsr route. London to New York s
Quie competiive, bt on many routes, here
isonly one operator. It may be possible
et around this by changing at another
airport en rout, but tis i
dererrent to pasengers who want the
shortest journey e, Thid, popular
airpors ke Hearhronw end to be full
during the day. I the UK, there i o
tradable market i airport anding sloss.
Therefore, airines scting up a new
aty say, Hesthrow cither have to close down
‘another o their service or wse anothes, s
airport,

i routes have radiionaly been
Tighly regulated by governments to bench
their national carres. For insance, il
wihing to fy from the UK 10 e USA have
1o gain permission rom boch the UK and
US auhoriis. Such permissions tend to be

traded - the US suthorites vill only give
permission for a UK ailine to ly to the USA if 1 US
ailne i given new rights o fy a route fo the UK.
Many would like o s all governments adopt ‘opes
skis*polcies where any carrir could fy o any
destnation in the world. There s now an open skies
poliey within the EU for EU aicines,and similaly US
carrers hase th freedom to Ay anywhere internally
within the USA. Even open skiespolces, hovgh, do
ot necessarily make markets competiive, Some
airpors, such as London Headhrow, are airady
operating at 100 per cent capacty during the day and
his limits e compeition n the marke.
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Sipping Freght shipping eends to be a perfecly
competive markee. There is 3 lrge rumbes of shipping.
companies ofeing servicesbetween diferent

dsinations, Passenger shipping tends o b icher
Slgopolisticor 3 monopaly. For instance,thereare only
s few companics offeing cross-Channel servces, whist
{hre s only one company offering 2 service beeween the
saland and the Ll of Wight.

Gontestabilty and public transport markets

Neolassicl theories of perfct compeiton,
monopolisic competiton,algopoly and manopaly
ey povide poor explanations of the behaviour of
st snlustics i e assumpeions aze made
shout the contescabily of a market

The il industey Network Rail s an example of a
sl monopoly. Along the routes that Network Rl
s, 10 other compecitor would want o or legally be
lowed to cxter the marker.

“Thepassenger ranspors il market i equally
contsable in che short term. Th rail operators have
boueht monopoly franchises from the governmen.
Foweve,the market becomes contestable when the
nchises come up fo renewal. The existing operacors
e sought 1o make the marketfess conestable by
appying pressure on the government o extend exising
anchies in resun for improvemens in th sevice they
aurnly offr. Typicall, they try o lnk invesument in
new olling sk with franchise extension. The.
goveanment, so far has resisted thi pressure. As
Fanchiss near thee end, though it ecomes inceeasngly
ifical for 3 train operato to justiy any long erm
fovestanent. This could lead 0 underimescment i the
ahvays, leading t0 dynamic incfficiency. When
franchises do come up for renewl, these are kel 10 be
ony  few firms iersted in bidding for he rencwal
These ac likely o be he largest ofthe existing ail
opercors. To gain the franchise, they will have
woffr (0 invest i th sevice whilst taking
iher the lowest subsidy or paying the
soverment the hghes price for the fanchise.

T bidders will s have o consider how
the can et the franchise ifthy fail to win
therenewal bid nexs ime around.

Bus and cosch transport The bus and coach
induscris inthe UK are deregulaed. This
meansthat any company can eater the
industy and compee with existing.
companics, The coss of entry ar relativly
Tow: To buy a fee old coaches or buses i
rltivelycheap. For this eason, most cies
v at least one smal operstor on some
routes compering against a much large and
moreesablished operato. Equally, mosc
s ofthe couniey have a dominant
company which provides mest of the seevies.

One esson isthat transpore authorites, part of
povernmen, tend to subsidise many routes because
Grherwisc s companes would nor operat them. The
company which receves che sobsidy tends to be the
dominant operatos. In the long distance coach travel
markee, every area has a number of firms offering
conches for hire, Howeres, the maketfor schedled
lomg distance srvices is again dominaced by a few firs
which can market thee serviceseffectively and nvest
enough to provide comfortabie coaches on which 1o
avel. Overall, the bus and coach transport market is
Contestable and this cends o prevent exising firms i the
market from making abnormal profi

Air transport Over the st oweney years, he e
ransport masket in Europe has become much more
contetable This i hecause ndividual governments
have abandoned regalations which tended to favour
their own national airins t the expense of foreign
irines. A a esul here has been enormous growth in
the number o budset no-rls aries. Tn conras, 00
{nternational fights ourside Burope, there has heen lss
provh because non Exropean goverments have tended
o resriceflightsfrom forcign airknes. The capital cost
of enering the market s sgnificant, but no so
Sinifcant s o dete the pew entrants which have
Ctablished a presence n the market i recent years.
Equall the cost of exit s relacively low. A new entrant,
for example i ikely o lesse planes rather than buy
them. Coses then become mainly variable rather than
fived and hence sunk costsare low.

Shippin Shipping tends to be a contestable market
ecause ship owners can move chei ships around from
coute 1o route depending upon demand. In he
passenger trsnsport marke, for inscance, th opening of
he Channel Tonnel led 0 8 eduion in the mumber of
Ships on cross Channel outes. These ships were put to
work on other routes in Northern Europe.





