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Abstract 

Competitive tendering in passenger transport is widespread. It has the potential to help authorities meet several goals, including cost and subsidy reductions. However, several conditions must be met for the competition to work satisfactory. 

An obvious precondition for well-functioning competition for the market is a sufficient number of bidders per tender. Other indicators of how well the competition works include ownership structure, developments in costs and bidding prices, differences between bids over time, and the difference between the lowest and the highest bid.

This paper looks at evidence along these lines from three different passenger transport sectors in Norway: local public transport, regional aviation, and ferry services. The three sectors exhibit very different characteristics with respect to cost structure, competitive pressures, industry structure and entry barriers. The paper uses economic theory to relate the empirical findings to these differences in characteristics and to discuss the implications for future tenders. 

The empirical data shows, i.a., that the number of bidders for local bus services has been significantly reduced over time, but has stabilised at an acceptable average of 3 to 5 bidders per tender. Differences between the successful bids and the runner up, as well as between the lowest and highest bid, have decreased significantly over time. Considerable cost savings (subsidy reductions) appear in the first rounds of tendering in each of the bus, aviation and ferry sectors. 
Finally, the analysis shows that the effects of competitive tendering crucially depends on the industries’ cost profile and barriers to enter the market, a competent buyer, and the pre-competitive tendering market structure. As a consequence, competitive tendering is by no means a straightforward tool that can be applied in any situation or sector. The use of competitive tendering so far seems most satisfactory in local public transport, and the paper concludes with some suggestions with lessons to be learned for public authorities in the other sectors.

Background and objective

Competition, and in particular competitive tendering (CT), is increasingly used for procurement of transport public service obligations (PSO) worldwide. The underlying motivation range from ideological beliefs in market’s superiority over public provision, to well-founded economic theory. The theoretical and empirical arguments concerning the positive effects of competitive tendering do not, however, lead to one clear conclusion.

On the one hand, the political and academic support for CT is partly related to the ability to deliver cost-efficient production (e.g. Bekken et al 2006). Other attractive features of CT are its ability to elicit true costs of operations and as such function as a benchmark, ensuring that (public) monopoly operators are not wasting public resources; and that it makes the market more contestable in the sense that the more efficient entrant wins the entire market immediately and the incumbent cannot respond with predatory behaviour, cf. Baumol (1982).

On the other hand, an increasing amount of theory and evidence cast doubts on the long run efficiency gains of CT in passenger transport. Whilst CT offers substantial cost (subsidy) savings at the time it is introduced – evaluations of international and European experiences indicate one-off average cost savings of up to 20-30 percent (Hensher and Wallis 2005, Longva et al 2005) –evidence from later rounds indicates significant cost increases from the initial rounds (ATCO, 2004, Hensher and Wallis 2004, Preston and van de Velde, 2002, Tegner et al 2004). Moreover, it has been argued that CT provides poor incentives for dynamic efficiency (Mackie et al 1995). 
The typical U-shaped subsidy profile detected over time in competitive tendering in public transport, can have several causes. It can be a result of  the winners curse, or a result of excessive concentration and collusion and hence decreased competition. However, the raising costs may also encompass higher service standards. Consequently, studies of long term effects of competitive tendering must isolate the “tendering” effect, and control for other reasons for increased cost over time, e.g. increased quality requirements, increased costs of production factors, (e.g. wages, fuel) changes in demand structure and so on.

This paper first presents a study  of the effects of CT in local passenger transport in Norway that has a research design controlling for such factors. Second, it  compares different regimes in different passenger transport sectors in Norway, and how they affect competition. The three different sectors are local public transport, aviation, and ferry services. To what extent does there actually exist fierce competition for contracts in these different passenger transport industries? The competitive situation is measured and the implications for future tenders are discussed for each of the three sectors.

Criteria for well-functioning competition in CT and indicators of competitive situation

In order to evaluate the competitive situation in our three markets, one may on the one hand study the usual indicators for market failure and imperfectly contestable markets, like the extent of information asymmetry, entry/exit barriers (sunk/exit costs), incumbents advantages, increasing returns to scale, external costs/benefits, allocation of responsibility and risk, and asset ownership and incentives to maintain assets before handover

On the other hand, operators’ anti-competitive strategies may effectively prevent efficient competition. While a high number of competing operators (number bidders per tender) is an obvious guarantee for fierce competition, industry’s response may, in line with Wickers and Yarrow (1988), be to limit competition through mergers and acquisitions, geographical separation of markets, cartels and consortia and so on. The risk of such behaviour increases when the competition is repeated over time.

Therefore, an evaluation of how well the competition works will typically include considerations of incumbents advantage, asset ownership, cost structure, industry structure (e.g. extent of cross-ownership and geographical separation of markets), developments in costs/bidding prices over time, differences between bids, and the number of bidders per tender. These aspects are described in some more detail below.

Incumbent’s advantages. Incumbents have a strategic advantage because they have gained experience with the market (Wickers and Yarrow 1988). In relation to this, Mackie et al (1995) emphasise the economies of experience in a deregulated bus market. This relates to managerial knowledge, as well as access to trained local staff. Further, since the incumbent has more information than the other bidders, chances are that a winning entrant has missed some information or is over-optimistic. This is usually referred to as the winner’s curse.

Asset ownership. Especially in capital intensive sectors, like ferries and aviation, the question of asset ownership is of crucial importance for how competition for the markets works. This relates not only to the fleet, but also to the relevant infrastructure. Several problems occur in relation to asset handover if it is not owned by the operator (cf. Wickers and Yarrow 1988): What is a correct handover price? What are the incentives to maintain assets before handover? 

Industry structure. Preston and van de Velde (2002) have argued that excessive concentration in local bus markets have contributed to reduced competition and, as a consequence, higher costs for the procuring bodies (Hensher, 2003). Mackie et al (1995) comment that the massive mergers and acquisitions observed following the 1985 bus deregulation were an unforeseen effect of the liberalisation. However, not only mergers and acquisitions play a role, but also cross-ownership. One cannot expect operators which partly own each other to compete fiercely. Cross-ownership paves the way for more or less open collusion.
Differences in bidding price. In a very competitive environment one will expect that the difference between the lowest bid and the other bids is relatively small. In such an environment it is difficult to recover the cost of strategic low bid in order to win the market. As a contrast to this, an operator who expects no competition for a tender may blow up costs considerably.

In transition stages where CT is being introduced in a market, the differences in bidding prices can be interpreted as a matter of learning. 

Number of bidders per tender. The fact that a large number of bidders reduce the expected price (subsidy level) is a common observation (Hensher 2003). Figure 3, which is an example of evidence from the UK, illustrate this relationship fairly well. Mackie et al (1995) consider three or four bidders as sufficient to maintain healthy competition.

A small number of bidders will, and especially if there are many contracts that are regularly renewed, increase the risk of collusion between operators. At the same time, when the number of bidders is stable and high then the chance of winning the tender falls and the cost of bidding increases – a cost that pushes the bidding price up. In sum there are problems that may increase costs over time both with too few and with too many bidders.
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Figure 1: Cost increase inversely related to number of bidders. Source: ATCO surveys 2000-2005.
Norwegian evidence

In this section we will provide an overview of  three different regulatory regimes in three different passenger transport sectors in Norway: Local public transport, aviation, and ferry services. Moreover, we will describe the development on key variables concerning well functioning competition, as well as available information about effects on important public goals (reduced costs, quality of service etc)

Local public transport

The development in competitive tendering is closely connected to changes in the framework conditions for local public transport. In April 1994 directives came into force which permitted the use of tendering for local public transport eligible for subsidy. At the same time the state transfer of funds for transport and communications purposes in the period 1995-1999 were reduced on the grounds that the counties could use tenders or other forms of effectiveness in the purchase of public transport services (Fearnley and Carlquist 2001). In addition, the EU’s desire for more liberalisation within the area of public transport and the ongoing revision of regulation 1191/61 has meant that some countries, including Norway, have adapted to the proposed legislation. 

From a modest start the first years after 1994, we now (in 2005) have a situation where half of the 20 Norwegian counties have made use of competitive tendering to some degree, covering 28% of the Norwegian production and 40% of the passengers (Bekken et al 2006). The traditional negotiated contracts in Norway are net cost contracts. However, with the introduction of competitive tendering, one can observe the introduction of gross cost contracts. The argument for such changes in contract forms, is related to the distribution of responsibility between public transport authorities (PTAs) and operators. The distribution of responsibility between PTAs and operators while using net cost contracts, have typically been associated with operators having responsibility and competence at the tactical level, i.e. in terms of planning and marketing. Moreover, they have traditionally had control over terminals and other factors enhancing network effects. When introducing competitive tendering, most PTAs have found it crucial to transfer responsibility and competence from the operator to PTAs, in order to reduce incumbents’ advantage in the tendering process.
Moreover, our analysis (Bekken et al 2006), shows that the gross contracts which are used for tender competitions are to a large extent supplemented with financial incentives, which are production, patronage or quality dependent. The counties which have used tenders to the greatest extent are moving away from pure gross contracts and towards an increased focus on gross cost contracts with increased income risk and incentives for operators. This is in entirely in line with the developments we see internationally (Longva et al 2005). The analysis of the content of the contracts show furthermore that the negotiated net contracts often contain limitations to the operators’ income incentives, including the use of threshold values before renegotiation of the annual contracts. The actual difference in the operators’ income risks and incentives when transferring from negotiated net agreements to the use of newer forms of tendered gross agreements is thus not necessarily large. The contractual exchange therefore primarily contains changes in the division of market risk between the authorities and the operators. 

Other developments in the local regulatory regimes are, firstly, that the length of contracts has increased: The standard is now around five years plus supplements, while previously the average length was around three years unless there were clauses regarding extensions. Secondly, the tenders have become larger in scope. Part of this development can be explained by new counties starting to use the tendering process. Important counties such as Oslo, Akershus and Rogaland have such large service production that their entering the arena would clearly inflate the average size of the tenders. 

As to the effects of CT on competition several traits can be observed: 

1) The number of bids have stabilized between three and five. The average number of bids, over the entire period from 1994, is around five. There has been a development in the number of  bidders from the earlier rounds with large variations in numbers, to a more stable situation today. 

2) There is less difference in bidding price over time. While at the outset the difference between the winning tender and the second best could be as high as 40%, today this difference is down to well below 10%. The average difference has been around 8%. A more detailed analysis shows that for 70% of the 34 tenders for which we have details, the difference between the best and second best tenders was less than 10%. In addition the difference for 7 of the 34 tenders was less than 2 % of the winning tender. The difference between the highest and lowest tender also shows a clear downward trend.
The reduced differences in bidding price support the hypothesis that there has been a learning-processes, and companies have gained increased knowledge of the local production. 
What have been the effects of CT on the cost development? Our research design implies comparing development in cost  in different counties, both the ones using competitive tendering and the counties using negotiated net cost contracts. The figure below does indicate that the use of CT has had lead to the strongest reduction in costs in counties predominantly using CT, whereas the mixed regimes (that have partly used competition or threats of competition), are worse off than the traditional regimes using negotiated net cost contracts. 
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Figure 2: Developments in cost per vehicle kilometre. Blue line: Counties with mix of competitive tendering and negotiated contracts; grey line: counties with predominantly negotiated contracts; red line: counties with predominantly competitive tendered contracts. Index 1991=1.00

The same pattern can be observed when it comes to level of subsidies. This implies the collusion-hypothesis has little support. Moreover, what we can observe here, is an U-shaped profile in cost development in all three regimes. This U-shaped profile indicates, firstly, that there has been a pressure on cost reductions in all counties, and that these have had effects in all types of counties. Secondly, it indicates that the increased costs in the late 1990s are not primarily related to contract type or the use of CT or not, but to other factors (e.g. higher quality demands, fuel prices, increased wages). 
Based on the results shown above, it appears that the current competitive regime has so far resulted in a development which has encouraged competition. 

As to the effects in terms of realisation of the public goals, the main development is that tenders have reduced costs and subsidies. We have calculated models for total costs, costs per fleet kilometre and subsidies. The models have used the proportion of route production which is open to competition as explanatory factor. 

Two effects stand out in our analyses. Tenders contribute to a reduction in both costs and subsidies. Our calculations show that a 1 per cent increase in route production which is subject to competition reduces costs by 0.1 per cent and the need for subsidies by 0.7 per cent. Given that the subsidies only cover a small part of the costs and that the PTAs have good opportunities to reap the majority of the cost savings in connection with tenders, then tenders have a greater effect on the level of subsidises than on costs. This means that tenders have resulted in more cost effective production, and also that the savings have been used for reduced the subsidies, rather than enhanced level of service. In addition the level of fares has increased, contributing further to a reduction in the subsidies.

In other words, in local public transport, we have seen the introduction of a regulatory regime based on gross cost contracts, contract length of five to seven years, and increased scope of contracts. So far this seems to have led to rather well functioning competition and increased cost efficiency. 
 It is also noteworthy that the “mixed regime” performs worst, a finding that we in other discussions have related to the malfunctions in hybrid models, in particular related to changes in the level and types of trust (Longva and Osland, 2006). Although being outside of the scope of this paper, it highlights some potential problems of relevance. In a national perspective, Norway is now a mixed regime, with a variety of contracts in different counties. The response of this development among the bus companies has been that of restructuring and concentration.
Since the 1990s there have been significant structural changes in the Norwegian bus sector (Mathiesen and Solvoll 2006). The number of bus companies has decreased considerably. In 1991 there were 173 operators in the bus sector; in 2005 there were 95. The reduction of operators has been larger in counties which have put transport services out for competitive tendering. Mathiesen and Solvoll (op.cit) explain the reduction of operating companies with increased cross ownership. 57 percent of the companies’ owners have shares in other bus companies. The average production of a company has increased from 1.7 million kilometres in 1991 to 2.8 million kilometres in 2005. The production of services in local public transport has not decreased. 

As a consequence of mergers the market concentration is large. Today six conglomerates enfold 35 percent of the companies and 65 percent of the subsidised production (ibid.). Only these conglomerates have market shares larger than 5 percent. According to Mathiesen and Solvoll (op. cit.) it is likely that some of the competing firms in a tender have common owners. Nationwide private companies still produce more than public operators, but publicly owned companies have increased their market share in terms of kilometres produced and own more bus companies. Companies are in this context defined as private when more than 50 percent of their stocks are privately owned. 

In other words, there may be some shadows in the horizon  of a rather well-functioning competition in Norwegian local public transport; concentration and collusion. So far this does not seem to represent a problem in the counties using CT, although a further reduction in number of bidders may indicate a change towards monopolization, or that the players are dividing up the country between them. Hence, this should be a core focus in the future. Of no lesser importance, however, is the point that the market concentration and cross-ownership can be a problem in counties that has not made use of CT.
Passenger ferry

Norway has a long costal line with many fjords and islands. Ferry links are considered to constitute a part of the Norwegian trunk road system. A substantial amount of ferry services is required in order to make all areas accessible. Over the last decades several ferry links have been replaced by fixed links (bridges, tunnels), nevertheless there are currently 95 links on the national trunk road system receiving subsidies from the Public Roads Administration. The ferry sector is operated by private companies, which owns the ferries whereas the quay is owned by road owner. In 2005 there were a total of 19 ferry companies. Only a few of the ferry links are profitable, thus the sector receives a substantial amount of subsidies. In 2006 it is estimated that the total subsidies will mount to €172 million. 

Historically, ferry services have been operated on net cost contracts under a block grant system with short term contracts. The industry is characterised by regional monopolies, which traditionally have been owned by local public and private interests. The subsidies to the ferry sector have increased significantly during the last decades. As a result of this, the authorities have looked for different ways to reduce the level of subsidies. 

New legislation opened for a limited trial scheme with competitive tendering for ferry services from 1994. The first services were tendered in 1995 and started operation in 1996 and 1997. Two additional services were tendered shortly after with operation from 2000. These six services constitute phase 1 in the competitive tendering process for ferry services in Norway. The experiences of phase 1 were evaluated in 2000 (Hervik et al 2000). 

Following the evaluation of phase 1, Parliament decided to make the trial scheme permanent. As a result five services were tendered with operation starting in 2005 and 2006. Of these five services, three were new services and two were services tendered for the second time. It is worthwhile to mention that originally, eight services were tendered in this round, but three of the tenders were cancelled for different reasons. This round of tendered services is often referred to as phase 2 of the Norwegian competitive tendering regime for ferry services. In the budget for 2004, the Parliament stated that within seven to ten years all the remaining services should also be tendered. This initiated phase 3 in the competitive tendering regime.The current national policy is that all ferry services should be tendered within the end of 2009.
The first round of competitive tendering in the ferry sector has been considered a success (Hervik et al 2000). For a small increase in subsidies, a substantial benefit was gained through a relatively cheap replacement of older vessels. For the six ferry links tendered, eight new vessels were introduced. In addition, frequency and capacity was also increased. These tenders were a mix of gross cost and net cost contracts. This story of success has been moderated somewhat through the fact that some of the tenders have resulted in substantial financial loss for the operators (Bråthen et al 2004). This “winners curse” was a result of the operators pricing risk too low. This may be from lack of knowledge of the real risk involved or intentionally. Hervik et al (2000) suggested that some of the operators priced risk low in anticipation of more competitive tendering in the future. In that case they would be well of with relatively new vessels already written of. These would be an asset in the next rounds of competition. It may also be that this was a strategic move from the incumbent. In five out of the six tenders, the incumbent won the tenders.

The competition in phase 1 attracted a good number of bids. However several of the bids were from the same company. For instance, in the Finnøy tender where the incumbent had four of the seven  bids. To be more accurate, therefore, the tenders of phase 1 all attracted three or more competitors. The length of the contracts ranged from five to eight years (Table 1) 

Table 1: Summary of tenders in phase 1

	Ferry links
	Hareid-Sulesund
	Finnøy
	Aursnes Magerholm
	Nesna-Levang
	Leirvik-Ranavik-Sunde
	Manheller-Fodnes

	Length of contract
	6
	8
	5
	8
	5
	6.5

	Number of bids
	7
	6
	8
	9
	6
	9

	Number of ferries
	2
	3
	2
	1
	2
	2

	Type of contract
	Gross cost
	Gross cost
	Gross cost
	Net cost
	Net cost
	Net cost

	Difference between lowest and second best
	6 %
	3 %
	4 %
	18 %
	67 %
	88 %

	Difference between lowest and highest bid
	40 %
	26 %
	42 %
	75 %
	783 %
	588 %

	Winner
	Entrant
	Incumbent
	Incumbent
	Incumbent
	Incumbent
	Incumbent


The second phase of competitive tendering in the ferry sector has not been sufficiently evaluated yet as most of the services only recently started. Nevertheless, Hervik and Bråthen (2003) and Bråthen et al (2004) have evaluated the longer term effects of the tendering regime. They conclude that the new focus should be on creating an effective competition. During the first period of tenders, mergers and acquisitions and cross-ownership has created a few major strategic alliances. This consolidation process has changed the competitive environment to a large extent. In northern Norway, this process of consolidation has not been equally successful. Nevertheless, Veolia (former Connex) has bought one of the ferry operators in northern Norway. Hervik and Bråthen point out that the result of this consolidation process as of 2003 showed two large and financially strong groups in southern Norway and three smaller in northern Norway and two smaller in southern Norway. Only the two largest groups looked strong enough to take part in several tenders at the same time. 

To summarize the main issue for the ferry sector will be to assure a well-functioning competition. With several new tenders coming in a very rapid pace, there is a risk that only the two major groups will be able to compete for most of the tenders. So far the use of competitive tendering has been modest, and the market is characterised by high entry costs,  the ferries can only be used in the modest Norwegian market, which leads to lack of  competitors from other countries, and a small second hand market for vessels.

Regional aviation

From 1994, the Norwegian regulation of aviation has been characterised by two different regulatory regimes, regulating two different markets; a commercial market and a PSO “market”.  The PSO regime is regulated through EU-regulations concerning PSO. One of the most important characteristics is a specification of a maximum contract length of three years.

The PSO regime is based on net cost contracts with a high degree of specification of quality demands. The Norwegian runways are often rather short, whereas it has been specified that the planes should have pressurised cabin. The type of planes that satisfy these demands was bought in by the company that had a monopoly on regional routes until 1994, Wideroe. In reality, they bought these with state money, as the government where to set the nationally owned company (Fred Olsen) in a situation where they would be ready for international competition. (Later, SAS acquired Wideroe).

Norway has the largest number of PSO routes in Europe, 61. The route areas tendered, have, however, varied: The first round of tendering was for the period 1997-2000. 
 Regional aviation was divided into four main areas, with ten route-areas to bid for. All contract had high degree of specification; The planes should have at least 30 seats and pressurized cabin.  There were seven bidders. Wideroe was  lowest on every bid. It was possible to bid for all route areas in one bid; Wideroe’s bid for all routes was 30% lower than the subsidy they received in the previous year.

The second round was for the period 2000-2003. There was a further division of routes, and some new routes came under PSO. All together this gave 12 areas, and one could no longer make a bid for all routes. There were 8 bidders all together. Five of them won a route area. In other words, the second round improved competition,. However, only in areas where there was no demand for 30 seats and pressurised cabin, and runway longer than 1200 meters, more than one company bid. The tendering represented 15 % larger production and 30 % increase in costs, compared to the first round.

The third round (2003-2006), there was further division of routes. Now there were 15 areas, and also an attempt to increase competition by allowing smaller planes in many areas. The results was  7 bidders all together, 5 won an area. The total prices of successful bids was somewhat reduced. Although there was some competition to Wideroe, it is worth noting that none of the companies except Wideroe that had won a route in round two won again in round three. There were also indications that Wideroe used strategic prizing due to their interpretation of the competition on each route; clearly seen in Finnmark/North Troms, were the bid went down from NOK121m to NOK68m, due to reduced demand for size of plane. After the competitor had to go out of business, since they lost the competition,  Wideroe terminated the agreement and won a new contract on 90 mill for the same area.

The fourth round, (2006-2009) included 16 areas (Finnmark-North Troms was delayed until 2007-2010), there were 6 companies bidding altogether, four of them won at least one area. The dominance of Wideroe was still strong. Coast Air survived from third to fourth round, and together with a new entrant, Danish Air Transport, may have the strength both in terms of  alternative commercial routes and capital to be significant actor in the Norwegian regional aviation.

In sum, in regional aviation, characterised by net cost contracts, high entry barriers, partly related to high specifications in contracts, there have been clear problems in establishing well functioning competition. However, newcomers have entered the market in later rounds rounds, due to less detailed and rigid specification that favoured the incumbent Wideroe. Yet, we have seen no stable competitors to Wideroe, although the last round can indicate changes.  As to ownership, Widereo is - as mentioned - owned by SAS-Braathen. The other companies have been small, not part of bigger constellations, but there are indications of  changes.

As to the development inn terms of subsidies per passenger, there was a clear reduction in costs in the period 1994 to 1999, and then again an increase from 1999, leading to a situation where costs today are 12 % above the 1994 situation.

Conclusions and discussion

We have identified a number of factors that describe the competitive situation in passenger transport PSO tenders. We have applied this to three different Norwegian passenger transport markets. Table 2 summarises the findings.

	
	Local public transport 
	Passenger ferry
	Regional aviation

	Degree of cross ownership
	Large 
	Large
	Wideroe owned by the largest company  on national commercial route

	Mergers and acquisitions
	Several 
	Several
	SAS-Braathens

	No. of operators
	173 in 1991, 95 in 2005 
	
	4

Wideroe won most of the tenders. Coast Air won three routes, Danish Air Transport, and Kato Air one each.

 . 

	No. of competitors / bids per tender
	Stabilised at acceptable 3-5.
	5 in first round

3 in second round
	6 in 1996 (altogether)
8 in 1999 (altogether)
6 in 2005 (altogether)
6 in 2006(altogether)
((However, several of the Norw. route areas put out for competitive tendering had only one bidder .

	Cost structure
	
	Large capital cost
	Large capital cost and scale economies

	Infrastructure
	Public roads are owned and financed either by the state, the region or the municipality Terminals are either owned by the authorities or the operators.
	Publicly owned, but tailored for certain type of vessels
	Publicly owned, but many places tailored for certain type of vessels, if to be combined by certain specifications

	Entry barriers (entry costs, investments, risk misallocation etc)
	There are no or very low entry barriers However, there may be entry barriers when the incumbent owns terminals in larger city areas (Bergen).
	Large entry barriers as there is a limited second hand market for tailored vessels and large capital requirements.
	Large entry barriers as there are economies of scale and large capital requirements. 



	Transparency of market (information asymmetry, incumbent’s advantages etc) 
	Gross contracts do not cause significant information asymmetry. Net contracts, however, may give the incumbent advantages. 
	Not necessarily incumbents’ advantages but advantages to operators with available vessels from previous operations
	Information asymmetry and special requirements favouring the incumbent 


To summarize: There are clear differences between the different regulatory regimes and their effects in the different markets.
The use of competitive tendering in local public transport so far seems to have lead to rather well functioning competition as well as the wanted effects in terms of reduced costs and subsidies. These effects are the results of a regulatory regime characterised by gross-cost contracts, often short time (3-5 years), but in later years extended, now to an average of five years.  These positive effects are related to the fact that there are rather low entry barriers in this market, as neither specifications in contracts nor characteristics of the market per se, implies large investments, at the least for established firms. This situation may be changed, however, due to mergers and extensive cross-ownership. This may hamper competition in the tendered areas, but can become an even bigger challenge in the counties using negotiated net cost contracts. 
Cross-ownership also across sectors; important owners are both in local public transport and in the ferry sector. Although tendering has only just started in this area, one can observe problems establishing well-functioning competition, due to mergers and acquisitions, as well as the relative high entry barriers. However, as pointed out, the experiences so far are limited.
In regional aviation, the experiences are based on four rounds of tendering for the whole PSO-area. The development in regional aviation contrasts the one in public transport: The net cost contract regime, using short term contracts with high degree of specification, has not lead to a well functioning competition. In general, the incumbent still has a dominant position, due to high entry barriers and short time contracts. The situation seems to have improved, however, especially when giving operators larger degrees of freedom in terms of type of airplanes.

In other words, it is primarily in the local transport sector one can observe a rather well functioning competition, implying that the forecast for the other sectors are related to reducing the entry barriers as well as considering the type of contracts in use. The introduction of tendering and gross cost contracts in local public transport has typically implied transferring ownership of infrastructure as well as market competence from operators to procuring body.  Contrary to the other sectors, in local public transport, companies from other countries have entered the market. Hence, for a well functioning competition in Norwegian regional aviation and ferry sector, the reduction of entry barriers seems crucial, e.g. through increased possibility for leasing;  establishing a regime more based on common international standards in order to attract competition from abroad and less rigid specifications in contracts.
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