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Preface

My main motivation to write this dissertation has been to evaluate the successes,
failures, and factors that influence the competition for public bus transport services.
Using Germany as a case study, I explain the institutional framework of this public
bus transport market, which several international researchers and market partici-
pants have described as incomprehensible. My objective is to provide a basic
understanding of the players and their options, offer insights about the German
model, and make policy recommendations for consideration by decision-makers
and regulatory authorities whose goal is to increase competition for public bus
transport services.

The empirical analysis presented is based on primary data that is usually not
publicly available, supplemented by numerous expert interviews. I also have a
personal interest in the subject, having spent more than 5 years as a consultant on
issues of competition and market organization for public transport services (rail and
road), now working at civity Management Consultants. To my knowledge, this is
the first comprehensive economic analysis of, in the same regime: (1) market
initiatives to operate commercial services under exclusivity, and (2) authority
initiated tendering procedures for non-commercial services. I hope that this story
of Germany’s experience proves helpful for other researchers, companies, and
policymakers in the struggle to fulfill societal expectations for public transport at
a time of global economic uncertainties.

The dissertation is divided into five parts. Following Part I, the introduction, Part
II presents a theoretical approach for the analysis of the regulatory framework and
the opportunities it offers market participants, and relevant case studies. In Part III I
empirically evaluate the conditions for tendering in this market and the experience
with the introduction of competition for non-commercial services. The focus is on
identifying the barriers to entry and other factors that influence the prices paid by
public transport authorities. In Part IV I shift the focus to the competition for
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commercial services and try to ascertain whether or not the legal setting is success-
ful in promoting competition in this market segment. Part V summarizes the results
on Germany’s experience and proposes a model for organizing the contracting and
awarding of public transport services in the future.
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Abstract

Following the worldwide trend towards liberalization of public transport services
German lawmakers revised the legal framework governing their country’s market
in the mid-1990s. Since that time the organization of the market for public bus
transport services has been characterized by a dichotomous system of licenses for
commercial services, where operators are granted exclusivity, and licenses for non-
commercial services, where supplementary direct subsidies are tendered out by
public transport authorities. This parallel structure offers market participants a wide
range of opportunities for action, but also poses challenges to operators and
authorities due to an awarding system and contractual relationships that fundamen-
tally differ among the types of services. In contrast to the apparent view of
legislators, the distinction between commercial and non-commercial services is
not only determined by local characteristics of the services in question, but, in fact,
is largely determined by the public transport authorities themselves.

An analysis of the market for non-commercial services shows that the strength of
competition is determined primarily by the tendering conditions set by public
transport authorities, with some factors differing at a regional level. A crucial
issue is the level of uncertainty, which has been identified as a market entry barrier
and a factor in price increases — for instance, in the case of net-cost contracts. The
volume to be tendered out is another important issue. Other factors that influence
the price to be paid by public transport authorities include conditions that influence
productivity, such as the efficiency of the operating schedule, external factors such
as spatial conditions, and various risk factors. With increased experience, public
transport authorities produce significantly improved results, which is why higher-
level authorities may achieve more successes than smaller local ones. The analysis
of the market sub-segment for commercial services shows a steadily increasing
market volume. Although this sub-segment relies on market initiatives by opera-
tors, its volume is still very small. Entry barriers identified in the institutional
framework clearly impede a more competitive development due to the higher
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level of uncertainty faced by newcomers to this market compared to the tendering
market. The results presented here once again confirm the importance of a clear
regulatory framework and of favorable market conditions designed by authorities to
promote vigorous market development.
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Contracting Terms for Award of Service Performance Contracts,
Part A)

Verkehrsverbund Rhein-Neckar GmbH (public transport associa-
tion in the area surrounding Mannheim)
VerkehrsVerbundOstwestfalenLippe GmbH (public transport
association in the area surrounding Bielefeld)

Zweckverband Verkehrsverbund Siidniedersachsen (public trans-
port association in the area surrounding Géttingen)



List of Symbols

TR Mgl MR

bidders
Cc

change
CPI

DC
declwage
deposit
Eo

Epra
expr

exprsum
extopt
fedstate
FP

FR
Hesse
HesseX

1

i

K
kmpervehcl
LC
lengthbus
linesno

Percent

Element of

Error term

Approximately

Paragraph (as used in acts of law)

Paragraphs (as used in acts of law)

Euro

Fixed costs for operators

Variable costs for operators

Number of bidders

Cost function

Change of operator

Consumer price index of the Federal Statistical Office

Fuel or diesel costs

Labor agreement standard

Security deposit in percent of FP

Value as expected by operator

Value as expected by PTA

Level of experience of PTA for lot i, measured by specific number of the lot
tendered by the PTA over time

Sum of experience of PTA, measured by sum of all lots tendered by the PTA

Option for term extension

Federal state in which a service is located

Full price to be paid by the PTA per annum to the operator

Fare revenues

Group of observations located in the federal state Hesse

Group of observations located in the federal state Hesse, excluding observations
located in the VRN and the FFM area

Index to adjust p adequately

Subscript for the ith lot

Set of lots

Vehicle kilometer per annum per bus on average

Labor costs (primarily bus driver costs)

Length per bus on average

Number of lines

XXV



