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Abstract
Consideration of contracting-out has been a mainstay of Thredbo conferences past, accounting for over half of conference papers.  This workshop showed that contracting-out remains an important and vibrant theme, with 32 papers and some 50 participants from 20 countries. Case studies of contracting-out (and variants thereof) were presented at the national level for both bus (21) and rail (6). All stages of the contracting-out life cycle were considered, including design, procurement and management. A focus was placed on assessing key performance indicators and critical success factors and relating these to governance issues, both formal and informal. In particular, the extent to which concepts such as institutional maturity, soft competition and transaction costs could provide new insights was examined. The key finding was that contracting-out critical success factors are highly context specific. In the light of this, recommendations for research topics at future Thredbo conference are made.
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1. Introduction
This workshop focuses on one of the traditional areas of investigation for the Thredbo Conference series, that of contracts. This topic has been examined in some way by 343 papers presented to Thredbo Conferences between 1989 and 2015 – some 55 percent of the total presented (as outlined by Hensher, Bray and Wong, 2017, at Thredbo 15). Within the category of contracts, they found that 13 percent of papers were related to the ownership of assets, 48 percent to the design of contracts, 29 percent to securing contracts and the remaining 10 percent to the management of contracts.
This workshop reflected the continued popularity of this topic, with 32 new papers contributing to the evidence base. Only one of these papers was specifically about the ownership of assets, with the rest split relatively evenly between the remaining three categories (12 on securing, 10 on designing and 9 on managing contracts). This reflects the continuing evolution of the topic matter. Overall, the workshop involved around 50 participants from 20 countries, reflecting the enduring international interest in the topic. This necessitated the division of the workshop into two parallel sessions: one covering bus and the other covering rail and more general public transport topics. However, we present here one workshop report that attempts to draw together the discussions of the two parallel workshops.
The format of this report is therefore as follows. In section 2, we highlight the aims of the workshop and some of the key concepts that have informed our discussions. In section 3, we briefly review the evidence presented by the workshop papers and presentations. In section 4, we outline the key themes and takeaways, whilst in section 5 we make some policy recommendations. In section 6, we assess research priorities and make some recommendations for Thredbo 16 in Singapore in 2019. Lastly, in section 7 we draw some conclusions.
2.	Aims, Objectives and Concepts
Overall, the aim of this workshop was to review the international evidence on contracting-out in the bus and rail industries and assess the robustness of this evidence. This in turn led to four broad objectives, as follows:
1. To review the critical success factors in contracting-out, including the role of key performance indicators, incentive/penalty regimes and allocation of risks.
2. To understand the relationships between authorities and operators (both formal and informal).
3. To identify appropriate means of procurement, contract design and payment mechanisms and contract management.
4. To examine the potential for hybrid regimes and deconstruct governance elements, including transaction costs.
In meeting these objectives, we were aware of the existing literature on reviews of contracting-out in public transport industries (e.g., Alexandersson, 2009, Hensher and Wallis, 2005, Preston, 2005). We note that taxonomies of contracting-out cover a number of dimensions. Geographical scale extends from route tenders (and parts thereof) to full network/area contracts/franchises. Payment mechanisms include gross costs (revenue risk with the authority), net subsidy (revenue risk with the operator) and incentive contracts (revenue risk shared). The degree of completeness of the contract specification is a factor and, in particular, the assets that need to be provided by the contractor (e.g. vehicles and depots). Contract duration is a perennial issue with short contracts having advantages in terms of applying competitive pressure but disadvantages in terms of promoting strategic investments. In reality, hybrids of these contract dimensions might be expected such as competitive contracting-out in combination with direct awards and/or performance based awards.
Our discussions will also focus on the contracting-out life cycle, illustrated by Figure 1 (adapted from Preston and Shaw, 2000), whilst acknowledging that this cycle may not be valid in all cases.  
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Figure 1: The Contracting-Out Life Cycle
As noted by Hensher, Bray and Wong (2017), the focus of past conferences has been on the design stage (contract specification in Figure 1). There has been less focus on procurement (contract renewal and competition) and on management (contract award and enforcement). 
An important further issue highlighted by Figure 1 is the inter-relationship between the public transport environment and the contracting process.  Desirable properties of contracted-out markets may include stable service requirements, well-understood technology, few sunk costs, ease of defining and letting the contracts and ease of enforcing service delivery (Waterson, 1988). Within the public transport industry, bus is a well-understood and reasonably simple technology with relatively few sunk costs. By contrast, heavy rail is a more complex technology with higher sunk costs. Intermediate public transport technologies, such as bus rapid transit and light rapid transit, are, naturally enough, somewhere in-between. 
Allied to the contracting-out life cycle is the concept of regulatory cycles (Gwilliam, 2008, after Needham, 1983). Parallels can be drawn between the regulatory cycle of Figure 2 and the life cycle of competitive tendering sketched by Figure 1.
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Figure 2: The Regulatory Cycle
Concern with the regulatory failings of public monopolies, particularly with respect to cost control, led to experiments with competitive private supply through tendering and franchising. However, over time the competitive pressure exerted by tendering has reduced and, based on evidence for the UK, following unit costs reductions of as much as 50 percent, costs have subsequently increased (Preston, 2017). As we will see, similar trends have been observed in other countries, particularly in northern Europe, although this may be due to factors that are not related to contracting-out per se e.g. higher wages in the wider economy, higher fuel prices and higher quality requirements (related to accessible vehicles and environmental standards). Nonetheless, this has led to calls by some for negotiated contracts – in essence a move towards regulated private local monopolies (Hensher, 2007).
We are also interested the role of stakeholder analysis as indicated by Figure 3 (from Veeneman and Smith, 2016, and put forward at Thredbo 14), which itself may be related to principal-agent analysis (Rees, 1985). In this highly stylised example, the same key actors have very different relationships under different organisational arrangements. The top row illustrates the traditional tendering model of unilateral imposition by the authority and hard competition for the market. With increased institutional maturity, this stakeholder supply chain may evolve into multilateral influence, negotiated contracts and a softer form of competition, as illustrated by the bottom row of Figure 3. Here institutional maturity relates to a local public transport market that has progressed beyond direct in-house operations and/or competitive tendering (after Canitez and Celebi – see below). However, it is worth saying up front that one of our key recommendations will be the need for clearer definitions of terms such as institutional maturity and soft competition in the context of public transport contracting-out.
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Figure 3: Governance Modes in the Chain of Interactions between Key Decision-makers in Public Transport (C=citizens, P=politicians, A=authorities, O = operators, T=travellers)
3.	The Evidence Base
Given the number of resource papers presented to this workshop, the evidence base will be discussed in three sub-sections. In 3.1, we will discuss three plenary papers that helped set the scene. In 3.2, we discuss the results from 19 papers concerning bus, whilst in 3.3 we examine 12 papers concerning rail and general public transport. 
3.1	Plenary Papers
Our workshop started with three plenary papers. The paper by Lotshaw et al. (presented by Bragdon and Accuardi) provided a comparative assessment of the US and Europe, with a particular focus on Los Angeles and New Orleans.  It was argued that debates in the US were not technical but ideological, with political will (or lack thereof) a key factor. Schaaffkamp described the public transport industry in Switzerland, which is largely non-competitive and non-commercial but deemed a success overall. In part, Schaaffkamp attributed this success to Switzerland’s direct democracy model that with reference to Figure 3 puts citizens at the heart of the public transport production process. Moreover, Swiss company culture also provides intrinsic motivation. The extent to which this ‘Helvetisation’ process could be transferred to Innsbruck (Austria) was examined.  Hirschhorn et al. report on a Delphi study of 46 public transport experts[footnoteRef:1] and involving three stages (brainstorming, shortlisting and rating)  that highlighted the role of performance measures and organisational features (see Tables 1 and 2).  [1:  Some 96 experts were engaged in round 1, 48 completed round 2.] 

Discussion highlighted that general performance indicators have limited meaning without specific context, as for example, illustrated by the differences in the shortlisting and rating rankings in successive rounds of the Delphi study. However, with respect to Table 1, the high rating of user satisfaction is worth noting. The discussions also highlighted the different nature of the indicators (e.g. between direct indicators such as user satisfaction and more background indicators such as percent of inhabitants living within walking distance of frequent Public Transport services) and the lack of an overarching measure such as welfare (net social benefit).



Table 1: Key Performance Indicators (KPIs)
	Shortlisting (Round 2)
	
	Rating (Round 3)

	Performance Indicators
	Votes (%)
	
	Performance Indicators
	Avg. Points
	Std. Dev.
	High
	Mode
	Zeros

	Cost-recovery ratio
	45
	
	User Satisfaction (overall index)
	15,91
	11,03
	50
	15
	11%

	Modal split: by trips and passenger km
	41
	
	Cost-Recovery Ratio
	15,24
	9,07
	30
	20
	14%

	User satisfaction (overall index)
	37
	
	Modal Split
	13,20
	9,68
	40
	20
	20%

	On-time performance according to timetable
	31
	
	% of Inhabitants (or users) living within walking distance to Frequent PT Service 
	9,78
	7,71
	30
	10
	23%

	Ratio between travel time in PT and car
	30
	
	Ridership per Capita 
	9,57
	8,70
	30
	5
	25%

	% of inhabitants (or users) living within walking distance to frequent PT service
	30
	
	Ratio between Travel time in PT and Car 
	8,22
	6,36
	25
	10
	25%

	Ridership per capita
	27
	
	On-time Performance according to Timetable
	8,04
	6,95
	20
	0
	32%

	Cost per passenger km
	21
	
	Total revenue and total cost
	7,28
	8,39
	30
	0
	45%

	Total revenue and total cost
	17
	
	Cost per Passenger Km
	6,98
	6,77
	26
	0
	36%

	Comfort: average vehicle occupation, fleet conditions and characteristics
	16
	
	Comfort
	5,78
	5,88
	20
	0
	41%



Similarly, with respect to organisational features, Table 2 suggests that the highest rankings seem to be placed on strategic issues (e.g. policy integration) and tactical questions (e.g. fares integration). Operation functions related to contract specification and, particularly award seem to be much lower down the list. It is also interesting to see how the more strategic features move up the rankings as the Delphi study progresses from shortlisting to rating, although this may reflect the composition of the expert panel. 
Table 2: Key Organisational Features.
	Shortlisting (Round 2)
	
	Rating (Round 3)

	Organisational Feature
	Votes (%)
	
	Organisational Features
	Avg. Points
	Std. Dev.
	High
	Mode
	Zeros

	Integrated fare and ticketing (clearinghouse functions)
	59%
	
	Policy Integration: cross-sector links with other govt. areas
	14,65
	7,79
	30
	10
	9%

	Funding framework: source, availability, autonomy/control
	57%
	
	Funding: source, availability, autonomy/control
	14,37
	11,20
	50
	15
	18%

	Integrated planning: multimodal and multijurisdictional agency or capability
	43%
	
	Long-term Strategic PT plan
	12,65
	7,82
	30
	10
	11%

	Policy Integration: cross-sector links with other govt. areas
	39%
	
	Integrated Planning: multimodal and multijurisdictional agency or capability
	12,46
	8,42
	40
	10
	16%

	Clear legal and regulatory frameworks: mandates and performance targets
	34%
	
	Integrated Fare and Ticketing (clearinghouse functions)
	10,28
	8,81
	40
	10
	25%

	Long-term strategic PT plan
	31%
	
	Clear Legal and Regulatory Frameworks 
	8,96
	6,87
	30
	10
	25%

	Contracts: risk allocation and incentive structure
	28%
	
	Contracts: risk allocation and incentive structure
	8,43
	7,50
	30
	10
	27%

	Skill set and technical expertise of staff
	27%
	
	Skill set and technical expertise of staff
	7,43
	6,96
	25
	0
	34%

	Awarding mechanism employed
	23%
	
	Awarding Mechanism Employed
	4,50
	5,09
	20
	0
	48%

	Competition among operating companies (re. market concentration)
	21%
	
	Competition among Operating Companies (re. market concentration)
	4,09
	4,55
	15
	0
	50%



3.2	Bus
The evidence from bus markets came from 19 jurisdictions in 18 different countries. The evidence is summarised by Tables 3, 4 and 5. Our review template brings together information on forms of competition, spatial governance, payment mechanisms, contract duration, perceived institutional maturity, risk allocation, transaction costs, incentives and overall outcomes. 
Table 3: Evidence of Contracting-out of Buses (I)
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CT = Competitive Tendering, NC = Negotiated Contract.
Source: Based on workshop presentations by Accuardi, Gregersen, Mbara, Mokonyama and Walters.

Table 4: Evidence of Contracting-out of Buses (II)
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DA = Direct Award
Source: Based on workshop presentations by Alison, Dragicevic, Kidd, MacDonald and Virtanen.



Table 5: Evidence of Contracting-out of Buses (III)
[image: ]
Source: Based on workshop presentations by Aldenius, Camen, Finn, Lidestam, Pyddoke, Rosell, Ryzhkov, Vigren and Wegelin.
A key feature is the diversity of the contracting-out schemes and of the results, with six schemes positive, five mixed positive, five mixed (including moderate and marginal), one mixed negative and two negative. It is also interesting to note that it is possible to succeed – and fail – in many different ways. Tendering is not an automatic method to have positive results. 
In terms of the presented papers, Gregersen et al. kicked off the session by presenting evidence from Norway suggesting that several rounds of competitive tendering resulted in a reduction of the number of bidders and an increase in unit costs. Lidestam and Camen then built on this by presenting key cost determinant of bus public transport in Sweden, most notably the greening of buses and maximum age requirements for bus fleets. Vigren complemented those findings by discussing the results of his study that covered 268 bus contracts from 72 tenders in 17 Swedish counties (2007-2015) which suggest that more stringent requirements on buses reduce the number of bidders in competitive tendering processes. Completing the set of Nordic papers, Pyddoke presented recent evidence from large bus contracts in Stockholm which had strong incentives to grow patronage. While these contracts achieved lower gross costs and less delayed and cancelled departures, they did not perform better than gross contracts in increasing bus ridership.
MacDonald then presented an interesting discussion on why public transport is an essential service and why strikes (protected action) may no longer be socially accepted by the public. Building on this and also on the previous Thredbo conference theme around innovation and performance management (e.g. Currie and Merkert, 2016), Fabianski introduced the workshop participants to a public management approach that shows how authorities and operators can collaborate to account for the changing need of customers by increasing service quality.  Merkert then gave a presentation on international Bus Rapid Transit (BRT) procurement. This is experience at the higher end of enhanced bus services and showed that too much government involvement and contract pre-specification (i.e. in regards to bus requirements) does not lower transaction costs in the same way as physical asset specificity does. This is different to the perception of various commentators (such as Hidalgo and Gutiérrez, 2013) that this does not appear to be a significant issue in the BRT context.
Contrasting the Nordic experience, Wegelin then provided evidence that suggests that competitive tendering may reduce cost in the bus operation context. Applying stochastic cost frontier models to a panel data set containing more than 850 concessionary regional bus lines in Switzerland from 2008 to 2017, his results show that competitive tendering as a threat has a positive impact on bus operating company efficiency. The simple but credible threat of competition rather than actual contracting-out may thus be the way forward. In regards to the latter, Walters then discussed some bus operator experience from South Africa highlighting the importance of revenue risks and cost loadings in public transport contracts. Dragicevic then build on this by presenting urban bus contract risk in the context of Transantiago in Chile. Her paper and the following discussion revealed a key outcome of our workshop is that while much of the conference focused on MaaS (Mobility as a Service), the Internet of Things and other fancy themes, in practice we are often still struggling with sorting out governance structures for simple operational matters such as getting buses and bus drivers to stop where they are supposed to stop. 
Rosell then got the workshop back to the discussion on whether competitive tendering or negotiated contracts are best for the bus context. Interestingly, for the European small community context of his study he found no significant differences in efficiency when comparing the two methods of contract award. What appears more important is building trusting partnerships and minimising transition costs as often in the small municipality context there is just one person responsible for bus operations in the relevant Public Transport Authority (PTA). Mokonyama then contrasted these small community findings with evidence from large captive user bases in South Africa showing the importance of customer dissatisfaction and strategies to overcome very low cost recovery. Presenting more positive experience, Alison introduced the workshop to the recent bus tendering experience in Singapore. Key lessons for the Singaporean PTA appear to be the importance of staff training and the benefits of stage wise implementation of the tender process. Contrasting this again, Mbara then presented a Harare, Zimbabwe, case study showing that tendering can result in more reliable services at lower fares (due to less competition from mini buses) but only as long as corruption is kept at a minimum. This underlines the importance of the institutional context, a finding that is consistent with previous Thredbo conferences. Arguing along similar lines, Ryzhkov then presented the experience of the latest tendering rounds in Moscow, which resulted in fare decreases despite much consolidation and a too complex penalty regime. Interestingly the tendering programme in Moscow was done very rapidly with 61 of the 63 auctions in one month, reportedly to avoid criticism and resistance from incumbent operators. This resulted in only eight companies being awarded with contracts and 60 companies leaving the market (as well as 6,000 mini bus drivers being dismissed and bankruptcy risk going up for the remaining companies). Finally, Aldenius completed the papers covering the bus market by introducing the workshop to opportunities and challenges of renewable fuel in public transport. Closing the circle in terms of international experience, she introduced the latest experience in Stockholm, which is an interesting case as while Sweden’s aim is to have 90% of all Public Transport vehicle km coming from renewable fuel in 2016, already 96% of the city’s public transport was generated by renewable fuel. In the view of all workshop participants, this represented an impressive and encouraging achievement.
3.3	Rail and general public transport
Nash et al. compared national passenger railways in Germany, Great Britain and Sweden, all of whom have had experience of some form of contracting-out, with France, which has no such experience. However, even where there was contracting-out, there were important differences concerning the degree of vertical separation, the role of the franchising authority, access to ticketing systems and rolling stock and provisions for the transfer of staff. This applies within countries as well as between countries. For example, the long duration net subsidy franchise for Chiltern in Great Britain contrasts with the shorter duration gross cost contract for London Overground, with there being differences between the centralised contracts run by the Department for Transport, and the more decentralised contracts run by devolved bodies (in London, Merseyside, Scotland and Wales). Overall, the impacts of contracting-out appear positive, with strong demand growth (although much of this may have occurred in any event) and some indications of cost reductions (except in Great Britain). A key issue for countries who are introducing competitive tendering, such as France, is how to deal with existing staff.  The main options are transfers to new franchisees at existing salaries and conditions, thus reducing scope for cost savings, or staff remain with the incumbent, leading to problems of staff surpluses there and shortages for new entrants.
Link used Data Envelopment Analysis (DEA) and Tobit regression to assess the impact of tendering in Germany, using data for 29 Passenger Transport Authorities. It was found that city-states (such as Berlin and Hamburg) were more efficient than non-city states, and west German states more efficient than those in the east. Overall, tendering was found to have a positive effect on efficiency, as did contract duration. Net contracts and size of contract were found to have a negative effect on efficiency. When quality of service effects are taken into account, the efficiency enhancing effects of tendering and smaller contracts reduces, but the effects of the longer contracts and gross cost contracts increases. This was believed to illustrate the importance of contract design.
Preston provided more analysis of passenger rail franchising in Great Britain and found that despite (or perhaps in spite) of rising costs, declining competition and issues with contract specification, the reforms had been welfare positive.  However, an issue is the identification of the transaction costs.  Those costs that can be measured are relatively modest (see also Merkert et al., 2012) but then there are the costs that cannot be easily measured such as the costs of delayed decision-making as a result of excessive institutional complexity (or, in extremis, no decisions being made). Cowie reviewed the concept of consumer sovereignty (after von Mises, 1949) with respect to data for Train Operating Companies (TOCs) in Britain and, using cluster analysis, found some evidence of the increased importance of this concept over the period 2000-2015, although at the beginning of the period produce sovereignty appeared to be more dominant (after Galbraith, 1967). Moreover, it was also found that operators with a consumer focus were more likely to be successful at renewal. 
Krol reviewed the contracting-out of passenger rail services in Poland.  As a transitional economy in the 1990s, the rail market faced rapidly falling demand. The industry responded by reducing the network by around one-third and cutting services. There were experiments with competitive tendering but the results were muted, due the short duration of the contracts (initially a maximum of three years but in practice often only one year) and the lack of competition due to barriers to entry (such as access to rolling stock) and the dominance of the state owned former monopoly. As a result, six regional companies have emerged that appear to have given local authorities greater control.  Although the total subsidy paid by the regions keeps increasing in Poland, it seems to be partly the effect of the regions’ efforts to restore and develop public railway services after years of shrinkage. The entire growth in ridership observable recently in Poland can be attributed to the regions’ activities as they seemingly pursue social rather than commercial objectives. Dementiev reviewed the suburban railways in another transitional economy dominated by a stated owned former monopoly – Russia.  Here suburban railways companies have been set up as intermediate partnerships between local authorities and the incumbent vertically integrated rail operator.  However, these partnerships seem incentivised to negotiate direct awards that do not fully compensate the incumbent, in essence by appropriating profits made elsewhere (e.g. from long-haul freight). There was a discussion whether this can be seen as a form of pseudo-franchising, with the incumbent paying a form of premium to operate these services.
The juxtaposition of the experiences of Britain, Germany and Sweden with those of Poland and Russia provide some interesting insights. The reforms in the first group of countries seem to have been broadly successful, although the substantial cost increases, particularly in infrastructure but even in train operation, were certainly not what was expected, particularly in Britain (Nash et al, 2017). The results in the second group are more mixed. In part, this may be attributed to the differing degrees of institutional maturity but may also reflect the differing influence of transaction costs. This is confirmed by Table 6, which shows that of the six cases studies, four are positive (albeit one is an example of direct awards)
Table 6: Evidence from Rail Case Studies
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Source: Based on workshop presentations by Cowie, Dementiev, Engstrand, Krol, Link, Nash, Preston and Schaaffkamp.
Ringe and Schmitz present a case study of public transport organisation in the Frankfurt region, with clear divisions between the city (Frankfurt) and the region (Hesse) and between strategic (policy), tactical (planning) and operational functions (see also van de Velde, 1999). A key feature is an intermediate, third party, body responsible for transport management, traffiQ, established in 2001. This body has been responsible for the competitive tendering of 50% of the bus networks and direct awards of the other 50 percent, along with direct awards for tramways and metro[footnoteRef:2]. The result appear to be promising, with service innovations, rising customer satisfaction and declining costs – which have allowed reinvestment in the system.  [2:  Regional rail including light rail schemes (S-Bahn) is under responsibility of another PTA, the Rhein-Main-Verkehrsverbund (RMV).] 

Wijmenga et al. provide an empirical case study of competitive tendering of urban public transport in the Netherlands through a benchmarking study of eight transport authorities. This finds that costs are substantially higher in Rotterdam and Amsterdam. In part, this might be explained by the fact that one of the four concessions in Amsterdam is directly awarded but may also reflect different political priorities in the Netherlands’ two largest cities. This work was complemented by a more qualitative, interview-based review of public transport governance in the Netherlands by Veeneman. This noted trends of growing supply and efficiency and overall stable demand (but with growth in the cities and decline elsewhere). Revealed prevalence indicated a focus of supply on high demand routes, the development of alternatives for the last mile (bike sharing, ride sharing etc.) and the need for flexibility particularly with respect to vehicle specification given the drive to cleaner energy technologies. The public transport market in the Netherlands, which was reformed by the introduction of competitive tendering from 2001, was seen as maturing. Fragmentation was being replaced by cooperation, rogue incentives were being rooted out, contradictory polices were being replaced by more integrated approaches and more flexible concessions were being developed by separating the responsibilities for system development from those of contract control. It was believed that a new equilibrium was emerging in which hard competition had been replaced by soft competition.
Sepúlveda and Galilea examine the role of contract incentives with respect to Santiago, Chile, where incentives have been based on passenger numbers (2007 to 2010) and passenger numbers and passenger kilometres (2012 to 2018) and a bonus-malus scheme based on quality of service is proposed for 2018. A microeconomic model was developed to determine the weights that should be put on frequency of service and on passengers and it is shown that if these weights are optimised operators will behave in such a way as to deliver results similar to that of a perfectly planned system.
Canitez and Celebi provide a case study of public transport in Istanbul, Turkey. They note the important roles of formal and informal institutions, of institutions of governance and of contractual arrangements (after Williamson, 2000). They also note how transaction costs may be related to asset specificity, uncertainty and the frequency of transactions. They categorise public transport organisation on the basis of institutional maturity and transaction costs (see also Figure 4). The assumption here (after Williamson, 1985) is that, at least for the bus industry (with low asset specificity), the governance costs of contractual market relationships are less than those based on internal bureaucratic procedures.  Hence, the transaction costs of in-house production are assumed to be greater than those of competitive tendering.  There is also an assumption here that ‘classic’ in-house production and competitive tendering are associated with relatively immature institutions (or in any event do not require maturity), whilst more mixed regimes do require institutional maturity to be successful. These assumptions concerning transaction costs and institutional maturity were not universally supported by workshop participants and are concepts that will need further refinement. For example, taking the perspective of Switzerland (a relative mature regime), it was argued that transaction costs in this “in-house” system are at a comparable level to those in competitively tendered networks. This is based on trusting partnerships between authorities and operators, a high level of transparency and a reasonable level of organisational and regulatory complexity.  Furthermore, Figure 4 seems to assume that transaction costs and institutional maturity are independent concepts but this is unlikely to be the case. There may be negative correlations between institutional maturity and transaction costs.
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Figure 4: Governance Framework based on Institutional Maturity and Transaction Costs.
In Istanbul, there is a mixture of direct awards (IETT - bottom right quadrant), largely free market operations (OHO – top left quadrant) and negotiated contracts (OAS = top right quadrant). OAS is an interesting example of a hybrid model – in this case competitively tendered performance based concessions. Established in 2011, these involved procuring vehicles and drivers for particular areas and a revenue-pooling model based on revenue kilometres (60 percent), passengers (30 percent) and performance in terms of customer satisfaction scores (10 percent). Although in theory this should be an example of competitive tendering, in reality the outcome has features of negotiated contracts. It was argued that the public transport market in Istanbul  is characterised by low institutional maturity and high transaction costs for all organisation forms and that in-house operation might be the preferred model – and that seemed to be confirmed by some outcomes data, for example customer satisfaction scores. 
Table 7: Evidence from Urban Public Transport Case Studies (Predominantly bus)
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3P = Third Party, A = Amsterdam, FM = Free Market, LA = Lost Angeles, R = Rotterdam.
Source: Based on workshop presentations by Bragdon, Canitez, Mizutani, Saiki, Schmitz, Veeneman and Wijmenga.
Table 7 indicates that contracting-out of urban bus systems has been largely a success, but the table is dominated by jurisdictions with relatively mature institutions. It is worth noting that in the least institutionally mature setting (Istanbul) benefits appear to have stalled. 
4. Key Themes and Takeaways

A number of key themes emerged during the discussions of contracting-out in the bus industry. Debates remain about the relative merits of competitive tendering compared to direct award. If competitive tendering is the chosen organisational form, there are issues concerning the influence of the number of bidders on the winning tender price and the role of contract design and its parameters. Particular issues surround the use of incentives (for example to encourage service innovation) and whether the threat of competitive tendering, on its own, is sufficient to ensure good performance. The maturity of the industry and the institutional stakeholders involved and their readiness for tendering seem to be crucial factors, particularly in terms of transition issues.

From these themes and the resultant workshop discussions, a number of takeaways for the bus industry emerged. There are important industrial constraints to lower costs and to drive better service outcomes (Australia). Authority intervention in asset procurement tends to hinder innovation and increases operating costs (Global).  Better contracts can be underpinned by analysis of passenger demand and risks (Chile). Competitive Tendering has proved to be a powerful strategic tool to improve transit services in the United States, although possibly in the context of immature institutions. . PTAs have tended to neglect the reaction of operators regarding contract cost and revenue risk factors brought into their contract designs in South Africa. Experts’ opinions differ significantly on the prioritisation of KPIs and relevance of organisational features in Public Transport (Global).  

Findings from Sweden included that super incentives delivered cost decreases but only small patronage increases, the distance from the depot matters in terms of the likelihood to participate in a tender, and functional and specific requirements in green public procurement result in the use of different types of renewable fuels. However, special bus requirements (e.g. concerning green technology) drive up costs and reduce the number of bidders. Public Transport organisational structure should be able to adjust to the changing context/customer needs. 

Competitive tendering can be used as a credible threat that lowers inefficiency and opens up room for using different governance instruments in favour of overall welfare (Switzerland). The same efficiency results can be achieved with negotiated contracts under the threat of competitive tendering in a regional context (Spain).  Elsewhere, organisational models in Russia are evolving towards competitive tendering (from minibuses) whilst tendering can be used in Zimbabwe to address the urban transport challenges in a highly deregulated transport market. In South Africa, there is a need for improved financial valuation of satisfaction of captive customer in contract cost-benefit analysis. Overall, there seems to be a preference for gradual evolution in the bus industry rather than radical revolution – a softly, softly approach rather than a big bang (Button, 1998, Preston, 2001)
Table 8: Lesson Learned: Railways and General Urban Public Transport.[image: ]

Some of the findings from the discussions of the contracting-out of rail and general urban public transport are summarised by Table 8. Competitive Tendering appears to be still growing (especially for rail) but pure forms are now rare –Competitive Tendering is often done in combination with other measures. As the market matures, it has also become more international, whilst there is an increasing role for soft competition, such as the threat of competitive tendering, as in Switzerland (see also Figure 5). 
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Figure 5: Tendering as a threat.
Source: Presentation by Wegelin. 

In terms of governance, the trend of regionalisation has been evident, especially for rail, whilst in urban public transport third parties, in both the public and private sector, continue to emerge to provide specialist planning roles. Trusting relationships between operators and authorities are emerging, for example in the Netherlands.  The duration periods for contracts remain highly variable but they tend to be longer for rail and commercial contracts and shorter where there are high risks. Contracts are increasingly being bundled and tendered at an area level. Route based contracts are relatively rare. The discussions highlighted the importance of institutional maturity and transaction costs, although as already explained work is needed to elucidate further these concepts. With respect to institutional maturity, accountability, transparency and stability of both formal and informal structures were deemed important, whilst at the same time maintaining flexibility. With respect to transaction costs, these could be particularly high where there is high asset specificity and large risks that are inappropriately allocated. This may particularly apply to railways and could be exacerbated by lack of institutional maturity. Experimentation in the area of incentives continues but there remains a need for incentives to be fully aligned. For example, in rail, track access charging regimes may encourage operators to increase outputs but infrastructure authorities are not incentivised to increase capacity. In such circumstances, deterioration in punctuality and reliability might be expected and performance regimes designed to overcome this may have unintended consequences such as extending scheduled journey times.

5. Policy Recommendations
We have to consider the different levels of decision-making (supranational (such as the European Union or the United Nations), national, regional, municipal) and their respective implications for public transport management and performance. Trust between agents is crucial for good performance. Meaningful and measurable KPIs to evaluate the performance may help to build trust between PTAs and operators. We need to acknowledge and quantify procurement and transition costs. A prerequisite for quantification is transparency on behalf of both PTAs and operators.
PTAs must manage the contracts over their whole life, show endurance, properly use bonuses/penalties and show enough flexibility to change conditions along the way. An approach of just minimizing costs in tendering will exclude created social value. A strategic view is needed which involves a step away from the microscope – the key factors are the business proposition, the nature of actors and the environment in which they should work and cooperate. The importance of the incremental process of Public Transport improvement and innovation should be acknowledged.
6. Research Recommendations and Implications for Thredbo 16
A number of research questions emerged from out workshop discussions that could be discussed at the next Thredbo conference.  These include:
How can we advance the quantification of KPIs and impact? Can qualitative data complement this quantification? 
What can the 150 cities in the world with one million plus inhabitants (in China, India etc.) that are probably in the next wave of contracting with huge markets and huge potential learn from cities that have already undertaken contracting?
How can we design contracts for post award flexibility and what are the requirements and potential benefits? Can standardising contracts improve performance?
How can the capabilities of PTAs in contract management be improved? For example, the evaluation of contracts is often neglected. Can we get help from big data in the context of contract design, management and evaluation?
What is driving tender participation/non-participation? How can PTAs increase the number of bids?
Foresight – what is the next phase in the cycle of contract awards and what are the implications?
Further research is needed into institutional maturity and transaction costs. With respect to the former, distinctions needs to be made between formal aspects (rules of the game, definition of property rights, enforceable regulations) and informal aspects (high level trust, shared norms, professionalism, corporate cultures).  With respect to the latter, asset specificity, engagement with end users (possibly through direct democracy) and uncertainty (with respect to information) were seen as important.  
The continuum of competition needs to be acknowledged including the impacts of yardstick competition, reputational effects and the threat of competition, both in and for the market, as fall-back positions. Hybrids such as co-opetition (cooperation within a competitive framework) were emerging in some jurisdictions and such soft competition is beginning to supplant hard competition. The challenge is to find research methods that can adequately analyse these qualitative factors and to develop conceptual frameworks that can explain unintended consequences such as the reliance of the rail contracting-out models in Sweden and Great Britain on the involvement of foreign state owned railways. The inter-relationships between institutional maturity and soft competition need to be further investigated
These qualitative approaches need to be complemented by quantitative analyses. In particular, there is a need for update meta-analyses of the impacts of contracting-out in the bus and rail industries, building on previous studies such as Boitani et al. (2013), Croissant et al. (2012) and Faivre d’Arcier (2014). In addition, future discussions of contract specification need to consider the latest quantitative evidence on economies of scale and density, particularly when outputs are heterogeneous. This is especially true for passenger rail services (Wheat and Smith, 2015) but will also hold true for increasingly multi-modal urban public transport, particularly given developments in the sharing economy and concepts such as MaaS. For rail there is also the issue of the benefits (or otherwise) of the vertical integration of infrastructure and rail services (Mizutani et al., 2015), which also applies to other fixed track public transport systems (e.g. trams, trolleybuses, bus rapid transit) 
7. Conclusions
Announcements of the death of Competitive Tendering in public transport markets seem premature. Indeed, plans for more contracting-out of passenger railway services are well advanced in Finland and Norway, for example. The franchising cycle does not yet seem to have completed 360 degrees. Contracting-out seems to have been successful in many of the case studies examined by this workshop, although there have been some failures, often related to a lack of institutional maturity, however defined. This seems to be true for both bus and rail, although each mode has its own idiosyncrasies. 
With respect the four objectives outlined in section 1, we have the following observations.
1. Critical success factors vary with context, but are reliant on good organisation of the strategic, tactical and operational functions of public transport. For the purposes of this workshop, the focus has been on a well-designed contracting-out process that covers not just contract specification but also issues concerning procurement (both initial award and renewal/extension) and contract management, as well as paying due heed to the nature of the public transport environment. Similarly, KPIs are context specific, albeit with some evidence of increasing use of customer satisfaction scores and the use by academics of economic welfare based measures.
2. There need to be good relationships between authorities and operators, both formally and informally. These relationships can be facilitated by third parties and regulatory bodies. However, the stakeholder chain should be extended to directly involve politicians, citizens/taxpayers and public transport users and there is some evidence of this happening in more mature settings. 
3. There is an emerging evidence base on what works in terms of contracting-out of public transport services and in what circumstances. There is less evidence on for whom and why. There is still work to be done for this evidence base to be systematically analysed, possibly using realist evaluation approaches (after Pawson, 2002).
4. Hybrid and mixed regimes continue to emerge, with variants with respect to aspects of contract award, specification and enforcement and various experiments (intended or otherwise) with a multiplicity of competition regimes both actual and potential.
Given the above, we confidently predict that the contracts theme will continue to flourish at future Thredbo conferences. There will be an increasing role for concepts such as institutional maturity, soft competition and transaction cost economics. For academics, there will be an important role in facilitating organisational learning and in developing the skills base. 
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