
 

 

INT E RNAT I ONE L LA  HANDE L SHÖG SKOLAN  
HÖGSKOLAN I JÖNKÖPING 

 

 

 

 

 

Titel  för uppsatsen 
Eventuell undertitel 

Filosofie [kandidat/magister]uppsats inom [ämne] 

Författare: [författare] 

Handledare: [handledare] 

Framläggningsdatum [datum] 

Jönköping [månad år] 



 

 

JÖNKÖP I NG  INTE RNAT I ONAL  BU S I N E S S  SCHOOL  
Jönköping University  

 

 

 

Deregulation of rai lways 
An analysis of the procurement auctions in Jönköpings Län 

Master’s thesis in Economics 

Author: Peter Andersson 

Tutors: Per-Olof Bjuggren & Helena Bohman 

Jönköping  June, 2005 



 

 

Magisteruppsats inom Nationalekonomi 

Titel: Deregulation of railways – An analysis of the procurement auc-
 tions in Jönköpings Län 

Författare: Peter Andersson 

Handledare: Per-Olof Bjuggren & Helena Bohman 

Datum:  2005-08-30 

Ämnesord Avregleringar, Upphandlingar, Winner’s Curse 

 

Sammanfattning 

Järnvägar har spelat en viktig roll för den Svenska ekonomin under 1900-talet 
och in 2000-talet eftersom den erbjuder bra förbindelser mellan städer och 
landsbygd och inom dem. Det har emellertid varit mycket kostsamt för staten 
att driva den här verksamheten och ett allvarligt försök till att reducera kostna-
derna och för att öka effektiviteten inom denna sektorn var att införa möjlighe-
ten till upphandlingar där även privata företag är inbjudna till att lägga bud. 

Fyra auktioner har genomförts i Jönköpings Län sedan det introducerades 
1990. Det har varit en ekonomiskt turbulent tid för de vinnande budgivarna 
och fenomenet winner’s curse är tydlig vilket är när budgivaren med den störs-
ta felestimeringen vinner och därför ådrar sig höga kostnader och låga avkast-
ningar. 

Denna studie pekar på brister i utformningen av auktionen som en tänkbar or-
sak för de ekonomiska svårigheterna för de vinnande företagen. Om slutna 
högsta-pris auktioner med slutna bud eller näst-högsta pris auktioner med slut-
na bud används istället för en kombination utav högsta-pris auktioner med 
slutna bud och högsta-pris öppna bud används så skulle problemet med feno-
menet winner’s curse kunna dämpas eller elimineras. 
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Abstract 

Railways have played an important role for the Swedish economy throughout 
the 20th into the 21st century since it provides good connections between urban 
and rural regions and also within them. However, it has been very costly for 
the state to run this activity and a significant effort to reduce costs and to in-
crease the efficiency for this sector was to introduce procurement auctions 
where also private firms are invited to lay bids. 

Four auctions have taken place in Jönköping’s Län since its introduction in 
1990. It has been a turbulent time economically for the winning bidders and 
the phenomena winner’s curse is evident where the bidder with highest over-
estimate wins and therefore faces high costs or low returns.  

This study points at flaws in the auction design as the reason for the economi-
cal difficulties for the winning firms. If second-price sealed bid auctions or 
first-price sealed bid auctions were used instead of a combination of first-price 
sealed auction and English auction, the winner’s curse phenomena could be 
reduced or even eliminated. 
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1 Introduction 

Sweden is a country with a relatively small population but with a large area and the dis-
tances between urban and rural regions are long. This matter of fact has made the impor-
tance of long-distance transportations substantial. One measure that the government of 
Sweden has used throughout the 20th century in order to fulfill these needs is to provide the 
population with a functioning railway-system. They did so by using the state-owned firm, 
SJ, to operate all the lines in the country. But it turned out to be costly. 

In June 1990, became BK Tåg AB the first private firm ever to operate railway-traffic in 
Sweden. They were able to achieve the contract of operating the railway-traffic in 
Jönköping’s Län by clearly outbidding the previous monopolist SJ in the first procurement 
auction of railway-traffic in Jönköping’s Län. This historical event became possible because 
of a series of decisions and reforms made by the government where the aims were to im-
prove the public finances, improve the efficiency of these sectors, increase diversity and 
improve the quality of the products and services for the customers. One measure to do so 
was to deregulate the markets for power, airline, postal, telecommunications, taxi and rail-
ways. This started to take place in the 1970’s but was merely implemented during the late 
1980’s and early 1990’s.  

After BK Tåg’s victory in 1990 another three auctions have taken place and several notable 
events have occurred with firms going bankruptcy, lawsuits for underbidding too much and 
most firms have faced economic difficulties after winning these auctions. The same prob-
lem has been present in auctions throughout the world and the phenomena winner’s curse 
has been seen as the explanation to this. Research on procurement auctions in other Euro-
pean countries has pointed out that more effort should be put on the design of the auction 
in order to prevent the winner’s curse. 

1.1 Purpose 

This is a case study which attempts to analyze the procurement auctions of public railway 
transportation in Jönköpings Län during 1989-2005. 

1.2 Outline 

In chapter two is the theoretical framework presented. Earlier research is shown in the 
third chapter and an overview of the Swedish railway-market along with a historical presen-
tation is to be found in chapter four. Chapter five contains the auction results and an analy-
sis is presented in the sixth chapter. Chapter seven concludes. 
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2 Theoretical framework 

2.1 Deregulation 

Deregulation is preferable in a market where you can expect a gain for the society if the 
current regulated market is less efficient in comparison. According to the literature, there 
are two types of efficiency gains by removing regulated markets (Schotter 2001 and Carl-
ton&Perloff 1994).  

The first one is the classical approach, namely letting the market set the prices instead of 
regulators. In a regulated market, cross subsidizing is common which makes people living 
in a region of high consumption or usage to ”pay for” or compensate consumers living in 
rural areas by paying higher prices than a deregulated competitive market price. When de-
regulated, the price for urban areas is excpected to drop and to rise in rural regions. By re-
moving the regulation the society as a whole may gain from it through increased efficiency, 
but some consumers may lose from this change of pricing.  

The second argument is based on the assumption that regulated prices are set well above 
marginal costs. That is because a firm who operates in a regulated market does not have 
any incentives to minimize their costs. Moreover, it is claimed that because operators in a 
regulated market cannot compete on prices, they tend to increase the quality of their prod-
ucts or services in order to compete. This behavior leads to increased costs for the firm and 
driving up their costs up to the level of the regulated prices instead of an economically 
more rational strategy of finding a low-cost level and price their service thereafter. More-
over, to the degree that regulated prices are cost-based, firms have little incentive to cut 
costs. The possibility of new entrants into the market, which is not allowed in regulation, is 
also argued by supporters of deregulations to lower prices due to the increased competi-
tion. Hence, by forcing the firms to drop their levels of quality and increasing the number 
of firms along with ceasing the artificial price rise will lead to lower prices than in a regu-
lated market. 

On the other hand there are opponents of deregulation, suspecting the firms to organise 
cartels and behave as oligopolistic firms. They claim that small firms will be driven out of 
business by firms with strong capital support. The consequence would be that prices would 
increase substantially and the society as a whole would be the loser in this case. They point 
out the importance of supervision and control in order to maintain a high level of quality 
and service. They also fear that small and rural regions which are considered as unprofit-
able will lose service under deregulation. Some proponents of deregulation claim that un-
profitable areas should not be served because of this very argument. 

2.2 Auction theory and winner’s curse 

The presence of assymetric information is a key feature of auctions since in the case of per-
fect information the auctions are relatively easy to solve. There are two different types of 
auctions, private-value auctions and common-value auctions (Klemperer, 1999). Each bid-
der knows how much she values the object in private-value auctions but the information is 
private i.e she keeps it to herself. By contrast, in common-value auctions the actual value is 
the same for every participator but the information about the value may differ between 
them. 
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Within the theory of auctions, there are four different methods (Kagel&Roth 1994). The 
most common one is probably also the most familiar one where the buyers lay their bids 
until nobody wants to offer any higher price. This approach is also referred to as English 
auction or ascending-bid auction. Another method used is the Dutch auction or descend-
ing-bid auction where an initial bid from the seller is step by step decreased until a buyer is 
willing to pay the price. The third model used is the first-price sealed auction where each 
bid from the buyer is secret for the other buyers and the highest bid wins the object in 
question. Finally, the second-price sealed bid auction where the highest bidder wins the 
auction but pays the second highest bid. 

Procurement auctions are commonly used to fill government or local government 
contracts. These auctions, sometimes called a reverse auction,  is a type of auction in which 
the role of the buyer and seller are reversed. In a procurement auction a buyer puts up a 
request to purchase a particular item. Multiple sellers bid to sell the requested item and the 
winner of the auction is the seller who offers the lowest price. 

Winner's curse is a phenomenon that occurs in common value auctions with incomplete 
information (Kagel&Roth 1994). In such an auction, the goods being sold have a similar 
value for all bidders, but players are uncertain of this value when they bid. Each player 
independently estimates the value of the good before bidding. The winner's curse gets 
stronger as the number of bidders increases. This is because the more bidders there are, the 
more likely it is that some of them have greatly overestimated the good's value. In technical 
terms, the winner's expected estimate is the value of the first order statistic, which increases 
as the number of bidders increases. 

The winner´s curse phenomenon was first observed by Capen, Clapp and Campbell (1971) 
in the context of oil companies bidding for offshore drilling rights in the U.S government´s 
first-price auctions. They emphasized that on the average, the firms who obtained expected 
lucrative oil fields as auction winners surprisingly suffered unexpectedly low rates of return 
on their investments. Their explanation for this was that every bidder based its bid on a 
value estimate which was suggested by their respective geological studies. Accordingly, the 
higher this estimate, the higher the bid. Thus, the object is likely to be obtained by the bid-
der with the highest over-estimate. Unfortunately the bidders do not sufficiently take this 
into account and therefore make a loss in the case that they get the object. However, in 
game-theoretic equilibrium, no losses appear since the right corrections are made. 

To protect themselves from the winner’s curse bidders must follow an odd logic (Bazer-
man&Samuelson 1983). In any auction presumably some people will overestimate the value 
of the item. If everyone bids what they think the item is worth, the person with the highest 
overestimate will win and pay too much for the item. So the safe strategy for each bidder is 
to assume that she has overestimated and accordingly lower her bid somewhat. If she really 
has overestimated, this strategy will bring her bid more in line with the actual value of the 
item. If she has not really overestimated, lowering her bid may hurt her chances of winning 
the auction but it is according to the authors worth taking this risk to avoid the winner’s 
curse. This reasoning applies to any bidders in a situation where the item has some intrinsic 
value about which the bidders are uncertain. This is how the settings of the previously 
mentioned term “common value” is described in the sense of economics. 

A table of the characteristics of the different auctions is presented below. 
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Table 2.2.1 Characteristics of the different auction types 

 Risk of win-
ner’s curse 

Strong bidder 
advantage 

Risk of col-
lusion 

Seller’s 
profit 

Ascending 
auction 

Large Big Large Large 

Descending 
auction 

Large Big Large Large 

First-price se-
aled auction 

Intermediate Medium Intermediate Medium 

Second-price 
sealed auction 

Intermediate Small Small Small 

Source: Own construction 

2.3 Learning direction theory 

This is a qualitative theory about learning in repetitive decision tasks. It is a quite simple 
theory and can best be introduced with the help of an example. Consider an archer who 
tries to hit the trunk of a tree. If the archer misses the tree on the left side then the archer 
will try to aim more to the right and in the case of a miss to the right, he will accordingly 
aim to the left.  

This example may seem a bit too obvious and easy but it is provided in order to show that 
the archer’s behavior is based on a qualitative casual picture of the situation. How the 
archer chooses to change the aim is seen as resulting in a corresponding change of the di-
rection of the flight of the arrow. Accordingly, if the archer had to find his aim through a 
mirror the causal relationships could be reversed. 

Another important feature of the situation is the fact that the archer sees whether misses 
the tree to the right or the left. This information is used by the archer as feedback and 
permits the use of the qualitative causal picture of the environment in which the decision is 
made. Thus, learning direction theory does not only require a qualitative causal picture of 
the world but also the right kind of feedback which makes it possible to make use of it. 

The decision that the archer makes is based on experience and may be described as ”ex-
post rationality”. He looks at what might have been better last time and adjusts the decision 
in this direction. An example of a sealed-bid auction can be considered. Let b be the bid, v 
the value of the object to the bidder and p be the price. After the auction the bidder may 
find himself in one of three experience situations. If b=p, then the bidder receives the ob-
ject but b is possibly too high since the bidder might have obtained the object for a lower 
bid and a higher bid would have been less advantageous. Thus, one can expect a tendency 
to a lower bid next time, if changed at all, according to ex-post rationality. Secondly if b < p 
< v, then the bidder lost the opportunity and could have profitably obtained the object by 
overbidding p. According to ex-post rationality one can expect a higher bid next time if 
changed at all. In the last possible situation, p > v, the bidder is simply outpriced and the 
value of the object to the bidder is less than the price paid so he is not likely to participate 
in the next bidding at all. 
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Learning direction theory does not propose the hypothesis that ex-post rationality prevails 
in all cases and other influences might move the decision in the opposite direction. How-
ever, it is assumed that ex-post rationality is the strongest influence. Furthermore, learning 
direction theory is qualitative so it does not specify probabilities and sizes of adjustments. 
(Selten and Stoecker 1986, Selten and Buchta 1999) 
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3 Earlier research 

Plenty of research is done where winner's curse clearly can be observed. It extends to a 
number of settings and a small amount of the them are; bilateral bargaining 
games(Samuelson and Bazerman, 1985; Ball, Bazerman and Carroll, 1991), blind bid auc-
tions (Forsythe, Isaac, and Palfrey, 1989), markets where quality is endogenously deter-
mined (Lynch, Miller, Plott and Porter, 1986, 1991), and voting behavior (the swing voters 
curse; Feddersen and Pesendorfer, 1998,1999) 

A recent research is the summary and analyses of the results for the auctions in 3G mobile 
phone licenses for nine European countries which are presented by Paul Klemperer in 
“How (Not) to Run Auctions: the European 3G Telecom”, 2002. Various auction designs 
and outcomes are described and are of value for understanding the complexity of these 
kinds of auctions. Although these examples show how the organising authority attempts to 
increase revenues instead of decreasing costs which is the aim of the authorities in this the-
sis, there is a common set of goals by increasing efficiency and improvement of the states’ 
finances. However, it clearly shows the importance of taking several aspects into account 
when designing the auctioning procedure in order to achieve these goals. 

 The UK government ran the first auction by offering four spectrums but they were con-
cerned about the fact that they also had only four bidders that were likely to participate in 
auction. These four bidders had a significant competitive advantage compared to other 
firms since they were previous 2G operators and therefore had lots of valuable information 
about the market. A decision was taken to increase the numbers of spectrums to five in or-
der to attract more entrants. Furthermore, to prevent collusion between the bidders a 
combination of ascending and sealed-bid was constructed. In the first stage was an as-
cended auction held until five “finalists” remained. After this, a first-price sealed bid auc-
tion was held where the bid had to be higher than the one in the ascended auction. The 
outcome of this mixed procedure turned out to be successful and the UK government 
raised revenues of approximately 39 billion Euros.  

In the case of the Netherlands a huge misstake was commited in the design of the auction. 
A situation with five spectrums and five potential bidders was the case also in this auction. 
However, no action was taken to prevent collusion and to attract small firms to enter the 
auction since a standard ascending auction was used. The strongest prospective new en-
trants recognized their situation beforehand and made deals with the potential bidders. 
Consequently, the dutch government raised less than 3 billion Euros instead of 10 billion 
Euros which was the predicted amount by the government.  

Ascending auction was used also by the italian government. However, the italian govern-
ment’s effort to avoid the dutch mistake was to make sure that the number of bidders had 
to be at least one more than the number of spectrums offered. A prequalification was in-
troduced and resulted into that five spectrums and only six bidders showed up for the auc-
tion. The importance of the number of bidders (Klemperer 2000) was illustrated since no 
obvious collusion can be observed but since the sixth bidder decided to withdraw early in 
the auction, only 14 billion Euros was raised instead of the estimated 25 billion Euros. 

A different approach was used in Germany’s case. The number of spectrums was twelve 
but as in earlier auctions where each operator could win one spectrum each as a maximum, 
the amount of spectrums could in this case be divided into either four firms winning three 
spectrums or six firms winning two spectrums. The size of the spectrums differed also. The 
point of the design was to let the number of winners be determined by the bidders who 



 Error! Style not defined. 

 7 

might have information unavailable to the government about, e.g., the engineering advan-
tages of large vs. small licenses. Only seven bidders participated but a surprising outcome 
occured when the German government raised a 94 % per capita revenue of the UK case. 
However, the main reason for this result was because of an odd behavior by Deutsche 
Telecom. They bid without pushing any of the weaker firms out, giving up just when the 
price approached the level at which the weaker players had quit the U.K. auction. Analysts 
have claimed that this strategy could be because of the fact that it was majority owned by 
the German government. 
 
However, the flaws of the German model were clearly exemplified in the Austrian auction 
when they chose to follow almost the same procedure as their neighbors. Twelve spec-
trums were going to be auctioned and there was no restriction on how many spectrums the 
bidders were allowed to obtain. Unfortunately, only six bidders showed up and they di-
vided the spectrums so that they won two spectrums each performing only some minor 
bidding in order to make the auction “look good”. 
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4 The road to privatisation 

Government monopoly was, until 1989, the system for the railway-traffic in Sweden 
through its State Railway Company, Statens Järnvägar, from now on abbreviated as SJ. 
However, the problem with the difficulties in making many of the railway-lines profitable 
has been an issue for the Swedish authorities ever since the 50’s. Several lines were then 
subjects for closure but its political sensitivity made it impossible to implement. The intro-
duction of subsidies for SJ was the solution for this conflict between commercial and po-
litical interests in order to maintain the non-profitable railway traffic. In the end of the 70’s 
began serious structural changes in SJ to take place in order to make the whole organisation 
profitable and at the same time improve the quality of the railway-traffic. SJ was allowed to 
make any decision without the permission of the government except for changes in the 
price of the tickets, closures of lines and new investments. Even though SJ did not make 
major losses, critics claimed that the company was poorly conducted from a social eco-
nomic perspective. Complaints were aimed at the old cars that were still in use, lines that 
were threats of closure were seen as potentially profitable and that the railway was continu-
ously loosing market shares to other means of transportation. In 1979, a new institutional 
structure was created where local (county) traffic was separated from the regional public 
transportation. The traffic within a county was organised by each respective ombudsman 
(länstrafikhuvudman). The activity was organised through publicly owned companies (län-
strafikbolag), from now on abbreviated CTA(County Transport Authorities). The new 
structure was appreciated by SJ since they now got rid of a substantial amount of lines with 
threats of closure, instead it was now the different local authorities task to find the most ef-
ficient solutions in their respective counties. SJ was relieved from a lot of criticism since the 
biggest opposition against the closure of railways was at the local level throughout the 
country (Alexandersson, Hultén, Nordenlöw and Ehrling 2000). 

When the first important Transport Act in 1979 was implemented, the first step was taken 
towards a decentralization of the non-profitable railway lines, including the financing of 
them. Plenty of these lines became closed down, but in a couple of cases the regional au-
thority decided in the mid 80´s to take the responsibility for the whole maintenance of the 
public transportation in their region with SJ as the entrepreneur. This was for example the 
case for a couple of lines in Jönköpings Län. SJ’s continuing financial problems during the 
early 80´s resulted in another Transport Act in 1985, which aimed to reduce the deficit in 
SJ´s budget. The state took increased responsibility for the infrastructure by continue to fi-
nance the increasing investments of the commercial railroad network. At the same time 
several demands were made by the State. A first demand was that the organisation had to 
seperate the accounts for infrastructure from the other activities and to create a system 
where the cargo and the commercial traffic had to pay fees internally for the usage of the 
railroad network. A second demand was that SJ should review their subsidiaries and to sell 
or liquidate those who did not complement the railroad traffic. These changes were not 
implemented until almost ten years later, partly because SJ was not willing to sell off com-
panies, partly because the Parliament (Riksdagen) was inconsequent in this demand on SJ. 
The Act also gave SJ an increased independence from the state (Alexandersson, Ehrling 
and Hultén 1997).  

SJ´s poor financial situation sustained even though the measures taken in 1985. When SJ in 
1986 considered that they needed about SEK one billion in extra governmental support in 
order to carry on their business, the government (Regeringen) planned for severe adjust-
ments within the railroad sector. SJ had at this point decided to invest in a new generation 
of high-speed trains and the investments in these trains and the tracks would be of major 
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size during the coming years. Guidelines were given to a workgroup to transform the deci-
sion in 1979. This process resulted in 1988 Transport Act which can be seen as the attempt 
to once and for all to solve the problem with non-profitable lines, the demand of invest-
ments in infrastructure and also to convert SJ into a profitable business. As it is stated in 
the preposition, the primary objectives of the Swedish policies of transportation are to pro-
vide the citizens and the industries in the entire country with satisfying, safe and environ-
mentally defendable transports for the lowest social economic price possible. Moreover, an 
effort to provide the same conditions for the railroad as for other means of transportation 
was of great importance for how the reforms were constructed. The most important com-
ponent of the Transport Act in 1988 was the choice to separate the organisation of infra-
structure for railroads from SJ. The new agency was named Banverket (BV) and Sweden 
was the first country in Europe to implement this action. The state would have the main 
duty for the maintenace of the railroads and new investments in this sector through its 
agency BV. SJ was supposed to concentrate on its activity on the railroad traffic and to en-
hance their competitiveness on the transportation market. In the restructuring, several eco-
nomical obligations were tied to SJ. They were required to reduce costs and to increase 
revenues but non-profitable lines continued to receive subsidies for social economical rea-
sons (Alexandersson, Hultén, Nordenlöw and Ehrling 2000).  

Another impact that the Transport act caused was that the CTAs obtained an increased re-
sponsibility for the local and regional railroad traffic. The positive experiences from the 
previous cases where the CTAs (as mentioned, among others Jönköpings Län) by them-
selves decided to enlarge their tasks contributed to the conclusion that the national policies 
of transport moved towards this model. The result was that SJ continued to operate on the 
inter-regional lines while the CTAs received the duty to organise the railroad traffic in their 
respective counties. Subsidies continued to be paid by the state but the receiver was now 
the CTA. Even if the deregulation is not explicitely mentioned in the Transport Act in 
1988, the consequence was that the separation of the infrastructural and the operating units 
(BV and SJ) enabled an opportunity for new agents on the market. A more detailed expla-
nation of this situation could be that Sweden now had a governmental agency (BV) which 
had infrastructural duties, SJ was transformed into an independent operator and the 
money, cars and the duties for local traffic was in possession of the CTAs. Hence, the con-
tracts for operating the public transportation in each county were now subjects for pur-
chases (Upphandlingar) with competitive settings. The first purchases took place in 1989 
and this structure has been applied ever since (Alexandersson, Ehrling and Hultén 1997). 

4.1 Structure of the Swedish railway market 

In 1989 the Swedish railway-traffic was divided into two different types, inter-regional and 
county (Alexandersson, Ehrling and Hultén 1997). Inter-regional railway traffic is defined 
as one that crosses county-boarders (länsgränser). All the inter-regional railway traffic 
which is profitable without the help of subsidies is operated by SJ so the monopoly is still 
valid in these cases. SJ is also the one who decides what lines that are profitable or not by 
presenting their result of respective line to the government. The inter-regional lines which 
are not profitable and all the county lines are subjects for so called auctions where private 
firms can bid on the right to operate on the lines. SJ does also have the right to participate 
in the bidding at equal conditions as their competitors. The auctions in non-profitable in-
ter-regional railway lines are since 1998 organised by Rikstrafiken. The same authority is 
also responsible for the development and the coordination of the same sector of public 
transportation. Before Rikstrafiken, was the delegation for the purchases (1989-1998) of 
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non-profitable traffic the organizing authority, which was a division under the Ministry of 
Industry, Employment and Communications (Näringsdepartementet) but the duties in 
conducting the auctions were basically the same as for Rikstrafiken. In the counties, the 
auctions of the railway-traffic is organized by the CTA for the respective region. 

4.2 Main objectives of the authorities 

Since the decision to offer the contracts of performing the railway traffic to agents through 
purchases, the parliament has set up guidelines for the different responsible authorities 
(Rikstrafiken and the CTAs) to follow when qualifying the bidders (Alexandersson, Hultén 
and Åbrink 2000). They can be clearified through six part goals: 

The transport system shall be constructed: 

- so that the citizens’and the business world’s fundamental needs can be satisfied. 

- and functioning in a way that enables high quality of transportation for the busi-
ness world. 

- so that the long-term goal for the safety in the traffic shall be that nobody will get 
killed or seriously hurt because of accidents with trains involved. 

- and functioning in a way that it shall be adjusted so that it provides a good and 
healthy environment for everyone. 

- in a way that promotes and enables a positive regional development for every part 
of the country 

- in a way that meets the needs of transportation for both men and women. 

4.3 Purchase procedure in Jönköping’s county 

The length of each contract of the purchase in Jönköpings county is four years but the pur-
chase procedure starts to take place about 18 months before when the CTA announces the 
purchase. Responsible authority (CTA) for the purchases in Jönköping’s Län is JLT 
(Jönköpings Länstrafik AB). The winning bidder receives the right to operate on all the six 
lines (table 4.3.1) in the region. Other counties’ CTAs are also participating in this proce-
dure since some of the lines cross the boarders to their counties, in this case they are 
Hallandstrafiken AB and Länstrafiken Kronoberg but JLT conducts the purchase proce-
dure on behalf of the other CTAs for the lines involved in these purchases.  

The procedure of the purchases can be divided into six steps (table 4.3.2). In this study, the 
dates of the 2002-purchase are used in order to give the reader a clear illustration of the 
processes involved but the same structure has been used for every purchase since it started 
to take place in 1990. After the announcement of the purchase (1) follows the prequalifica-
tion (2), which is a process where the initial assessment is done on the interested operators. 
This step is created for the reason to see if the operator is capable to operate the requested 
traffic. JLT looks at annual reports, plan of finance, the structure of the firm, experiences 
of similar previous activity for the firm and references and qualifications of the head of the 
firm. When this step is completed the qualified firms may give their initial bids (3). Each 
bid is evaluated (4) through several criterions (table 4.3.3) but the main weight is put on the 
requested economic compensation (price). These are sealed-bids but according to inter-
views with JLT, this step is rather used as an information source for JLT in order to see 
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what estimate and calculations the firms have for operating the traffic. When this step is 
finished, JLT calls a meeting for the remaining firms (5). This is when the actual auction 
takes place and the routines for the auction are the following. The groups of representa-
tives of each firm are separated and placed in rooms with no possibility of communication 
between them. JLT lets the bidder(s) who have the higher price than the current leader 
know what the leading bid is. JLT also informs the current leader about his position as a 
leader. If the firms with higher prices are interested, they can now make adjustments of the 
bids in order to offer a lower bid than the current leader. The only criterion that they com-
pete on is the requested economic compensation i.e price. However, they need to prove 
that the conduction of the traffic is possible for the requested compensation. This proce-
dure continues until one firm remains so this part of the purchase procedure is a ascend-
ing-bid auction. A year later, the winning bidder starts his operation. 

Table 4.3.1 The lines of Jönköping’s Län 

Line 1 Nässjö – Värnamo – Halmstad 

Line 2 Jönköping – Värnamo – Växjö 

Line 3 Jönköping – Nässjö – Hultsfred 

Line 4 Nässjö – Vetlanda 

Line 5 Jönköping – Värnamo – Gnosjö 

Line 6 Tranås – Nässjö - Stockaryd 

Source: Tåg i Småland - Kvalificeringsunderlag 2001 

Table 4.3.2 Purchase procedure 

Steps Event Date 

1 Announcement of the purchase December 2000 

2 Prequalification of operators February 2001 

3 Initial Bids April 2001 

4 Evaluation of the bids April-May 2001 

5 
Negotiations and opportunities 
for adjustments of the bids and 

selection of operator 
June 2001 

6 Start of operation June 2002 

Source: Tåg i Småland – Kvalificeringsunderlag 2001 
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Table 4.3.3 Assessment of bids 

Criterion Weight 

Requested economic compensation (Price) 31 % 

The operator's proposal of traffic 23 % 

Information, reservation and sales to every 
category of customers 

10 % 

Availability for every category of customers 10 % 

The operator’s expected quality 10 % 

The operator’s proposal of prices of tickets 10 % 

Environmental influence  6 % 

Sum 100% 

Source: Tåg i Småland – Kvalificeringsunderlag 2001 
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5 Auction results 

Four auctions have taken place in Jönköping’s Län since the deregulation in 1989. Each 
auction’s result is listed in the tables below. It is important to keep in mind that the price 
that the bidder offers is the same as the requested economical compensation demanded, 
thus the lower the price the better bid. All the figures are measured in 1988 KPI. An inter-
esting feature to keep in mind before viewing the result is that the cost for SJ to operate 
these lines before the deregulation was approximately SEK 35. A total of four operators 
have participated in the auctions and BK Tåg and SJ are the only firms that have been of-
fering bid in every auction. BK Tåg is the operator who has won most auctions, namely 
two. 

BK Tåg was the first winner of an auction of railway traffic in Jönköping’s län when they 
clearly outbidded the previous operator SJ in 1990. Notable is that also Linjebuss was able 
to offer a lower price than the former monopolist.  

Table 5.1 Auction results of 1990 

Firm Price 

BK Tåg SEK 29,2 million 

Linjebuss SEK 30,5 million 

SJ SEK 33,1 million 

 

In the second auction, SJ was enable to retrieve the contract by decreasing their bid from 
1990 by approximately SEK 10 million. This is the largest difference between two bids 
from the same firm. However, this lead to a SEK 30 million lawsuit on SJ in 1996 and this 
is discussed in the next chapter.  

Table 5.2 Auction results of 1994 

 

 

 

 

A new entrant to this auction was the winner in 1998, BSM Järnvägar. They clearly outbid-
ded both BK Tåg and SJ by SEK 5 million resp. SEK 7,5 million. The winner operated the 
railway traffic for two years until they were purchased by BK tåg in 2000.  

Table 5.3 Auction results of 1998 

Firm Price 

BSM Järnvägar SEK 29 million 

BK Tåg SEK 34 million 

Firm Price 

SJ SEK 23,8 million 

BK Tåg SEK 30,2 million 
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SJ SEK 36,5 million 

 

In the last auction that has been analyzed was once again BK Tåg the winner of the con-
tract. The price was calculated with a different method in this auction where revenues from 
ticket sales were not raised solely by JLT anymore. Instead the operator himself recieved 
these revenues and this led to much lower prices than in earlier auctions since the need for 
economic compensation decreased when the revenues of the firm increased. BK Tåg went 
bankruptcy in 2005 and the traffic became after that conducted by MerResor AB.  

Table 5.4 Auction results of 2002 

Firm Price 

BK Tåg SEK 8,7 million 

SJ SEK 10,3 million 
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6 Analysis and possible observations of winner’s 
curse 

A clear method to observe Winner’s curse has not been invented since the features of every 
common value auction is different. Noone can tell what the actual value really is for the ob-
ject (Klemperer 2000). In order to detect winner’s curse in this study, a method supported 
by the fundamental motives of the commercial business is used. This method is based on 
the fact that the price offered by the winning bidder involves calculations for costs and 
revenues to be in such a way that the firm makes at least a small profit. Otherwise, one can 
suspect at least a small degree of  winner’s curse to be present. 

BK Tåg was the winner of the first auction and they made a profit of approximately 1,5 
million from these lines. Since the firm made profit, there is no obvious indication for win-
ner’s curse in this case. According to interviews with representatives for BK Tåg they were 
enable to cut costs for operating the traffic by approximately 20 % , compared to SJ, by in-
creasing the duties of the workers. Since they still made profit there is reason to believe that 
this is true. 

But there are remarkable findings in the second auction. SJ lowered their bid from the first 
auction by roughly SEK 10 million and became the winner of the auction in 1994. This no-
table decrease in the price turned into a SEK 30 million lawsuit in the Market Court in 
1996 done by BK Tåg. SJ was found guilty of abusing their dominant position in the mar-
ket by offering an obvious underestimated price in the purpose of making entry impossible 
for other competitors (DOM 2000:2 2000-02-01 Dnr A 3/99) BK Tåg accepted a concilia-
tion proposal from SJ but the amount is confidential. However, SJ completed the contract 
for the whole period and continued to operate until the next auction. The losses that SJ 
made during their operational period due to their low requested economic compensation 
was covered within the costs for the firm’s total activity so it is not possible to measure the 
extent of the losses for offering such a low price. However, network economies (Shy, 2001) 
should have played an important role for SJ since they had many lines that were directly 
connected to the lines in Jönköping’s län. The low bid can also be seen as an attempt to re-
duce competition in future auctions since no bidder would expect to make any profit if the 
prices would be so low in the future as well (Gilbert and Klemperer 2000).  

There is also strong reason to believe that the winner’s curse is present for the winner of 
the third auction. After two years of operation, BSM experienced economical difficulties. 
They were purchased by BK Tåg in 2000 and the traffic was operated by their new owner 
for the rest of the period. BSM’s bid was notably low, outbidding BK Tåg by SEK 5 mil-
lion and SJ by SEK 7,5 who were likely to have relatively good information about the costs 
due to their previous experiences of operating the lines in question (Gilbert and Klemperer 
2000).  

BK Tåg was able to continue operating the lines by winning the fourth and last auction 
analyzed in this study. A new method for offering requested economic compensation was 
used in this auction when the main parts of the revenues for ticket sales now were received 
by the operator instead of JLT. BK Tåg went bankruptcy in 2005 after three years of opera-
tion due to major losses in revenues. However, according to interviews, there was especially 
one line (Stångedalsbanan) that caused their problems and this line was not purchased by 
JLT, in this case it was Rikstrafiken since it was an inter-regional line. A new problem was 
though found, again with SJ involved. SJ was the previous operator for this line but when 
BK Tåg took over the operation SJ excluded the possibility for the customers to purchase 
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tickets and connection tickets to Stångedalsbanan, instead redirecting the traffic to their 
own lines. This caused the revenues to drop by about 40 %, according to interviews of rep-
resentatives of the firm. BK Tåg also looked over the possibilities to once again file a law-
suit on SJ but there are no obligations for SJ to include other operators’ lines in their ticket-
service. However, the evidence of another abuse of dominant position is pretty clear but it 
seems like SJ can cover the abuse behind legal contracts etc. An analysis of this situation is  
perhaps beyond the scope of this thesis but is worth to be presented because it illustrates 
the problem of having a dominant player on the market (Klemperer 2002). 

Table 6.1 Compilation of important events for the winning firms  

Period Winner Outcome 
Possibility of Win-
ner’s curse 

90-94 BK Tåg Profit None 

94-98 SJ 
Lawsuit for under-

bidding 
Yes 

98-02 BSM Järnvägar 
Purchased by BK 
Tåg in 2000 

Yes 

02-06 BK Tåg Bankruptcy in 2005 Maybe 

Source: Own construction 

In the auctions of railways in Jönköping’s county, a combination of first-price sealed bid 
and english auction has been used. In the early part of the purchase procedure are the bid-
ders asked to lay sealed-bids but this is to give the conducter of the purchase (JLT) a good 
overview of the estimates and calculations that the firms may have. JLT later uses this in-
formation in the final auction, which is an ascending-bid auction, in the negotiations with 
the firms where they have the opportunity for adjustments of the bids. The reason for this 
might be that JLT, the buyer, attempts to reduce the price even more than with only first-
price sealed (Klemperer 2001). Research has shown (Wang 1998) that procurement auc-
tions with renegotiations yield lower prices than without renegotiation. On the other hand, 
this procedure might increase the winner’s curse since it is shown that english auction in 
common-value auctions is the procedure that leads to the highest degree of winner’s curse 
(Klemperer 1998). Furthermore, it is shown (Jofre-Bonet and Pesendorfer 1999) that re-
peated procurement auctions with the same bidders often lead to a “war” between the bid-
ders and increases the degree of winner’s curse over time. The fact that two winners (BSM 
and BK Tåg) have faced serious economical difficulties supports these findings. 

The number of bidders in every auction is notably low. An explanation to this might be the 
auction design. Klemperer (2002) showed the difficulties in attracting new bidder, espe-
cially weak ones, when it is obvious that large firms will simply outbid the smaller ones in 
an english auction. However, conducting railway-traffic is relatively difficult and a substan-
tial amount of knowledge and experience about the market is needed in order to be a po-
tential bidder. 

Learning direction theory claims that the bidders learn from previous auctions of the same 
object and they use this information in future auctions. If a bidder’s price was too low, he-
may increase it the next time if they still believe that the price offered is not higher than the 
value. This theory implies that the same settings should be kept for every auction, as much 
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as possible, in order to let the firms find out what the actual value for the object is. How-
ever, the possibility of this learning was partly taken away due to the new settings in the 
2002 auction where now the operator kept the revenues from the ticket-sales instead of 
JLT which was the case in the earlier auctions. This might be one of the explainations to 
the bankruptcy of BK Tåg in 2005 since they could not use the experience that they had 
from previous operations of these lines in the same extent as would have been valid if the 
same settings were used in also this auction. We can expect the degree of winner’s curse to 
rise when new settings are used and this is supported by Klemperer (2001).  
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7 Conclusion 

Procurement auctions are a relatively new procedure in Sweden and it is though not sur-
prising that there has been lots of problems attached to it. Four auctions have taken place 
in Jönköping’s Län and during this time-period several events have occured that can be di-
rectly related to the outcome of these auctions. 

After loosing the auction in 1994, BK Tåg filed a SEK 30 million lawsuit on SJ for offering 
an unrealistic low bid. SJ was found guilty in 1996 by the Market Court of abusing their 
dominant position in the market. The court argued that the price that SJ offered was clearly 
below the level of the costs for operating these lines. The reason for SJ’s notable low bid 
could have been to prevent new entrants in future auctions. 

BSM faced major economical difficulties after only two years of operation and was pur-
chased by BK Tåg in 2000. There is strong reason to believe that BSM heavily underesti-
mated the costs for operating the lines in their attempt to achieve the contract since they 
clearly outbidded the two previous operators BK Tåg and SJ in this auction and the pres-
ence of winner’s curse is thus obvious. 

BK Tåg went bankruptcy in 2005 due to major losses in revenues. However, it was not be-
cause of a line included in the auctions in this case, instead a problem with a different line 
was the reason. When SJ lost the contract to BK Tåg to operate on ”Stångedalsbanan” they 
decided to exclude it from their ticket-service and instead they redirected the traffic to their 
own lines. This action shows that the problem with a big and dominant agent on the mar-
ket is still present and points out that there are also other problems to solve for the authori-
ties. 

One of the main reasons for deregulating the Swedish railway-system was to reduce the 
costs for the local authorities in the counties. They have clearly been successful in their at-
tempt to do so in Jönköping’s Län by decreasing the costs by approximately 40%. But the 
winning firms of the auctions have faced many problems and there is reason to believe that 
there are flaws in the auction design. JLT has in their effort to decrease their costs as much 
as possible used a combination of first-price sealed bids and English auction. This method 
has caused the firms to make such low bids in their desire to achieve the contracts so that 
they have later faced severe economic complications. In order to avoid these problems, 
first-price sealed bid auction solely or second-price sealed bid auctions are preferred. This 
measure would decrease the risk of winner’s curse and would help to avoid these undesir-
able situations. As it is now, JLT attempts to reduce their costs as much as they can and the 
firms try to win the contracts by offering as low prices as possible by outbidding each other 
ending up putting themselves in economical difficulties. It should not be preferable for the 
government to have a situation like this with bankruptcies, lawsuits and economic turbu-
lence in one of the most important infrastructural markets in Sweden. Thus, this initiative 
has to come from the national level i.e the government or parliament which are the au-
thorities that have the power to implement these changes.
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