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1 INTRODUCTION 

Widespread protests all over Brazil in June 2013 spotlighted the issue of urban 
mobility on the public agenda, more specifically that public transportation fares 
were seen as high when compared to the quality of the services, particularly regard-
ing buses, which is the main mode of motorized urban transportation in Brazil. 

These protests prompted an analysis of how these services are regulated by 
the government and, more specifically, how fares are defined, together with the 
resulting impacts on transportation supply, territorial arrangements and social 
controls. The first section of this chapter presents the main arguments justifying 
the regulation of these services. Section 2 describes the main regulatory variables 
for these activities, discussing their impacts on territorial arrangements and supply 
conditions, while section 3 explores public participation in the regulatory policy 
for these services. Section 4 concludes this chapter with an overview of the chal-
lenges facing the regulation and organization of these public services, which are 
essential to society. 

2 WHY REGULATE URBAN PUBLIC TRANSPORTATION? 

There is no single straightforward argument justifying state regulation of urban bus 
services. In fact, this regulation is underpinned by an entire set of reasons ranging 
from technical to political. 

In terms of economic theory, particularly the economics of well-being, the 
justification for regulating certain specific activities lies in the inability of the market 
to supply goods or services efficiently at prices that correctly reflect the benefits 
and cost the society. This inability is called a market defect which – for public bus 
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transportation – would consist mainly of the existence of network economies and 
the presence of external factors (Gomide, 2004).3 

Network economies − also known as external network factors or economies 
of density − occur when a new link in a service network enhances its usefulness 
for other users. For urban bus transportation, the denser the network is, the more 
frequent the services are (and thus their supply), leading to a lower mean cost per 
passenger carried. 

However, the presence of network economies leads to the need for planning 
and coordination by the state in order to integrate these services in specific areas, 
as costs drop for both suppliers and users when they are provided in integrated 
ways. Moreover, integrating these services enhances macro-accessibility to goods 
and opportunities offered by urban life. 

If the costs of a line running from a specific place of origin to a given destina-
tion are high compared to demand, integrated operations can lower costs for the 
system as a whole, with better access for passengers to different locations within an 
urban area. When operated without regulations, services tend to result in oversup-
plies, with incentives for each company to step up its offers of services as much 
as possible, in order to expand its market share, with negative effects on service 
costs, prices charged, traffic conditions and mobility for the population in general.4 

External factors appear when an activity causes negative or positive effects 
for others, but the activity does not internalize the costs or benefits that it gener-
ates. For costs, this would consist of negative external factors; for benefits, positive 
external factors. As prices do not correctly reflect the costs or benefits for society 
in these situations, the market will produce in quantities that are inefficient. 

For urban mobility, traffic jams, accidents and pollution caused by intensive 
automobile use are examples of negative external factors (as drivers do not internalize 
the social costs resulting from their decisions to drive their cars through specific 
parts of the city or at certain times of day). On the other hand, mass transporta-
tion generates positive external factors, due to the positive effects resulting from 
its use (in terms of less air pollution and fewer traffic jams), which is one of the 
reasons justifying investments in the sector. 

Despite these technical arguments, and no matter how rational they may be, 
the fact is that interventions in these activities are also handled through political 
decisions, taken quite legitimately in response to the demands of society. In other 
words, in a democracy, society must participate in political choices, rather than 
merely technical decisions. 

3. For more arguments justifying the economic regulation of these activities, see Santos and Orrico Filho (1996). 
4. Experimental deregulation of these services took place in Chile during the 1980s, exemplifying this (Cepal, 1988).
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3  REGULATORY VARIABLES AND THEIR IMPACTS ON PUBLIC TRANSPORTATION 
CONDITIONS AND TERRITORIAL ARRANGEMENTS 

Some regulatory variables are presented below, selected from the specialized Brazil-
ian and international literature (Gomide, 2004; European Commission, 2008), in 
order to construct a reference framework to analyze new regulatory models that 
are being implemented by Brazilian towns and cities. An attempt is made to group 
these variables by the impacts generated under the conditions of quality, economic 
efficacy of supply and territorial arrangements. 

3.1 Quality, productivity and economic and financial performance

This group presents the regulatory variables that impact the quality, productivity 
and economic performance of the system, thereby reflecting directly on the fares 
charged to users. In-depth discussions of some of these aspects are needed at this 
time, when Brazilian society is demanding better quality services and lower fares. 

3.1.1 Entry criteria 

Ownership of urban bus companies in Brazil is mainly private, with only a few 
government-owned enterprises operating in some cities.5 Under Brazilian law, con-
cessions or permits for private businesses to render public utility services must be 
tendered out using competitive criteria, established by Law 8,987/1995 as follows: 
lowest fare for the public service to be rendered; highest bid, in situations where 
the operator makes a payment to the grantor authority to win the concession; best 
bid from a technical standpoint, in situations where a fixed price established in 
the tender; or a combination of all these criteria.

Market entry criteria affect fares paid by passengers. When the highest bid 
criterion is adopted, payment of the economic benefit received by the grantor 
authority is transferred indirectly to users. In other words, the fare to be charged 
by the operator will encompass not only the cost of rendering the service, but also 
the amount to be paid by the private operator to the government. In two tenders 
(1998 and 2008), Belo Horizonte used this criterion (highest award bid). 

The lowest fare criterion (aligned with the technical requirements underpin-
ning the purpose and adequacy of the services) may allow more moderate fares as, 
assuming that the tender is really competitive, bidders will strive to present the 
lowest possible figures for the fares, in order to obtain the right to earn a profit 
from the activity. 

5. There are government bus operators in a few Brazilian cities, particularly Porto Alegre (Carris) Goiânia (Metrobus) 
and Brasília (TCB).
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However, if the government authority lacks adequate regulatory capabilities, 
the lowest fare criterion may pave the way for opportunistic behaviors through 
which a company submits a low-value bid in order to obtain the contract, while 
intending to increase it during the concession period through fare review procedures. 
This criterion generally relates to a policy that separates the rate of remuneration 
for the operator from passenger fares stipulated by the government authority. This 
approach was adopted by São Paulo in its 2004 tender. 

3.1.2 Purpose and duration of contracts

Contracts with private operators in Brazil are generally limited to assets associated 
directly with service operations (fleet, workforce and garages), although there are 
situations in which construction and/or maintenance of infrastructure may be 
included. The problem with including these elements in agreements with private 
operators is the added burden imposed on fares if no other sources of funding are 
stipulated for asset upkeep and investment amortization. 

Historically, investments in infrastructure are underwritten by government 
budget funding, with no impact on fares paid by passengers. However, there are 
some recent exceptions: in São Paulo, system operating costs encompass outlays on 
infrastructure upkeep, offset through allocations of funds for that purpose. Some 
of the new BRT systems, including the one in Belo Horizonte, also transferred 
part of the responsibility for station upkeep to private operators, which affected 
service costs and consequently fares. 

New contracting possibilities created through Public-Private Partnerships 
(PPPs) merit attention. These partnerships are recommended for situations where 
passenger fares are too low to cover operating costs and investment amortization, 
requiring additional funding to do so. In Japan, for example, the feasibility of 
investments in subways was ensured through real estate operations around sta-
tions through PPPs. In São Paulo, Subway Line 4 is a PPP through which the 
state agreed to underwrite investments in infrastructure while the private operator 
provided investments in rolling stock and systems. In Belo Horizonte, the Barreiro 
terminal was built by the private sector under a PPP, with a land grant where a 
mall or business center could be built. 

The duration of these agreements must be related to the type of investment 
and assets deployed to render the services. As the duration of the award may well 
be shorter than the useful life of the assets in question, they must be open to 
reversion, such as vehicles that can be resold or used in other markets. However, 
this does not apply to assets such as garages, which cannot be easily transferred 
should the company leave the market. This may curb competition at the time of 
the tender, due to competitive advantages held by companies already in place on 
the market, or high departure costs when the agreement expires. 
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It has been claimed that shorter durations spur companies to seek greater ef-
ficiency, as another tender may be run once the contract expires (Orrico Filho et al.,  
1995). For investments in physical infrastructure (civil engineering projects) or 
special vehicle technologies, it is vital to tailor the duration to the economic lifespan 
of the investments, in order to avoid adverse effects on reasonable fares. 

Agreements reached through tenders conducted in São Paulo and Belo 
Horizonte were signed for ten-year terms, and capital investments were limited to 
vehicles and garages. In Curitiba, this period was established at fifteen years, due to 
the profile of the system, which uses special vehicles (articulated and bi-articulated 
vehicles). Another important aspect is the possibility of extending the agreement. 
The conditions for such extensions must be set forth in the tender announcement 
and stipulated in the contract, based on criteria related to service quality and user 
satisfaction. The first agreement in Belo Horizonte was not extended, while the 
contract in São Paulo was extended for a shorter period of five years, and is cur-
rently still in effect. 

3.1.3 Operational supply planning 

In historical terms, two very different situations have been noted in Brazil in terms 
of competence for operational service planning. In cities with well-structured ad-
ministrative entities, government entities generally assume full responsibility for 
specifying the services (itineraries, timetables, vehicle technologies, etc.). On the 
other hand, the contrary is also found, when government authorities are completely 
absent from planning tasks and even service oversight and inspection. Here, the 
operators are responsible for all service specifications and operations. Both these 
situations may affect the quality and even the economic balance of the systems. 

In the former scenario, adjusting the services may be more sluggish, due to 
larger gaps between planning and operations. Moreover, it is harder for government 
authorities to cut back on supplies, when necessary, due to greater political resistance 
which may, over the long term, lead to lower productivity and economic imbalance. 

For the latter, user losses consist of poorer service quality, as private opera-
tors tend to curtail supplies (thus cutting costs) in order to boost their profits. 
More recently, with services awarded by area (see item 3.2), there is a trend to-
wards establishing shared responsibility for defining operating parameters. This 
offers private operators the freedom to specify service items, with the approval of 
government authorities that then oversee the outcomes through service quality 
targets and indicators. 

An interesting example is the quest for economic and financial balance pursued 
by the system in Belo Horizonte since the second tender. Graph 1 shows the shifts 
in balance between supply (kilometers) and demand (paying passengers) since the 
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alteration to the agreement in 2008, which gave operators greater freedom to specify 
services and thus pursue higher productivity for the system, by seeking higher pas-
senger demand and making fewer trips. When adopting this model, care must be 
taken to avoid downgrading supplies in the quest for higher system productivity 
by cutting back trips and increasing passenger density; this is handled through 
quality indicator monitoring by the Belo Horizonte Transit Authority (BHTrans). 

GRAPH 1 
Number of paying passengers and kilometer output by the Belo Horizonte bus public 
transportation system (index figure: demand and kilometers in 2005 = 100) 
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3.1.4 Remuneration model 

Operators may be remunerated directly or indirectly (Cadaval et al., 2005). For the 
former, they are reimbursed directly through the fares paid by passengers; for the 
latter, an entity (government, private or mixed-ownership) collects the income and 
then distributes it in compliance with pre-set criteria, normally based on a produc-
tion unit such as distances driven in kilometers or the number of passengers carried. 

The direct remuneration model6 has the advantage of sparing the govern-
ment the expense of administering the revenues (collection and transfer), as well 
as covering any short-term financial shortfalls, which will be borne directly by 
operator cashflows. However, the downside is that it hampers network planning 
and management, as any changes to the lines (reorganization, introduction or 
elimination) will trigger direct variations in operator profits. This is the model 
that is most widely used in Brazil. 

6. Translator’s note: this is also known as a “net-cost” contract.
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On the other hand, indirect remuneration offers the advantage of endowing 
the government with full network planning and management control. Where it 
has been adopted, indirect remuneration by kilometer driven has upgraded service 
quality through larger fleets, more lines and more kilometers driven (Gomide, 2004) 
with benefits for mobility system users as a whole. However, as remuneration is 
not linked to demand, this model has encouraged companies to step up supplies 
constantly, regardless of demand, thus introducing cost-revenue imbalances.

Experiments using indirect remuneration by kilometer7 have been conducted 
in the past in São Paulo, Belo Horizonte and Curitiba, all of which subsequently 
shifted to direct remuneration due to the countless financial deficits generated 
by this option: revenues usually failed to keep pace with rising outlays caused by 
larger fleets and kilometers driven. Graph 2 illustrates the sharp drop in produc-
tivity for this system in São Paulo during the early 1990s, when it shifted from 
direct remuneration to indirect remuneration per kilometer driven. The resulting 
financial imbalances required frequent increases in government subsidies paid out 
to the operators. 

GRAPH 2 
Public transportation system productivity in São Paulo, measured by the Passenger-
Kilometer Index (PKI) during the 1990s 
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In order to cope with constant shortfalls caused by the gap between revenues 
(passengers carried) and expenditures (fleet and kilometers driven), some cities – 
including São Paulo – switched from kilometer-based remuneration to the number 
of passengers carried. The problem here is that the number of passengers carried 
in São Paulo was not related to the income brought in by the services, as some 

7. Translator’s note: this is also known as a “gross-cost” arrangement.
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passengers are carried free of charge, while others travel on integrated routes using 
more than one line, thus not paying a second fare, although the operators were 
remunerated for these passengers. Should this result in a situation where the pay-
ing passenger curve remains below the carried passenger curve, due to free passes 
and integrated routes – which did in fact occur in São Paulo – the outcome will 
be financial imbalance, as government outlays will rise faster than fare revenues 
(graph 3). In this city, these imbalances were corrected through higher government 
subsidies, rising from around 10% of system costs in 2005 to some 25% in 2013.

GRAPH 3
Number of paying passengers, passengers carried and the resulting equivalence index 
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Since the 2012 tender for its system, Brasília has also worked with the model 
based on remuneration per passenger carried, through a remuneration fare that 
was determined through a technical analysis. As the public fare was established 
at a level lower than the operator remuneration fare, government subsidies are 
required, currently estimated at around 40% of system costs, topping R$ 600 
million (± US$ 150 million) a year, severely undermining the sustainability of 
this model from a fiscal standpoint. 

On the other hand, one of the major advantages of the indirect model is 
easier implementation of fare integration policies. From the user standpoint, and 
particularly for lower-income passengers, integrating the entire transportation 
network greatly extends the range of possible destinations (macro-accessibility), 
thus opening up opportunities offered by the city in terms of jobs, education, 
healthcare and recreation. 

The upsurge in the number of passengers carried in São Paulo since 2005 
reflects user gains ushered in by its time-based integration policy, whose feasibil-
ity is underpinned by the indirect remuneration model based on the number of 
passengers carried. 
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In turn, Belo Horizonte also adopted a model with remuneration based 
on paying passengers, through which – in contrast to São Paulo – integrated 
passengers pay full fares for the first segment of their trip and half fares for the 
second segment, through a sequenced integration payment system. As a result, 
as remuneration is direct, the first segment operator receives the full fare, while 
the subsequent operator receives half fare, with the opposite occurring during the 
return trip.8 This mechanism is designed to iron out imbalances caused by revenue 
losses resulting from large numbers of integrated (and unpaid) trips, thus mitigat-
ing the need for subsidies. 

3.1.5 Ways of setting, adjusting and reviewing fares 

Pursuant to Brazil’s Concessions Act (Law 8,987/1995, Article 9), fares will be set 
by “bearing in mind the constant value of the winning bid submitted in the tender”. 
Nevertheless, by accepting the use of other sources of revenues in order to ensure 
reasonable fares, the Concessions Act allows the operator’s remuneration fare to 
differ from the fares charged to passengers (Grotti, 2002). In turn, this allows the 
public fare to be established at the discretion of the municipal government, with 
the difference between the remuneration fare made up through non-fare revenues; 
budget allocations; alternative, complementary or ancillary sources of income; or 
associated projects. 

Nevertheless, most Brazilian cities establish passenger fares by dividing the 
overall estimated operating costs of the services (including capital costs, deprecia-
tion and taxes) by the number of paying passengers (mean cost model). 

Since its bus public transportation was system tendered in 2004, São Paulo 
has worked on the principle that public fares need not necessarily be equivalent to 
remuneration fares, even when remuneration is based on the number of passengers 
carried, as provision is made for non-fare sources of income that can finance service 
operations. During the bidding procedure, eight operating sectors were established 
for which the consortia submitted bids with remuneration values per passenger 
carried, regardless of whether or not they were paying passengers. 

This approach means that each bidder presented a specific value that could 
be lower than the public fare established by City Hall for the entire system. This 
model laid the foundations for introducing the city-wide integration system with 
time-based flat fares (Bilhete Único) through which passengers could transfer several 
times within a two-hour period, paying a flat fare. As operators were remunerated 
for each passenger carried (remuneration fare), it was in their own interest to step 

8. This is based on the principle that the first operator receives a full fare, and a half fare for the second operator on 
the outward trip, with the opposite for the return trip, ensuring that the system is evenly balanced in terms of income 
distribution. 
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up the number of passengers carried, whether on integrated trips, free passes or 
paying fares. 

The fare-setting methodology suggested by the Brazilian Transportation 
Planning Enterprise (Geipot9) during the early 1990s (which is still used by 
cities all over Brazil) assumes that the operator must be reimbursed for all costs 
incurred, plus a rate of return on invested capital (opportunity cost). However, 
this methodology is open to criticism: one problem is the difficulties government 
authorities encounter in calculating the actual service operating costs, as these are 
incurred in-house by the companies, resulting in asymmetric information between 
regulators and regulated enterprises.10 

Another criticism is that this method recommends that new vehicle prices 
be used as references for calculating remuneration on capital and other items of 
expenditure (parts and accessories, depreciation of machinery and equipment, 
and general overhead), which encourages over-investment in vehicles compared 
to other important inputs (Averch-Johnson effect), thus resulting in sub-optimum 
fleet use, among other consequences. 

Because of these criticisms, the fare-setting methodology based on the price 
defined in the tender is intended to ensure that services are rendered at low prices, 
in addition to providing incentives for efficient corporate production, as prices 
that are pre-set in the contracts encourage cost-cutting. However, the use of this 
method may encourage operators to slash costs in pursuit of extraordinary profits, 
to the detriment of service quality. 

In terms of fare-setting strategies (see item 3.2), prices charged to users may 
vary by distance, trip duration, service use (single trip or integrated commutes) 
or social status, such as lower fares for schoolchildren and students (Cadaval et 
al., 2005). Discounts and free passes granted to specific segments of society are 
almost always financed by other users through cross-subsidies, affecting final fare 
levels and thus impacting outlays on transportation for lower-income families. 

Fare increases (generally implemented annually) may be based on recalculating 
service operation outlays through costs spreadsheets and, more recently, by means 
of parametric formulas based on general or sector-specific price indexes. The use of 
parametric formulas is intended to simplify the process, reducing the administrative 
efforts required by the Geipot spreadsheet (1995) and its adaptations. However, 
this creates the risk of weakening the government’s cost oversight structure. 

9. Translator’s note: this is an autarky of the Federal Government that provides services related to transportation planning.
10. In economics, asymmetrical information is a phenomenon that occurs when two or more agents agree on an 
economic transaction, if one of the parties involved is endowed with qualitative and quantitative information that is 
superior to that held by the other party. 
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CHART 1 
Parametric formulas for fare increases in selected Brazilian cities

City
Starting date of 

new method 
Composition of basket of indexes

São Paulo 
(remuneration fare 
adjustment) 

2004

Labor: 50% 
Diesel: 20% 
Vehicles: 15%  
IPC/FGV (inflation rate): 15%

Belo Horizonte  2008

Labor: 40% 
Diesel: 25% 
Vehicles: 20% 
Distance driven: 5% 
Overhead: 10%

Goiânia  2007
Formula linked to diesel price, worker wages, National Consumer Price Index (INPC), 
Column 36 issued by the Getulio Vargas Foundation (FGV) and the Passengers 
Carried x Kilometer Index 

Uberlândia  2007
INPC (inflation rate): 50% 
Diesel: 25% 
Equipment and vehicles: 25% 

Brasília  2012

Diesel price: 20% 
INPC (inflation rate): 50% 
Vehicle price FGV: 20% 
IGP-DI (inflation rate): 10% 

Source: contracts signed in selected cities. 

With a longer time-frame (every four or five years) the fare review process 
consists of reassessing the operating and capital costs functions of the companies 
and estimating demand growth rates. In order to avoid problems with the Geipot 
methodology, some cities adopted the Cashflow method, which is intended to 
maintain an even economic and financial balance for rendering services for the 
duration of the agreement through adjustments to the break-even fare calculated 
by the amounts of allocated and planned investments, operating costs, paying pas-
senger demands and revenues, in addition to tweaking the parametric formula. The 
value of the investment is preserved through the Internal Rate of Return (IRR), 
which keeps the present value of cash inflows equal to the present value of cash 
outflows, for the business as a whole. 

This review period was established at four years in Belo Horizonte, while São 
Paulo did not stipulate any specific duration, with the government and the operators 
free to request reviews at any time, based on changes in the initial conditions. The 
government has a period of thirty days to analyze requests submitted by operators. 

The method used in Belo Horizonte to analyze the maintenance of an even 
economic and financial balance in the fare review process is based on the Internal 
Rate of Return (IRR), with external auditors hired to handle this. During the first 
review period (2008-2012), the auditors assessed to the internal rates of return 
using two main scenarios: i) taking into consideration investments in the new 
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BRT system (called Move); and ii) disregarding investments in this BRT system. 
For the first scenario – which is what actually occurred – it was found that the 
internal rates of return (discount rates) were lower than those in the tender bid, 
requiring a 3% fare increase at that time. If there had been no investments in 
this new BRT system, the IRR calculation would be far higher (3.03 p.p.) than 
the tender, indicating overly high profits for the operators and the need for a real 
reduction in fares. 

TABLE 1 
IRR for the transportation operation scenarios in Belo Horizonte

Operation scenarios IRR

Initial balance under the agreement 8.95%

Basic operating scenario with the BRT 8.58%

Basic operating scenario without the BRT 11.98%

Source: Young (2014). 

The question that still remains and must be addressed by mobility systems 
is: Why must passengers bear the costs of investment and system upgrades 
through higher fares if society as a whole also benefits from improved public 
transportation services? 

3.1.6 Quality and productivity incentives 

Controlling the quality of the services rendered is one of the goals of regulation. 
Pursuant to Article 10 of Law 12,587/2012, which establishes the National Urban 
Mobility Policy (PNMU) guidelines, public transportation service agreements 
must set targets to be reached by operators, together with their control and evalu-
ation tools. 

These mechanisms may include financial incentives through bonus-penalty 
systems linked to operator remuneration, in order to boost service quality. They 
may also be based on user satisfaction surveys and/or operating parameters to be 
obtained, such as comfort, safety, security and reliability ratings, among others. 

For example, Curitiba works with a quality indicator that may cut operator 
remuneration by up to 3%. This indicator analyzes punctuality, user satisfaction 
with services, vehicle breakdowns, vehicle inspections and fines or other penalties 
imposed on the company. 

As a result, service efficiency becomes a goal to be pursued constantly, with 
part of the gains in productivity attained by the operators being transferred to their 
users, as established in Articles 9, §9 and §10 of Law 12,587/2012. 
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The Passenger-Kilometer Index (PKI)11 is the productivity indicator most 
commonly used: the higher the PKI, the lower the fare. During a recent fare review, 
Belo Horizonte adopted a calculation method under which gains in productivity 
must be split evenly between operators and users (fares), albeit without providing 
detailed information on how these gains are calculated. The firm handling the 
2012/2013 audit suggested a methodology based on the cost/revenue ratios at the 
start and end of the period under examination. Should this ratio rise, the increase 
would constitute a gain in productivity and would be used constantly to calculate 
fare alterations. However, this ratio actually dropped, indicating that there were 
no gains and consequently no need to lower the fares. 

3.1.7 Financing/underwriting operations 

The manner in which operations are financed and underwritten directly affects 
the fares charged to users. In Brazil, as previously mentioned, the main basis of 
financing is fare revenues, with only a few cities supplementing these amounts with 
government budget allocations. As the number of users drops steadily due to indi-
vidual motorization (through automobiles and motorcycles), the service financing 
base shrinks, undermining the financial sustainability of these essential services. 

Public transportation subsidies may be allocated to operators or users. The 
user subsidy system is already in widespread use in Brazil through travel vouch-
ers issued by companies to their employees. However, as this benefit is limited to 
registered employees in the formal sector, it does not encompass the out-of-work 
and unregistered or casual workers in the informal sector. 

However, there are claims that indirect subsidies are awarded without improve-
ments in service quality or increases in the number of passengers carried (Cepal, 
1988; Glaister, 1993). Non-fare revenues used to underwrite subsidies may come 
from fuel taxes, fees for travelling along busy thoroughfares (urban tolls), and/or 
other activities related to transportation (Ipea, 2013). 

As previously mentioned, urban bus service operations are financed almost 
completely by fare revenues in Brazil. São Paulo is an exception, with some 25% of 
its system revenues consisting of government subsidies and other assorted revenues, 
as shown in graph 4. To some extent, this characteristic is related to the model used 
here, with indirect remuneration for operators that is unrelated to fare revenues. 

In Belo Horizonte, non-fare revenues are not significant. A financing program 
for low-income schoolchildren and students12 is not particularly significant in 
the broader context, while ancillary revenues brought in through advertising and 
commercial exploitation of fixed assets are also close to negligible. 

11. PKI is derived by dividing passengers transported by kilometers travelled.
12. There are no free bus passes for schoolchildren and students in Belo Horizonte, but City Hall pays the fares for 
low-income pupils in the public school network. 



City and Movement: mobilities and interactions in urban development306 | 

GRAPH 4
Urban bus system revenues in São Paulo (May 2014) 

75 22

3

Farebox Subsidies from the
São Paulo Municipal Government

Various sources (fines, transfers)

Source: website, São Paulo Transport Transit Authority (SPTrans). 

Some cities – such as Brasília – subsidize services through external financing 
of free passes, with local government outlays on public transportation subsidies 
for bus passengers estimated at around 40% of total system costs, reaching over 
R$ 600 million (± US$ 150 million) a year. 

GRAPH 5 
Urban bus system revenues in Belo Horizonte (2009-2012)
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Farebox Alternative revenuesComplementary revenues Supplementary revenues

Source: Young (2014).
Obs.:  Alternative revenues: bus advertising; complementary/ancillary revenues: expired and not re-validated credits, and ticket-

ing service fees.
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3.2 Regulation and urban space

The manner in which these services are organized also forms an important part 
of the regulatory process, and have impacts on urban areas. Brazilian cities have 
expanded considerably over relatively brief time spans, indicating the need for 
frequent reviews and adjustments of public transportation networks from the 
standpoint of time as well as the spatial layouts of available services. 

The organization of public transportation service suppliers may spur neigh-
borhood density or contribute to the decentralization of everyday activities (work, 
study, etc.) which can spread to other parts of the city. However, depending on 
the regulatory model, institutional barriers may hamper the implementation of 
the necessary interventions.13 

3.2.1 Organization of services

 Basically, urban bus services must be organized by routes or by geographical area. For 
the former, the government establishes the routes and delegates operating rights in 
these segments to companies, planning the entire network and specifying the levels 
of services to be rendered by the operators, including frequency and headway. The 
problem with this model is that once these routes have been assigned, private opera-
tors feel that they are the “owners” of these lines. Spatial alterations trigger disputes 
among operators, as they necessarily restructure to balance of the supply of services as 
initially designed. Under more rigid models of bus route awards, passenger interests 
are frequently marginalized by the need to maintain an even balance among operators. 

When organized by geographical area, companies are free to introduce spatial 
adjustments as desired, as their impact on the balance between supply and demand 
occur only in the area awarded to a specific operator. Furthermore, operations plan-
ning is the responsibility of each operator in its respective area, with the govern-
ment defining general service quality levels, integration conditions and fare policy. 

Another noteworthy aspect of spatial regulation of services is the size of the 
operating area or sector. Very small concession areas give rise to the same disputes 
over route awards, while also curtailing gains in scale. As such, there is a trend in 
Brazil to handle public transportation with multiple operators,14 operators often 
create consortia for geographical areas that function as a single company, admin-
istering and sharing out revenues within their respective concession areas.15 

13. For example, concessions awarded by bus lines hamper changes to itineraries prompted by new land use develop-
ments, due to disputes among operators. Another example is fare policy, which may also intervene in urban development 
(these topics are discussed in subsequent items). 
14. As public bus transportation in Brazil began with smaller vehicles known as lotações running along specific lines, 
this resulted in countless bus companies being set up (Galhardi, 2007).
15. There is also a variation on the route-based model through which the Government leases a fleet of vehicles and al-
locates them to the service network as planned, remunerating companies for mean output in terms of kilometers driven.
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An important aspect of the concession model is related to services running 
through large sectors, in addition to operations in core areas where most lines 
converge. In Porto Alegre and Goiânia, these operations are delegated to govern-
ment-run transportation enterprises. In general, in cities with no public transport 
operators, a pool of companies or a specific consortium may be set up to handle 
cross-sector services, like a virtual transportation segment. 

The first cities to tender out their systems on the basis of operating segment 
models handled by consortia were Belo Horizonte (1998 and 2008) and São Paulo 
(2004), with Belo Horizonte establishing four geographical areas for these opera-
tions and São Paulo opting for eight areas (figure 1). 

FIGURE 1 
Public transportation operating areas in Belo Horizonte and São Paulo 

Source: Belo Horizonte (1998 e 2008) and São Paulo (2004). 

Another important aspect of regulation by operating area is the existence of 
one or more trunk corridors, where appropriate infrastructure must be provided 
for high-capacity vehicles in exclusive lanes, together with bus stops, stations and 
terminals endowed with large-scale operating capacities. These facilities link up with 
other transportation services, boosting the macro-accessibility of the system and 
allowing users to travel to many different destinations through integrated routes. 

Although operators are free to draw up their own service specifications under 
area concession models, aspects linked to high-capacity corridor operations and the 
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integration matrix at connection points are also important regulation parameters. 
Area award agreements must address the possibility of encouraging the implemen-
tation of high-capacity systems in the future. 

For example, before implementing its Move BRT system along its main 
northern thoroughfare, Belo Horizonte conducted a tender by area for the future 
implementation and operation of a BRT system. Subsequently, the economic and 
operating parameters defined for this new system were initially queried by the 
Federal Prosecutor’s Office16 but then accepted as an amendment to the agreement. 

In contrast, Brasília tendered out a system that failed to stipulate bus lane 
operations with doors on the left sides of the vehicles along one of its main 
thoroughfares: the Estrada Parque Taguatinga (EPTG). The operator purchased 
conventional buses that were not compatible with the technology planned for this 
high-capacity system, effectively invalidating R$ 300 million (±US$ 75 million) 
invested in this public transportation corridor. 

Although they are not specifically tools for the economic regulation of 
public transportation per se, urban development plans, guidelines and laws play 
leading roles in fine-tuning public transportation use. For example, major public 
transportation corridors offer more seats and better connection points with other 
services and routes, leading to the logical expectation that policies focused on 
higher urban population density could lead to mixed land use (residential and 
commercial) development along the corridors. This is the principle underpinning 
Transit Oriented Development (TOD),17 which can spur more dynamic growth 
and development along high-capacity public transportation routes. 

A good example of this is the new Strategic Master Plan for São Paulo, which 
lays down the basic guidelines for urban development, and was recently approved 
by the City Council. Under this Plan, urban density will increase in areas close to 
subway and monorail stations, as well as light rail and bus corridors, with construc-
tion permits issued for taller buildings in these areas. However, authorization for 
additional garages in these regions may be granted on a fee-paying basis, with 30% 
of the revenues resulting from payments for permission to extend constructed areas 
being allocated to investments in mobility, among other mechanisms to encourage 
the use of public and non-motorized transportation options, instead of individual 
motorized transportation. 

16. As there was a radical shift in the operating design of the system, the Federal Prosecutor’s Office initially felt that 
a specific tender would be needed for this system, despite belonging to an operating area already defined during an 
earlier bidding process.
17. TOD – Transit Oriented Development, an approach whose principles have been adopted recently by several cities all 
over the world: Bogotá, San Diego, Toronto, Vancouver, Ottawa, etc.
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 Other important aspects of broader-ranging regulation of urban space are 
policies that decentralize economic activities. For example, in the Federal District 
and Minas Gerais state, moving government offices to outlying areas introduced the 
conditions needed for their development, while making optimum use of existing 
public transportation capacity by generating high-volume commutes in the op-
posite direction of major rush-hour traffic flows. For example, these counter-flows 
are estimated to top 10,000 peak-period subway trips in the Federal District,18 
once the new City Hall Complex opens, with its inauguration scheduled for 2015.

3.2.2 Fare-setting strategies 

Fare-related regulatory aspects may also influence urban mobility systems and 
spatial arrangements. In Brazil, the quest for streamlined operational controls 
have allowed flat fare policies to prevail for public transportation systems (Cada-
val, 2005). Even with the introduction of electronic ticketing systems that would 
solve operating difficulties, few fare diversification policies have appeared. To the 
contrary, São Paulo mixed a flat fare policy with time-based integration19 after the 
electronic ticketing system was introduced, providing a fare policy benchmark for 
other municipalities. 

Despite the social slant of this policy, which follows the logic of affordable fares 
that benefit the mass of low-income residents of poverty-stricken urban outskirts 
living far from wealthier employment centers, this approach also drives urban sprawl, 
with effects on transportation costs and mobility conditions. As transportation 
costs remain unchanged in family budgets, property developers are encouraged to 
seek out distant areas with lower land prices for mass-market housing projects that 
are steadily more remote from economic hubs. Another important point is that 
shorter trips tend to be more expensive under flat fare policies, thus reinforcing 
the economic dynamics of more developed areas, as travel costs are the same for 
a quick trip to nearby stores or an outing to more developed and attractive areas. 

Consequently, a zoned fare policy may offer a solution for these situations, 
with higher fares for areas that are further away from business or shopping hubs. 
This would encourage denser settlement in neighborhoods closer to core areas, 
which should be reflected in the Master Plan for the city. 

The London bus system is an example of a zoned fare policy: the city is 
divided into nine fare zones with different prices for each origin-destination pair, 
by zone. In Japan, Tokyo is another interesting example, with even its subway 
systems charging fares based on boarding and destination locations, so that longer 

18. The authors calculated this estimate based on the numbers of workers and users that will circulate each day through 
the premises of these new government headquarters. 
19. Possibility of travelling on other integrated lines without paying a further fare within 120 minutes. 
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trips are more expensive. In addition, many major cities have implemented public 
transportation management systems that allow metropolis-wide policies to be 
implemented, in contrast to Brazilian cities which have two tiers of administration 
lacking institutional, municipal or metropolitan integration. 

4 CITIZEN PARTICIPATION IN URBAN BUS REGULATORY POLICIES

Brazil’s 1988 Constitution extended citizen rights and institutionalized several 
channels for society to participate in the life of the state by including social par-
ticipation mechanisms in federal and local public policy decision-making processes 
(Rocha, 2008).20 

In terms of urban policies, particularly those related to urban mobility, the 
Cities Statute (Law 10,257/2001) and the Urban Mobility Act (Law 12,587/2012) 
introduced tools for materializing the principle of social participation in the 
democratic administration of the city. For example, Articles 14 and 15 of Law  
12,587/2012 assure public transportation passengers the right to take part in plan-
ning, oversight and assessment of local service policies through collegiate entities, 
ombudsman offices, and public hearings and consultations, in addition to other 
systematic communication, evaluation and accountability procedures. 

Similarly, an increase in a city bus fares in São Paulo triggered the protests 
that spread nationwide in July 2013, clearly reflecting the demands of organized 
society to participate effectively in decisions on transportation services. 

However, social participation in regulatory policies for public transportation 
by buses is not a common practice in Brazilian cities. Only a few municipalities 
have set up Municipal Transportation Councils, with no systematized data avail-
able on the use of public hearings or consultations for discussing fare policies and 
planning for these public utility services in Brazil. 

The 2001 Basic Municipal Data Survey (Munic) found municipal transpor-
tation councils in only 4.9% of Brazilian municipalities. Among them, 69.6% 
had held meetings during the period covered by this survey, ranging from “very 
frequent” (51%) to “irregularly” (25%). According to the survey’s report, this shows 
that many of these councils are either inactive or barely functional. Among the 
municipal transportation councils in place, 76.1% allocate seats evenly between 
government entities and representatives of civil society. The following edition 
of this survey (Munic, 2012) indicated an uptick in the percentage of Brazilian 
municipalities with these councils, reaching 6.4% and rising to 76.3% for cities 
with populations of over 500,000 inhabitants (table 2). 

20. Available at: <http://goo.gl/ojBmkp>.
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TABLE 2 
Brazilian municipalities with municipal transportation councils (2012)

Regions and classes by size of municipality 
Municipalities

Total With municipal transportation councils (%)

Brazil 5,565 6.4

North 449 5.8

Northeast 1,794 3.2

Southeast 1,668 6.9

South 1,188 11.8

Center-West 466 3.9

Municipalities by population size

Up to 5,000 1,298 1

5,000 − 10,000 1,210 2.4

10,001 − 20,000 1,388 2.4

20,001 − 50,000 1,054 6.5

50,001 − 100,000 327 22.6

100,001 − 500,000 250 43.6

Over 500,000 38 76.3

Source: Munic, 2012/IBGE. 

Corroborating the findings of the Munic Survey, a study by Indi (2014) 
indicated that the effective operationalization of grassroots participation in public 
passenger transportation policy decision-taking processes remains a challenge in 
Brazil, requiring political and institutional maturity. 

When analyzing the effectiveness of public hearings as a mechanism to foster 
social participation in discussions of the Urban Transit Services Concession Award 
Plan for Towns around Brasília, Maia (2015) reached the conclusion that they did 
not contribute effectively to reshaping the policy under analysis.21 

In terms of transparency and access to data, only thirteen (just over a third) 
of 38 Brazilian municipalities with more than 500,000 inhabitants had disclosed 
the costs spreadsheets (on which fares were based) on the Internet by March 2014 
(Iema, 2015), despite nationwide protests in July 2013 and the Access to Informa-
tion Act (Law 12,527/2011). 

5 CONCLUSIONS

Tendering public transportation operations is becoming a reality in Brazil, creating 
opportunities to upgrade the services offered to the population by organizing the 
regulatory framework for the sector and integrating it more closely with urban 
planning, in order to foster more logical and efficient urban mobility systems. 

21. Available at: <http://goo.gl/ueOI2G>.
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It seems that there is no optimum regulatory framework for urban transpor-
tation services, with each location necessarily selecting the best combinations of 
regulatory attributes, tailoring regulations to its social, territorial and economic 
needs and specific characteristics. This means that, before defining a regulatory 
model, authorities must study market conditions and public transportation op-
erations, in addition to assessing major political, social and economic factors, in 
order to reach the targets set for the economic performances of these systems, the 
quality of the services they render, the spatial layouts of their networks and the 
channels for social participation and control of these services. 

The principles of reasonable fares, social participation and enhanced service 
quality must be assigned top priority when drawing up regulatory models for urban 
passenger transportation services, as these services are vital for low-income com-
munities in major urban centers. Consequently, mechanisms that once received 
little attention now appear to have greater potential for drawing up regulatory 
models. These include: non-fare financing for operations and service organiza-
tion and remuneration models that ensure better compliance with urban changes, 
participation in social controls over these services, meeting quality targets and 
transfers of gains in productivity to users, among other aspects. Added to this 
are recent advances in urban space regulations and tools such as Transit Oriented  
Development (TOD, which interact with transportation planning activities, thereby 
enhancing mobility conditions for the population in general. 
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