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Chapter 8

Local Transport

This chapter discusses the core challenges for the regulation of local transport in
Italy, including the general structure, the role of subsidies and the impact of EU
regulations. A number of comparisons with other European countries are
performed. The chapter presents the drivers for regulatory reform in local public
transports, as well as the limits to the reforms. The regulatory framework of a set of
selected Italian regions is presented in further detail, in terms of its interaction with
the national level, the policies for minimum services, planning for services and
investment, as well as implications from a competition perspective. The chapter also
covers strategies to regulate service quality, as well as the role for consultation and
regulatory impact analysis on policy development in this sector. Finally, the issues
of the co-ordination within integrated transport systems are considered. A brief
introduction to the Italian 2006 taxi reform is also presented.
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Introduction

High-quality regulation allows public targets to be met without unjustified costs for
enterprises and citizens. A quality regulation perspective needs to take into account the
increased fragmentation of responsibilities between regulators at the European, national,
regional and local levels. This fragmentation may create problems of overlapping regulations,
lack of co-ordination and inadequacy with respect to market changes. Local public transport
is an example of such interaction between regulators across levels of government. In the case
of Italy, all three above-mentioned levels have competences in this area.

At European level, regulations impose the criteria of public services’ financing and the
liberalisation of services which can have an impact on cross-border trade (see section on
the impact of EU regulation). At the national level, the transformation of the division of
power between the State and the regions has not invalidated the principles defined by
national legislation on the reform of local public transport, which remain the reference
criteria for regional legislation as they reflect the State’s exclusive legislative role for the
supervision of competition. However, this interaction is not clearly defined, as evidenced
by the number of regional laws invalidated by the Italian Constitutional Court and the
uncertainty over the regime applicable to local public transport (whether the general rules
govern local public services or sectoral services). These difficulties exist even at the sub-
national level due to the dual regional and local nature of planning. This is particularly true
of investments and services (see section on planning for services and investment), which
involve the need for co-ordination at vertical and horizontal levels, for instance between
different regions (see section on integrated transport systems). Finally, problems of
regulator accountability can arise if planning is not adopted, competitive tenders are not
organised or the definition of minimum service is not updated.

Moreover, transparent procedures of regulation sometimes are not adopted at all
levels of regulation. Such procedures should include mechanisms of consultation based on
objective criteria, and techniques of quality regulation, such as impact assessments and
formal and substantial drafting, and ex post analysis to evaluate consistent adequacy of
regulations (see section on ensuring transparency and consistency in the regulatory
framework). The limits imposed by the sharing of competencies and regulatory processes
have implications on the quality of regulations and result in increased disputes, thus
hindering market mechanisms. For instance, the State’s complaints against some regions
which fixed time limits for initiating competitive bidding later than the deadline defined at
national level (Italian Constitutional Court, judgement 80/2006) and the Veneto appeal
against the taxi reform of 2006 (Italian Constitutional Court, judgement 452/2007) are
meaningful. All these complaints are connected to an unclear sharing of competencies
between the State and the regions.!

Finally, information is rarely shared across different levels of government, considering
that regions are not always fully aware of the measures adopted at a local level (see section
on the interaction with the national level), the organisation of competitive tenders for local
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public transport and the number of taxi licences issued being prime examples. The deficit
of information also weighs on the relationship between operators and the public
administration, considering the frequent lack of adequate instruments to monitor the
fulfilment of qualitative and quantitative goals (see section on ensuring transparency and
consistency in the regulatory framework).

This chapter analyses the instruments adopted to obtain high-quality regulation, the
co-ordination between the different levels of regulation, the concrete functioning of
instruments to introduce competition and to guarantee the aims of public service. In
particular, this chapter investigates how national and local authorities are addressing the
reform process, notably in terms of monitoring, establishing criteria for bidding, organising
local public services and collecting data. Issues may include the definition of a “minimum
service” at the local level, and the size of area for bidding. The public means of transport
presented in this chapter covers local railways, buses, tramways, the metro and transport
by sea when relevant. In addition to the above, the issue of taxis, which is indirectly linked
local public transport, is summed up in the section on integrated transport systems and co-
ordination of horizontal services.

General structure of the regulatory framework for local transport
General economic structure, the role of subsidies

Local public transport is characterised by the presence of monopolistic operators
through non-tendered concessions which are subsidised and for the most part publicly-
owned. The objectives maximised by such operators are not necessarily only related to
profit motives, but may also involve maximising transfer payments and ensuring certain
levels of employment. With very few exceptions, financial performance has deteriorated
over the recent period, and during the first half of the 1990s the amount of subsidies from
public authorities covered as much as up to 71% of the operating costs of local public
transport firms.? As shown in Figure 8.1, fares covered only 31% of the operating costs in
2005, while the remaining 61% was made up by public subsidies (51% from the region
aiming to cover minimum service costs; 5% from the State through labour contracts; and
5% from local authorities for services other than minimum services).

Figure 8.1. Coverage of local public transport operators’ operating costs
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This financial situation, which offers insufficient incentives towards efficiency is due,
with few exceptions, to traditional monopoly protection, to the high share of labour costs
in total production costs (on average 60% as shown in Figure 8.2) and to an increase in
production costs, such as insurance and gas-oil prices, of 120% and 54% respectively over
1996-2007.2 These increases have not been compensated by a proportional increase in fares
and public compensations (public financing increasing slower than inflation, respectively
16.5% and 30.5% over 1996-2007).*

Figure 8.2. Structure of costs
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Source: Asstra.

Fares are lower than the European average (see Figure 8.3) and have not been raised
to keep up with inflation trends.” However, the criteria for updating fares are generally
based on costs sustained by operators, and represent a form of ex post cost-plus
regulation,® which offers less incentives towards efficiency, than a pure price cap. This
method is recommended at national level by Legislative Decree 422/1997” and is required
by several operators.® Moreover, all operators suffer from fare evasion, which since 2005
has caused a loss of 6.5% of traffic revenues and an average total loss of EUR 140 billion
annually.’

Figure 8.3. Urban tariffs in large European cities

Turin 0.9
Milan 1.0
Rome 1.0
Madrid 1.0
Paris 14
Bruxelles 15
Berlin 21
Helsinki 2.1
Amsterdam 2.2
London 2.2
Copenhagen 2.4
Oslo 3.1
Stockholm 3.7

0 0.5 1.0 1.5 2.0 2.5 3.0 3.5 4.0
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Source: UBS, Prezzi e salari.
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Figure 8.4. Medium nominal increase in cost of main public utilities
1996-2003, average annual variation

5.1%

3.7%

S 3.1%
2.6% 2.6% T
I I .

Water Sea transport Waste Motorways  Rail transport Urban Post services
transport

Source: Earchimede, data from the Ministry of Economics and Finance and Istat.

The local transport sector is still characterised by publicly-owned operators which
operate under contracts directly awarded by the same local authorities that are their
shareholders.'? National regulation, which only requires a transformation in joint-stock
companies, which are private only in a formal sense, has contributed to delaying
substantial privatisation: in Lombardy the two railway operators are publicly-owned
companies (Trenitalia S.p.A. and LeNord S.r.l.); the company entrusted with metro services
is public (ATM S.p.A.); and 11 bus service operators out of 102 are either publicly-owned or
their shareholders are both private and public. In Veneto the two railway operators are
publicly-owned companies, and shareholders are both private and public in the only firm
operating in terms of local transport; 13 total or partial publicly-owned companies are in
the bus sector and 26 are private. In Piedmont the two railway operators are publicly-
owned companies, as well as the firm in charge of metro services. The number of firms
acting in local public services that are owned by public authorities requires that bidding
should not be organised by local authorities which are simultaneously contractor-regulator
and owners of the operators. This is one of the points which has been stressed by policy
analysts and policy makers in favour of a national independent regulator for transport
without interfering with the existing division of powers between the State and regions as
set out by the Italian Constitution. Moreover, instituting a national authority for transport
could help set up uniform standards of efficiency and quality across the country, beyond
regional regulations. It would also help to provide adequate information which would
enable a yardstick for competition at local level.'!

Another critical point arises from the national regulation of local public services which
imposes the separation between asset ownership for local authorities or publicly-owned
companies which must remain public, and their management by publicly-owned
companies with directly awarded contracts or by companies winning corresponding bids.?
This regulation allows a double monopoly on infrastructures and services to be
maintained. It does not provide sufficient incentives for expanding networks
geographically. It also does not establish a clear division of responsibility between owner
and manager: a problem of co-ordination could emerge, for instance, in order to incentivise

the extension and maintenance of infrastructures.!3
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Finally, most of the 1 260 local public transport companies'* are below optimal size to

allow for full exploitation of economies of scale and density. Of the local public transport
operators, 45% have less than five employees, mostly acting in the route services through
1-5 buses.!® For instance, 79 local operators offer bus services in Piedmont, 39 in Veneto,
50 in Tuscany, 102 in Lombardy. This extreme fragmentation calls for merging firms acting
in adjacent territories, in the case of small and medium cities, and for disaggregating
services to be provided in larger cities.1®

The subsequent inefficiencies of the sector do not only have a direct impact on
citizens’ well-being: they also block any policy aimed at limiting private traffic. They
therefore make it impossible to solve problems of congestion and air pollution which
primarily affect major cities. This maintains a vicious circle in which private traffic
increases because no valid alternatives are provided by public transport, thus further
increasing congestion and causing public transport to move more slowly. This in turn
increases the number of public transport vehicles needed to sufficiently maintain regular
service on lines, and the number of staff needed to serve more passengers. It also partly
explains the lack of investment in tramways and metropolitan trains because public
resources must be used for day-to-day management.!’

Comparisons with other European countries

Italy is not the only country with a partial liberalisation of local public transport (LPT).
In Europe, the UK is the only country with a completely free and open local transport
market and where reform started in 1984. Local public transport in cities is organised on a
competitive basis in few cases (Spain, Sweden, Denmark, and Finland). In the rest of
Europe, the liberalisation process is still in its early days.'®

Structural and performance indicators are available to compare public transport in
Italy with other EU member states.'? Italy has the lowest rate of local railway transport
among the countries examined (35%). The other markets tend to show a more balanced
road/rail ratio: their average is 49% (Table 8.1). The supply of kilometres (bus) per
inhabitant in Italy is slightly lower than the average of the other countries (30.8 km against
33.6 km), significantly below the UK (41.3 km) and Sweden (56.0 km). The commercial
speed of Italian buses does not exceed 20.2 km/h, which tends to be lower than in other
countries, and is close to German and Belgian standards.

Table 8.1. Road/rail ratio

Passengers per km (in %)

) Average
Italy UK Germany France Sweden Holland Belgium without Italy
Road 65 52 53 55 50 55 42 49
Rail 35 48 47 45 50 45 58 51

Source: EARCHIMEDE, 2005.

The analysis shows that LPT in Italy is highly fragmented. The cumulated share of the
top five companies on the road market barely exceeds one fourth of the market, which
differs from the other countries. In France, for instance, the same share reaches 82%, in
Belgium and Sweden 77% and 72% of the domestic market (see Table 8.2). While the higher
fragmentation of the market is not per se an element to avoid, it may not necessarily allow
to take advantage of economies of scale while smaller operators are still in a monopolistic
situation on local markets.
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Table 8.2. Market share of the top five bus companies

In %
) Average
Italy UK Germany France Sweden Holland Belgium without Italy
27 66 37 82 72 49 77 64

Source: EARCHIMEDE, 2005.

The privatisation process in Italy is only partly advanced. In other countries, the
presence of private operators is significant. Besides the extreme case of the UK, which
shows an almost full privatisation (95%), the market is mainly private in Sweden (76%)
and France (64%), and balanced in Germany (48%). In relative terms, the Dutch and
Belgian markets are the only ones to have more public operators than in Italy. Despite
the strong presence of public operators, public investment in renewing the bus fleet
remains 26% below the average of the other countries, resulting in a relatively older
fleet in Italy.

In terms of performance, the study focused on the road transport sector. Significant
scope for improvement remains in terms of business profitability in Italy. Italy records the
second highest production value per kilometre after Germany, but this is mainly due to the
high contribution by the public (2.2 EUR/km/year), which is 57% higher than the average.
The gross operative profit on production value does not exceed 6.5%, a figure nearly half
that of France, the UK and Sweden. The operational income on production value is negative
(-1.1%) in Italy, against an average of 3.5%.

Table 8.3 summarises the main performance indicators for the period considered. The
Italian local bus industry is characterised by the second-highest operational cost (behind
Germany), the highest unit labour cost and the second lowest labour productivity (behind
Belgium). In addition, Italy shows the highest level of public subsidies, even if traffic
revenues per km are not the lowest in Europe. One of the main factors leading to low traffic
revenues refers to the low tariffs applied. This contributes to a revenue/cost ratio lower
than elsewhere.

Table 8.3. Performance indicators of the local bus industry
Average values, 2002-04

IT UK GER FR SWE NL BEL [
Public subsidies per km (EUR) 22 0.6 15 1.9 0.9 15 2.0 14
Traffic revenues per km (EUR) 1.08 1.49 2.39 1.14 1.07 0.98 1.00 1.34
Operating costs per km (EUR) 3.5 1.8 4.0 2.9 1.9 2.4 3.0 2.7
Labour costs per km (EUR) 2.3 0.8 21 1.6 1.1 1.7 2.0 1.6
Average product (vehicle-km) per employee 17 060 20 592 17 761 20 506 23423 18 275 10018 19763
Standard ticket fare (EUR) 0.84 1.53 1.89 1.26 1.95 1.60 1.40 1.60
Monthly pass in capitals (EUR) 30.00 41.33 51.19 45.80 44.02 47.02 32.54 43.68
Revenue/cost ratio (%) 30.7 84.2 60.5 39.2 55.4 40.0 33.1 52.1

¢ = Average, excluding Italy.
Source: EARCHIMEDE, 2005.

Drivers and limits of regulatory reform in local public transports

Attempts have been made to address national and regional regulation problems, with
as yet unsatisfactory results. Significant changes started to take place in the relationship
between the State and regions in terms of regulating local public transport. Mechanisms
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for the sharing of powers between central and local governments were reshaped by Law 59,
which introduced instruments for revising monopolistic systems through “rules for
competition in the periodic awarding of service contracts” and “replacing the
concessionary regime with the authorised regime”,?° while regions and local authorities
were charged with the functions and duties of administering rail, maritime and air services

of local scope as a result of Legislative Decree 422/1997.%
Specifically, the reform introduced the following criteria:

e Shifting the planning competencies and the management of subsidies from the national
to the regional level.

e The competitive tendering mechanism for the allotment of services.

e The contractual definition of relations between managers and public authorities whose
budgets must be definite and able to meet the requirement of the 35% ratio of revenues
to operating costs, not including infrastructures costs.

e A fare mechanism based, if possible, on price-cap methods.??

e The elimination of unnecessary requirements to guarantee that the provision of
minimum services refers to “activities qualitatively and quantitatively sufficient to meet

citizens’ demand for mobility, the costs of which are met by the budget of the regions”.?3

e The compulsory transformation of operators into joint-stock companies.

e The drafting of a thrice-yearly plan for minimum services, defined by the region in
agreement with local authorities after consulting with trade union associations and
consumer organisations,24 which are added to the Regional Transport Plan, the
Catchment Plans adopted by the provinces, which define the traffic catchment areas for
the transport network, the Urban Traffic Plans and the Mobility Plans, which define the
necessary infrastructures and investments.?

e The realisation of an integrated transport system.?®

These reforms have not yet been fully implemented. Plans are not always adopted or
updated (section on planning for services and investment) financial stability is difficult to
achieve (see section on the impact of EU regulation), as is the realisation of an integrated
transport system (see section on integrated transport systems and co-ordination of
horizontal services).

The major difficulties concern the introduction of competition “for” the market. The
delay in the introduction of this reform is largely due to the uncertainty over the applicable
regulation. The liberalisation process initiated at regional level was interrupted in 2001,
when national legislators changed the general rules governing local public services,
allowing contracts to be awarded without bidding procedures to companies that are
entirely publicly-owned, a common case at the local level (Art. 35, Law 448/2001). This
action introduced uncertainty over the regime applicable to local public transport at the
national level, whether the general rules governing local public services or the sectoral
ones apply. This uncertainty was only resolved in 2004 through further legislation
(Law 308/2004), which clarified how the special rules defined by Legislative Decree 422
applied to local public transport. This clarification was also supported by a judgement of
the Constitutional Court in 2006 (No. 80). However, the transitional period has been
continually extended and the latest recorded extension was 31 December 2008. The original
deadline for introducing competition “for” the market (31 December 2003) was initially shifted
to 31 December 2005 (Law 27/2004), then to 31 December 2006 (Law 266/2005), and

294 OECD REVIEWS OF REGULATORY REFORM: ITALY - ISBN 978-92-64-06725-7 — © OECD 2009



111.8. LOCAL TRANSPORT

31 December 2007 (Law 17/2007). The latter national regulation allows regions to introduce
a further extension of directly awarded contracts to 31 December 2009: i) if the publicly-
owned companies relinquish (through a competitive procedure) 20% of their capital or 20%
of their services to companies in which the public authorities have no shareholding interest;
ii) in the case of mergers of transport operators, which involves companies operating in the
same region or in contiguous traffic catchment basins (Art. 18, Para. 3ter, Law 17/2007).

As a result of the inadequacy of national regulation, tendering procedures have been
implemented in few cases. Until now, only 20% of local public transport is the result of a
tendering procedure.?” During the period of uncertainty over the regime applicable to local
public transport, a number of municipalities continued to award contracts directly to local
public companies through in-house providing mechanisms. Other local public transport is
still managed through non-tendered concessions as a result of the continued extension of
the transitional period. Currently, the lack of sanctions in cases where contracts are
awarded directly even after the transitional period, is an important element of uncertainty
and of differentiation between the regions.?® The transitional period for direct contracts
would once again have been extended until 1 January 2009 (for road transport) and 1
January 2011 (rail transport) if the proposal of the working party (Tavolo tecnico) of the
Presidency of the Council of Ministries had been accepted. The procedure of putting out to
tender would have been significantly conditioned by the new regulation which requires
regions not only to reorganise the optimal size of catchment areas and areas for bidding,
but also to implement the social clause, which requires the incoming firm to employ all
workers employed in the outgoing firm.?°

Moreover, competitive bidding would not be the only means of selection and the local
authorities could choose to award contracts directly to a publicly-owned company or to a
firm where shareholders are both public and private, the private firm being chosen through
competitive bidding (a so-called double object competition). The same procedures would
have been followed if the general reform of local public services had entered into force (the
so-called Lanzillotta draft law). According to the Lanzillotta draft law, the Italian Antitrust
Authority would have had to provide consent for every contract awarded directly. Neither of
these proposals was adopted. However, the possibility to award contracts directly instead of
through a competitive bidding system was removed from the second draft law and inserted
in Law 133/2008, with substantial modification of the role of the Italian Antitrust Authority,
which is limited to providing advice.30 Although this general rule concerns local public
services, it is expressly qualified as applicable to local public transport instead of regulation
by sector. Consequently, the new regulation overturns the previous general rule based on
competition “for” the market and opens the possibility to derogate this mechanism without
cogent and effective limits (wWhen competition is prevented by specific “economic, social,
environmental and geomorphologic” characteristics of the market).3

Legislative Decree 422/1997 has also regulated the transport financing system,
recently modified in 2008. Until 1996, regional local public transport financing came from a
National Fund for Transport (Fondo nazionale trasporti) instituted in 1981 and based on
standardised costs of firms. This system was then suppressed in 1996 (Art. 3, Law 549/1995)
because, in the absence of a definition of optimal cost levels, standardised costs were based
on medium costs calculated through historical costs. This in fact amounted to a reward for
inefficiency. The National Fund was then substituted by a Regional Common Fund (Fondo
comune regionale), based on regional financing and on a share of the inland duty on gasoline.
According to Legislative Decree 422/1997, each region must create a Fund for Transport to

OECD REVIEWS OF REGULATORY REFORM: ITALY - ISBN 978-92-64-06725-7 — © OECD 2009 295



111.8. LOCAL TRANSPORT

finance minimum services, with their own and national resources (Art. 20, Para. 1); other
local public transport can be instituted and financed by municipalities and provinces.
Subsequent to this reform, more than half of the financing of local public transport came
from regional resources to a minimum service (53.9%). The remaining funds are transferred
from the state to regions (20.4%) or directly to Ferrovie dello Stato S.p.A. (26.3%, according to
Art. 8 and 9, Legislative Decree 422).

However, the sector is still characterised by operators who do not attain economic and
financial stability and are demanding new central financing. The 2008 financial law changed
the financing system: ordinary statute regions have no more national economic transfers,
but a share of the inland duty on gas-oil for haulage (Art. 1, Para. 298, Law 244/2007) and an
additional share of the inland duty on gas-oil for haulage delivered in the regional area.
Economic resources for Ferrovie dello Stato S.p.A. services are still provided by the State and
a new Fund to Promote and Sustain Local Transport Development has been created (Fondo per
la promozione e il sostegno dello sviluppo del trasporto locale, Article 1, Paragraph 304).3? As of
2011, these economic resources will be shared on the basis of “premialita” criteria (i.e. funds
are awarded on the basis of how well the participants have attained certain targets), aiming
to incentivise efficiency, efficacy and the quality of services, public mobility and
environmental protection.3® This constitutes an important step in the application of Art. 119
of the Italian Constitution, requiring regions and local authorities to finance public functions
through autonomous resources, and a rise in the financing sector of EUR 400 million in 2008
compared with 2007 (EUR 273 million “for running costs”, EUR 125 million for new
investments and EUR 2 million for the National Observatory on Local Public Transport).

Impact of EU regulation: Public service financing and awarding of contracts in EU law

Public transport has traditionally been characterised by extensive public involvement
in the form of financing and management. Consequently, the European Community
intervention in this area has focused on modernising and standardising relations between
operators and public authorities and on defining liberalisation instruments.

The search for a criterion to distinguish between justifiable financial assistance regarding
public service obligations and assistance considered as a State aid has been a key aspect of EU
regulation. Traditionally, European regulation required that all accounts of activities with
public service obligations be kept separate from the accounts of any other activities belonging
to a particular enterprise. The compensation from public authorities must only reflect the
costs directly related to the public service obligation. Further, the compensation method must
be predetermined. Case law has established criteria whereby compensation for public service
obligations does not constitute State aid when granted in compliance with a series of
provisions principally aimed at evaluating the impact of competition but which fail to satisfy
the requirements of predictability and legal certainty. These provisions were set out by the EU
Court of Justice (2003 Judgment, Altmark Trans GmbH):

e The recipient undertaking is actually required to discharge public service obligations and
those obligations have to be clearly defined.

e Second, the parameters on the basis of which the compensation is calculated have been
established beforehand in an objective and transparent manner.

e The compensation does not exceed what is necessary to cover all or part of the costs
incurred in discharging public service obligations, taking into account the relevant
receipts and a reasonable profit for discharging those obligations.
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e Where the provider of public service obligation is not chosen in a public procurement
procedure, the level of compensation has been determined on the basis of an analysis of
the costs which a typical undertaking would have incurred in discharging those
obligations. This is under the assumption that this undertaking is well-run and adequately
provided with means of transport so as to be able to meet the necessary public service
requirements, and takes into account the relevant receipts and a reasonable profit for
discharging the obligations. In some cases, contributions can be considered as State aid
since they do not meet the above criteria. Community law considers public service
compensation to be exempt from prior notification when it relates to air or maritime links
to islands whose traffic does not exceed 300 000 passengers/year>* and public service
compensation for public transport or for complying with tariff obligations paid in
accordance with Regulation 1 370/2007.

European rules on transport liberalisation have not traditionally been applicable to
local public transport because of its limited influence on cross-border trade. However, a
number of countries have opened local and long-distance transport to competition “for”
the market and community institutions have consequently realised that the provisions
laid out above are no longer valid. Regulation 1 370 of 23 October 20073 acknowledges this,
but does not fully draw the implications of the change. In fact, competition “for” the
market is not considered a general method to award services, because competitive bidding
is compulsory only in cases of “gross cost contracts” which are entirely financed by public
authorities who assume all the entrepreneurial risk (services concessions contracts). For
“net cost contracts”, the European rules permit local authorities to provide transport
services directly themselves or to award contracts directly “to a legally distinct entity over
which the competent authority (...) exercises control similar to that exercised over its own
departments”, “unless prohibited by national law”.3 This is the case of the Italian
Legislative Decree 422, requiring a competitive-aware procedure. This regulation allows
member states to decide if competitive bidding procedures are to be used for regional and
long-distance rail transport services when contracts involve small amounts (EUR 1 million)
or short distances (300 000 kms per year). Additionally, it permits existing contracts to run
their normal course and allows the rights of workers in individual companies to be
respected through a “social clause”. This clause implies that where the conclusion of a
public service contract may entail a change of public service operator, it should be possible
for the competent authorities to ask the chosen public service operator to apply the
provisions of Council Directive 2001/23/EC of 12 March 2001 on the approximation of the
laws of the member states relating to the safeguarding of employees’ rights in the event of
transfer of undertakings, businesses or parts of undertakings or businesses. This directive
does not preclude member states from safeguarding transfer conditions of employees’
rights other than those covered by Directive 2001/23/EC and thereby, if appropriate, taking
into account social standards established by national laws, regulations or administrative
provisions or collective agreements or agreements concluded between social partners
(Preface, Section 16, Regulation 1 370).

Despite the flexibility of European regulation, it is important to stress that these
regulations should be considered as minimum liberalisation standards and not goals.?’
The above-mentioned limits of national and European regulation has almost certainly
contributed to discourage bolder regional decisions, as expressly mentioned by Tuscany in
the context of this study. However, these regulations should not be used as a justification
for postponing regional decisions related to liberalisation and modernisation.
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Regulatory framework for local transport in a set of Italian regions
within a national context

Interaction with the national level

All 15 ordinary statute Italian regions have adopted regulation consistent with the
criteria of Legislative Decree 422/1997. This is also the case for the regions with a special
statute: Aosta Valley and Friuli Venezia Giulia. Sardinia only did so in 2005, and Sicily and
the autonomous provinces of Trento and Bolzano are still pending. The situation regarding
the application of Legislative Decree 422/1997 is more fragmented; for example, the
Transport Plan was adopted in 16 regions with varying contents, while it is not provided for
in Lombardy and Aosta Valley.3®

With the reform of Title V of the second part of the Constitution, regional competence
in the field of local public transport was transformed from “concurring” into “residual
exclusive”,3 with the central government retaining its powers in the field of safety, while
a concurrent competence of the State and regions was introduced regarding the regulation
of “major transport and navigation networks”.#? This change in the division of powers has
not invalidated the principles defined by Legislative Decree 422, which remain the
reference criteria for regional legislation as they reflect the State’s exclusive legislative
competence regarding the supervision of competition.*! On this basis, the Constitutional
Court ruled as invalid those parts of the regional laws of Liguria, Veneto and Calabria in
which they set a time limit for initiating competitive bidding procedures for awarding
service contracts which was later than the deadline defined at national level by National
Regulation 422,42

The Italian Constitutional Court decisions have contributed to clarifying the share of
competencies between the regions and the State. However, elements of uncertainty remain
between regions and local authorities. For example, Veneto considers critical that local
authorities have the competence to draw up minimum service contracts, but the financial
resources concerned are determined by the region.

However, the new delegation of specific competencies to regions has not been
accompanied by adequate instruments for monitoring policy developments, thus creating
an important gap of information. At the national level there is no information about the
number and nature of local operators, delimitation of minimum services, quality of services,
competitive biddings, planning procedures and no database on regional regulation exists.*>
This lack of information influences the quality of the National Transports Plan** and does
not permit the monitoring of the use of public financing.*> This situation could be reversed
with the entry into force of the National Observatory on Politics of Local Public Transport
(Osservatorio nazionale sulle politiche del trasporto pubblico locale) of the Ministry of
Infrastructures and Transports, where the Ministry, regions, municipalities and provinces
(Art. 1, Para 300, Law 244/2007) are all represented. The Observatory, which is aimed at
verifying the evolution of this sector and reporting on this to the Parliament, must organise
a public database and an electronic system linked with those at the regional level.

Another critical point between the State and regions is due to the initial uncertainty
over the regime applicable to local public transport, which contributed to the use of directly
awarded contracts instead of competitive bidding, for instance in the municipalities of
Rome, Alessandria, and Asti.#®

Finally, all regional law imposes the so-called social clause through a reference to
national regulation Art. 26 of Royal Decree 148/1931.% This regulation, which requires the
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incoming firm to employ all the workers of the ongoing operator and to confirm the
original economic rights, works together to increase labour costs which represent 60% of
total production costs. It also acts as an important barrier to entry and represents one of
the obstacles to the proper functioning of tendering procedures. It also has negative
consequences limiting the efficiency of operators and generating costs for public
administrations.*® In fact, regions are completely free to decide these matters, because
both national and European regulation (Directive 2001/23/EC) enable but do not impose the
social clause. While the general interest requirement of protecting employment cannot
easily be met without distorting the market, other options could have been considered,
such as the use of workers who are not necessary to local public transport in order to
increase the quality of the service,*° or a transparent financing of social support schemes
protecting workers from the risk of unemployment.>®

Minimum services

The minimum services awarded by local authorities through public service contracts
must be guaranteed for all citizens and financed by the regional budget. For these reasons,
the identification by regions of activities to be considered as minimum services is crucial.
A too broad delimitation could overburden operators’ budgets with implications in the end
for regional budgets. However, a too narrow delimitation could also compromise the
universality of services. However, the regions with an ordinary statute have confirmed the
current definition of minimum services without any further analysis to identity those
activities that are not necessary to consumers or which could be assured in a more efficient
way.>! According to regional regulation, activities considered as minimum services are
determined by region and local authorities through a Service Conference (Conferenza di
servizi minimi) in Tuscany,”? and in Veneto,”3 and through a Programme Agreement (Accordo
di programma)>* in Molise.” Two Service Conferences were convened in Veneto in 1998 and
2002, but no data are available on the implementation of the mentioned regulation in other
regions.

Moreover, minimum services must be regulated by a regional thrice-yearly plan. A
Plan for Minimum Services was adopted in Molise (according to Art. 12, Regional Law 19/
2000), but not in Veneto, nor in Tuscany and no data are available concerning other regions.

As specified above, the European regulation implies that the method for compensating
public service should be determined in advance and “in such a way that no compensation
payment may exceed the amount required to cover the net financial effect on costs
incurred and revenues generated in discharging the public service obligations, taking
account of revenue relating thereto kept by the public service operator and a reasonable
profit”.>® However, these rules are not fully applied at regional level in Italy. According to
regional regulations, in Tuscany, Veneto, Piedmont and Lombardy, accounts concerning
minimum services must be separated from those of other activities. However, in Veneto,
the Giunta decides the amount to be financed in terms of euro/km on the basis of the cost/
km determined by public regulation.”” Ninety five per cent of the funds are paid in advance
through monthly instalments and the final 5% upon receipt of the annual statement of
services completed. In Piedmont, minimum services financing is shared between
municipalities and provinces on the basis of services planned and every three years the
goal accomplishments are checked.”®

Finally, according to Art. 19 of Legislative Decree 422, regional economic transfers must
stay within a 35% ratio of revenues from services to operating cost less the costs of
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infrastructure. This principle is generally confirmed by regional regulation,”® but is not
always enforced.

Planning for services and investment

Regional and local planning concerning investment and services are used as
instruments to achieve an appropriate level of supply of services, in line with demand for
mobility and with political aims concerning the development of the sector. Although
services and investment planning have common objectives, they are implemented
independently and are not always co-ordinated. At the national level it is difficult to plan
investments because of the lack of information about plans adopted at the regional and
local levels, their content and the effective need for infrastructures. The problem of
information increased over 1944-2001 and 2006-08 when national regulatory powers
concerning services were separated from the infrastructure powers, pertaining
respectively to the Ministry of Transport and the Ministry of Infrastructure. The financial

law of 2008 established a unique ministry for services and infrastructures.®®

Regional and local plans are not always adopted or up to date. For instance, the Regional
Transport Plan for Tuscany (Piano regionale della mobilita e della logistica) was adopted in 2004.61
However, the Provincial Catchments Plan, which defines the traffic catchment areas for the
transport network, has not been adopted nor is it regulated by the regional law. In Veneto, the
Regional Transport Plan®? was adopted by the Giunta in 2005, but has not yet been approved by
the Regional Council. Otherwise, Catchment Plans®3 have only been adopted for Belluno,
Padua, Rovigo, Treviso, Venice, Verona and Vicenza. So far, three plans for the acquisition of
buses and one for investment in technology have been approved according to Art. 18 of
Regional Law 25/1998. Investment plans financed by the region are carried out through
Programme Agreements (Accordi di programma) concluded between the regions, provinces and
municipalities.®* In Piedmont, the first Regional Plan for Transport was adopted in 1979, the
second in 1997 and the third in 2004, but none were approved by the Regional Council. The new
plan covers 2007-09. In Lombardy, no Regional Transport Plan was adopted after that of 1982
and the region has never marked the boundaries of traffic catchment areas.

Competitive aspects

A major obstacle to the proper functioning of tendering procedures is due to the
potential conflict of interests that may arise in the frequent cases where municipalities
issuing calls for tender and selecting the winning bidders are also shareholders in one of
the participating firms. In fact, the compulsory transformation of operators into joint-stock
companies imposed by Legislative Decree 422/1997 only created a formal separation
between the public entity’s role as owner and that of a regulator. Moreover, for competitive
bidding to be successful it is crucial to correctly define the traffic areas. Specifically,
adopting automatically the territorial boundaries of the contracting municipalities or
provinces should be avoided; these areas should be defined case by case and should be
large enough to achieve economies of scale. Combining of lots could also lead to set up
larger operators, but could cut down the number of operators able to participate in the
bidding. In any case, the number of bidders could be higher than those of lots. A limitation
in the number of participants to the tender could also result in combining different
transport services, especially when qualification for railways services is requested.®?
Moreover, the social clause mentioned earlier is to be noted as among obstacles to the
proper functioning of tendering procedures (see section on the interaction with the
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national level). In the railway sector, the fact that bidders are frequently required to have
rolling stock available when it is not made available to them by the administration is an
important obstacle to the participation of new entrants with regard to the tendering
procedures.®® Therefore, the calls for tender must not impose the availability of rolling
stock as a qualification to compete and must allow the winning bidder sufficient time to
purchase or lease the necessary equipment, which is mostly owned by Trenitalia S.p.A., the

publicly-owned firm incumbent in national transport services.®”

All these factors have contributed to the limited participation in biddings, as
shown in Table 8.4, and to the frequent adjudication in favour of the incumbent
(Table 8.4 and 8.5).%8

Table 8.4. Competitive bidding procedure at regional level (2005)

Regions Tenders Participation of former monopolistic companies (%)
Friuli V. Giulia 04 100
Aosta Valley 06 100
Piedmont 01 100
Liguria 04 75
Lombardy 36 78
Emilia Romagna 08 100
Tuscany 14 100
Marche 05 100
Umbria 03 100
Lazio 05 100
Apulia 07 100
Basilicata 02 50
Total 95

Source: Italian Antitrust Authority, Decision 1657, Point 50.

Table 8.5. Competitive bidding procedures in municipalities’ chief town
Values (in %)

Number of bidders

Less than three Three More than three
69.6 15.2 15.2

Number of foreign bidders

No one One At least two
86.1 111 2.8
Reduction
Less than 1% 1%-5% At least 5%
65.4 30.8 3.8

Selecting procedure

Competitive bidding Direct awarding contract In house providing
46.4 25.8 27.8

Adjudication to former companies

Yes Yes, with other operators in temporary association Total
(raggruppamento temporaneo di imprese) or consortium
58. 19.5 100.0

Source: Bank of Italy, February-March 2007.
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In Tuscany, bidding is only one of the forms indicated by regional law to choose service
providers. Tuscany was the first Italian region to experiment with competitive bidding for
ten extra-urban services in 1998. Nevertheless, the bidding which was characterised by a
30-40% reduction and only one incumbent participated, was contested by some
incumbents and cancelled by the Regional Administrative Court (Tribunale amministrativo
regionale). Veneto Regional Law 25/1998 imposed competition “for” the minimum services
or competition to choose private shareholders, but allowed for the postponement of
biddings until 2003 in the case of the transformation of operators into joint-stock or co-
operative companies (Art. 22). The transitional period was then continually extended
following the opportunity made possible by the national legislation: first to December 2006,
then to December 2007 and finally to December 2008.%° As a consequence, all local public
transport activities were awarded without bidding procedures to the previous “concession”
holder. Until now, the only tender procedure used for the attribution of railway services,
excluding infrastructures, was “Lotto 2”, which covers 76% of the total annual railways
(11714 478 km). Only one bid was presented by a temporary group of companies
(raggruppamento temporaneo di imprese) between Italian public-owned companies. This
system enables firms to present a joint offer when they do not individually have the
requisite application criteria.”® Molise regional law imposed a competitive bidding to
choose service operators and private shareholders in 2004, but this method has not yet
been applied: “concessions” for route transport have been extended and bridge contracts
(contratto ponte) have been approved in other transport sectors. The criteria for competitive
bidding established in the regional law’! can create obstacles for newcomers: the demand
for experience in local public transport in the preceding three years (at least 400 000 km),
availability of technical equipment and a preceding three-year transport activities’ invoice
of not less than 35% of the auction’s value. Although Piedmont regional law’? provided only
for competitive bidding to select local public services operators, only 2% of the services
were allotted by tender. Ninety six per cent of the existing contracts of services were
extended. In Lombardy too, competition “for” the market is the only way to select a
transport operator.”3 Of the provincial capitals, 15 have organised competitive bidding for
local public transport (except railways), while the other 30 maintain a concession regime.
Competition “for” the market of railways was experienced for only 6% of these services; the
fact that the only tender concluded has been won by a raggruppamento temporaneo di imprese
between the three main operators is considered by this region as an argument against a
further utilisation of the competition for the market.

Improving service quality through quality regulation

Local public transport always faces a risk, in case of a too low service quality. If local
transport moves too slowly compared with the rest of the traffic, it risks losing clients, with
implications in terms of productivity and financial outcomes. In fact, in the last five years
the medium speed of local transport has fallen from 16.2 km/h in 2002 to 14.1 km/h in 2007,
whereas the speed of private transport increased from 23.3 to 25.3 km/h.”* The use of local
public transport has fallen from 13.6% (in 2002) to 11.5% (2007).

The national regulations also aim at increasing the quality of local public services,
with several instruments used for that purpose. New national regulations established a
closer relationship between Public Services Contracts and the Public Services Charters.”>
The Contracts set the quality and quantity standards which are then adopted and specified
by the Charters. The two combined result into commitments to consumers. Consumers
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and operators’ associations must be consulted before adopting the Public Services Charter,
as well as in the periodical revisions of standards, and municipalities must monitor the
respect of Contracts and Charters with the participation of consumers’ associations.”®
According to the only data available, in Veneto, Tuscany and Molise all transport operators
adopted a Public Services Charter (in Piedmont this was the case for the main operator of
the Turin area (GTT S.p.A).”” as well as for Trenitalia S.p.A. However, it is not clear whether
these commitments for quality proceed in applying traditional regulation or the new rules.
However, the new regulation mentioned above is too recent to be assessed in terms of its
impact.

No data are available on the use of incentives to stimulate quality standards and their
impact. In Veneto, for instance, the allocation of 1% of funds for route and lagoon transport
depends on the attainment of a 35% ratio between revenues and costs or on an
improvement in this ratio compared with the previous year; and the allocation of 2% of the
funds is related to the respect of quality standards.

The crucial element is the monitoring of commuters’ satisfaction and the quality of
services, which are not even imposed by the new national rules. In general, some form of
inspection is organised in three-fourths of the municipalities. However, monitoring service
quality and users’ satisfaction are often carried out by the operators; one-tenth of
municipalities had not established any type of sanction in case of lack of performance.”®
According to a Bank of Italy analysis, accountability for efficiency and quality of services
increase with liberalisation, although the evidence is rarely publicly available. In Tuscany a
Regional Observatory of Local Public Transport (Osservatorio sul trasporto pubblico locale) was
instituted to monitor and spread yearly data on the quality of services, demand for
transport, company efficiency, safety, environmental impact, competitive biddings.”® In
addition, a Contact Centre was set up to receive complaints for inefficiencies in services. In
Piedmont, the Regional Observatory for Mobility (Osservatorio regionale della mobilita)
monitors the quality of services and collects data on supply and demand, which must be
presented annually to the regional Giunta and Consiglio and to associations of unions,
operators and consumers (Art. 13, Regional Law 1/2000). No monitoring quality system had
been organised in Molise and no data are available in other regions (except for an
experimental quality monitoring carried out in the Venice basin, introduced by Decision of
the Giunta 3 859/2004).

No data are available on the perception of quality in each region. However, quality has
generally been falling over 2005-07 (Figure 8.6): the worst judgments relate to tramways
and buses (less than 6 on a scale of 1 to 10); railway services are considered sufficient, while
the perception of metro quality is positive (7.23 in 2007).89

Ensuring transparency and consistency in the regulatory framework
through consultation and impact assessment

In general, regions declared that they use consultation methods in the production of
local transport regulation. In Tuscany local authorities, unions and consumer associations
are consulted for the identification of minimum services and in the regional planning
procedure through the Minimum Services Conference (Conferenza dei servizi minimi).8 In
Veneto, the stakeholders are consulted when the Regional Transport Plan is adopted®? and
must be heard by the Permanent Observatory for Mobility (Osservatorio permanente della
mobilita), which aims to monitor the evolution of the sector with the principal objective of
helping the regional and local planning tasks.®3 Moreover, local authorities are usually
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Figure 8.5. Liberalisation and monitoring of efficiency and quality
of services in provincial capitals
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heard during the investment plans procedure, but not users. In Molise, consumers and
transport operators participated in the Regional Transport Plan® and Regional Minimum
Plan procedures, but not in those aimed at the adoption of the Provincial Catchment
Plans® and the regional Investment Plan for rolling stock. In Piedmont, regional transport
planning procedure provided for the consultation of unions, transport operators and
86 as well as for provincial transport planning procedure (Art. 5,
Para. 7); unions and consumers associations, as well as local authorities are all consulted
with regard to the tariff system defined by the Giunta (Art. 12, Para. 1). In Lombardy, unions
and economic organisations representing a range of social and cultural categories at the
regional level are consulted with regard to the Regional Transport and Mobility Plan, which
directs infrastructures and services transports.8’ Associations representing economic and
social interest in the sector are consulted during the planning procedure to adopt a
Provincial Catchment Plan for Mobility and Transport (Piani provinciali di bacino della mobilita
e dei trasporti),®8 and the thrice-yearly Plans for Minimum Services (Programmi triennali dei
servizi minimi) are adopted by provinces after consulting unions and consumers.3° No
consultation of operators and consumers is provided for Urban Traffic Plans (Piani urbani del
traffico).’® The thrice-yearly Plan for Railway Services (Programma triennale dei servizi
ferroviari) was adopted following consultation with the Council for Mobility and Transport
(Consulta della mobilita e dei trasporti), which represents local public authorities, operators,
trade unions and consumer associations mostly at the regional level.”!

consumer associations,

For the regulation of transport, drafting and impact assessments are used in Veneto,
but not in Tuscany, (although this region introduced impact assessment in 2001 on an
experimental basis and on a permanent basis as of 2006). In Piedmont and Lombardy
drafting is used, but not impact assessment procedures. No data are available on the use of
ex post analysis to evaluate consistent adequacy of regulation.

Integrated transport systems and co-ordination of horizontal services

The increase of transport externalities in terms of pollution and traffic congestion
requires disincentives for private transport. One solution is to internalise the costs
associated with private transport, for instance, through a payment mechanism for users.
Another option is to improve the quality and accessibility of public transport. This can be
done through the introduction of an integrated transport system, jointly considered in the
following as informative integration, physical integration and tariff integration. According
to a study on 69 Italian local public transport operators over 1991-2002, the introduction of
an integrated tariff system increased demand on average by 2% in the short term and 12%
in the long term. The example of Rome is of interest: the introduction of a new integrated
fare system (Metrebus) had the effect of raising public transport use by more of 6% in two
years. The impact of the integrated transport scheme is enhanced, when specific features
are involved to make it more attractive for potential users: the provision for a single
integrated ticket, in addition to a seasonal ticket, together with zonal pricing in urban
areas. All these could increase demand by 7% in the short-run and 34% in the long-run.
Another feature is the extension on the area of validity of the integrated ticket for urban
and intercity services which results in a 5% increase in the number of passengers in the
short-run and 25% increase in the long-run.’? However, the introduction of integrated
systems was generally delayed in Italy compared with other European countries: with the
exception of Lombardy and the Bozen province in the 70s, the majority of operators only
started operating such integrated systems in the 90s.
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The 1997 reform introduced the goal of a transport system to be characterised by
physical and tariff integration, which had to be taken into account by regions in planning
procedures, in marking boundaries of minimum services, and by local authorities in the
granting of services.

At present, Molise and Veneto do not have an integrated transport system. In Veneto, the
tender scheduled for route, railways and lagoon transport for Padua, Treviso and Venice will
aim to fill this gap.’® In Tuscany, regional planning had been an incentive for transport
integration, through an integrated system of railways and integrated rail and transport services
in order to provide links with integrated parking, railway stations, urban centres and with
other infrastructural and technological utilities, such as button-operated traffic lights at
pedestrian crossings. The region considers that all these projects have stimulated the use of
public rather than private transport. Moreover, there are incentives to use low environmental
impact rolling stock. In 1996 Piedmont introduced a tariff zone for the Turin area and some
integration of railways, and over 1995-97 route tariffs were applied in the provinces of
Alessandria, Cuneo and Novara. In addition, the Regional Transport Plan 2007-09 provided for
a transport system which was as integrated as possible within different services: regional
tariffs per km of minimum services; uniform tariffs for extra-urban transports; integrated
tickets for urban areas. Finally, some infrastructural interventions helped to improve an
integrated system, such as the MOVIlinea project, aimed at modernising and securing local
public transport stops and the MOVIcentro project, with infrastructures to support integrated
transport system. Lombardy does not really have an integrated transport system, although
planning for local public services must take railway services planning into account. Moreover,
the extra-urban lines are managed through agreements between provinces.

The rationalisation of local public transport is crucial not only to integrate services at
regional level, but also to co-ordinate neighbouring regions’ services. In fact, catchment
areas need not correspond precisely to regional administrative zones. However, no regional
regulations provided for a compulsory co-ordination, and de facto co-ordination between
different regions’ transport plans is rare. There are no examples in Tuscany or in Veneto.
Co-ordination between plans are being experimented in Piedmont, for instance through
the 2007 agreement with Liguria to improve railways and route transport connection. In
Lombardy, agreements (Protocolli di intesa) exist with Piedmont and Emilia-Romagna for
joint planning of inter-regional railways transports.

Italian taxi reform of 2006

Taxi services illustrate another important aspect of local transport, which is subject to
extensive regulations.? In Italy, taxi regulation is imposed at national (Law 21/1992) and local
levels (municipal rules approved by regions). The change in the division of powers between
the State and regions due to the 2001 constitutional reform has not infirmed the principles
defined by national legislation, as they reflect the State’s exclusive legislative role regarding
the supervision of competition. On this basis, in 2006 a new law, called the Bersani Law,””
introduced a reform of the taxi service, which the Constitutional Court considered coherent
with national exclusive competences on competition, rejecting Veneto’s appeal.”®

In sum, the reform allows municipalities to:

e Provide temporary or seasonal licences in order to cope with special circumstances.

e Issue new licences to be awarded through tenders to qualified people.

e Establish a committee to monitor the services’ regularity and efficiency aimed to adapt
offer to demand.
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e Organise additional shifts for taxis in order to increase the overall number of available
cars at peak times and regulate the price of taxi services for specific routes so as to avoid
the misuse of market power with respect to inexperienced customers.

The Bersani law intended to create instruments to increment the offer and quality of
the services, but have not completed the liberalisation of the sectors. In fact, both the
limits on licence numbers and the requirement that each individual can hold only one taxi
licence are maintained. In addition, Law 21/1992 requires taxis to be organised solely as
artisans or co-operatives, as anything else is considered an unjustified barrier to entry by
the Italian Antitrust Authority.”’

The reform created strong protest by taxi drivers, which led the government to modify the
content of the 2006 reform. Municipalities also created obstacles to its enforcement. Reactions
were mostly due to the fact that licences, which are in theory issued for free according to Law
21/1992, are now traded at a very high price on the second market. A preliminary assessment,
notwithstanding the lack of a systematic analysis on this topic, would tend to put the value of
a licence at EUR 200 000 in Milan in 2003 and EUR 300 000 in Florence in 2006.%® Consequently
licences are considered a sort of pension insurance for the drivers, which they can sell at
retirement. Any increase in the total number of licences is considered a reduction of the capital
value of this implicit pension. The Bersani Law took this critical point into account, and
provided that at least 80% of the income from any tender should be used to compensate the
holders of existing licences issued by the same municipalities. This has not eliminated
opposition, so much so that temporary licences or exceptional tenders were not organised in
Milan. Another correction to the loss of income could be derived from competitive prices,
because demand is very sensitive to price change. However, the use of this instrument is
impeded by regulation and by operators: on the one hand only Rome established maximum -
and not fixed tariffs - for specific routes, on the other hand this flexibility was scarcely used.”®
In any event, to fully address this issue, correct information on taxi drivers’ income would be
required. However, this information cannot be collected as this professional category is
exempted from the obligation to issue receipts for tax purposes.

In general, supply and demand adjustment is very limited. The average number of
taxis per 10 000 inhabitants is 20.8 in major cities (with a resident population exceeding
500 000),1%° 12.2 in medium cities (250 000 to 500 000 inhabitants) and 3.4 in small ones
(population below 250 000). Licences have mostly been issued in the last twenty years.'0?
Only four municipalities have created committees to monitor this activity. With the
exception of Pavia, consumers are generally less represented than operators in these
committees:!0? for instance, the monitoring committee for Rome is composed of nine
representatives of taxi drivers and three for consumers. Local regulation does not mention
the monitoring of the quality and quantity of supply, nor the characteristics and
satisfaction for demand. Most recent decisions on issuing licences had to be adopted
without considering the supply and demand.?®3

Reforms adopted at the local level after the Bersani Law primarily concerned the
diversification of services. In Rome, additional shifts were organised; the possibility to use
driver substitution was increased and a price for airports was set. According to a Bank of
Italy analysis, these instruments could have increased services by 2 500 taxis at peak times.
The municipality issued 1 400 new licences for free in 2007 and another increment of 500
is planned for June 2009. Milan introduced new shifts, driver substitution and fixed tariffs
on specific routes. However, in the larger cities these reforms have usually been
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accompanied by a rise in recorded tariffs: 12.6% in Milan in 2007 and 18% in Rome in 2008.
Additional practices are also reported to increase the costs for consumers.'%4

The use of new possibilities introduced by the reform remains generally limited.'%> In

addition, a monitoring of the impact of the reform is challenging as regions are not aware
of data held at municipal level. This was the case in Lombardy regarding, for instance,
temporary licences, the number of taxis per inhabitant or waiting times. Neither can
municipalities evaluate the adequacy of their decisions which were taken due to the lack
of permanent instruments for market analysis and follow up.1

Conclusions

This chapter analysed the local transport sector in Italy from a quality regulation
perspective, assessing the impact of liberalisation policies. The analysis reveals a piecemeal
approach in which nationally held principles, such as competition, face difficulties to be
implemented at local level. This may relate to the specific features of the sector, the lack of
capacity in some of the regional administrations which may face challenges to organise full
bidding. The situation is also made complex by the interplay of national and local
regulations, for example the social clause, which limits in effect many of the efficiency
enhancing properties of competitive bidding. In general, it is desirable that there be
clarification in the share of competencies and their fulfilment between the State, regions,
provinces and municipalities. Furthermore, national regulations may also suffer from
incoherence, as several policy objectives may be pursued at the same time as part of a public
service. The need for competition for the market may be balanced with other considerations.

The analysis reveals that current trends for local transport were not entirely favourable
in recent years, due to challenges in improving quality standards. While this situation may
change in the future due to rapidly increasing prices for private transport due to the increase
in petrol prices over the long term, this would require more integrated policy approaches
towards local public transport. The analysis reveals that there is scope for further integration
in local transport schemes at local level, as well as for better co-ordination between
municipalities, across regions. The instruments for monitoring are also limited at national
level, as it is often difficult to collect data from municipalities. General agreements between
the national and local levels have not been reached on this issue in the recent period. While
the use of consultation was widespread, impact assessment remains experimental and is
often not widely used to support planning and transport decisions.

Policy options
The institution of an independent national authority for transport

The institution of a national regulatory authority, which would be independent from
national but also local governments could help streamline the regulatory framework in the
light of the positive experience of the telecommunication and energy sectors for which
such agencies were instituted in 1990. This reform has been solicited repeatedly from
different parties in the policy debate'®”” and was referenced as part of existing draft laws
concerning independent authorities in 2007. In fact, a national independent regulator
would increase the regulation of efficiency and quality through a constant monitoring of
market trends. It would offer the possibility to oversee decision making on the basis of an
adequate stock of information and would also permit to overcome disparities in regulation
between regions. Moreover, this reform would have the advantage of eliminating the risk
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of conflicts of interest generated by the fact that at the local level, authorities are often
contractors and owners of service operators.

To modernise the method of setting local public transport revenues and financing

The deterioration in the financial performance of local public transport operators has
called for increased public subsidies. However, these public subsidies have been insufficient
to resolve the financial difficulties, thus resulting in a lowering of the quality of services. A
key element is related to traditional monopoly protection which may reduce incentives to
efficiency. However, numerous other factors are involved in this situation. First, fares are
fixed without consideration of the quality and quantity of services provided. They are also
lower than the European average. A reform introducing a price-cap method for minimum
services and other transport activities could stimulate efficiency and guarantee revenues for
companies. Second, the area of minimum services, which is financed by public authorities
and must be guaranteed to all citizens could be determined and updated through a
periodical analysis of the need of the market to respond to changing conditions. Third, public
financing could be limited to cover public services obligations, as imposed by European
regulation. This could apply in particular to the amount required to cover the net financial
effect on costs incurred and revenues generated in discharging public service obligation.

To strengthen co-ordinated decision making between infrastructures and services

It is important to assure a direct relation between the selection of infrastructural
projects to be financed and the need of transport services concerning the extension and
maintenance of infrastructures if the quality is to be improved. This issue could be
resolved through close co-ordination between investment and service plans at the national
and regional levels and by strengthening accountability if plans are not adopted or
updated. At the same time, the decisions concerning infrastructures need to be co-
ordinated with the needs of service operators, in a context where asset ownership is
distinct from management of services, as is the case for all Italian local public services.

Avoiding any interpretation of European or national regulation which could obstruct
transport liberalisation or modernisation at local level

The interaction between regulators acting at different levels of government characterises
the local transport sector. This should not result in regional decisions impeding on policies
towards liberalisation as was the case in some regions through the postponement of the
competition deadline for the market fixed at national level. This should also not be an excuse
against modernisation, for instance, through the systematic use of the social clause which is
allowed but not imposed at national and European levels. Multi-level regulation could be used
as an incentive to increase the quality of regulation, for instance through a continuous
exchange of information on quality regulation tools and by promoting progress across regions.

To strengthen the exchange of information between different levels of government

The lack of effective instruments to share information between the State, regions and
local authorities is a threat for the quality of the regulatory framework, which requires co-
ordination and policy coherence across levels of government. This critical situation could be
addressed through the recently instituted National Observatory on Politics of Local Public
Transport, under the condition that all different levels of government be represented in it. For
this purpose, it is important that the public database and a computer-based system
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collecting data on market trends carried out by the National Observatory be effectively linked
with those implemented at the regional level, such as the Regional Observatory of Local
Public Transport of Tuscany and the Regional Observatory for Mobility of Piedmont.

Competition “in” the market and competition “for” the market

Competition “in” the market could be introduced for profitable local public transport
services lines. In other cases, competition “for” the market could be organised so as to
enable several operators to take part. However, on the one hand local authorities do not
usually look for profitable lines which can be liberalised. On the other hand, the continual
transformation of national regulation and the lack of explicit constraints at European level
have contributed to a general postponement of the introduction of competition “for” the
market at regional level. The limited requirement for a “formal” privatisation by national
regulation has supported the local authorities’ decisions to maintain public control over
local public transport companies. In this context, one of the major obstacles to successful
competitive bidding is due to the potential conflict of interest created by a situation where
the local regulator is also the owner/operator. In this context, the organisation of
competitive bidding should be entrusted to an independent authority.

Another obstacle to the proper functioning of tenders depends on the regions’
generalised use of the social clause mentioned above. Other options could be envisaged to
protect employment without distorting the market, such as the use of workers to increase
quality of the service, or social support schemes protecting workers from the
unemployment risk. In general the number of bidders should be higher than those of lots;
to this end, it is crucial to correctly define bidding areas, therefore avoiding the automatic
adoption of the territorial boundaries of the local authorities and attentively combine
different transport services. This is important as the qualification for some services, such
as railways, involves only a small number of operators.

To strengthen the use of regulatory quality instruments
and improve the services’ accessibility

Quality regulation instruments can be used to increase service quality for users,
through further guarantees and consumer or service charters. This would come through
strict links between the Service Contract which are established between operators and
local authorities and the Service Charter, which converts the Service Contract’s standards
into a commitment with consumers. It is also crucial to progressively adapt quality
standards to the demand. Local authorities should organise a systematic monitoring of
quality services and users’ satisfaction, ensuring that sanctions can be applied when
standards are breached and that results are regularly shared with the population at wide.

Another instrument to improve the quality of local public transport is related to
accessibility of services. This can be increased, for instance, through the realisation of an
integrated transport system from a physical point of view, and also considering
information and fares, and through a co-ordinated offer from neighbouring regions when
the catchment area does not correspond to a single administrative zone.

To encourage the use of instruments towards higher quality regulations

Even if frequently used, consultations in planning procedures are not always
mandatory at the regional and local levels. The full potential of this tool could expand
transparency and contribute to efforts to understand the effects of regulation in specific
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groups. Moreover, as constantly stressed in OECD reports, impact assessment is one of the
foundations for evidenced-based decision-making. Another important tool is drafting,
which helps to provide clear and accessible regulation. The use of these instruments is
under way at the regional level, but does not seem to be fully operational, with significant
gaps in implementation. Because the State is no longer in a position to implement
nationwide policies in local transport, the introduction of impact assessment and drafting
at regional level has become crucial for the diffusion of high-quality regulation.

Further liberalise taxi services

Recent national reform of taxis has given municipalities the instruments to improve
the offer of services and their quality. However, this has not substantially modified the
sector’s challenges in terms of waiting times, especially during peak periods. As repeatedly
stressed by the Italian Antirust Authority, this problem could be solved only by further
liberalisation. To this end, it is crucial to couple the awarding of new licences, allowed by
the recent reform, to a removal of the existent limits on licence numbers and the
requirement that each individual can hold only one taxi licence. The loss of licences’ value
related to this further liberalisation could be compensated for by allowing operators to sell
licences which have been awarded for free or by a distribution between operators of
revenues from a competitive bidding for the purchase of new licences.
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