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Fixing Transit
The Case for Privatization

by Randal O’Toole

Executive Summary

America’s experiment with government own-
ership of urban transit systems has proven to be
a disaster. Since Congress began giving states
and cities incentives to take over private transit
systems in 1964, worker productivity—the num-
ber of transit riders carried per worker—has
declined by more than 50 percent; the amount of
energy required to carry one bus rider one mile
has increased by more than 75 percent; the infla-
tion-adjusted cost per transit trip has nearly
tripled, even as fares per trip slightly declined;
and, despite hundreds of billions of dollars of
subsidies, the number of transit trips per urban
resident declined from more than 60 trips per
year in 1964 to 45 in 2008.

Largely because of government ownership,
the transit industry today is beset by a series of
interminable crises. Recent declines in the tax

revenues used to support transit have forced
major cuts in transit services in the vast majority
of urban areas. Transit infrastructure—especially
rail infrastructure—is steadily deteriorating, and
the money transit agencies spend on mainte-
nance is not even enough to keep it in its current
state of poor repair. And transit agencies have
agreed to employee pension and health care
plans that impose billions of dollars of unfund-
ed liabilities on taxpayers.

Transit advocates propose to solve these prob-
lems with even more subsidies. A better solution
is to privatize transit. Private transit providers
will provide efficient transit services that go
where people want to go. In order for privatiza-
tion to take place, Congress and the states must
stop giving transit agencies incentives to waste
money on high-cost transit technologies.

Randal O’Toole is a senior fellow with the Cato Institute and author of Gridlock: Why We’re Stuck in Traffic

and What to Do about It.




Urban transit

is the most
expensive way of
moving people in
the United States.

Introduction

The term “socialism” has been much
abused in recent years, with people applying it
to bailouts, regulation, and other government
activities that fall short of actual government
ownership. But one industry has unquestion-
ably been socialistic for decades: urban transit,
more than 99 percent of which is today owned
and operated by state and local governments.

The results have not been pretty. Since
1964, the year Congress began giving states
and cities incentives to take over private tran-
sit companies, worker productivity—the
number of transit trips carried per operating
employee—has fallen more than 50 percent."
After adjusting for inflation, operating costs
per rider have nearly tripled, while fare rev-
enues increased by a mere 8 percent.” “It’s
uncommon to find such a rapid productivity
decline in any industry,” the late University of
California economist Charles Lave observed
of US. transit in 1994.”

Today, urban transit is the most expensive
way of moving people in the United States.
Airlines can transport people at a cost of less
than 15 cents per passenger mile, barely a pen-
ny of which is subsidized." Driving costs less
than 23 cents per passenger mile, which also
includes about a penny of subsidy.’ Socialized
Amtrak costs close to 60 cents per passenger
mile, about half of which is subsidized.® But
urban transit costs nearly one dollar per pas-
senger mile, with fares covering only 21 cents
per passenger mile and subsidies paying for
the rest.”

These horrendous financial results are
obscured by the mountains of propaganda
issued by the Federal Transit Administration,
individual transit agencies, the American
Public Transportation Association, and vari-
ous other transit advocates claiming transit
saves people money, saves energy, and pro-
tects the environment. In fact, it only saves
people money by imposing most of their
transport costs on other taxpayers. Nor is
transit particularly energy efficient or envi-
ronmentally friendly, as the average transit

system uses about the same amount of ener-
gy and emits about the same amount of pol-
lution per passenger mile as the average car.
In fact, a majority of transit systems use far
more energy and pollute far more per passen-
ger mile than the average car.®

The fact that more than three out of four
transit dollars come from taxpayers instead of
transit users has several negative effects on
transit programs. For one, transit agencies are
more interested in trying to get dollars out of
taxpayers, or federal and state appropriators,
than in pleasing transit riders. This leads the
agencies to focus on highly visible capital
improvements, such as rail transit projects,
dedicated bus lanes, and supposedly multi-
modal transit centers, that are not particularly
useful to transit riders. Moreover, the agencies
neglect to maintain their capital improve-
ments, partly because most of the taxpayers
who paid for them never ride transit and so do
not know about their deteriorating condition.

Further, dependence on tax dollars makes
transit agencies especially vulnerable to eco-
nomic downturns because the sources of most
of their operating funds—generally sales or
income taxes, but in some cases annual appro-
priations from state legislatures—are highly
sensitive to the state of the economy. Sales and
income taxes are particularly volatile, while
property taxes are less so.” Yet property taxes
provide only about 2 percent of transit operat-
ing funds, while sales and income taxes pro-
vide more than a quarter of operating funds."

Privatization of public transit systems
would solve all of these problems. Private op-
erators would have incentives to serve cus-
tomers, not politicians, with cost-effective
transport systems. The few examples of private
transit operations that can be found show that
private operators are more efficient and can
offer better service than government agencies.

History

In 1964, the vast majority of the nation’s
transit systems were privately owned and prof-
itable.'" In that year, Congress passed the



Urban Mass Transit Act, promising capital
grants to public agencies that operate transit.
Within a decade, almost all transit systems
had been taken over by cities or state-chartered
public agencies.

Many people believe Congress began sup-
porting transit to help low-income people
who lacked access to automobiles. In fact, the
real goal was to support wealthy property
owners in the downtowns of a few large met-
ropolitan areas. Railroads that offered com-
muter-train service in Boston, Chicago, New
York, and Philadelphia had proposed to dis-
continue these money-losing trains.'” Since
Manhattan and other downtown areas were
not designed to handle the influx of auto-
mobiles needed to replace these trains, and
since many of the trains crossed state lines,
Congress decided to use federal funds to sup-
port public takeover of these commuter lines.

Politically, Congress could not limit the
program to just four metropolitan areas. So
the law allowed any public agency to apply for
federal capital grants, which led to the near-
complete socialization of the transit industry.

“Federal policy started out with the
notion of a one-shot injection of capital to
rejuvenate the aging physical plant of our
transit systems,” observed Lave. No doubt
many members of Congress who voted for
the 1964 law expected that, since private
transit companies had covered their operat-
ing costs before 1964, public transit agencies
would continue to do so. But because of the
political nature of public agencies, “it didn’t
work out that way,” said Lave."?

The Transit
Productivity Crisis

While private transit operators had a sim-
ple goal—earn a profit by providing transit
where people would pay for it—Lave pointed
out that public agencies were expected to
reach a “complex and nebulous” set of goals,
including “solve urban problems, save the
central city, provide cheap mobility for the
poor, transport the handicapped, and so

on.”"* Perhaps just as important, public agen-
cies cast their tax-collecting nets wide, charg-
ing sales, property, or income taxes over as
broad an area as possible. But this left them
obligated to provide transit service to many
areas that had few transit customers.

Whether it was to meet nebulous goals or
to justify broader taxation, “routes were
extended into inherently unprofitable areas,”
noted Lave."” One result is that the average
number of people on board an urban transit
bus declined from 12 in 1977 (the earliest
year for which data are available) to 9 in 2008,
while the number of people boarding a bus,
per bus mile, declined by nearly 40 percent
from 1964 to 2008."°

The number of transit riders carried per
transit worker declined even more. Figure 1
shows the number of annual trips carried by
America’s transit systems for every operating
employee for the years 1931 (the earliest year
for which data are available) through 2008.
The figure shows that transit carried about
60,000 people per employee during the
1930s, surging to more than 90,000 during
the war years when gas rationing forced
many people to take transit instead of dri-
ving, then falling back to around 60,000 trips
per worker after the war. While worker pro-
ductivity then remained constant for a
decade, once government took over it
declined by more than 50 percent."”

Far from being an environmental panacea,
transit energy efficiencies have also dramati-
cally declined. Between 1970 and 2008, the
amount of energy used to move a passenger
one mile by automobile declined by nearly 30
percent, but the amount used by transit buses
increased by 76 percent and the amount by
light- and heavy-rail transit increased by 17
percent.'® In 2008, transit used an average of
3,360 British thermal units (BTUs) per pas-
senger mile, while passenger cars used an aver-
age of 3,440."” This is hardly a big enough dif-
ference to justify huge subsidies to transit on
the basis of energy savings, especially since
auto energy efficiencies are rapidly improving.

While worker productivities and energy effi-
ciencies declined, costs rose. From 1965, when

After government
took over

transit systems,
transit worker
productivity
declined by more
than 50 percent.



Figure 1

Transit Trips per Operating Employee
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Source: 2010 Public Transportation Fact Book, Appendix A: Historical Tables, Tables 1 and 12 (Washington: American Public Transportation Association).

the federal government began subsidizing
transit, through 2008, the latest year for which
data are available, adjusting for inflation using
the consumer price index (CPI), fares collected
per trip declined by nearly 24 percent, while
operating costs per trip rose by 125 percent.
When adjusting for inflation using gross
domestic product deflators, fares per trip
declined only 4 percent but costs per trip rose
184 percent. Total operating subsidies have
grown from $0.6 billion in 1965 to $24.5 bil-
lion in 2008 (adjusted using GDP deflators).””

One reason for the rise in costs is that
Congress required transit agencies whose
employees were represented by labor
unions—meaning most of them—to obtain
union support to be eligible for federal
grants. As Charles Lave noted, the unions
used this as leverage to win generous pay and
benefit contracts.”

The New York Times reports that more than
8,000 of the New York Metropolitan Trans-
portation Authority’s 70,000 employees

earned more than $100,000 in 2009, with one
commuter-train conductor collecting nearly
$240,000. One locomotive engineer earned a
$75,000 base salary, $52,000 in overtime, and
$94,600 in “penalty payments,” extra pay for
driving a locomotive outside of the yard in
which he worked. Engineers would earn two
days pay for driving two different kinds of loco-
motives—electric and diesel—in one day.””
Overtime alone costs the MTA $560 million
a year.> That includes $34 million in “phan-
tom” overtime paid to workers while they were
onvacation.”* When Los Angeles’ transit agency
attempted in 2000 to save money by, among
other things, hiring more employees to reduce
overtime costs, union workers went on strike
for 32 days until the agency backed down.”
The MTA is not alone; tales of bus drivers
earning more than $100,000 per year can be
found throughout the United States. The
highest-paid city employee in Madison,
Wisconsin, is a bus driver who earned nearly
$160,000 in 2009.*° San Francisco Muni paid



nearly 20 percent of its employees more than
$100,000 (including benefits) in 2009.”

Another reason costs have increased is
that transit agencies have invested heavily in
high-cost transit systems when lower-cost
systems would work as well. Between 1992
and 2008, more than 35 percent of transit
capital investments have been spent on com-
muter- and light-rail systems. In 2008 these
modes accounted for more than 15 percent
of operating costs, yet carried only 9 percent
of transit riders.”

Since 1965, federal, state, and local tax-
payers have provided more than $500 billion
(inflation-adjusted) in operating subsidies to
transit. Complete data on capital funding are
not available before 1988, but evidence sug-
gests that capital subsidies typically equal
about 60 percent of operating subsidies.”’
Thus, it is likely that taxpayers have provided
more than $800 billion (inflation-adjusted)
in subsidies to transit since 1965.

At best, all this money has done is arrest
the decline in transit ridership. In 1944,
about 84 million Americans lived in urban

Table 1

areas, and they rode transit an average of 275
times a year. Since that year, per capita urban
ridership declined steadily to 60 trips per year
in 1965 and less than 50 trips per year in
1970. Since then, it has fluctuated—mainly in
response to gasoline prices—between about
40 and 50 trips a year, settling at 45 trips per
year in 2008.”

Although the national average is 44 trips
per urban resident, fewer than two dozen
urban areas out of the more than 320 that
provide transit service exceed this average.
Transit systems in nearly half of all urban
areas with transit service attract fewer than
10 rides per resident per year.

As Table 1 suggests, urban areas with high
rates of transit ridership tend to have large
concentrations of jobs at the urban core
(such as New York City; San Francisco; and
Washington, DC) or are college towns (as in
State College, Pennsylvania; Ames, Iowa; and
Champaign-Urbana, Illinois). The presence
or absence of expensive rail transit does not
seem to be an important factor in the overall
use of transit.

Top 50 Urban Areas by 2008 Per Capita Transit Trips

Per
Capita

Urban Area State Transit Trips Population Trips
New York* NY 3,982,936,323 18,395,242 217
San Francisco—Oakland* CA 434,655,224 3,266,471 133
Washington* DC 489,483,961 4,205,492 116
Honolulu HI 71,309,970 745,763 96
Boston* MA 376,529,314 4,125,435 91
State College PA 6,559,617 75,053 87
Ames 1A 4,646,554 55,022 84
Chicago* IL 609,080,503 8,466,375 72
Champaign—Urbana IL 9,605,069 134,584 71
Philadelphia* PA 351,752,800 5,193,443 68
Davis CA 4,688,300 74,682 63
Seattle™* WA 183,588,167 2,931,544 63
Portland* OR 111,693,176 1,807,054 62
Los Angeles* CA 698,339,657 12,175,434 57

Continued next page
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Table 1 Continued
Top 50 Urban Areas by 2008 Per Capita Transit Trips

Per
Capita

Urban Area State Transit Trips Population Trips
Bellingham WA 5,130,053 91,728 56
Gainesville FL 9,043,242 172,389 52
Baltimore* MD 111,243,038 2,138,711 52
Livermore CA 4,564,865 89,159 51
Denver* CcO 101,312,011 2,101,519 48
Eugene OR 11,587,710 242,297 48
Springfield MA 26,733,542 577,810 46
National total/average 233,505,871 10,256,681,637 44
Las Vegas NV 66,168,163 1,512,119 44
Santa Barbara CA 8,283,975 191,536 43
Salt Lake City* UT 41,713,708 971,263 43
Pittsburgh* PA 69,399,410 1,673,551 41
Durham—Chapel Hill NC 12,839,863 312,364 41
Milwaukee WI 53,702,791 1,331,111 40
Ann Arbor MI 12,025,530 301,638 40
Madison WI 13,719,186 348,208 39
Atlanta* GA 163,066,276 4,171,166 39
Lansing MI 11,370,744 294,212 39
Minneapolis—St. Paul* MN 94,799,207 2,459,603 39
Lafayette IN 5,028,088 131,412 38
San Diego* CA 104,805,966 2,743,739 38
Austin X 37,399,219 1,072,865 35
Cleveland OH 57,681,474 1,688,665 34
San Antonio X 48,349,481 1,455,487 33
Spokane WA 11,851,256 357,750 33
Miami* FL 172,464,050 5,237,997 33
Syracuse NY 12,658,913 393,841 32
Olympia WA 5,141,672 169,765 30
Bloomington IN 2,861,499 97,045 29
Bremerton WA 5,375,564 184,191 29
San Jose* CA 45,700,017 1,595,153 29
Fresno CA 17,148,254 604,971 28
Buffalo* NY 26,173,336 925,606 28
Duluth MN 3,244,277 116,315 28
Rochester NY 17,652,858 679,487 26
Tri-Cities WA 4,894,190 189,089 26
St. Louis* MO 53,675,790 2,102,409 26

* Urban areas with rail transit in 2008.
Source: Transit ridership from 2008 National Transit Database, “agency UZAs” and “service” spreadsheets; urbanized
area populations from 2008 American Factfinder, table B01003 for all urbanized areas, tinyurl.com/23s25bj.



While per capita ridership may have
remained steady at about 40 to 50 trips per
year, transit’s share of travel has declined as
per capita urban driving has grown. From
1970 through 2008, per capita transit rider-
ship stagnated, but per capita driving of per-
sonal vehicles grew by 120 percent.’’ As a
result, transit’s share of motorized urban
travel fell from 4.2 percent in 1970 to 1.8 per-
cent in 2008.%

The Transit Tax Crisis

The Great Recession has not treated transit
riders well. A group called Transportation for
America has documented that well over 100
major transit agencies cut or proposed to cut
service or raised fares in response to the reces-
sion in 2009.” The American Public Transpor-
tation Association (APTA) estimates that more
than 80 percent of transit agencies have raised
fares and/or cut services.”* By reducing tax sup-
port for transit, the recession has left many
agencies with a “budget gap” equal to the
shortfall in funds required to maintain transit
service at previous levels. These agencies have
taken some dramatic steps to close the short-

falls:

® New York’s MTA closed part of a $1.2 bil-
lion budget gap in 2009 by raising fares
up to 30 percent and eliminating 2 sub-
way and 35 bus lines, yet it still expects a
$1 billion budget gap in 2010.*®

® One MTA proposal to help close the
shortfall sparked especially strong op-
position: the transit agency proposed
to start charging full fares to school-
children.®® Historically, free and dis-
counted fares to schoolchildren have
saved New York City the cost of a sepa-
rate school bus service. The agency
dropped this proposal after strong
protests.’

® New Jersey Transit responded to a $300
million budget gap by raising fares as
much as 25 percent.

® The Chicago Transit Authority laid off

1,100 workers, or about 10 percent of its
work force.”

® Despite a sales tax increase aimed at elimi-
nating a $160 million deficit in 2010,
Boston’s Massachusetts Bay Transporta-
tion Authority (MBTA) expects a $73 mil-
lion budget gap in 2011.%

® Clayton County, Georgia, completely ter-
minated its suburban Atlanta bus ser-
vices in March 2010.*

Transportation for America and APTA use
these cuts to argue for more subsidies to transit.
In particular, these groups would like to see
Congress allow transit agencies to spend a larg-
er share of federal funds on operations instead
of just capital improvements. Those groups
overlook an important lesson about the costs of
relying on taxes to fund most of their programs:
revenue from such taxes can vary dramatically
with the economy, leaving transit agencies high-
ly vulnerable to economic downturns.

Transit agencies spend about $36 billion a
year on operations. Of this, slightly less than
a third comes from transit fares, while slight-
ly more than a third comes from state or local
taxes—mostly sales taxes—dedicated to tran-
sit. Only about 7 percent comes from federal
funds, and most of the rest, or about a quar-
ter of operating costs, comes from annual or
regular appropriations by state legislatures or
local city or county commissions.

Some transit agencies, such as the Wash-
ington Metropolitan Area Transit Authority
and Philadelphia’s Southeastern Pennsylvania
Transportation Authority, have no sales or
other taxes dedicated to their programs and
rely on annual appropriations by state legisla-
tures or local municipalities. Because appro-
priators are fickle, these agencies look envi-
ously on other agencies that do receive
dedicated sales or other taxes.

Taxes, however, can also vary widely in
response to economic cycles. Few agencies
build up a reserve fund during boom years,
partly because they fear if they have a large
reserve then some other government body
will either cut its contribution to the agency
or demand a share of the agency’s revenue.

Revenue from
taxes can vary
dramatically with
the economy,
leaving public
transit agencies
highly vulnerable
to economic
downturns.



Transit agencies
are in a constant

hunt for new
taxes to support

deficit-ridden

operations.

For example, when Capital Metro, Austin’s
transit agency, built up a $200 million reserve
fund, the city of Austin demanded that the
agency yield some of its revenue to the city.
Capital Metro built a rail line to use up that
reserve fund, and now is deep in debt.*’

With little reserves, most agencies are
forced to cut transit service during recessions,
and the cuts often result in significant declines
in transit ridership. For example, during the
dot-com crash, San Jose, California, saw a 15
percent decline in jobs, but the region’s transit
agency was forced to cut bus service by 19 per-
cent. The combination of job losses and
reduced transit service resulted in a 34 percent
decline in transit ridership.®

To avoid deficits, transit agencies are in a
constant hunt for new tax dollars. For exam-
ple, the New York MTA enjoys dedicated sub-
sidies from New York City bridge tolls, a
share of state gas taxes, corporate taxes, a
local sales tax, and a real estate transfer tax.*
Yet the agency recently sought a so-called
congestion toll (actually a fee charged to any-
one who drives a car into Manhattan).”
When that idea failed, the MTA proposed a
“millionaire’s tax” on all New Yorkers who
earn more than a million dollars a year.*
While the legislature failed to pass either of
those taxes, it did approve five others, includ-
ing a payroll tax, for transit. Yet even with the
new taxes, MTA had nearly a billion dollar
gap in its 2010 operating budget.”’

Or consider Portland, Oregon. In 1998,
Portland-area voters rejected a property tax
increase to fund a new light-rail line.
Portland’s transit agency decided to build the
line anyway, financing it partly by deferring
replacement of its buses. A decade later, the
agency has one of the oldest bus fleets in the
nation, so now it plans to ask voters to raise
property taxes so it can replace the buses.*

While many transit agencies have respond-
ed to the recession by raising fares, this is often
considered to be an option of last resort. In
New York City, fares cover around 40 percent
of operating costs, so an increase in fares can
do much to close budget gaps. But in most
other cities, fares cover a much smaller portion

of operating costs: just 12 percent in Phoenix,
15 to 20 percent in Cleveland, Houston, Salt
Lake City, and San Francisco (Muni), and 20
to 30 percent in Atlanta, Denver, Pittsburgh,
Portland, and St. Louis. Raising fares in these
cities does little to close budget gaps, especial-
ly considering that fare increases inevitably
reduce ridership, so that a 10 percent fare
increase produces less than a 10 percent
increase in revenues.

Raising fares can also have as great politi-
cal repercussions as raising taxes, especially
since transit riders are easily identified as
“victims” while taxpayers tend to be nebu-
lous. When New York’s MTA raises fares in
2007, U.S. congressman Anthony Weiner
(D-New York) lamented, “middle-class New
Yorkers and those struggling to make it are
bearing the cost” of transit, while Transit
Workers Union official Roger Toussaint wor-
ried that “straphangers are left to foot a bill
that isn’t theirs.” Both believed filling the
agency’s budget gaps was somehow the
responsibility of the state, not the people
who actually ride transit. State assemblyman
Richard Brodsky (D-Westchester) vowed,
“The burden of funding mass transit would
not be borne solely by riders,” adding, “every-
one in the region should share the cost.”*

The Transit Debt Crisis

Transit agencies that have invested heavily
in rail transit are especially vulnerable to eco-
nomic downturns because of their debt load.
Bus-only agencies rarely need to borrow
money, partly because buses are inexpensive
compared with trains and partly because fed-
eral grants provide much of the funding for
bus purchases. But agencies that build new
rail lines, or need to rehabilitate old ones,
almost always go heavily into debt to do so,
particularly because the federal government
usually pays no more than half the cost of the
rail lines.

For every $3 spent on operations, Boston’s
Massachusetts Bay Transportation Authority
(MBTA, sometimes known as “the T” for



short) spends more than $2 on principal and
interest on its debt.”® According to a recent
report published by the MBTA, the agency “is
mired in a structural, ongoing deficit that
threatens its viability.” Until recently, the
agency has maintained service only by refi-
nancing its debt at lower interest rates, but
interest rates are not likely to get much lower
than they are today. “No amount of reorgani-
zation, reform, or efficiencies can generate the
$160 million needed to close the FY10 budget
gap,” says the report, “let alone the even larger
deficits projected in the future. Until the
MBTA’s underlying debt and financing weak-
nesses are addressed, all such changes, at best,
will only delay the T’s day of reckoning. ™'
Ironically, the agency reached this condition
several years after the Massachusetts legislature
first dedicated a share of state sales taxes to
transit, thus showing that having a dedicated
tax does not insulate transit agencies from
financial problems.

The MBTA may have the heaviest debt load
of any major transit agency, but others are
nearly as bad. For every $5 spent on operations,
St. Louis Metro spends more than $3 servicing
its debt. Salt Lake City’s Utah Transit Author-
ity and San Francisco’s BART spend close to a
dollar on debt for every $2 spent on operations.
Adanta’s MARTA, Chicago’s Metra, and Los
Angeles County’s Metropolitan Transit Author-
ity each spend about $1 on debt for every $3 on
operations. The Chicago Transit Authority and
TriMet of Portland have ratios of more than 1
to 4. Transit agencies this heavily in debt are
especially vulnerable to downturns because
small declines in tax revenues can force them to
make proportionately larger cuts in service.

The Transit Pension Crisis

On top of problems with mounting debt,
most transit agencies also offer workers gener-
ous health care benefits and pension plans.
Transit “subsidies sent the wrong signals to
management and labor,” observed Lave.
“Labor interpreted the message to mean: man-
agement now has a sugar daddy who can pay

for improvements in wages and working con-
ditions.””

TriMet of Portland agreed to a benefits
package that provides 100 percent of health
care costs for all employees, their families, and
retirees. The package was so generous that
TriMet’s board president resigned in protest,
calling it the “greatest coup in the history of
public employment in our city.” Because of
this and other benefits, TriMet employees now
receive $1.18 in benefits for every $1 they col-
lect in pay.® Few other transit agencies are
quite so generous with fringe benefits, but the
Chicago Transit Authority, New Jersey Transit,
San Francisco BART, and Washington Metro
all pay 75 to 85 cents in benefits for every dol-
lar in salary or wages.**

The big problem is not current benefits but
the currently unfunded obligations to pay out
pensions and health care costs in the future.
New York’s MTA has $15 billion in unfunded
liabilities on top of close to $30 billion in debt.
Portland’s unfunded liabilities are more than
10 times fare revenues and two times operating
costs. Other agencies with particularly heavy
unfunded liabilities include the Boston MBTA,
Houston Metro, Pittsburgh PATH, St. Louis
Metro, and Washington Metro.

Agency managers and boards may agree to
take on the unfunded liabilities because most
of the costs are deferred to the future, but even-
tually the costs catch up to the agencies. A
recent audit of the Chicago Transit Authority
found that its “retiree healthcare plan is on the
verge of fiscal collapse.””

The Transit
Infrastructure Crisis

America’s transit systems are suffering from
an infrastructure crisis that, among other
things, was responsible for an accident that
killed nine people on the Washington Metro-
rail system in June 2009.>° According to a 2010
report from the Federal Transit Administra-
tion, the nation’s transit industry has a $78 bil-
lion backlog of work that must be done to
bring transit assets into a “state of good repair.”

For every

$3 spent on
operations,
Boston’s transit
agency spends
more than $2 on
principal and
interest on its

debt.



Portland transit
employees receive
$1.18 in benefits
for every $1 they

collect in pay.

Table 2

Annual Transit Fares, Costs, and Debt (millions of dollars)

Urban Area Agency Fares Operating Costs Debt Debt Service
New York MTA 4,350.0 10,117.4 29,600.0 1,713.0
New Jersey NIT 754.4 1,836.7 3,820.1 294.6
Washington WMATA 683.3 1,479.7 1,195.8 174.7
Chicago CTA 505.7 1,251.2 4,616.8 332.5
Boston MBTA 448.8 1,232.0 5,679.8 840.4
Philadelphia SEPTA 404.8 1,168.3 352.4 36.9
Los Angeles LACMTA 334.0 1,181.7 4.473.0 355.9
San Francisco BART 318.1 572.5 1,461.9 242.5
Chicago Metra 251.7 594.6 2,410.2 193.5
San Francisco Muni 150.4 756.0 54.8 7.3
Atlanta MARTA 105.2 390.9 2,050.3 130.6
Denver RTD 96.9 388.0 1,203.6 82.3
Portland TriMet 90.0 4243 370.0 111.5
San Diego MTS 85.2 208.7 241.0 30.7
Pittsburgh PATH 78.2 362.2 374.1 44.8
Houston Metro 67.1 417.8 337.1 11.1
St. Louis Metro 59.4 219.6 919.4 129.2
Cleveland RTA 47.7 252.1 205.7 20.0
San Jose VTA 36.2 301.9 625.4 40.2
Phoenix Valley Metro 32.5 71.5 100.1 2.6
Salt Lake City UTA 335 181.0 1,655.9 82.8

Source: Comprehensive annual financial statements for the agencies indicated for 2009, except Cleveland and

Pittsburgh, which are for 2008.

Note: Operating costs exclude depreciation. Debt includes capital leasing obligations. Operating costs and debt for New

York MTA include only that portion relating to transit, not to bridges and tunnels. Debt service includes principal and

interest for the most recent year available; depending on terms, debt service obligations may increase in the future even

without added borrowing.

Annual maintenance spending is less than is
needed just to keep rail and bus systems in
their current state of poor repair, so the overall
system is deteriorating.”’

Although much attention has been paid to
a supposed infrastructure crisis involving

roads and highway bridges, the truth is that
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there is no highway infrastructure crisis. The
gas taxes, tolls, and other user fees that fund
most of our highway system have been ade-
quate, even after being raided to subsidize tran-
sit, to keep state highways in good shape. The
number of bridges that are rated “structurally
deficient” has declined by nearly 50 percent



Table 3

Unfunded Actuarial Accrued Liabilities (millions of dollars)

Share of

Unfunded Operating

Urban Area Agency Liability Costs (%)
New York MTA 15,061.50 149
New Jersey NIT 779.8 42
Washington WMATA 1,565.30 106
Chicago CTA 690 55
Boston MBTA 1,843.70 150
Philadelphia SEPTA 406.8 35
Los Angeles LACMTA 1,090.10 92
San Francisco BART 460.9 81
Chicago Metra 11.6 2
San Francisco Muni 436 58
Atlanta MARTA 2229 57
Denver RTD 85.4 22
Portland TriMet 907 214
San Diego MTS 86.8 42
Pittsburgh PATH 701.3 194
Houston Metro 476.6 114
St. Louis Metro 223.1 102
San Jose VTA 262.9 87
Salt Lake City UTA 73.2 40

Source: Comprehensive annual financial statements for the agencies indicated for 2009, except Cleveland and

Pittsburgh, which are for 2008.

since 1990.°° The average “roughness rating”—
which ranges from under 60, meaning “very
smooth,” to more than 220, meaning “very
rough”—has improved from 92 to 78 in the last
decade.” Some local highways and bridges
may have problems, but our national system of
interstate, U.S., and other state highways is in
good shape.

The same cannot be said for the nation’s
transit systems, which are steadily declining,
The primary culprits for this maintenance
backlog are the rail systems in the 10 urban
areas with rail lines more than 30 years old.” A
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2009 FTA report found that the maintenance
backlog of seven of the nation’s largest transit
systems, which together carry more than half
of all transit trips, was $50 billion, $46 billion
of which was for rail transit.”’ The 2010 report,
which estimated the backlog for all of the 400
or so transit agencies in the country, found
that about three-fourths of the maintenance
backlog was due to rail transit.”

Boston, Chicago, and Washington seem to
be vying for the title of the nation’s worst-
maintained transit system. An independent
review commissioned by the governor of

The nation’s
transit industry
has a $78 billion
maintenance
backlog, and
annual
maintenance
spending is not
even enough to
keep systems in
their current state
of poor repair.



Because of
inadequate
maintenance,
the June 2009
Washington
MetroRail crash
that killed

9 people was
practically

inevitable.

Massachusetts reported that “the outlook is
bleak” for Boston’s transit system because the
system was deteriorating faster than the
Massachusetts Bay Transportation Authority
could maintain it. In 2010, the agency said
thatit needed $3 billion to bring the system up
to a state of good repair, but it was able to find
only about $200 million. Many projects esti-
mated to be essential for safety were left
unfunded. Worse, the agency estimated that it
needed to spend $470 million a year—more
than twice the amount it had available—just to
keep the system from deteriorating further.*’

The Chicago Transit Authority is “on the
verge of collapse” both physically and finan-
cially. The train from O’Hare Airport to
downtown Chicago must slow to 6 mph over
part of its journey because the tracks are in
such poor shape. The CTA says it needs more
than $16 billion to bring the system back toa
state of good repair.**

The National Transportation Safety Board’s
report on the June 2009 Washington Metrorail
crash that killed nine people suggests that such
an accident was practically inevitable. Nearly
half of the signals that Metrorail uses to keep
trains from colliding are obsolete and could
malfunction at any time. In fact, the signals in
the particular stretch of track where the acci-
dent occurred had not been working for several
days prior to the collision. On top of that, a
quarter of the railcars in Metrorail’s fleet offer
occupants little protection in case of collisions,
and the NTSB had urged Metrorail to replace
them several years before. Metrorail replied that
it had budgeted only $30 million over the next
three years for safety improvement, which
would only be enough to replace a handful of
railcars.”

New York City’s transit system reached a
nadir in the 1980s, when trains experienced
one breakdown for every 6,600 miles of service.
Since then, the city has invested more than
$20 billion in restoring transit and now has
one breakdown for every 140,000 miles of ser-
vice. Still, the Metropolitan Transportation
Authority estimates that it needs $16.5 billion
more to bring the entire system into a state of
good repair.*®
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New York has set a goal to bring its entire
transit system into a state of good repair “for
the first time in history.”” Yet even if the pro-
gram is fully funded, some parts of the system
will not reach a state of good repair until
2028.°* Moreover, one MTA official despairs
that “there will never be ‘enough money” to
bring the system into a state of good repair.”’
One reason is that the city is undertaking
expensive—and some say unnecessary—expan-
sion plans even as it lacks the funds to main-
tain what it has. For example, it has started
construction of a new eight-mile Second
Avenue subway line, located just two blocks
from an existing parallel subway line, that will
cost more than $16.8 billion—about the
amount needed to bring the system into a
state of good repair.”

Nationally, the problem is only going to get
worse as newer rail systems age and transit
agencies find they do not have the funds to
maintain them. The critical time, when most
of a rail line’s infrastructure needs rehabilita-
tion or replacement, is when it reaches 30 years
of age. The oldest parts of Atlanta’s system
turned 30 in 2009. San Diego’s original light-
rail line, the first modern light rail in the
United States, turns 30 in 2011. Rail lines in
Baltimore, Buffalo, Miami, Portland, Sacra-
mento, and San Jose will all reach 30 years of
age in the next decade. Virtually none of the
transit agencies that operate these rail lines
have the financial resources to rehabilitate
them when they are worn out, yet few will be
able to make the politically tough yet finan-
cially responsible decision to cease rail service.

The Obama administration’s choice to
head the Federal Transit Administration,
Peter Rogoff, charges that transit agency
“behavior isn’t responsible.” He reached this
conclusion after scores of meetings with
agency managers that frequently followed a
similar pattern. First, the managers com-
plained that they do not have enough money
to operate the systems they have. But then
“the glossy brochures come out” and they ask
the FTA for money to expand their rail lines.

“If you can’t afford to operate the system
you have,” asks Rogoft, “why does it make



sense for us to partner in your expansion? . . .
Might it make more sense for us to put down
the glossy brochures, roll up our sleeves, and
target our resources on repairing the system
we have?”

Rogoff advises cities that want to build
rail lines that “Paint is cheap, rail systems are
very expensive.” Trains may seem exciting,
but “you can entice even diehard rail riders
onto a bus, if you call it a ‘special’ bus and
just paint it a different color than the rest of
the fleet.” He adds that cities can also paint
designated bus lanes and “move a lot of peo-
ple at very little cost compared to rail.” What
is known as “bus rapid transit,” he continued,
“is a fine fit for a lot more communities than
are seriously considering it.””"

The Transit
Innovation Crisis

America’s socialized transit industry has
completely lost its ability to innovate and
respond to changing times. While private
transit companies in the 20th century rapid-
ly replaced high-cost rail transit with low-cost
buses, public transit agencies have gone back-
wards, substituting high-cost rail for low-cost
buses.

The most recent real innovation in the
transit industry was demand-responsive tran-
sit, sometimes called “dial-a-ride.” Conceived
in the 1970s, this system allowed people to
schedule a pickup with a telephone or other
telecommunications device. A small bus or
van would arrive at or near their door and take
them to their destination, stopping to pick up
or drop off other passengers along the way.

The only transit agency to make a serious
attempt at a broadly available dial-a-ride sys-
tem was San Jose’s Santa Clara County Transit
District, and that experiment ended because it
was too successful. Demand for the service was
so high that the telephone call center was over-
whelmed, and thousands of potential cus-
tomers were turned away each day by their
inability to schedule a pickup. Moreover, the
local taxi industry successfully convinced a

state court that the service infringed on its
exclusive franchise to carry people door to
door, and the agency was given a choice of
abandoning the service or effectively buying
out the taxi companies. It chose the former.”
Today, automation via the internet would
solve the call-center problem. While most tran-
sit agencies provide a dial-a-ride service, they
limit its use to disabled passengers. With such a
small customer base, the average dial-a-ride bus
operates at just 12 percent of capacity, and sub-
sidies average $3 per passenger mile and $27 per
trip, making it the most expensive form of tran-
sit in the country.”” Meanwhile, private compa-
nies such as SuperShuttle profitably operate
dial-a-ride services in almost every major city,
but are generally limited by state or local laws to
carry passengers only to or from airports.
American cities have millions of people
traveling between millions of homes and mil-
lions of other destinations. Instead of relying
on “small-box transit” that caters to these
travel patterns, as dial-a-ride would do, many
transit agencies have gone in the opposite
direction and focused on big-box transit
using obsolete technology that serves a very
limited set of destinations. For example:

® In the 1970s, Atlanta, Washington, DC,
and the San Francisco Bay Area built
subway/elevated systems using tech-
nologies dating back to 1904, when
New York City installed the first elec-
tric-powered subway.

® In the 1980s, San Diego, Portland,
Buffalo, and other cities built light-rail
systems using technologies dating to
1939, when virtually identical light-rail
transit connected Oakland with San
Francisco.

® In 2001, Portland started the streetcar
fad, using technologies dating to 1888
when Richmond, Virginia installed the
first successful electric street railway.
Since then, Cincinnati, Dallas, Tucson,
and numerous other cities are plan-
ning or building streetcar lines.

Since people do not live in patterns that

Instead of relying
on “small-box
transit,” which
caters to modern
travel patterns,
many transit
agencies focus on
big-box transit
using obsolete
technology that
serves a limited
set of
destinations.



Transit supporters
who claim that
transit saves
people money
conveniently
ignore the
subsidies that
support more than
three-fourths of
the costs of
transit.

are conducive to successful big-box transit,
transit agencies have become social engi-
neers, trying to use the power of government
to coerce people into living patterns that will
lead them to ride these expensive trains more
frequently. Enticements come in the form of
subsidies to so-called transit-oriented devel-
opments: high-density, mixed-use develop-
ments that combine housing with shops and
are usually located near a rail station.”* Co-
ercion comes in the form of urban-growth
boundaries that drive up the cost of single-
family housing, which most people prefer.”
These policies have not been successful:
despite these policies, rail transit continues
to carry less than 1 percent of passenger trav-
el in Portland, San Diego, San Jose, Sacra-
mento, and other regions that opened their
first new rail lines after 1976.”°

The Case for Subsidies

Supporters of transit subsidies justify
those subsidies by inventing and exaggerat-
ing the social benefits of transit. They imag-
ine, for example, that transit is environmen-
tally superior to driving, when in fact, the
environmental impacts of transit are approx-
imately equal to driving.”” In 2008, for exam-
ple, operating the average car used about
3,400 British thermal units (BTUs) per pas-
senger mile, while the average transit bus
used 4,300.”® While rail transit operations use
an average just 2,500 BTUs per passenger
mile, the energy cost of building rail lines is
high.” A complete lifecycle analysis has
found that “total lifecycle energy inputs and
greenhouse gas emissions contribute an
additional 63% for onroad, 155% for rail, and
31% for air systems over vehicle tailpipe oper-
ation.”® In other words, the total energy cost
of driving is about 5,500 BTUs per passenger
mile, while rail transit is about 6,400 BTUs
per passenger mile.

Subsidy advocates claim that transit saves
people money.* In making this claim they
both exaggerate the cost of driving and ignore
the subsidies that support more than three-
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fourths of the cost of transit operations and
improvements. Their calculations assume that
people only buy new cars, pay full finance
charges for the cars, and then buy a new car as
soon as the old one is paid off, resulting in an
average expenditure of 56 cents per mile. In
fact, the average car on the road is 9.2 years old,
meaning Americans keep driving cars for an
average of more than 18 years. (The average
light truck is 7.1 years old.)*” Since older cars
are fully amortized, their average cost is far
lower than 56 cents per mile.

According to the Bureau of Economic
Analysis, Americans spent slightly less than
$950 billion in 2008 buying, operating, and
maintaining autos, including all related taxes
and insurance.” For that expense, Americans
drove cars and light trucks about 2.7 trillion
passenger miles, for an average cost of about 35
cents a vehicle mile.* Since the average car car-
ries about 1.6 people, the average cost of auto
travel is about 22 cents per passenger mile.

By comparison, transit riders paid $11.4
billion in fares in 2008 to travel 53.7 billion
passenger miles, for an average fare of 21 cents
per passenger mile. On top of the fare revenue,
transit systems received $25.0 billion in oper-
ating subsidies and $16.1 billion in capital
subsidies. With the subsidies taken into
account, the total cost of transit was 98 cents
per passenger mile—more than four times
greater than the cost of driving (Table 4).*°

But, say supporters of transit subsidies,
highways are subsidized too. To justify feder-
al transit subsidies, they often point to the
fact that the federal government paid for
most of the cost of the Interstate Highway
System. The difference is that interstate high-
ways were funded out of highway user fees,
primarily gasoline taxes, on a pay-as-you-go
basis. This introduced positive feedback into
the system: if highway planners built inter-
states that people wanted to use, highway
users would pay the gasoline taxes needed to
fund the interstates. If highway planners
built roads to nowhere, people would not buy
gasoline to drive those roads and—since the
federal government did not allow states to
borrow against their shares of future federal



gas tax revenues—state construction pro-
grams would slow down. Since transit agen-
cies get most of their funds from taxes, not
user fees, the feedback they get from users is
much weaker.

If gas taxes are considered a form of high-
way user fee, there are almost no federal sub-
sidies to highways and few state subsidies. In
2007, highway users paid $39.5 billion in fed-
eral highway user fees, of which $33.5 billion
was actually spent on highways. Highway
users also paid $78.4 billion in state highway
user fees, of which $60.7 billion was actually
spent on roads. Much of the rest of the user
fee money was used to subsidize mass transit.
Offsetting those diversions, the federal gov-
ernment spent about $2.5 billion in general
funds on roads, while the states spent about
$16.2 billion on roads. The net effect is that
federal and state highway subsidies were vir-
tually nil.*

Table 4

There were subsidies at the local level,
mainly because most localities do not collect
highway user fees. While local governments
collected about $5.1 billion in user fees
(about $1 billion of which was diverted to
mass transit), they spent $35.4 billion in gen-
eral funds on roads. The net subsidy of about
$34.4 billion works out to less than a penny
per passenger mile.”’

The situation changed slightly in 2008.
When Congress passed the sexennial surface
transportation reauthorization bill in 2005,
it authorized more spending out of highway
user fees—including billions of dollars divert-
ed to mass transit—than highway users are
paying. The Highway Trust Fund—an imagi-
nary account that keeps track of fund bal-
ances—ran out of money in 2008. To keep
revenues flowing to the states, Congress
appropriated $6 billion to highways and $2

billion to mass transit.*® This is less a subsidy

Sources of 2008 Transit Funds (millions of dollars)

Operating Capital Total
Federal 2,568 6,419 8,986
State 9,405 1,984 11,389
Local 10,756 7,589 18,345
Other 2,307 110 2,417
Fares 11,378 0 11,378
Total 36,414 16,101 52,515
Subsidies 25,036 16,101 41,137
Cost per passenger mile 0.68 0.30 0.98
Cost per trip 3.55 1.57 5.12
Subsidy per passenger mile 0.47 0.30 0.77
Subsidy per trip 2.43 1.56 3.99

Source: “2008 National Transit Profile,” Federal Transit Administration, 2009, p. 1, tinyurl.com/2cmnujk.
Note: Transit carried 10.3 billion trips, traveling 53.7 billion passenger miles in 2008.
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Unlike transit,
interstate
highways were
funded out of
user fees, creating
a feedback loop:
if planners built
interstates that
people wanted to
use, users would

pay the taxes
needed to fund
the roads.



If the goal of
transit is to help
people who
cannot drive or
cannot afford a
car, that goal
would be better
served by giving
those people
transportation
vouchers they
can apply to
any public

conveyance.

Table 5
Highway Subsidies in 2008

General Funds Diversions Net Subsidy
(millions) (millions) (millions)
Federal 11,049 5,623 5,426
State 13,828 16,865 -3,037
Local 36,286 1,069 35,217
Total 61,163 23,557 37,606

Vehicle miles of travel
Subsidy in cents per vehicle miles of travel
Passenger miles of travel

Subsidy in cents per passenger mile

2,793,509,000,000

1.3

4,871,683,000,000
0.8

Source: Highway Statistics 2008 (Washington: Federal Highway Administration, 2009), tables HF-10 and VM-1.
Note: “General funds” are nonhighway user fees spent on highways. “Diversions” are highway user fees spent on tran-
sit and other nonhighway programs. Note that highways carried nearly 100 times as many passenger miles as transit, yet
transit subsidies were significantly larger than highway subsidies even in a year of unusually large highway subsidies.

to highways than a consequence of irrespon-
sible spending. Even if considered a subsidy,
total subsidies to highways in 2008 still add
up to less than a penny per passenger mile,
while transit subsidies averaged 77 cents per
passenger mile.”

Other reasons often given for subsidizing
transit are just as invalid. Critics of transit
subsidies are accused of being heartless to the
low-income people who heavily patronize
transit.” But if the goal of transit is to help
people who cannot drive or cannot afford a
car, that goal would be better served by giving
those people transportation vouchers they
can apply to any public conveyance than by
creating government monopolies that focus
more on pleasing elected officials than users.

In general, the goals that transit suppos-
edly contributes to, whether congestion
relief, reduced air pollution, or offering
mobility to low-income people, can invari-
ably be achieved at a far lower cost using
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tools other than socialized transit systems.
One of those tools is a private, market-driven
transit system.

The Case for Privatization

All the problems identified in this report
are a direct result of public ownership of
transit systems:

® Transit productivity has declined because
transit managers are no longer obligated
to ensure that revenues cover costs. In
fact, in the world of government, agency
managers are respected for having larger
budgets, which leads transit managers to
use tools and techniques that actually
reduce productivity.

® Transit’s tax traumas during the recession
are typical of government agencies that
create new programs during boom peri-



ods that are not financially sustainable in
the long run. Private businesses do the
same thing, but are able to slough off
marginal operations during recessions.
Public agencies have a difficult time doing
so because each program and each transit
line has a built-in political constituency
demanding continued subsidies.

® Public agencies are also more likely to
run up debt because political time hori-
zons are so short: what an agency pro-
vides today is much more important
than what that service will cost tomor-
row. This is especially true when it
comes to pensions and other worker
benefits whose true costs can be post-
poned to the politically distant future.

® The tendency to build expensive infra-
structure whose maintenance cannot be
supported by available revenues is a par-
ticular government trait. As one ofticial at
the U.S. Department of Transportation
says, politicians “like ribbons, not
brooms.” In other words, they like fund-
ing highly visible capital projects, but
they gain little from funding the mainte-
nance of those projects.

® The failure to innovate and the tenden-
cy to turn to social engineering when
people will not behave the way planners
want are inconsistent with the values of
a free society.

Ironically, the real problem with public
transit is that it has too much money. The
addition of tax dollars to transit operations
led transit agencies to buy buses and other
equipment that are bigger than they need, to
build rail lines and other high-cost forms of
transit when lower-cost systems would work
as well, to extend service to remote areas
where there is little demand for transit, and
to offer overly generous contracts to politi-
cally powerful unions.

Privatizing transit would solve these prob-
lems. Private transit operators would have
powerful incentives to increase productivity,
maintain transit equipment, and avoid transit
systems that require expensive infrastructure

and heavy debts. While private transit systems
would not be immune to recessions, they
would respond to recessions by cutting the
least-necessary expenses. In contrast, public
agencies often employ the “Washington
Monument Syndrome” strategy: they threaten
to cut highly visible programs as a tactic to
persuade legislators to increase appropriations
or dedicate more taxes to the agency, such as
New York MTA’s proposal to eliminate dis-
counted fares for students.

Despite the almost complete socialization
of America’s transit industry, there remain a
few examples of private transit. Though most
states have made public transit agencies legal
monopolies, there have also been a few new
private start-ups in places where private tran-
sit is permitted.

The Atlantic City Jitney Association is a
group of private bus owners that operate
scheduled service on eight routes in Atlantic
City. Four of the routes connect the New
Jersey Transit rail station with hotels and,
being subsidized by the hotels, charge no
fares. The other four routes charge fares of
$2.25.°" The jitneys are all 13-passenger
minibuses, individually owned by their oper-
ators, which run 24 hours a day. The associa-
tion was first created in 1915 and claims to be
“the longest running nonsubsidized transit
company in America.””?

A more extensive jitney or shared taxi ser-
vice is provided by the priblicos, or public cars,
of Puerto Rico. Like the Atlantic City jitneys,
they tend to be individually owned and most
are 17-passenger vans. Routes and fares are
fixed by a public service commission, and the
pblicos travel both within and between cities.
Although San Juan has its own public bus
and rail system and several other Puerto Rico
cities have public buses, the publicos carry
more people more passenger miles each year
than all the public transit services combined.
Publico fares average $1.02 per trip, about
twice the fares on San Juan’s public buses.”
Similar services operate in many other coun-
tries going by such names as colectivo (Chile,
Columbia, and Nicaragua); alternativo (Brazil)
combi (Argentina); and, when not legally sanc-
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powerful unions.



Private jitney
services operate
without subsidies
in New York,
New Jersey,
Florida, and
Puerto Rico.

tioned, taxi pirata (Costa Rica and Mexico).

Indeed, similar jitney services have ap-
peared in Miami, New York City, and north-
ern New Jersey. Sometimes called dollar vans,
many are registered with state public utility
commissions, but some operate illegally.
They tend to mainly serve recent immigrants
and other minority populations.”* More than
a dozen different jitney companies serve the
Miami-Dade County area, for example, often
competing directly with, and charging lower
fares than, the publicly subsidized Miami-
Dade bus service.”

One line that is more upscale is the
Hampton Jitney, a bus service that has con-
nected Manhattan with wealthy Long Island
enclaves for more than 30 years. Offering
comfortable long-distance buses, some of
which have two-and-one seating and chef’s
galleys, and charging around $24 per one-
way trip, the Hampton Jitney attracts
600,000 passengers per year, belying the
claim often made by rail advocates that well-
off people will only ride trains, not buses.”

Another private transit service in the New
York-New Jersey area is the NY Waterway sys-
tem of ferryboats and buses. With the construc-
tion of bridges, highway tunnels, and trans-
Hudson subways, ferry service across the
Hudson River ceased in the 1960s, and no pub-
lic agency considered restarting the service. But
truck company owner Arthur Imperatore, who
owned land on both the Manhattan and New
Jersey sides of the river, started a ferry service in
1986. Fares included bus service to destinations
throughout midtown and downtown Manhat-
tan. The initial operation was so successful that
NY Waterway eventually added more than two
dozen more routes.

The system was almost too successful for
its own good. After the September 11, 2001,
destruction of the World Trade Center inter-
rupted Port Authority of New York and New
Jersey (PATH) subway service. NY Waterway
borrowed heavily to add enough boats to its
fleet to meet the increased demand for ferry
service. When subway service was restored at
the end of 2003, the decline in ferry patron-
age almost bankrupted the company. It was
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saved by selling some of its routes to BillyBey
Ferry Company.

In addition to borrowing money after 9/11,
NY Waterway received several million dollars in
Federal Emergency Management Agency
(FEMA) subsidies to provide an alternative to
the shutdown subways.” When PATH wanted
to start new ferry routes, it provided terminal
space to NY Waterway. Otherwise, NY Water-
way has been entirely unsubsidized.

The National Transit Database reports that,
in 2007, NY Waterway earned $33 million in
fare revenues and spent $21 million on oper-
ations; in 2008, it earned $35 million in rev-
enues and spent $25 million on operating
costs.” BillyBey reported $7.6 million in fares
and the same amount in operating costs in
2007, and $8.4 million in revenues and $7.3
million operating costs in 2008.”” Debt ser-
vice is not included in operating costs or
reported in the National Transit Database, so it
is unknown how much of a profit NY
Waterway actually made. But it is clear that
NY Waterway is doing well, despite facing
competition from subsidized buses and
PATH subway trains.

At least two private transit services have
started in the last year. The Washington Wave,
anew jitney service in Houston, is aiming for a
more upscale clientele than the one served by
New York-New Jersey dollar vans. The jitneys
are mainly serving the entertainment districts
that are growing around the downtown
Houston area. Unlike most cities, Houston
has legally allowed jitneys for years, but this is
the first time in more than a decade that some-
one has started such a service.

Clayton County, Georgia, is the previous-
ly mentioned county that completely termi-
nated all public bus service in 2010. In
response, a private individual purchased bus-
es and is offering service on some of the
routes formerly subsidized by Clayton
County.'” The new service charges $3.50 per
ride (with discounts for seniors, children, and
the disabled), compared with average fares of
$1.10 for the subsidized buses.""

Although not true privatization, many
transit agencies save money by contracting out



transit services to private operators. The suc-
cess of such operations demonstrates how
much more efficient private companies are
than public agencies. The Colorado legislature
requires that Denver’s Regional Transporta-
tion District (RTD) contract out half of its bus
service to private operators. Despite having to
pay taxes and fees that RTD is exempted from,
the private operators billed taxpayers $5.01 per
bus mile in 2008, which was just 52 percent of
the $9.65 per bus mile spent by RTD on the
buses it operates itself. Nationally, about 16
percent of bus operations are contracted out,
at an average cost of $6.34 per bus mile com-
pared with $9.80 for in-house operations.'”

While not urban transit, intercity buses
provide a private transportation success story
whose lessons are useful for public transit.
Beset by competition from subsidized
Amtrak and discount airlines, intercity bus
service declined steadily through about 2005.
But since then it has staged a revival, particu-
larly in well-traveled corridors of the
Northeast, Midwest, and California.

The revival actually began in 1998, when a
Chinese immigrant named Pei Lin Liang
started a discount bus service called Fung
Wah (“magnificent wind”) between New
York and Boston. With the Internet as its
reservations clerk, drivers selling tickets to
walk-ons, and curbsides serving as bus sta-
tions, Fung Wah kept its overhead low and
charged half the fares then being charged by
Greyhound for the same route. Soon, other
individuals and companies imitated Fung
Wah’s success, and such “Chinatown buses”
were seen as attractive, low-cost alternatives
for travel in the Northeast.'”

Eventually, Greyhound and Peter Pan Bus
Company formed a joint venture, Bolt Bus, to
compete with the Chinatown buses. A British
company, Stagecoach, also stepped in with its
double-decked Megabuses. Bolt and Megabus
offer free wireless Internet service, leather seats,
extra legroom, and fares starting as low as
$1.50 and averaging about $15 for travel from
New York to Washington or Boston. Today,
around a dozen different companies offer bus
service in the Boston-to-Washington corridor,

19

charging fares that are typically about one-
third of Amtrak’s conventional trains and one-
tenth of Amtrak’s high-speed Acela trains.
While exact ridership numbers are not avail-
able, the American Bus Association reports
that the average intercity bus fills about two-
thirds of its seats."™ Even if Boston-to-
Washington buses fill only half their seats, they
carry as many or more riders as Amtrak.
Generally, these buses run nonstop or with
only one stop. For example, bus riders can take
their choice of individual buses running from
New York to Philadelphia; New York to
Baltimore; New York to Rockford, Maryland;
New York to Washington; and New York to
Norfolk, Virginia. Megabus also offers service
throughout the Midwest, but after a one-year
experiment it left the California market in late
2008.'” Other discount bus companies,
including CABus, California Shuttle, and
USAsia, operate in the Los Angeles-San
Francisco and California-Las Vegas corridors,
with fares starting as low as $5." Chinatown-
type buses can also be found in Alabama,
Arizona, Florida, Georgia, Nevada, North and
South Carolina, and Washington State."””
The American Bus Association estimates
that, nationally, scheduled intercity buses carry
about 15 billion passenger miles per year.'”
That’s about 2.5 times as many passenger miles
as Amtrak, which receives subsidies averaging
nearly 30 cents per passenger mile compared
with subsidies to buses that are nearly zero.
Including capital costs, transit agencies
spend an average of more than $1 per passen-
ger mile on bus service, but intercity buses
earn a profit charging less than 15 cents per
passenger mile.'"” They do so by going where
people want to go and filling at least half to
two-thirds of their seats. By comparison, the
average public transit bus fills less than a quar-
ter of its seats and, when standing room is
counted, just 15 percent of its capacity.' '

The Effects of Privatization

Private transit providers will focus on
reducing costs and focusing scheduled transit

Private intercity
bus service has
staged a revival
and private buses
NOW carry more
passengers
between Boston
and Washington
than heavily
subsidized
Amtrak.



In low-density
areas, private
companies may
replace scheduled
bus services with
SuperShuttle-like
demand-responsive
services that can
take anyone

door to door.

services on high-demand areas where they can
fill a high percentage of seats. To reduce costs,
they would employ transit technologies that
have minimal infrastructure requirements,
use the appropriate size of vehicle for each area
served, and economize on labor.

Privatization would probably improve tran-
sit service in the inner cities, where most transit
patrons live, while it would reduce service in
many suburbs, where most people have access
to cars. Privatization would also greatly alter
the nature of transit services in many cities.

Private investors would be unlikely to
expand or upgrade high-cost forms of transit
such as light rail, streetcars, and automated
guideways. Private operators might continue
to run existing rail lines until the existing
infrastructure is worn out, which tends to be
after about 30 years of service. Rather than
rebuild the lines, private operators would
probably then replace the railways with low-
cost, flexible bus service.

Private operators might find it worth-
while to maintain a few heavy-rail (subways
and elevateds) and commuter-rail lines in the
long run. Fares cover more than 60 percent of
the operating costs of subways/elevateds in
New York, San Francisco, and Washington;
more than half the operating costs of com-
muter trains in Boston, Los Angeles, New
Jersey, New York, and Philadelphia; and more
than half the operating costs of subways/ele-
vateds in Boston and Philadelphia. It is possi-
ble that private operation could save enough
money to cover operating costs, with enough
left over to keep infrastructure in a state of
good repair in many of these cities. Most oth-
er rail lines, including virtually all of the ones
being planned or built today, would not pass
a market test, mainly because buses can
attract as many riders at a far lower cost.

Bus services would change as well under
private operation. In heavily used corridors,
private transit services would offer both local
bus services (that stop several times per mile)
as well as bus rapid transit services that con-
nect major urban centers and rarely stop
between those centers. In low-demand areas,
private operators would likely substitute 13- to
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20-passenger vans for the 40-seat buses cur-
rently used by most public agencies. In even
lower-demand areas, private companies may
elect to focus on SuperShuttle-like demand-
responsive services that pick anyone—not just
disabled passengers—up at their doors and
drop them off at their destinations.

Private Transit Alternatives

In the era of private transit, cities gave tran-
sit companies exclusive franchises to operate
on specific streets or routes. Since each route
was a monopoly, city or state public utility
commissions strictly regulated fares and ser-
vice levels. Some people believe that such regu-
lation hastened the decline of private transit
by limiting the ability of transit companies to
raise fares to keep up with inflation or cut ser-
vice on nonperforming routes."!

Considering that its chief competition is
the automobile, transit can hardly be consid-
ered a monopoly today. In contrast to the
regulatory model, cities could completely
open streets to any transit provider. City or
state commissions might ensure that vehicles
and drivers are safe, but not regulate fares,
routes, or schedules. This is essentially the
system used in many developing countries.

In their 1997 book Curb Rights, Daniel
Klein, Adrian Moore, and Binyam Reja argue
that the relatively unregulated model works in
developing countries because auto ownership
rates are low. In the United States, where
demand for transit is lower, the model could
fail because transit companies would attempt
to pirate customers away from one another—
for example by running buses a few minutes
ahead of competitors’ bus schedules. This
would make transit uneconomical for any of
the providers and many areas would be left
with no service at all. Their solution is to auc-
tion transferable curb rights—the right to stop
vehicles to pick up and drop off passengers—at
selected locations on various routes. Fares and
schedules would remain unregulated, but
individual transit providers would have routes
and customers secure from taxi piratas.'"?



America has a variety of transit markets, and
it is likely that no one solution is best for all of
them. New York City has enough demand for
transit that the unregulated model might work
fine in the absence of curb rights. The demand
for transit in Los Angeles might be thin enough
that the curb rights model might work best.
Smaller cities and towns might prefer the fran-
chise system. Fortunately, with more than 300
urban areas with transit service, there is room
for experimentation.

More important than finding the right
model at the very beginning is eliminating
the current perverse incentives that promote
the stultifying socialistic system. Just as the
government takeover of transit resulted from
actions taken by Congress, so Congress must
be the first to take actions to reverse this
process. It can do so in the next surface trans-
portation reauthorization bill, which is
scheduled for consideration in 2011.

A Privatization Action Plan

Instead of the “complex and nebulous”
goals identified by Lave in 1994, urban transit
should have a single goal: to efficiently move
people who are willing to pay for that trans-
portation. As illustrated by the large differ-
ences in costs between buses that are contract-
ed out and buses that are directly operated by
public agencies, private businesses are more
efficient than publicly owned transit systems.

To achieve this goal, federal, state, and local
governments should take the following steps:

1. State and local governments should stop
subsidizing highways. In the decade ending in
2008, some $444 billion in general funds
were spent on roads (after adjusting for infla-
tion to 2008 dollars). This was partly offset
by $234 billion in diversions from highway
user fees to transit and other nonhighway
programs. Even if this offset is not counted,
ending the $444 billion in subsidies will not
pose a hardship on drivers, as the subsidies
amount to just 1.5 cents for each of the 29
trillion vehicle miles driven in those years.
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At the same time, ending the subsidies will
provide an important object lesson for the
transit industry: transportation can and
should pay for itself. Ending highway subsi-
dies will also take away the argument of tran-
sit advocates that, since highway users receive
subsidies of less than a penny per passenger
mile, transit users should receive subsidies of
more than 70 cents per passenger mile.

The best way to end the subsidies would be
to switch from gasoline taxes to vehicle-mile
fees as the basis for paying for highways. As not-
ed by Jim Whitty of the Oregon Department of
Transportation at a recent conference on
mileage-based fees, electronic fees can be col-
lected for every road, with funds going to the
government agency that owns or manages that
road; they can vary by the level of traffic in order
to minimize congestion; and they can be
charged without invading driver privacy.'"
Mileage fees will be more politically palatable to
drivers provided, first, that the vehicle-mile fee is
a replacement for—not an addition to—existing
gasoline taxes and, second, that the collected
fees are spent only on highways, roads, and
streets, and not diverted to other activities.

2. Congress should phase out subsidies to
transit and all other forms of transportation.
To the extent that transportation is interstate
in nature, Congress should ensure that trans-
portation programs are fiscally prudent. This
means that, whenever possible, they should
be privately operated and always funded out
of user fees, not taxes.

If there is a special need to federally fund
some program, such as a program aimed at
reducing air pollution, federal funds should
be spent on projects that directly address that
problem. The idea that funding indirect pro-
grams such as transit to reduce congestion,
save energy, clean the air, and solve other
problems simply leads to wasteful spending
on projects that do not really address any of
those problems.

3. Congress should eliminate New Starts,
Small Starts, the Congestion Mitigation/Air
Quality fund, and other nonformula funds.
These funds have become “open buckets” that
encourage transit agencies to plan wasteful

Urban transit
should have a
single goal: to
efficiently move
people who are
willing to pay
for that

transportation.



Taxes dedicated
to transit give
transit agencies a
license to spend
on programs that
have no economic
or financial
justification.

projects in order to get larger shares of federal
funds. “Formula funds”—federal funds that
are distributed on the basis of such factors as
population, land area, and/or actual use—are
much better because they are fairly fixed and
thus state and local transportation agencies
have little incentive to spend on inappropriate
projects because more spending will not lead
to more federal grants.

4. Congress should include user fees in the
formula funds. Funds distributed on the basis
of the user fees collected will give transit and
other transportation agencies incentives to
focus on better service to users rather than on
pleasing politicians. For example, a formula
that distributes funds to states based 50 per-
cent on user fees, 45 percent on population,
and S percent on land area initially results in
a distribution similar to today’s distribution
of highway funds, but in the long run
rewards states (and transit agencies within
each state) that increase the share of their
transportation systems paid out of user fees.
Once transit agencies are more focused on
user fees, it will be easier for them to privatize
transit operations.

5. States should end diversions of gas taxes
and other highway fees to transit. In 2008,
California diverted more than $800 million,
Pennsylvania diverted more than $600 mil-
lion, and other states diverted nearly $3.7
million in gas taxes to transit. California also
diverted $1.2 million, and other states divert-
ed $2.6 million, in motor vehicle registration
fees to transit. New York diverted almost
$500 million, and other states diverted $200
million more, in road tolls to transit.'"*

This unearned money gives transit agen-
cies a license to spend on programs that have
no economic or financial justification. They
also reduce the public faith in highway user
fees, making it difficult for state and local
agencies to raise the fees they need to main-
tain and improve roads.

6. States should end other transit subsidies. In
addition to highway user fees, states dedicated
more than $5 billion in income, sales, proper-
ty, and other taxes to transit operations.
Phasing out this money would encourage
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transit agencies to privatize their operations.

7. States may want to provide mobility assis-
tance to low-income, disabled, and other people
who lack automobility. Instead of giving tran-
sit agencies billions of dollars and hoping
they will use it to help people who cannot dri-
ve, states could give mobility vouchers to
such people. These vouchers could be applied
to any common carrier form of transporta-
tion: airlines, Amtrak, intercity buses, urban
transit, or taxis.

8. Transit agencies should privatize their sys-
tems in ways that promote efficient services to
people in their cities or districts. Where possi-
ble, privatization should encourage, or at
least allow for, competition. But transit agen-
cies should consider a variety of options
(such as franchises, curb rights, and unre-
stricted competition) to determine what
might be best for their particular urban areas.

Conclusion

Public ownership of transit is one of the
least defensible government programs in the
United States. It has led to a huge decline in
transit productivity, a large increase in costs,
and only minor increases in outputs. In addi-
tion, a powerful lobby of groups now feel
entitled to government support—groups that
do not include transit riders, for the most
part, but instead are mainly rail construction
companies and railcar manufacturers, transit
contractors, transit employee unions, and the
transit agencies themselves. Privatization will
make transit responsive to users, not politi-
cians, and will actually lead to better services
for many transit users.
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