Does Contracting Transit
Service Save Money?

BY WILLIAM S. MCCULLOUGH, BRIAN D. TAYLOR, & MARTIN WACHS

Reﬂecting the international trend toward privatizing government services, many
scholars and elected officials favor contracting out pul)lic transit services. During
the 1980s many states and the federal government implemented policies that
explicitly favored private-sector participation in the provision of transit service.
Proponents continue to argue that contracting will })ring dramatic cost savings
and improvecl service and have recently convinced many transit agencies to
switch to contracted service. It is difficult to know precisely how many services
are contracted nationwide, but we estimate that between 1989 and 1993 the
number of US agencies that contracted out their fixed-route motorbus services
increased by about 27 percent. By 1993 contracted bus service made up about 6
percent of all fixed-route revenue hours. Opponents claim that contracting is
simply a union-]austing tactic with minimal net savings because the public sector
still pays the hill for increased administrative and management costs, while

receiving lower—quality service.
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In presenting their cases, both sides often dispute basic data,
making it difficult to assess the efficiency of contracted transit ser-
vice. When the Los Angeles County Transportation Commission
analyzed the effects of contracted bus services in the suburban
Foothill Transit Zone in the late 1980s, they claimed savings in
operating costs of 48 percent. But the Southern California Rapid
Transit District, the regional operator that formerly operated the
services, hired another consultant who reported no significant sav-
ings at all. A third report by an independent evaluator concluded
that both were wrong, and that actual savings ranged from 24 to
34 percent.

The Federal Transit Administration estimated that service
contracting can produce operating-cost savings, per revenue-
vehicle-hour of transit service, of between 25 and 30 percent. A
Denver study found savings from contracting ranged between 15
and 30 percent; and a study in Yolo County, California, showed
savings to be about 35 percent. But Eliott Sclar of Columbia
University, a vocal critic of transit contracting, claims that these
figures are grossly overstated. He cites examples from Denver,
New Orleans, New Jersey, and Westchester County, New York,
in which contracted services are found to be more expensive than
publicly operated ones.

Proponents of contracting often claim that public agencies
cannot operate efficiently and generate higher costs because of
wasteful bureaucracy, bungling, and fraud. Research clearly
shows, however, that the vast majority of savings from contract-
ing transit service results from reduced labor expenses. Private
contractors pay their workers lower wages and fewer fringe ben-
efits, and they are less often bound by restrictive work rules. Every
private contractor who bid to operate LA’s Foothill Transit service
proposed bus-driver wages well below $10 per hour, while the
Southern California Rapid Transit District, the former govern-
mental operator, paid drivers

Further, union contracts usually require public transit agen-
cies to pay overtime penalties when drivers work “split shifts” —
driving during morning and afternoon rush hours with a break
between. To avoid these costs, private transit companies tend to
increase the proportion of part-time drivers who work during only
one peak period per day. Government transit agencies don’t have
this option because their labor agreements usually limit the pro-
portion of employees who can be part-timers.

We tried to make sense of the divergent data and to perform
our own statistical analyses to determine the costs and benefits
of contracting transit services. The vast majority of previous stud-
ies looked at single cases and compared small, single-mode con-
tracted service providers with large regional operations with
extensive service responsibilities and political obligations. In con-
trast, we examined a national sample of 142 bus transit services,
including some operators with fewer than 25 buses and others
with more than 1,000. Some operators in our study contracted out
all service, others contracted-out none, and many contracted for
part of their service while directly operating the rest. Most previ-
ous studies compared transit-service costs in a single year, but we
examined trends over a five-year period.

IS CONTRACTING A BARGAIN?

Contrary to expectations, we found the lowest operating costs
per hour of bus service among those that did no contracting at all,
and the highest rates among those that contracted out some of
their services. Those that contracted out all their services had
intermediate values (See Figure 1). The 87 transit operators that
did no contracting had average hourly costs in 1993 of $45.74 per
hour; the 29 operators that contracted-out all of their services had
average hourly costs of $47.71; the 25 operators that contracted
out some but not all of their services experienced hourly bus oper-
ating costs averaging $66.84.

$14.69 per hour. When the Bay
Area Rapid Transit District
accepted bids on feeder bus
service to their train stations in
1989, every private bid had
wage rates below $9.10 per

hour, while the sole public
competitor, AC Transit, sub-
mitted a proposed wage rate of
$11.01 per hour. Similar pat-
terns have been reported in
studies of Houston, Denver,
and San Diego.

Apparently, contracted
transit service is not always
cheaper than directly operated
services, and there is no clear-
cut general rule on when con-
tracting will work. In all likeli-
hood, agencies that choose to
contract for some of their ser-
vices do so precisely because
they are located in high-cost

areas and have an incentive to
try new ways to reduce costs.
They may experience cost >
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savings through contracting even though their hourly rates are

highest among the three groups. Similarly, agencies that don’t
contract for any of their services may have no reason to consider
contracting because they happen to be in lower-cost service areas.
Interestingly, between 1989 and 1993, agencies that did no
contracting experienced cost increases of 14.6 percent, while
agencies that contracted for all of their services experienced
increases of 9.5 percent. Those contracting out some but not all
their service experienced cost increases of only 3.5 percent dur-
ing the same period. In other words, the highest rate of increase
in costs occurred in the group with the lowest hourly-service cost,
while the lowest increase occurred in the group with the highest
service cost. It appears, then, that contracting helped slow the rate
of increase in high-cost areas. However, between 1991 and 1993,
costs for contracted services rose faster than costs for non-con-
tract operators. Our research thus suggests that most of the
improvements in cost efficiency occurred soon after services were
contracted, and that in time these gains began to slow down.
We further tested the effects on hourly bus operating costs
of fourteen factors that we hypothesized may contribute to cost
differences among transit companies across the US. Besides the

extent of contracting, we studied various relevant characteristics
of transit companies and their service areas. We looked at popu-
lation density because higher density may be more favorable to
efficient transit than lower densities. We examined cost of living
differences between different regions to account for wage differ-
ences and other operating expenses. We included fleet size
because larger fleets are reported to have higher operating costs
than smaller ones. We considered measures of snowfall and pre-
cipitation because it probably costs more to run buses in com-
munities with severe weather than in milder climates. We stud-
ied local traffic congestion because slow vehicle speeds produce
high labor costs per mile of transit service.

Our findings shocked us. Transit contracting, a much-hyped
public policy issue in recent years, had far less influence on tran-
sit operating costs than we expected. In fact, the presence or
absence of contracting had a smaller effect on costs than any of
the thirteen other variables. By far the variable most influential to
cost efficiency is the ratio of total vehicle-hours to revenue-vehi-
cle-hours — which measures the proportion of time that a bus is
actually carrying passengers when on the road. If a bus company
operates a far-flung network with routes located far from the



garage, buses must cover many nonservice miles. This “dead-
heading” adds greatly to operating costs. This factor was 78 times
as influential in determining the cost of transit operations as was
contracting. Whether operated directly or by contractors, ser-
vices that require much deadheading are much more expensive
than those that do not.

Another variable influential in determining the hourly cost
of bus service was the ratio of drivers’ pay-hours to total bus-
hours, which measures the efficiency of labor. It is important to
note that drivers often get paid for hours when they are not actu-
ally driving and carrying passengers. For example, suppose a
bus company wants to operate extra service during rush hours,
from 6:00 to 10:00 a.m. and from 4:00 to 8:00 p.m., totalling eight
revenue hours. Labor contracts with unions often require that
drivers who work both rush-hour periods be paid for the six
hours in between, although they are not driving during that time.
Most contracts even require payment of overtime wages for work
time in excess of eight consecutive hours. So a driver who works
the two rush-hour periods may be paid for seventeen pay hours
(6:00 a.m. to 8:00 p.m., plus time-and-a-half wages for the six
hours exceeding eight consecutive hours) even though the bus
is in revenue service for only eight hours. To avoid these pay-
ments, companies may wish to hire part-time drivers, but most
labor contracts also restrict the number of part-time workers.

Of course, we don’t mean to imply that transit contracting
is insignificant. In fact, contracting, or even the threat of con-
tracting during contract negotiations with unions, can make a
big difference depending on the circumstances. For example, if
atransit operator has routes that entail substantial deadheading,
it may attempt to solve that problem directly: by locating garages
nearer to routes, by eliminating unproductive suburban routes,
or by making bus routes more efficient. Or, it may contract out
some of its service. Similarly, if a transit operator ends up pay-
ing for inefficient labor, transit managers may consider new
labor agreements, or they may consider contracting out services.
Contracting offers one tactic for reducing costs, but it should not
be considered the only solution.

Contracting may also be used to quickly start or expand ser-
vices. This is particularly true for public agencies that have little
experience in transit operations. It is important, however, that a
competitive environment be developed so that one contractor
cannot monopolize transit service in a region.

CONCLUSION

So, does contracting save money? It depends. Transit ser-
vices operated by private contractors are not always less expen-
sive or more efficient than services directly operated by transit >

FIGURE 1

Operating Expense per Reveue Hour by Type of Fixed-Route Transit Operator
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agencies. At the same time, contracting for transit services is not unimportant. We found

that a complex set of conditions influences transit operating costs and efficiency. Often
these conditions include unfavorable operating rules, service to distant communities, and
high wage rates. In some cases contracting for service may be the best way to achieve
cost-effective operations; in others the problems causing high costs are best addressed by
other strategies. Contracting is a viable option for many transit systems, but it is certain-
ly not a panacea. &
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