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This paper examines the competitive contracting issues raised by the Economic Poliey
Lnstitute (EPT) report, The porgr's. New Clothes: Transit Privafzation and Public F
The EPE report alleges thae competitive conmactng, of privatzation, of public fransit services
tesulis in higher costs, lower service tevels, and is at odds with the ohjective of reducing

amtomobile psage through increused reliance on public wansit. By contrast, this paper

documents the following points:

U'S public transit costs per mjlte increased more than 65 percent over inflation from 1970 0
19RE -~ a Tate far greaver than that of medical care services and gasoline prices, For each new
infladon-adjusted dollar public transit recedved, only 17 cents funded rew services, the
remgaining 83 cents was consumed by costs over inflanon. The $32 billion 1o public monies
used 10 fund public transit's ronawey costs Instead conld hive been nsed to doubte ransit

Ml

f::::x -w;rrrm service levels, o construct 135 new light rail systems or 13 new heavy rail systems, or could
[T
srewced as neces - hawe been diverted to reconstuct failing bridges, wanels, sweais, and highways.

sarliy refTecting the
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Fanaderien ar er E LIC TRAMIIT.

am plemil fe add o ' . ' et 1
bivider the paaagn Fublic wansit agencies successfully have used competitive conmscting oo reduce the coss of
af @iy i begoe public manst service, Savings have been used to reduce fransit farex, increzse or preserve

gy lepasdetire bodly. . . . -
service levels, and to render increased public wansit taxes wnnceessary. As 8 result of




documnented savings, the Urban Mass Transportation Adiminismaton has supported, Tt not
required, the use of competitive Contracing.

COMEET{TIVE QONIRACTING IS A SOLND PUBLIC MANAGEMENT STRATEGY.

The competitive contracting process is 8 public management siutegy 10 enshe that poods and
services of a defined quality and quantry are produced for the Towest possible cost
Competitive contracting is the familiar "make or buy" analysis applicd w poblic services, I
the same guantity and quality of service can be purchased for less, a fixed-erm, fixed-price
eontract is awarded o the lowest responsible and responsive bidder. Tf the same quality and
quantity of service cannot be purchased for less, then sarvice is provided directly by the
public agency.

COMPETITIVELY CONTRACTED SERYICE TS SAFE AN RELIABLE,

Private ransportation providers for yeurs have been safcly transporting a largs perceniage of
our most fragiie passengers: school children (30 percent of service) and the elderly and
disabled {more than 67 percent of the service), Public ransit adminzstracors who
competitively contract have reported that the quality and safety of contracted service 14 as
good s or betier than the previous publicly operatad service. Indvsiry statisnes indicate that
the privae bus industry hag the best safety record of any surface ransportaton mexde in the
Unired States.

A PUBLIC PURPOSE FOR PURLIC TRANSIT.

The purpose of public ransit is to provide mobility and to reduce traffic congestion and air
pollution. Tn the interests of the riders and the taxpayers, transit services must be reliable and
safe and produced at the lowest possible cost,

The goals of transit have been compromised by rthe steep cost escalation and declining
proxtuctiviry of public transit, Competitively contracted wransit service is safle and reliable,
and the pubiic tetains full control. The savings realized can be used 1o address 1he preblems
of robility, traffic congestion, and air pollution. Because of these benefits, competitive
conmracting is 2 superior strategy for achieving the full public purpose of public wansit,




[ INTRODUCTION

This paper sxamines the compettive contracting issues raised by the Economic Palley
Institute report, The Emperor's New Clothes: Transit Privatizarjon and Public Policy.[1]
This paper presents data to counter EPL contentions, and deseribes the runaway costs and
declining produetivity of US public st that propelled competitive contracting of public
wansil services inko the areny of public debare, The paper begins with a definttion of
CoIpeitve conmracting.

[I. COMPETITIVE CONTRACTING OF FUBLIC TRANSIT SERVICE

Monopelies are less efficient producers than compettive firms, Monopoly goods and
services cost more (o produce, so the consuener is charged u higher price. The lower
efficigncy of monopoly firms also resnlts in a lower outpnt of goods and services. Public
monopolies, like private mongpolies, produce less, and xpayers and consumers pay more
than necessary for the goods and services produced by public monopolies.

In public munsit, reliance on monepoly has been costly, Riders and raxpayers have paid
billions pore in faderal, stare, and local taxes and have reccived far less service than they
wonld have in a competitive emvironment. Corrpetitve comracting has been Inroduced o
reduce the "monopoly” costs of public ansit service, The basis for competitive contracting
is that public transit service should be provided at the lowest possible cost consistent with
service guelity and safety,

Cornpetitive confracting is the application of "make or buy " analysis to public services.
"“Malke or buy” analysis has been used for decades by privane and public organizatons
ensure that goods and serviess of a defined quantity and qualiey are produced for the lowest
possible cost. Each good or service made or consoned by the organization is studied
determring if uying the good or component or contracting, for the service would be cheaper
and of egual or greaver quality than that produced within the organizatien. Public agencies
traditionally have purchased tnany services through competitve contraciing including
buikding roaintenance, accounting, legal, and computer services, and ransportanon and
delivery services. There e two fundamental principles of competitive contracing:

L. The pubiic agency retains full policy conol, deremuning which services are
competitively contmicted, establishing standards, administering contracts, and
monitoring service perfonmance.

2. The publiv agency must take sieps w foster a competitive marker, The agency must
ensure wide participation and full disclosure of information, Emit contract lengths, and
lirnit the size of fonacrs so that large and smmll private companies alike can compete
for services.

Applied o public mansit, competitive contracting requires that the public tansit agency
produce service Tself when it is less expensive to do so; when service produced by the public
wansit agency is more expensive, the service is "bought” from public or private conmactors.
There ars two basic steps in the competifive ConTacking process:

1. The public tensit ageney seeks cornpetitive proposals to defiver a specific quality
and quantity of public wansit service for a defined period of dme.

2. A contraet is awarded to the lowest responsible and respensive poivate or public
proposer who demensirates an ability to provide the same quality and quangty of public
transit service at a cost Jower than thar of the public agency. The public transit agency
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continues to produce the service if the same guality and quandty of service canno be
obtained for Jess,

Note: If competitive contracting results in bhigher pubfic costs, thea the public
ransi agengy crred In awarding a conract,

in the United States, most public ransit services require public subsidy. Competitive
contracting does not elirminate the need for subsidy, but the amount of subsidy required i3
rednced because costs are lower. Competitive coptracting lowers pubhic ¢0Ss in twa ways.
First, costs are reduced when a conmactor provides public transit services for less. Second,
costs zre reduced when public transit agencies improve their owa cost &rformance in
response ko the competitive market. This is called the "ripple” effect. Comperitive
contractng saves money nol becanse the privaie seeter i superior 1o the public secuar;
competidve contraceng saves money because competicion induces lower costs than
monopoly.

III. ANALYSIS OF THE ISSUES
A, COST ESCALATION AND THE PURPOSE {F PUBLIC TEANSIT

The EPI report defines the purpose of urban tansportation policy: "to increase the exent o
which we move people by mass public wansit and decrease our dependence on the
automobile,” EPI omits a crucial element. Many public ransit tders depend upon public
mransit because they havs litle or no access o auknobiles. The mansit-dependent include the
inner—city poot, the elderly, and the disabled. Therefore, an important component of public
transit’s mission is to provide service to the munsit-dependent as well as 1o reduee weliance
upon automobiles,

EPT cites improved cost control a5 UMTA's intent in enconraging competitive contracting of
public wansit. Yet, EFI congiders competitive contracting ar odds with publie ransir's

pUTPOSE,

Withoot sffective cost containment, howeves, public wansit cannot increase ridership; it
canmet provide needed mobility for the trangt dependent; and it cannot reduce dependence on
the automabile.

* By any measute, public ransit has continued o lose marker share,

Per capita puhlic transit ridership declined by 15 percent from 1980 1o 1987 in the 36
metropolitn arcss of more than one million peopls {21

Public wansit ridership per capita decreased in 33 of the 36 largest S metropolitan
areas from 3980 to 1987 --- ten areas regiswered losses of more than 30 pereent [3]

Transit's Work-ip market share declined by nearly 30 percent from 1970 to 1980.04§
+ Public assistance wo public transit has increased rapidly.[3]

More than $100 billion in tax funding has been received by public Tansit in the ast two
decades.

Operating subsidies have increased to move (han $6 billion annually (by 1986} — maore
than 20 ames the 1970 level.
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* Most of the money ﬁgiven 10 public transit has been consumed by rapidly escatating coses.
From 1970 to 1986:[6]

Public wanyit coms per mile increased 349 percent compared 1o the inflarion increase of
170 pereent. Adjusted for inflation, pablic ransit costs increased by 63 pereent.

Public transit costs increased m a rate far greater thao that of medical care services of
gasaline prices.

Each additional $1.00 in inflation-adjusted revenue produced orly 30.17 in new public
transit service. Comversely, public wansit required £5.94 in new revenues (o produce
each dollar's werth of new service (See Figure 1@ USE OF NEW PUBLIC TRANSIT
REVENLUE)

Publit: ranst costs excesdsd the inflation rate by more than $32 billion --- nearly 54
billicn in 1986 alone.

* Competitive bus industry costs declined during the same period of time,[7] suggesing that
mostor all of public transit's cost escalation resulted from its non-corepetitive market (See
Figure 2: NATIONAL COST INCREASES).

Drivate bus industry costs per mile increased 1640 percent compared te the infladen
ingrease of 170 percent. Adjusted for inflation, privare bus indusey costs declined by
four percent.

The 340 percent incregse in public wansit cosis was more than double the 160 percent
competittve bus indusry iIncrease.

¥ Bervice levels could have been increased by 109 percem(2] if public mransit had mamtained
its cost increases within inflation —- roore than sight fmes the actual senvics increase. Instead
of providing enly $0.17 in new service for each new dollar, public gansit would have
produced $1.00 1n new service for each new inflation-adjusted dollar.

A 108 percent inerease in public transit servise would have provided public wansit with
the resources to reduce reliance on the auemobile and to provide additional services w
the elderly, the disabled, and the poor. Instead, $32 billion in new infladon-adjusted
operating subsidies were consumed by public wansit agencies in higher real costs and
without any benefit to the public.

* Alicrmatively, additional public trangit infrastructure could have been built if public wansit
had coneolled its costs. The $32 billion that public wansit speat in excess of infiation coold
have funded:[9]
135 new light rail systems equal in cost w0 Portland's new Banficld light rail line, or
13 new heavy mail syskerns equal in cost to Atlanta's new MARTA sysiem.

# Public transit's fundamental eost eontrol problem has not been sobved by better
ManAEement.

Pulilic tansit ¢ost epcalanion occurred despite the'inmoduction of vatious management
srategies 10 wonol costs such as par-rime labor, management IfformABAN SYStEmS,
performance monitoring prograrms and tegally mundated perforniance audis. Public
transit cost contmol can be achieved through the introduction of competitive incentives,
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FICURE ONE

USE OF NEW PUBLIC TRANSIT REVENUE
1986 vs. 1970
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FIGURE TWO

NATIONAL COST INCREASES
Private Bus Industry, Public Transit
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Based upon the historical low rate of productivity of pubtic transit operating subsidics
--just 17 cents per inflation-adjusted dollar -- and in 1he continwed absence of cost
containment, only massive tax increnses wounld halt public transits contineing decline
and increase its market share.

B, COST SAVINGS

The EFI report suggests that competitive contracting docs not resolt in reduced costs. Only
two cases are cited a5 svidence.

New Orleang

EPI states that competitive cmtracting has mereased costs at the New Orleans Regions]
Transit Authonty (RTA). RTA iself ingi st thi i i

i as a result of contracting with Greyhound
Lines and its mingrity subcontracior, Rhodes Transportation, Based on ETA ligures,
the first vear's savings from competitive contracting should approximate $1.1
million. {1 1] RTA's general manager has characterized competitive contracting as "
great benefie o RTA" and held that "rmuwel benefits for the public and privawe sectors
are derived from privatization. It is a win-win sitnaron."[12]

EPI reaches its canclusion that competitive epsts were higher by adding 51 467 million
in velicle keasing costs w the ooss of the competitive service—-but not to RTA costs.
Since vehicles would be requited whether oparations wera public or private, the vehicle
leasing costs should have been incloded in public costs as welf. Actoally, no vehicle
lzrsing costs were ever incurred, becanse RTA provided the vehicles for the service
from within its existing fleet; consequently, vehicle Jeasing costs should be exciuded
from both RTA and competitive costs.

E

n n 1 i

The EPI repor stakes that compedtively contracted service in Sonoma County costs
more than publicly operated service, According to EPI, Golden Gate Transit, an
adfacent public wansit agency, proposed o operabe the service for three years at a
savings of approximately seven peroeant.

Hpwever, Golden Gare did not submir a three- year proposal, and its cost proposal was
not lower., Golden Gate proposed to operate service for oae year at a rate of $2.{28
mitlion [13]with ne limii on cost increases in subsequent vears. Golden Gae did not
participate in the public bidding process, and the service proposed by Golden Gate was
substaneially different from the servize Sohoma County had requested. The privaie
contractor's price for the first year of service was $1.835 million with fixed prices for
the second znd third years.

Could Golden Gate have provided the service for 32.028 million? This fipwre would
vield & rate of 329.98 per howt, only a fraction of Golden Gale's 1987 cost of bo2.07
per bour.{14] The private contrector's 1989 price of $27.13 per hour is 36 percent
brelerm Golden Crate's 1987 cast per hour [excluding overhead). TF Golden Gate had
beent awarded the contract, most of the difference between the contract price of $240.98
and the acroal cost o provide the service would have been borne by the taxpayers.

Compatitive Contmacting Saves Mney

The EF1 report does not consider 1he hundreds of examples of competive contracting in
publig transit. Competitive contracting routinely results in cost savings. For example:
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Los Anpeles: A recant Price Waterhouse repon documnents 41 percent savings on Tocal
and express public tranatt routes [15]

Los Angeles saved 37 pereent on the downeown cinculater system in 1958-9.018)
Subsequent rebidding of the contract resulied in an additional 32 percent reduchon in
costs for 1989-00,117]

5t Louis: According to local public mansit officials, newly awarded competidvely
contractad service will cost "abouot half .. (what) it would cost the agency to operite the
fine itself "[18]

Spohomish County saved more than 30 percent on express service. [19]

San Diegg: Compettvely contracted service is operared for 43 percent less than
publicly provided service.[20] These savings are undersiated, because figures for the
competiteve service include scme bus capital costs and the publie ¢osts includs 1o
uapilal cosrs,

Eairfax County, Virginis saved 39 percent over previous public operation [21]

Houstog saved more than 30 percent on park and ride services procured in 1985.122)
The recent retidding of the concract resulied in a price reducton with no cost INCTEAS:
through 1991.[23]

Orange County, Califomia saves 29 percent on commuter bus service as compared o
Orange County Transit costs and 54 percent cornpared 1o a bid by Los Anpeles'
Southern Califomia Rapid Transit Distmict [24]

Each of these cases undersiates the true cost savings, because none of the analysss congider
the taxes and license fees paid by private companies and from which public transit agencies
gre typically exempi.

Evidence supporting competitive contracting is not himdred to the United States:

London: London Regional Transport (LRT competitively contracts mare than 25
percent of its bus service, more service than is operated in all b five US memwopelitan
areas. Because of the lower costs, LRT has nntounced intentions o double
competitive contracting in 1990 and Invest savings in service mprovamencs.[25] LRT
Teports that "the contract system has helped...to control costs and to improve Service [o
115 passengers,"[26]

. ive € g O NewR

EFI suggests that competitive contrecting "creates no new resources,” To the contrary, the
savings frorm competitve contrzcting are new resources that have been nsed 1o inprove
public service thmoughout the nanoo. For example:

Savings hove resulied in lower fares in For Wayme, Atlanta and Los Anpeles.

Savings have permitied expansion of services in Johnson County (K53 Denvar,
Snohomish County (WAL, and Fort W .

Competitive contractng permived Fort Wayne to expand service by 50 &nit i less
than threg years, which was accompanied by an increase in ddezsinp of 40 percent,
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The magnimde of increase for both figures is unprecedenced in the recent history of US
public transit. Fort Wayne protected current employees by fimiting the use of contrace
drivers 1o the employee atcidoen rale (a common praciics in peblic wansic.[27]

In Sao Diega, the savings from compedtve conracts and from reductions in public
oS5 a5 & result of the competition (when compared to the cost increases of other
Califormix viges, 1979-1989) are greater than the cost of the San Thego-Suan Yaxdto figh
tail litve. ’

The Chicago Transit Authorily was able s double its service o the disabled withouwt
ingreasing revenues.[28]

Servipmy described in the Price Waterhouse Log Anpeles report bad been seheduled for
cancellaton becanse of cscalating coss, The lower costs of competitive contracts
prrmitted continoation of those sernees.

Ridership has increased by more than 100 percent in three yeurs after Snohomich
County converted m cormpetitive conmacting. [29]

Perhiaps the most important benefit of competitive contracting is the impaet of comperition on
puhlic costs. This "ripple” effect ovcurs when public mansit agencies conmol their costs Az a
resull of competipve Incentives,

Sap Diego: San Dicgo Public Transit Corporation costs declined 10 percent in the
competitive environtent that developed from 1978 10 1989, The combination of lower
agency costs and savings from contacied services proguced an inflation-adjusted
decreass in costs per mile of 19 percent from 1979 10 1989 [30] In comparison, the
nation’s 50 Yargest public wansit apancies experienced an infladon-adjusted Increase of
maore than 20 percent from 1979 10 1987.[31]

Morfiolk: The use of compedtve contracting has resulied in lower mternil costs
according to a repart for the public ransit agency.[32)

Competitve Labor Provisions: In response 1o the competitive market, public transit
agendies and their nnions have negotiated arrangements to permit the payment of
competitive-level compensation to drivers on conmect services rather than the above-
tnarket compensation typical of public wansi. Competinve laber agrearments have been
made in Los Angeles, Cincinnatl, Memphis, San Francisco, 3t. Louts, San Diego, Salt
Lake City, New Tersey and others.

C. SAFETY AND SERYICE QUALITY
EP] implies that competitive contracting results in reduced service quality and safery.

EPI cites only New Chleans as evidence, where it is claimed thar maintenance degeriorated
and gecident rams increased during the first three months of competitively congacted
operafion. FPI did not take note of extenuating circurnstanses. RTA, in its request for
proposals, stated it would supply buses no older than five years [33] The contractor
submitted a bid based upon that assumption. To dat, moete than 73 percent of the RTA
buses provided to the contractor have aged beyond thetr useful iife, and the models have
been discontinned by the mannfacnirer. Mainenance problemns and breakdowns predicably
are far greater for tins aged fleet as compared so RTA's fieet with an averags age of less than
half the expected life of the vehicles, Yet, despite the far preater maintenance burden for the
older buses, the contracter has contnued to deliver services at the original price. RTA has
noted that service and safery performance is mproving and that the performanes problems
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were expericnced in "the new {in-house) service implemented during thar period as
well."{34]

The EFT assumption that drivers paid greatet-than-raarket wages provide safer service of
higher qualiny than other drivers is not supported by any data.

EPI conjecrires that lower-paid drivers will have higher absentes records that result in
unreliable scrvice (missed trips, etc.). BPI authors offer no evidence whaatever for their

suppositon.

Current data do not support EPL's premise. A report by Peat, Marwick and Mitchell indicaes
that public frenswit drvers have an average absentesism race of 22 days per year, excluding
vacations and holidays -— more than three times the national average.[35] Within the last two
years both the Southern California Rapid Transit Dismict (Los Angeles) and Alameda-Contrs
Costa Transit in Cakland, CA have reported that their drivers take an average of more than 30
sick days anmualty. A private cormpany busdened with a similar absentesisin record would be
unable to survive In the competitve market.

ity Service Through € ive "

The data snggest that seither service guality nor safety 15 comprormised under comperidve
COnractng.

# The private bus industry has the safest record of any surface transportation mode in
the Unnied States.[36]

* While less than 10 percent of all poblic wznsit bus services are provided under
competitive contract, mote than 67 percent of service for the elderiy and disabled (dial-
a-ride) is provided through compentve conract.[27] Apprexisnately 30 percent of
school transpermation is provided wnder contract.[38] If the privats secior did not
provide reliatile and safc ransportation, it would be evident in these highly senzitive
and vigible services provided for our most fragile cidzens.

# The Price Walerhouse report [39] covering the first year of competitive contacting in
Las Angeles has docymented improved service quality and safety on the conwacted
routzs. This 15 significant, since the cormpetitive drivers not only-are paid less, but they
alse have significantly less experience than public rangit agency drivers. The city of
Los Angeles commentzd on the experience:

*__ridership trends provide an indication of the overall quality of service.
uering the first nine months of operation, ridership on Cotnruter express
Tines stzadily increased by 36 percent. Since the routes and schedules are
basically the same as those operated by SCRTL (the previeus public
operaion) and the fares were unchanged, increases in ridership suggest
improved serviee quality, "j40]

* The city of Los Angeles also has reporved that compelitive conracting of its central
city circulator service resulted in "... moreased reliability, and rednetion of overall @mip
times."[41]

# Fort Wayne teponts that serviee quality end safery for competitively contracted

services weres comparable (o the performance of inemal staff. [42) The marketrate
compensation for conract drivers was much less than that paid 1o agency drivers.

-11-




Public mansit agencies huve reporied better contrel over competitivaly contraceed services thiat
penmits improved service guality,

* Snohormish County converted 1o competitive conracting o "contel aperating costs,
improve local control and melmain service and equipment.”[43]

#* The City of Los Angeles raporeed that "Ferhaps the most important factor conmbwnmg
to this imnprovement in service quality iz that the conro) of operation now rests with the
City. Mini-ride (the previous publicly provided service) was one of over 200 lines
operated by SCRTD. Asx such, Mini-ride could not receive the kind of atiention from
SCRTD that the City felt was required "[44]

Perhaps the best testimony to the quality of competitive contracting is the endency for mwansit
ngencies 10 continue the practice. A 1epart on conracting practices concluded the following
after conducting interviews with 171 public transit agencics that had lengthy experience in
cormpatitive contracting:

"Unlike most public policy inidatives, competitive (confractng) is Toutinely
meomzidered every three to five years through the procurement process. Tt
would be simple enongh for public autherities w abandon competbve
(contracting} of public wansit service a3 contracts expire. The ulimate
indicator of whether competitve (contractng) is a public policy success is
the degres to which authorities choosing to competitively conmact continue
the practice. No US public authority that has used competitve (contracing)
fir bus service has discontinued the practice.” [43]

Privaw wansportation providers have an incentive w provide safe service of high quakiny --
the profit motive. Private companies can make profts enly if they continve to have and add
business. Private providers must perform o retain present conacts and o be favorably
considered for futore contracts. Addinooally, public ransit agencies can increuse
performance incentives by incorporating performance guarantees, conract renewal optons
and financial penalties for performance deficiencies.

The favorable experience with competitive contracting does not imply thag private firms do
not experience performance difficulties. Private companies, ke thexr public wansit
counterparts, do not always perform o standard, But if a conractor fails t meet service
stancurds, the public agency can swiftly obtain improvement through conwact remedies, and,
if necessary, discharge the contractor. Reversing unacceptable performance is more difficulc
and coraplex when service is providéd by public transit agenciss. The persisicnee of public
transit's drivet absenieeism problemn is just one exampie of this.

P, LABOR AND COMPETITION

EPI asserts that the Iowst hourly wage of privare sector droivers resulis in less reliable service
1w the public. The EP] authors compare private bus drivers 1o minimum wage "hamburger
flippers” at McDonald's. As has been demonstrated (see above), there 1s no necessary
cemrelation between service reliability and a higher-than-market-rare driver compensation. Tn
mfly case, the average bos driver in the competitive privare bus indusiry i3 compensated af an
hourly rate above the median for US non-supervisory preduchon workers.

The appropriate cothperison is not between "hamburger flippers” or other minimum-wage
worlcers and pubdic bus drivers. It is between public transit bus drivers and those who do
the same wetk in the private sector --- private bug drivers. Operating in a compestve
market, private companics most pay a competitive rare of compensation to their employess.
1f ernployers fail to pay the "going rats,” they will £ail w atract sufficient numbers of
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employers with the skills appropriate ko the task, They will no longer be competdve and the
businass concern will not survive. Indeed, the compentve marker place is the primary
determinane of wages end heneftts for the vast majority of Anerican workers,

Publi¢ Transit Labor Costs Are Excegsive

The competiive market has had scant influence on the escalaton of laber costs in public
transit. The average public ransit bus driver is paid an hourly wage that is 38 percent
higher(46] than the average private bus driver, 34 percent higher than the average private bus
griver #t 4 large unionized company and 39 percent mcee than the average US non-
supervisory employec.[47] In addition, public wansit bus dovers are paid higher fringe
henefits than private bus drivers and 175 praduction workers, and as a esult, wnal
compensadon to public bus drivers exceeds competitive compensation by 75 percent o 15}
percent.[48] The netion coutd not afford 1o puy all public emplovees 73 percent 1o 15}
percent more than the going rate.

Sixnid Public Emplovees Be Paid More than Private Riployees?

Stare and local govemments conduct private sector salary surveys to establish public
compensation packages thal are comparable to thess for workers of similar skills, tasks and
responsibilities in the competitive market. Rarely do public zmployecs make vastly more
than their private sector councerparts as they do in pubkic transic,

The pxtent 1o which 2 public employes is paid more than the " going rate” represents » hidden
tax on society. In publie manair, excessive wages resull in Jess gervice and higher fares and,
thereby, i i th ]

Lower service lovels renuite fewer smployees. Wages and benefits that otherwise would
provide a living to farnilies io poveny insiad are used to gngiain higher levels of

e L More perman

Covernment should not do more for public ansit employees than it does for ather public
emplovess, Tndzed, there is no justfication for government to ensure greater than
competifive compensarion for public employees than it does for private employees, In fact,
the higher-than-market wages and benefits snd the degree of job protection enjoyed by public
transit employess are unpreocdented for either public or private employess. If government
were to guaramies all emplovess compensation 73 o 150 pecent greater than the competitive
rate, the Flnited States would be well on its way to the sconomic ruin of countries that have
followed the same path -— Argentina and the nadons of eastermn Europe.

We can't have it both ways. We can epatirae o pay public transit employees substantislly
mewe than the comperitive tate, or we can Increase public mansit services and serionsly
atremnpt to reduce our relianee on automobiles. For two decades, the impact of public wansit
policy has been strongly skewed woward the former.

Expensive Work Rules

The authors of the EPI report do not consider that thete is more to labor costs than howrly
compensation. Public ransit agencics xme sadded with expensive labor conracts that include
eounterproductive work miles -— work roles that the competitive market cannot afford in
prevate labor conteacts.

Part Timne Labor Restrictions: Kestricdons against the use of part-time laber ix costly.
Yer, most public transit labar contracts severely Timit or prohibit the use of part-time
laber. Pan-tirne labor 15 appropriate for public wansit, becanse a large pereentage of
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pablic transit service is consumed during msh howrs. To accominodate the increase in
passengers, more buses and drivers arc needed during rash hours than can be used the
rest of the day. To cover both mnoming and evening rash hours, full-dme drivers arc
paid overtime even though their services are not required during the day. Using part-
time drivers for rush hour woald mean thar fewer full-timme drivers wounld be needed
and that both foll- and part- fme drivers would be paid coly when they work, This is
why using part-time drivers is costomeary in school ransportation,

Public ransit agencies routinely have offéred o guarantee current employment and
cornpensation devels to present eriployees so that part-fime labor dees not resolt in
layoffs or reduced pay. Nonetheless, pubbic transil unions have been resistant to the
pari-time staffing levels appropriate to the natmre of public wansil service. Similarly,
some public ransit labor contracts forbid competiive contracting of services even when
the posidons and compensation of present emplevess are prowccted.

ing: Most public ransit labor conracts require the operation of "extra
doard”, which inctudes drivers who are not assigned 1o drive buses op a panicalar day
but who wait in the driver's room at the public transit farlity uneil called to fill in for an
absent driver. Sometimes sxira-board drivers oparare buses and are paid for driving;
other fimes, extra-board drivers are paid to sit and wait. At some agencies, becanse of
the excessive absentecism of public wansit drivers, off-dury drivers are paid double-
timme o wirk for absent drivers. Substitute public ransit drivers, wha have skills that
can be learned in a month or less, are paid whether or nor they work; subsztuce public
school teachers, whe require av least four years of maining, are paid onty when they
wirk.

The net effect of these resmictive work ruley 1s that public transit bus drivers work as fow as
36 minutes for cach honr paid at some large agencies, and few work more than 50 minutes
for each hour's pay. Practices such as these would bankmpt a company in the sompebtve
market, .

[ sbor Retes Escalate, While P ity Decli

The EPI report misinterprets & study by Don H, Pickrell[50] as finding that wage increases
and declining labor productivity sccounted for less than ene-half of the wial increase in
public transit gosts from 1970 w 198(). The Pickrell report indicates that wage increases and
declining labor productivity accounted for less than one-half of the total increasze in public
meensit deficits for 1970w 1980,

The Pickrell smdy addresses the rise in public mansit deficis, which are the difference
between fare revenues and operating costs. Public transit deficies ate eoversd by public
subsidy, Increases and decreases in public transit deficits are not atways related o costs;
dgﬁ::itlf may vary as a result of changes in public policy, serviee levels, or public mansit
nidership.

The Piekrell smdy stares that operating cost incresses aceounted for 54.7 percent of public

transit operating deficies and that increases in wages and declining labaor productiviey

accouneed for 43.3 percent of public transit deficits. means th i
. o o - i

ch I pereent of the infladon-adiused increages i
(See Figure 3: REL&TIGNSHI? OF COsT

j in
NCREASES TO DEFICIT INCREASES).
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FIGURE THREE

RELATIONSHIP OF

COST INCREASES TO DEFICIT INCREASES

DEFICIT INCREASES

Gomputed from Pickrell, 1983
Adjusted for Inflation
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Increase Ecrease

in in
Total cost increase per mile 54. 7% 1 0%
Tatal labor cost increase 43.3% 7965
Hourly cornpensation 25.5% 46.3%
Declining productivity 18.0% I2.9%

EPT dismisses declining public transit labor productivity as a necessary consequence of
increasss in rush hour service. In a recent study, however, Charles Lave cites that rush hour
service has not increased; it has declined by 15 percent in recent decades. [51]Lave also
reports thas public transit operating speeds have increased by 13 percent over the same
period. The drop in tush hour service and the increase in opematng speeds, of themselves,
would have a positive effect on labor productivity., As such, Lave's findings sugpest that
pubtic wansit produetivity may have declined even more than is suggesied by the raw
numbers.

wrv n

The extreme escalation of labor cormpensation and the decline in labor productivity in public

ransit arc contrary o what would have been expecicd in cither a comptinve envitonmeant or
in a public agency bargaining environment. The monopoly power of public mansit labor has
heen magnified by a pamicularly expensive provision of the Urhan Mags Transpertation Act

uf 1964, as amendad.[52]

Section 13(c) of the Urban Mass Transpentation Act requirss that adequatre labor
arrangetnents be made to ensure that employees are not harmed as a result of faderal funding.
In practse, the Impact of 13) has been enormens. Under 13(c), the Department of Labor
st certify that sdequate arrangements have been made to protect labor before any single
public transit grant can be approved for operating or capital expense, This certification
process has been interpreted to require negotiation of spacial laber agreements between the
public mansit agency and it union --- agreements that are in additon kg exisong labor
agreernents. Public mansit unions have sought concessions from public rransit agencies that
they gtherwise could not bave obrained through the collective bargaining prooess. The 13}

PTOCESS

“..has inevitably led o prowracted negotatons berween the parties before
any secion 13(¢) agreemani is reached, particularly where managemens
refuses o acquiesce in labor's demands or seeks o gain some greater
control over its operatons. "The result of the inability of the parties o agres
has been delay in approval of Federal grants.,"[53]

This second chanee at labor negotiation has added substantially to the monopoly power of
public ransit unions and, thereby, to public transic coses. One provision of 134c) requires
that a0 emploves whose job is eiminated due (o economics or efficicnoics be provided up to
six years' severance pay. This is not a leve]l of peotection that we can afford o provide other
public or private employees. Section 13(c) has given
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" .. labor a degree of leverage without precedent in either {the] rail industry
or public sector employment relarions. This precondition factor has skewed
labor-managerent relations in the transit sector and pravided trunsit unions
with an enviable advantape in the bargaining process.” [34]

E, BELOW COST BIDDING

EPI is concemed that privare providers will employ below cost ("low-hall") bidding to obtain
a contract and increase thoir zates later in the conract period. The EPLrepott states than

"Since it is & cornmon practice o deliberately underbid in order w get the
first contact and apivre the market, bids cannot be assemed to mpresent
the actual cost of private operation, which ubdmately will be passed on wo the
public.”

It is not common practies in public transit to underbid te get the first conwract; in fact, EPT

cites no examples. In public ransit, compebtive contwacts roulinely require commpanies to

submit fixed prices for each year of the contract without permitting subseruent price

nmeguriariun. This process guarantees that the bid will represent the acmal cost passed omn ke
¢ public.

EPI anermpts o construct 2n example of kew-ball tidding from the New Orleans case, where
it inerprets a staternent by the conTactor to indicate that = bid price was lower than full costs.
While sufficient evidence is not provided to derermine whether the interpremtion is oue, Tis
irponant o understand the implications of "low-ball" bidding in the cottext of fixed-price
competitive contracting:

The private provider gains nothing from bidding below its costs, sinee the contract will
be rahid at it expization and the incumbent contraetor will again face cotnpeddon for
the conmact.

If the private provider bids 1o low, there s no public loss, only & privats loss. In
affect, the private provider has made a gift of private funds to the tiders and @xpayers.

If the contractor faits o perform adequately as a result of bidding 100 low, the public
ggency can and should terminate the congzet, A responsible company, however, is
unlikely to perform poorly, since unsatsfactory performance will severely resmie it
ability to win fnture conimaces with the contracng agency and other public agencies
(public transit agencies, the military, schoal dismiors, ete.).

Even if Grevhound/RBhodes (the New Orleans conmactor) had sabmitted a bid for less than

true costs, it wonld have been unable to use that advantage to in¢regse its price, becanss the
conimact was  fixed-price conract. Morcover, Greyhound/Rhedes will have no advantage

when the contract 15 rebid at expiration.

Low-ball bidding for a fixed-price contract is a serious public policy contem ondy when the
low-ball bidder is a public agency. The public loses when a public agency submiits a low-hall
bid, or constructs a low-ball internal eost for comparison purposes, When a public agency
malkes decisions based upan less than true eosts, the deficir always is paid by the public
through lower scrvices o higher taxes or fames.
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F. MONOIOLY

EPI supgests that competitive contracting will result in moenopolisic or oligopolistc markets
in the long nm. The authors hase this conjectire on evidence that a large pereentage of
contracts have besn won by the larger privaee companies. EPI fails to consider chat small.
lncal, privam companies aften have won competitive contracts, and nsually the larger
companies have won their contracls in open competition with smaller Jocal conipanies.

EFI is concemed about futare monepolics. Yet public oansit in the United States is currently
provided by monopolies. Cornpetitive contracting is a solution to the low productivity and
lack of cost control thar result from pablie ransit's monopoly position.

The dynamic of the private bus indusy is net conducive to monopely or oligopoty, for the
following reasons:

* The barriers to entry and exit sre reladvely low, The bus business is not a high
capiral business. This makes the business particularly anractive to minority
ENTERTENCUIS,

* Thete are no substantial coonomies of scate; as a result, smalker companies can
compete with larger cormpanies on a price basts.[55]

* There 15 a large pao! of labor that can be quickly trained w drive buses. Irmkesa
rnonth or less i muin & bus driver.

* Buses are old technology. EP] esimates thar the technology has not chaoged much
since the 1920's, EP!'s fear thar new iechnology could become the provinee of only
one farge private bus operator allowing for a mopopoly position s unfaunded.

* The most substantial barriers to participation in competitive conmacting by smalier
companiss are faulty constroction of requests for proposals by public ranstt agencies
and the preconceived notions of some public transit agencies that orly the larger
compamies are capsble of opermtng routes. Public transit agencies that have experience
in competitive contracting ar¢ becoming sophisticatzd in the construction of requests for
propasals such that smalt compenies are at no disadvamags in bidding for service,

*+ There are more than 5,000 private bus companies in the Uinited States, many of
which are prepared to compete for public mansie satvice,

Prior to the establishment of public transit agencies, pablic tansit service was provided by
regulgzed local private monopolics. The demogmphic changes of the 1950s and 19603
precipitted seeep declines in wansit ridership, and privare companies could no longer operate
solely from passenger fares, Self-supporting Tegulated private monopolics were teplaced by
subsidized unregulated public monopolies.

Monopolies shonld be permitied only where there is no altermative; endy if necessary services
ar products of sufficient quality and cost efficiency cannot be produced by the competitve
market: and only so long as this is pue. Monopoly provision of service may be necessary
for utilines, but there is no compelling justficaton for menapoly provision of trangit,
Corapetitive contracting provides a cost effective altemative 0 public wansit monopely while
it ensures public control,




;. ROUTES AND S5YSTEMS

EPI contands that lowering the costs of individual rovies does not Tesulbt in lower system-
wide costs. EPl rersons that "orban transportation networks e [complee systems, ] nol
mietely a collection of separable rontes..."

In fact, urban ransportation sysiems are not only 4 collecton of separable routes, they are
also a collecrion of separable driver work assignments that are combined intn roues or
groups of Toutes. Driver work nssignments are constructed by sophisticared computer
progrums that maximize sfficiency within the constraints imposed by public mansit labor
contraces, These same compuier progrnns can conswuct efficicnt segments of the urban
ranspoTtbon system o be offered for competitive proposal. Systern-wide savings have
been achieved through compedtive conracting of routes and groups of routes.

EFT postulates that riders would be inconvenienced by & public transit sysiem composed of
multiple operaors. The sxpenicnce suggests othorwisc.

* The 20 largest urban arcas in the United States currently are served by multple pablic
transit agencies, 11 is cuscomary for adjacent public wansit agencics to develop fare
payment and interchange agraements 5o that Tiders are not inconvenizneed.

* Public transit agencics require competitive coniTactors o operats services mder the
same farc and transfer arrangernents as intemally produced serviees.

* Suceessinl imegration of muitiple services is not imited to the US, London Regional
Transport's (UK}, bus system includes more than 1,000 buses operating under
competitive contract, in addition 1 3,000 non-comperitive buses, all opcrating in a
coordinated systermn.

* Finally, large public transit agencies normally operate their own services out of
muliple operating facilides (garages).

H. FULLY ALLOCATED COSTS AND UMTA

EF contends that UMTA requires public ransit agentics 1 compare their fully allocated
COSE 1o competitive bid costs and requires recipients o award CORTACTS 1o pTivale companies
even when public costs are lower than competitive costs,

EFI cites us evidence a general meanzger from the Sants Barbara public wansit agency. The
manager claims he was put under pressure by UMTA and private providers o award a
conmact that would have increased the costs of service to his agency. When a privass
providers' group filed a legal protest, UMTA's Chief Counsel found that Santi Barbara had
“violated fundamental principles of federal procurement..."T56)

The Chief Counsel's dectsion was not based upon UMTA, private participation guidelines: it
was bused upon federal procurement guidelines. The Chief Counsel's decision dixecred
Santa Barbara 1o underake 4 new procurement. TMTA neither directed nor enconraged
Santz Barbara to enter into a contrect that would increase its costs, und 0 confract was
awarded 1o any private provider.

UMTA does not mandate local decisions. UMTA roquires, however, that public agency cost
comparisons be based upon a fully allocated analysis so thar all costs are considered. The
local agency is free to awand, o not award, contmacts based upen its own local critetia,
Without a fully allocaied analysis, some necessary costs tay not be considered, such as the
costs of dtiver absenteeismy, vacaions, holidays, and other very real out-of-pocket CosIs.
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1ipon development of a fully allocated analysis, UMTA eneourages public transil agencies oo
exclude the costs af any function that will rermain after competitive contracting.[57]

I. OTHER COMPETITIVE CONTRACTING ISSUES
Flexihili

EFT suggests that cormpetitive contracting is & nigid practice in which the public ageacy
i5 reqquited Lo precisely andcipate future service needs, including service increases or
decreases.

Public ransk agencics have developed sophistcated competitive contracts that permit
sarvics changes g an Agreed unit price, Some conmaews permit the movement of
competittvely contracted services from ane routs OF area to ancther. Finally, publiz
wansit agencies always reserve the right to cancel the contragt i it is not in the public
interest to cofitinue aperating the service (because of low ndership, for example).

Mogisaging C

EPI suggests thar higher monitoring costs may cancel any cost savings from
competitive contractng.

Reasonable analyses of the costs of competitive contracting include increases in public
monitoring activiry. Usually monitoring costs are smatl, from less than two poreent o
five percent of the wtal contract costs. Furthermore, any competent public Tansit
apency already will have commided substantial resources to menitonng its own
services, and that monitoring activity should continue for cormpetdvety conracted
service (and those existing monitoring costs should be excluded from the public agency
coat estimutes used In comparison 1 competitive costs).

1. BENVER AND COMPETITIVE CONTRACTING

The EFL authars express perticelar concem about legislativety mandated mn‘q:vttr'.l:iv;:
contracting in Desver and predict that, among other things, no cost $avings will result since
the law forbids the lay-off of present employees.

The no-layoff provision was incloded in the Colorado law as a polttical comprmise w
address the concems of the public transit divers' union It was understood that cost savings
in the ininal period would be less as 8 result of tis compromise, Full savings are expected
t be achieved sarly in the contract periods as arrifisn reduces the size of the transit agency's
sraff. Because the contracts contain fixed prices for their five- yeur terms a8 required by the
faw), the long-term savings are expected w far cutwsigh chese short-term implamentatden
coats.

Denver's Regional Transportation District has reported that, excluding the cosks of employes
redundancy, the savings on the first 7 peresnt of serviee axe 50 pereent and that the savings
an the seeond § pereent are 25 percent [58] Figures have not yet been published for the third
package of service, which was iroplemented in late 1989

EFI indicates that the legislatively mandated ccmz}etirive system in Denver was the first tme
that exjsging wansit service had been compeniively contracted, In fact, exisling conventional
bus services had previcosly been compeiidvely conmacted in Los Angeles, San Diego,
Kansas City, Seattle, Minneapolis, Washington, Miami, Fort Wavne, and elsewhere.
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EFI states that the Colorado law dsfined the "prime purpose” of public mansit to be service to
the “wansit dependent.” To the confrary, the law's definition of the purpose of public transit
is considerably broader:

"The General Assembly heraby finds, determines and declares that: Public
wransportation services are provided to assise the transit dependent and the
poor, 10 relieve congestion and w minimize automotive polludan. "[5%]

EPT's quotation of the preamble 1 the Colorede commpetitive contracting law excludes the
elerments of safery and service quality -- issues of great inrerest (o the authors of the
legislarion. The entre phrase 15 {excluded portion underhined):

"public manspormtion setvice should be provided at the lowest possible cost

' i i ite and saferv: private mansportion
previders have been effectively used under comperitive contracts o provide
manspotiation services at jower costs and with lower annpal cost
increases."{50] (ernphasis added)

EXTRANEOUS TSSIUES

EPI cites additional exampies 1o supprort is central thesis, none of which are refevant 1o
compeitve contracting,

Weswcheater County, New York

EPI indicates that private operation of the public transit system has been eastly and
difficult for the public agensy w0 manage,

This contention does not watrant review, since Westchester County is a private
monopoly system, not & competibvely contracted sysiem. The incumbent operator his
2 stare-granted franchise that 1s not subject to competitve contracting. The private
monopoly situation that exists in Westcheser County 18 not, and has not been,
advocated for other aneas. :

New J T remsi
EPT guotes New Jersey Transi's convern about "destrictive competition.”
"Desuctive” competton would invelve pnregnlated competibion between operamrs on
the smne roures. Competitive comtracting involves a regulated system in which here is
na possibility of snch same-route competition, The publie transit sgency Bwards

coniracts 1o operats exclusively over cermin routes for 4 defined penod of dme, therehy
excluding any possibility of #ame-route compeanbom.
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IV, SUMMING UP: A PUBLIC PURPOSE FOR PUBLIC TRANSIT

itist i ility an ir pollution and maffic
. Tnthe intxrests of the ridars and the taxpayers, wansic services must be reliable
and safe and produced at the lowest possible cost.

trangit 15 not a . It is supported by both stdes of the
aisle. Demcrars and Repubhcans Jiberals and conservatives have supported competitive
contractng us & sate, cost-efficient, quality solution (o the renaway costs and declimng,
productvity of public ransit.

Competitive eontracting {5 not a theoretical construet. There are hondreds of examples of
competitive conracting within the United States and throughout the world, and the

inefficiencies und costliness of monopoly in public qansit and in ether indusiries is well
documented. Competitive conractng should be judgad by its record,

ting is unbiased. ‘The public ransit agency and private conraciom
compeie on the bams of quelity, safety, reliability, and price. When objective criterin are
used, there is no innate bius toward public or private provision of service. Compedtive
contracting requires that the interests of the nders and the taxpayers be the paramount
consideragon.

Comperitive commacting saves money. Cost savings from competitive coniracting average 30
pereent in the United States,[81] Where mrnpchhvc contrecting does not result in the same
gnality and quantiry of service for a lower price, the public agency should nsclf provvide the
RETVICE.

With America's huge budget deficit end the increased need 1o be competidve In world
markets, we can no longer afford to pay more than necessary to produce any public service,
inciuding publi¢ transil. The Pennsylvaria Supreme Court put the issue suceinctly:

If goverpanent cannot provide services at leact of a quality and at & cost commensurate
with similar senvices provided by private enterprise, it is, by definition, unrcasonable wo
utilize tax dollars for thet purpose.[62]

Bublic trangit ¢an Tulfill its public purpose -- increase its market share and reduce maffic
congestion and air pollution — only if it comverts each new milation-adjusted dollar of
revenue into new service. This is likely 1o oceur only if public transit is subjecied 1o the
incenpves of the compettive market throngh compeitive conracting.

ek
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