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Private shuttles typically charge $5-30 per trip in a 

van that serves a few destinations, such as an 

airport and a few downtown hotels. 

Public transit typically charges $1-4 per trip in a bus or 

train that connects numerous destinations and usually 

accommodates wheelchairs and bicycles. 

 

 

Summary  
This report critiques the Cato Foundation paper, Fixing Transit: The Case For Privatization, 
which recommends that all transit services be privatized and self-financed. It claims this would 
improve efficiency and service quality, but all the private transit examples it describes are 
inferior quality or high price; none offer the level of integration, quality and affordability provided 
by public transit systems in most communities. Fixing Transit argues that public transit provides 
little economic, social or environmental benefit, but the analysis is incomplete, biased, and 
inaccurate. It ignores the multiple roles public transit plays in an efficient and equitable transport 
system, and overlooks many public transit benefits. It uses extreme examples to suggest that 
transit employees are overcompensated, although public bus drivers’ wages are often lower 
than those paid by private firms. Although transit policy should encourage innovation, 
competition and true efficiency, the approaches advocated in Fixing Transit, which eliminate 
public agency’s role in coordinating services and maintaining standards, are likely to reduce 
system efficiency and service quality, and therefore reduce total benefits to users and society.  
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Introduction 
This report evaluates two contrasting visions of urban transportation. On one hand, most cities 

and towns around the world are working to improve their public transport (also called transit) 

service quality.
1
 They recognize that public transit plays a critical role in an equitable and 

efficient transport system by providing basic mobility for non-drivers, efficient mobility on 

major urban travel corridors, and support for strategic development. Even where public transit 

serves a minor share of total travel, the travel it serves tend to be high value, and so tend to 

provide large benefits, as discussed later in this report. 

 

In contrast, a paper titled, Fixing Transit: The Case for Privatization (O’Toole 2010), 

recommends that transit systems be privatized and unsubsidized. It claims that this would 

increase transport system efficiency and service quality, but evidence suggests otherwise. 

O’Toole’ examples of private transport services – airporters, dollar vans, intercity bus services, 

and unregulated buses and vans common in developing countries – are either low quality or 

expensive, and generally service limited destinations. None provide the relatively high quality, 

affordable, integrated service offered by public transit agencies in most cities.  

 

For example, our local private airport shuttle service charges $19 for a 20-kilometer trip, 

operates uncomfortable cube vans, serves limited destinations (the airport and a limited set of 

stops), pays drivers low wages resulting in high turnover and requests for tips, has a loose 

schedule (vans leave about hourly, after sufficient passengers accumulate), and cannot 

accommodate wheelchair users (who must pay $60 for a taxi).
2
 In contrast, our public transit 

service charges $2.50 to numerous regional destinations, has more comfortable vehicles, more 

professional drivers, more reliable service, and accommodates wheelchairs.
3
 Even accounting for 

subsidies (about $2.00 per trip) it is far cheaper per passenger-mile. This is just one of many 

examples illustrating the superior efficiency and service quality that public transit can provide.  

 

Private transport providers sometimes offer cheaper or higher quality service than public transit, 

but these are exceptions, available only under high demand conditions. Private companies cannot 

provide an integrated network of transit services needed to achieve strategic planning objectives, 

such as basic mobility for non-drivers and significant reductions in urban traffic problems.  

 

This is an important issue. To be efficient and equitable a transport system must provide diverse 

options so people can choose the best one for each trip. This requires high quality public transit 

that is convenient, comfortable, reliable and relatively affordable. The quality and efficiency of 

public transit service affects overall transport system performance, and therefore a community’s 

economic productivity and quality of life. Even people who do not currently use public transit 

can benefit significantly from high quality service. 

 

This is not to suggest that public transit cannot be improved or that privatization is never 

appropriate. Many reforms may be justified. However, it is important to apply comprehensive 

analysis when evaluating such options, including consideration of impacts on service quality and 

overall transport system performance. 
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Appropriate Privatization 
There is often debate concerning whether particular goods and services should be provided by 

public agencies, private firms or a combination. Generally, services that are considered critical to 

society and require strategic coordination to achieve social objectives are best provided by public 

agencies, although many specific tasks can be contracted out (PPIAF 2006). For example, public 

agencies plan and operate most policing and schooling, although many tasks are contracted out 

to private industry. Other goods and services are provided by private firms, but with strategic 

public support. For example, private farms produce most foods but with support from public 

irrigation systems, agricultural research and extension programs, public port and roadway 

systems, and food safety regulations. Table 1 lists examples of public and private goods. 

 
Table 1 Production Of Goods And Services 

Typically Public Typically Private 

National security 

Law enforcement  

Schooling 

Public health services 

Road construction and operations 

Parks 

Building construction and operations 

Farming 

Manufacturing 

Retailing 

Healthcare delivery 

Financing and insurance 

 

 

Most experts conclude that, because transportation infrastructure provides critical services and 

requires strategic coordination, governments should control overall planning and management, 

and provide subsidies as needed to achieve strategic objectives (Estache and Gómez-Lobo 2003, 

Gómez-Ibáñez, Lorrain, and Ragazzi 2006; Silva 2000; Zegras 2006; Mandri-Perrott 2010). This 

is why canals, ports, roads and airports are generally developed and operated by public agencies, 

although specific tasks are often contracted out to private firms. This report explores whether 

that approach is appropriate for public transport services, such as urban bus and rail transit. 

 

Is transit a critical service? Although public transit serves only a minor portion of total 

travel in most communities, many of the trips it service are high value, including basic 

mobility for non-drivers, and efficient travel on congested urban corridors. At some point in 

their life most people rely on public transit, live in a household with somebody who relies on 

public transit, or live in a city public transit contributes significantly to efficient transport. 

  

Does transit require strategic coordination? Like any transport mode, public transit is most 

efficient and beneficial if efficiently integrated into the overall transport system. For 

example, public transit becomes more effective if some roads are designed with bus lanes; if 

walking and cycling conditions are improved and park-and-ride facilities built around transit 

stations; if transit systems have integrated routes, schedules and fares; if land use policies 

support transit-oriented development; and other supportive policies are implemented.  

 

 

Personal transportation services do meet criteria for public (i.e., government) planning and 

operation. This is not to suggest that private enterprise and competition have no role in transit 

service provision, but it does suggest that transit is most efficient and beneficial with public 

planning and coordination. 
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Fixing Transit claims that privatization increases transit service quality and efficiency but all the 

examples it cites are either low-quality or high priced, as summarized in Table 2. None are 

affordable, reliable, regionwide services that provide basic mobility for non-drivers or attract 

large numbers of travelers who would otherwise drive. Although some private operators offer 

cheaper fares, or premium features such as on-board WiFi service, this only occurs on major 

corridors with high demand. Overall, privatization tends to reduce service quality or increase 

fares, which reduces ridership and total benefits compared with public transit services. It is 

therefore inaccurate to claim that private services are more efficient. 

 
Table 2 Comparing Public and Private Transport Services 

 Examples Typical Fares Vehicles Coverage Wheelchairs? 

Public transit Any North American 

public transit agency. 
Low ($1-$4 for 1-50 

mile trips). 

Good Region wide Usually 

Private local 

transit services 

Atlantic City Jitneys, 

The Wave,  Quick 

Transit 

Low to medium ($2-$5 

for 1-10 mile trips) 

Poor to 

good 

Major urban 

corridors 

Generally not 

Airporters SuperShuttle,  Airport 

Shuttle 

High ($15-$30 for 20-

50 mile trips) 

Poor to 

good 

To and from 

airports 

Generally not 

Conventional 

taxis 

Any taxi company High ($5-$80 for 2-50 

mile trips) 

Poor to 

good 

Region wide With a few 

special taxis 

Premium bus 

services 

Hampton Jitney,  Red 

Arrow Bus Line 

High ($20-$70 for 50-

100 mile trips) 

Very good Major 

corridors 

Sometimes 

Compared with public transit, most private transport services have higher prices, lower service quality, 

reach fewer destinations, and are less accommodating to people with disabilities.  

 

 

Privatization often increases costs, reducing service quality and system efficiency (Shaoul, 

Stafford and Stapleton 2012; Vigo 2013). For example, after UK urban transit systems were 

privatized during the 1990s, service quality and ridership declined in most cities (Grayling 2001; 

Morris 2006). An exception was the City of London, which experienced ridership growth during 

this period due to strong planning and regulation (London’s Mayor can award tenders based on 

service quality rather than just cost minimization), and adequate subsidies to maintain system 

quality and affordable fares (IPPR 2004). 
 

In 2003 the London Underground became a Public-Private Partnership, but the private partners 

went bankrupt in 2007, so the system is again fully public.
4
 British Rail privatization is generally 

considered a failure (particularly regarding passenger transport, less so for freight transport).5 

Costs and fares increased, service quality declined, accidents increased and accountability 

declined. Even the Conservative Party’s transport spokesman, Chris Grayling, admitted the 

mistake: “We think, with hindsight, that the complete separation of track and train into separate 

businesses at the time of privatisation was not right for our railways. We think that the separation 

has helped push up the cost of running the railways - and hence fares - and is now slowing 

decisions about capacity improvements. Too many people and organisations are now involved in 

getting things done - so nothing happens. As a result, the industry lacks clarity about who is in 

charge and accountable for decisions.”
6
 

 

 

http://www.ntdprogram.gov/
http://www.ntdprogram.gov/
http://www.jitneys.net/
http://www.thewashingtonwave.com/
http://www.quicktransit.net/
http://www.quicktransit.net/
http://www.supershuttle.com/
http://www.airportshuttleexpress.com/
http://www.airportshuttleexpress.com/
http://www.schallerconsult.com/taxi/newfb/index.html
http://www.hamptonjitney.com/
http://www.redarrow.ca/
http://www.redarrow.ca/
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Privatized transit systems generally offer inferior service quality and are less efficient than 

publically managed systems. 

 When Clayton County, Georgia stopped funding the local C-Tran
7
 public transit system, the 

private Quick Transit
8
 company that replaced it tripled fares, reduced service from five to two 

routes, and reduced service frequency, making non-drivers much worse off.
9
 

 When Santiago, Chile eliminated public management and regulation of transport services in the 

1970s, operating efficiency declined, causing fares, congestion and pollution to increase (Estache 

and Gómez-Lobo 2003). The city subsequently reintroduced public regulation and investment. 

 Sydney, Australia’s privately-built Airport Link rail line charges $15.00 per trip between the city 

and airport, compared with $3.60 for similar distance trips on the public rail system.
10

 Ridership 

is significantly below targets and the line has generated little new development around stations. In 

2000, the Airport Link Company went into receivership, forcing the government to develop a new 

revenue and patronage agreement which involves significant public costs.
11

 

 Victoria, Australia privatized much of its tram and passenger rail services during the last decade, 

but users complain that service quality declined. A 2010 survey found that Victorians are less 

supportive of transport system privatization, as a result of their experience.
12

  

 Private, unregulated paratransit services common in developing countries (publicos, colectivos, or 

shared taxis) are often crowded, dirty and dangerous.
13

 Drivers work long hours, sometimes race 

for passengers, and cram vehicles. Most developing countries are trying to formalize their transit 

services to increase efficiency and service quality (World Bank 2009; Vigo 2013). 

 Many efforts to build privatized highways have also proven unsuccessful, resulting in 

uncompleted projects, higher tolls, bankruptcies, and government bailouts (Ragazzi 2006). 

Dozens of private toll roads built during the 1990s in Mexico, Hungary, Indonesia, and Thailand 

have gone bankrupt and were subsequently taken over by governments (Silva 2000).  

 

 

Jarrett Walker (www.humantransit.org/2010/09/on-privatization-scares.html)  

There are many different ways to involve private enterprise in providing transit services, and these are so 

diverse that vague talk of “privatization” simply doesn’t illuminate what’s going on. At one extreme, you can 

privatise operations, planning, fleet, information, branding and almost everything else. In this model, 

prominent in Britain (but not London) and British-influenced countries like Australia and New Zealand, 

governments subsidise services but do not control overall network planning. This sometimes works in a 

political sense, in areas with low expectations for transit, such as rural areas. It’s been very problematic in 

urban areas, because it deprives government of the control that its subsidies should be buying, and makes it 

impossible to plan rational networks that would meet the shared goal of a city and its people. Sydney, 

Brisbane, and Auckland all went far down this path and are now trying to pull back and re-assert government 

control over most aspects of planning and marketing.  

At the other extreme, you can privatise operations only. This is the model used in a number of lean North 

American operators such as Southern California’s Foothill Transit. In Australia, only Perth takes this approach, 

but it’s very successful there. A public agency answerable to voters keeps full control of planning, and also 

owns the fleet and facilities. Private operating companies are hired only to provide operations and maintenance 

under contracts that are periodically re-opened to competitive procurement. This is a targeted kind of 

privatisation aimed at the functions that are the biggest budget-killers for all-public agencies: labor costs, labor 

relations, and liability related to operations and maintenance. Many agencies - especially newer agencies that 

don’t have legacy labor commitments - are finding this a very good model. 

 

 

http://www.humantransit.org/2010/09/on-privatization-scares.html
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Justifications for Transit Subsidies 
Markets are generally most efficient and fair if consumers pay directly for the goods they use. 

However, subsidies are justified to achieve specific objectives, such as those in Table 3. Such 

subsidies should be allocated carefully, since money spent to subsidize transit reduces the funds 

available to support other public services. However, most economists agree that significant 

subsidies are often justified to support public transit services.  

 

Public transit subsidy benefits can be particularly large due to their interactive effects. For 

example, subsidies provide direct equity benefits by providing basic mobility for non-drivers, 

and indirectly by leading to service expansion, and reductions in traffic impacts imposed on non-

drivers, such as reduced congestion delay to bus riders, and reduced accident risk to pedestrians 

and cyclists. This implies, for example, that bus riders benefit from subsidies to regional 

commuter rail service and rail commuters benefit from subsidies to local bus service if together 

they increase total transit service supply, help create more walkable neighborhoods, make public 

transit use more socially acceptable, and increase public support for future transit improvements.  

 
Table 3 Potential Justifications for Transportation Subsidies  

Type Public Transit Automobile 

Vertical equity: Physically, 

economically or socially 

disadvantaged people benefit 

Transit often provides basic 

mobility and cost savings to 

disadvantaged people.  

Although used by disadvantaged 

people, they represent a small 

portion of total use. 

Scale economies: Unit costs 

decline with system expansion, so 

users benefit as a system grows 

and demand increases. 

Transit service experiences 

economies of scale and scope. As 

transit systems expand their unit 

costs and subsidies per passenger-

mile tend to decline. 

Once a road system matures there 

are generally no scale economies; 

unit costs tend to increase once 

roads become congested.  

Externalities: It provides external 

benefits or reduces external costs 

(impacts on non-users). 

High quality public transit services 

tend to reduce external costs of 

automobile traffic, including 

congestion, accidents and 

pollution. 

Automobile travel often causes 

congestion, parking costs, 

accident risk and pollution 

emissions.
14

  

Land value gains. Improved 

accessibility increases nearby land 

values, reflecting the transport cost 

savings. 

Land values often increase near 

transit stations, reflecting user 

benefits and increasing tax revenue 

(Johns, et al. 2010; Smith and 

Gihring 2004).  

New roadways can increase 

nearby land values, but there is 

little shortage of automobile-

oriented land in most regions. 

Strategic objectives: It helps 

achieve strategic objectives such 

as support for a strategic industry 

or preferred land use development 

patterns. 

Transit investments can help 

achieve various economic, social 

and environmental objectives 

including more efficient land use 

patterns, and economic 

development. 

Increased automobile dependency 

and sprawl tend to contradict 

many strategic development 

objectives.  

There are several justifications to subsidize public transit, less for automobile travel. 
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Figure 1 Per Capita Annual Transit Subsidies and Service (FTA 2010)15  
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As subsidies increase, so does transit service. 

 

 

What do public transit subsidies achieve? As subsidies increase, so do transit service and 

ridership, as illustrated in figures 1 and 2. Increased service directly benefits transit-dependent 

users, and by attracting travelers who would otherwise drive, helps reduce traffic problems. Also, 

as subsidies increase so does service efficiency (costs and subsidy per passenger-mile), as 

indicated in Table 4. 

 
Figure 2 Per Capita Annual Transit Subsidies and Ridership (FTA 2010) 
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As subsidies increase, so does transit ridership. 
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Table 4 Transit Ridership By Subsidy Group 

Group Number in 
Group 

Subsidy Range Average 
Subsidy 

Average Ridership Average 
Subsidy  

 Number of Cities Annual Per Capita Annual Per Capita Annual Transit Pass.-
miles Per Capita 

Per Pass.-Mile 

One 67 $2-49 $29 38 $0.76 

Two  37 $52-93 $70 98 $0.71 

Three 12 $106-148 $125 216 $0.58 

Four 8 $150-312 $215 576 $0.37 

As public transport subsidies increase, so does ridership (annual transit passenger-miles per capita). An 

increase in subsidies tends to provide a proportionately larger increase in ridership. 
 

 

Table 4 shows that ridership tends to increase proportionately more than subsidies:  

 Compared with Group One, Group Two has 241% higher subsidy but 258% higher ridership.  

 Compared with Group Two, Group Three has 179% higher subsidy but 220% higher ridership. 

 Compared with Group Three, Group four has 172% higher subsidy but 267% higher ridership.  

 

 

High quality transit service tends to leverage additional reductions in automobile travel, as 

discussed on the following page. This indicates scale economies, that is, unit costs decline, 

service quality increases, and benefits per dollar increase with more subsidies. Of course, at 

some point transit investments experience diminishing marginal benefits, but that appears to be 

at a relatively high subsidy level.  

 

Increased subsidies allow more transit service to be provided at times and locations with lower 

demand. This reduces efficiency, but provides basic mobility and helps address other problems, 

for example, more late-night service can reduce intoxicated driving.  

 

Because of these benefits it is rational for residents and businesses to support policies that create 

high quality public transit which attracts discretionary users (people who would otherwise 

drive).
16

 On average, residents of communities with high quality public transit must pay about 

$200 in additional taxes to support public transit service, but save about $500 annually per capita 

in transportation savings (reductions in total household expenditures on vehicles, fuel and transit 

fares), plus various indirect savings and benefits including substantial reductions in traffic 

fatality rates and improved public fitness and health (Litman 2010).   
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Comparing Transit and Automobile Benefits and Costs  (Litman 2008) 

 

Public transit and automobile transport have very different benefit and cost profiles that should be 

considered when comparing their cost efficiencies and evaluating their roles in an efficient transport 

system. Public transit requires relatively large subsidy measured per passenger-mile. About half of these 

subsidies result from features needed to provide basic mobility (wheelchair lifts, paratransit, and service 

in lower-density areas) which increase transit costs but are often cheaper than alternatives: inadequate 

mobility for non-drivers, taxi rides, or chauffeuring by motorists. Automobile transport has other 

subsidies and external costs, including parking and fuel production subsidies, congestion and accident risk 

imposed on other road users, and pollution emissions. 

 

Public transit and automobile transport have opposite cost profiles: transit costs decline while automobile 

costs increase with density. Transit cost efficiency varies widely depending on conditions and can be 

significantly increased with support strategies such as grade separation, transit-oriented development, and 

efficient road and parking pricing. Transit service experiences scale economies. As a result, transit 

improvements are often more cost effective than accommodating additional automobile travel to access 

urban areas or major sport, cultural and tourist attractions.  

 

By helping create more compact, mixed, walkable communities high quality public transit can leverage 

additional vehicle travel reductions, so a transit passenger-mile reduces several automobile vehicle-miles. 

People who rely on transit tend to travel fewer annual miles and so receive less per capita subsidy than 

motorists. A typical transit commuter receives a third of the transport infrastructure subsidy as a typical 

urban automobile commuter. Public transit subsidies are therefore justified on fairness grounds, to ensure 

that non-drivers and urban areas receive a fair share of transport funding.  

 

High quality public transit provides numerous benefits including congestion reductions, road and parking 

facility cost savings, consumer savings, reduced accident risk, improved mobility for non-drivers and 

reduced chauffeuring burdens for motorists, energy conservation, pollution emission reductions, support 

for more efficient land use development, and improved public fitness and health  (Litman 2011). Even 

people who currently do not use public transit enjoy many of these benefits and so have reason to support 

service improvements that increase its attractiveness.  When all benefits are considered, public transit 

investments often provide high economic returns. Conventional planning tends to overlook or undervalue 

many of these benefits leading to underinvestment in transit service improvements and support strategies. 

 

Current trends are increasing the benefits and cost efficiency of high quality public transit. These include 

aging population, rising fuel prices, increasing traffic and parking congestion, increasing urbanization, 

increasing costs to expand roads and parking facilities, changing consumer preferences, and increasing 

health and environmental concerns (Litman 2006). Consumer demand for alternative modes and transit-

oriented development is increasing. As a result, policies and investments that support high quality public 

transit are increasingly justified to create a more diverse and efficient transport system that responds to 

future consumer demands and economic conditions.  
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A Productivity Crisis? 
Fixing Transit claims (p. 3) that public transit has a “productivity crisis,” indicated by a decline 

in passenger trips per operating employee between 1955 and 1995. But that was a period of 

declining transit ridership, suburbanization, and new services such as paratransit (Scholl 2006). 

In 1965 transit agencies provided no special services for people with disabilities, but by 2008 

paratransit services represented 30% of transit vehicle-hours, which indicates that nearly a third 

of what Fixing Transit calls a productivity decline actually results from new services for people 

with disabilities.
17

 Calling this a “productivity crisis” assumes there is no value to providing 

suburban service or accommodating people with disabilities. It is also assumes incorrectly that 

such trends will continue. The decline in trips-per-operator stopped about 1995. Ridership is now 

increasing due to factors such as aging population, rising fuel prices, increasing urbanization, 

changing consumer preferences, service improvements, and more transit-oriented development 

(Litman 2006).  

 

As evidence of transit inefficiency, Fixing Transit estimates that transit subsidies have totaled 

more than $800 billion since 1965 (p. 5). This is a large but meaningless number since virtually 

no other costs are measured in 45 year totals.
18

 Transit subsidies average about $65 annually per 

capita annual, or 18¢ per capita per day, which is small compared with total vehicle, road and 

parking costs. Such subsidies are equal about 10% of government roadway expenditures,
19

 4-8% 

of total parking subsidies,
20

 and just 2% of consumer motor vehicle expenditures.
21

 This suggests 

that for each transit subsidy dollar, governments, businesses and consumers spend about $20 to 

subsidize roads and vehicle parking facilities, plus another $20 to own and operate automobiles. 

 

Fixing Transit claims that public transit agencies pay excessive wages and benefits (p. 4), but its 

evidence is biased and exaggerated, describing exceptional examples but providing no 

information on overall industry compensation practices.
22

 According to the Bureau of Labor 

Statistics, transit and intercity bus drivers earn $16.32 median hourly wages,
23

 somewhat less 

than those in comparable private sector jobs such as Greyhound bus drivers ($19.35 per hour).
24

 

Bus operation is a demanding job, requiring responsibility, physical skill and ability to deal with 

the public. Of course, as with any industry, some public transit agency employees earn more than 

average, including those with professional or specialized training, and those located in large 

cities, but O’Toole provides no evidence that public transit compensation is overall excessive. 

 

Focusing on wage rates overlooks other, more important factors that affect transit cost efficiency. 

Leading transportation economists found that contracted transit services are sometimes, but not 

always, less costly than those operated directly by transit agencies, but other factors, such as 

labor and vehicle utilization rates, have greater impacts on overall system cost efficiency 

(McCullough, Taylor and Wachs 1998). Transit systems with high ridership are more cost 

efficient overall, despite their higher wages, than lower ridership systems with lower wages.  

 

Fixing Transit criticizes New York, Chicago and Portland, for high wages (dollars per hour) and 

operating costs (dollars per vehicle-mile),
25

 although they are actually more cost efficient (lower 

cost per passenger-mile and higher cost recovery) than most other cities, as illustrated in Table 5. 

These cities have better service quality (service coverage, frequency, speed and operating hours). 

As a result, transit is significantly more efficient overall (more service per dollar spent) in the 

cities Fixing Transit criticizes as financially wasteful. 
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Table 5 Transit Ridership and Total Expenditures In Selected U.S. Cities (APTA Data) 

 Total Ridership Total  Expenditures Unit Costs Cost Recovery 
 Million Pass.-Miles Million Dollars Per Pass.-mile  

National Total 55,157 $54,162 $0.98 22% 

New York MTA 11,877 $10,849 $0.91 28% 

Chicago CTA 1,940 $1,902 $0.98 27% 

Portland TriMet 470 $604 $1.29 15% 

Houston 590 $640 $1.08 12% 

Durham-Chapel Hill 21 $26 $1.24 11% 

Las Vegas 213 $301 $1.41 18% 

Kansas City 61 $81 $1.33 14% 

Little Rock 14 $15 $1.07 13% 

New York and Chicago have low costs per passenger-mile despite high wages. Portland has relatively 

high total costs due to large current capital investments, but its operating costs (82¢ per passenger-mile) 

are average for cities its size, and will decline if ridership continues to grow at current rates. 

 

 

Fixing Transit claims that cheaper basic bus transit systems work as well as the higher capital 

cost rail systems, but evidence indicates otherwise. Fixing Transit claims that, “The presence or 

absence of expensive rail transit does not seem to be an important factor in the overall use of 

transit” (p. 5), but examination of the report’s Table 1 clearly shows this to be wrong. Excluding 

college towns such as State Collage, Ames and Campaign-Urbana, most cities with high transit 

ridership have large rail systems, including New York, San Francisco, Washington DC, Boston, 

Chicago and Philadelphia.  

 

Higher quality transit (grade separated, relatively fast and reliable, frequent, nice vehicles and 

stations, and affordable) attracts more discretionary riders. As a result, cities with high quality 

rail transit have better transport system performance (lower traffic fatality rates, smaller portion 

of household budgets devoted to transport, lower public transit costs per passenger-mile, and 

higher public transit cost recovery) than other cities, as illustrated in Figure 3.  

 
Figure 3 Transit Service Cost Efficiency (Litman 2004) 

 
Cities which have large rail transit systems tend to have better transport system performance (lower traffic 

fatality rates, smaller portion of household budgets devoted to transport, lower per capita vehicle mileage, 

lower public transit operating costs, and higher transit cost recovery) than cities with basic bus systems. 

 

 

http://www.apta.com/resources/statistics/Documents/FactBook/APTA_2010_Fact_Book.pdf
http://www.ntdprogram.gov/ntdprogram/pubs/profiles/2009/agency_profiles/2008.pdf
http://www.ntdprogram.gov/ntdprogram/pubs/profiles/2009/agency_profiles/5066.pdf
http://www.ntdprogram.gov/ntdprogram/pubs/profiles/2009/agency_profiles/0008.pdf
http://www.ntdprogram.gov/ntdprogram/pubs/top_profiles/2009/agency_profiles/6008.pdf
http://www.ntdprogram.gov/ntdprogram/pubs/profiles/2009/agency_profiles/4087.pdf
http://www.ntdprogram.gov/ntdprogram/pubs/profiles/2009/agency_profiles/9045.pdf
http://www.ntdprogram.gov/ntdprogram/pubs/profiles/2009/agency_profiles/7005.pdf
http://www.ntdprogram.gov/ntdprogram/pubs/profiles/2009/agency_profiles/6033.pdf
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Indirect Impacts Of High Quality Public Transit 
Several studies indicate that high quality public transit (grade-separated urban bus or rail, with 

comfortable vehicles and stations) tends to have significant indirect impacts that increase transport 

system diversity, leverage additional reductions in motor vehicle travel, and help create more 

accessible, walkable communities (ICF 2008; Litman 2008). Conventional planning analysis often 

ignores these indirect impacts and so underestimates the potential of public transport improvements 

to achieve objectives such as congestion reduction, road and parking cost savings, consumer 

savings, traffic safety, energy conservation, emission reductions, and improved public fitness and 

health. It is important to understand these impacts for comprehensive analysis. 

 

Direct travel impacts consist of a passenger-mile of automobile travel that shifts to a passenger-mile 

of public transport travel. Indirect impacts result from the following factors: 

 Reduced vehicle ownership. Motor vehicles are costly to own but relatively cheap to use, so once a 

household purchases a vehicle they tend to drive it thousands of annual miles, including some trips 

that provide only marginal user benefit. Households located in areas with high quality transit can 

reduce their vehicle ownership, leading to additional reductions in lower-value automobile travel. 

 More non-motorized travel. Since public transit and non-motorized travel are complements (most 

transit trips involve walking or cycling links) high quality transit tends to be a catalyst for more 

walkable and bikeable communities. Public transit users and residents of transit oriented communities 

tend to walk and bike more, and drive less, than they would in more automobile dependent areas. 

 More accessible, multi-modal land use patterns. High quality public transit encourages more compact 

and mixed development by reducing the amount of land required for roads and parking facilities, and 

by increasing the desirability of locating near stations. The resulting smart growth land use patterns 

improve accessibility and transport diversity, which reduces the amount of driving required to reach 

destinations and encourages use of alternative modes (walking, cycling and public transit). 

 Social Norms. In automobile-dependent communities, use of alternative modes tends to be 

stigmatized. High quality public transit helps change community attitudes, making walking, cycling 

and public transit more socially acceptable. This tends to create more support for public transit, for 

example, increasing employer’s willingness to cash out parking or provide other benefits to transit 

commuters. 

 

Not every transit improvement has all these effects, but many small changes can contribute to 

making a community more multi-modal, and therefore reducing total automobile travel. A portion 

of the differences in travel activity between different neighborhoods often reflects self-selection, 

that is, people who out of necessity or preference rely on active modes locate in multi-modal areas. 

As a result, such areas have less vehicle traffic, but overall regional vehicle travel does not 

necessarily decline. However, various studies indicate that, taking self-selection into account, 

people do tend to reduce their vehicle ownership and use when they move from automobile-

dependent to multi-modal locations (Cervero 2007). 

 

Consumer preference surveys indicate significant and growing latent demand for more multi-modal 

home locations (Litman 2009), which suggests that expanding high quality public transit networks 

and creating more transit-oriented communities can benefit consumers directly and provide external 

benefits including congestion reductions, road and parking facility cost savings, improved traffic 

safety, energy conservation and pollution emission reductions. 
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Tax, Debt, Pension, or Infrastructure Crises 
Fixing Transit claims that public transit is experiencing various financial crises, but these are 

exaggerations, based on selected anecdotes and manipulation of numbers. Public transit funding 

is actually growing because an increasing number of communities are approving taxes to finance 

transit services.
26

 Some tax revenues have decline during the recent recession, forcing many 

transit agencies to reduce planned expansion, raise fares and cut services. Although these are 

unfortunate and harmful to some transit users, they are small in overall magnitude. There is no 

real crisis. 

 
Figure 4 Transit Operating Funds By Source27 
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Public transit funding has increased steadily during the last decade. Ridership has also increased. 

 

 

Similarly, claimed debt, pension and infrastructure crises are exaggerated. For example, the 

Boston MTA’s $1.2 billion debt, although a large and intimidating number, averages just $266 

per service area resident, which is small compared with household debts required to purchase an 

automobile. Paid over a 20-year period, as with other major infrastructure, this costs residents 

less than $15 annually per capita. Since residents of cities with high quality transit save $500 

annually per capita on average in avoided transport costs, plus other benefits such as reduced 

congestion, increase safety and improved mobility for non-drivers, expenditures to provide high 

quality public transit are worthwhile investments for most residents (Litman 2010). 

 

Fixing Transit uses various tricks to exaggerate transit financial problems: 

 Using selected data and examples to imply that all agencies are inefficiently managed and face 

severe problems. 

 Reporting total costs (which makes large, transit-oriented cities look bad) rather than per capita or 

per trip costs (which make large, transit-oriented cities look good). 

 Considering costs but not benefits. 

 

 

Of course, public transit systems should be managed efficiently, but it is wrong to claim that 

North American transit systems are in crisis, or that the primary management goal should be cost 

minimization. Public transit provides the greatest benefits and economic returns if it has high 

quality service that attracts travelers who would otherwise drive an automobile.  
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An Innovation Crisis? 
Fixing Transit argues (p. 13) that public transit agencies never innovate, demand response is 

always better than fixed-route service, buses are always better than rail, everybody prefers 

automobile travel and sprawl, and newer technologies are always better. These claims are wrong. 

 

Transit agencies do innovate. North American transit agencies are implementing all the 

innovations mentioned in Fixing Transit, including telephone dispatching, vehicle tracking, 

electronic payment systems, and improved user information, plus many more. The Transit 

Cooperative Research Program sponsors extensive research on transit innovations.  

 

Demand response is already provided by most North American transit agencies. It is appropriate 

for some applications, particularly serving people with disabilities, but is inherently inefficient. It 

typically cost several times more than conventional transit (the SuperShuttle airporter service 

O’Toole cites as an example typically charges $15-30 per trip) and is generally slower and less 

predictable than fixed-route transit due to flexible routing and stops. Because of its low load 

factors, it provides little or no congestion reduction or energy savings compared with driving. 

 

As discussed previously, high quality rail transit tends to provide greater benefits to users and 

society compared with conventional bus transit, including greater comfort, speed and reliability, 

reduced traffic congestion and accident rates, more energy savings and emission reductions 

(Litman 2004). As a result, under appropriate conditions, rail transit is the most appropriate 

transit option. Although Bus Rapid Transit can provide similar benefits, it also requires 

substantial investments.  

 

Housing preferences are diverse and changing (Chernikoff and Yoon 2010). Consumer surveys 

indicate that many people would prefer to drive less, rely more on alternative modes, and live in 

more accessible, multi-modal communities (Litman 2006). Although many families (especially 

those with young children) prefer single-family homes, an increasing portion will choose more 

compact houses in exchange for improved accessibility and financial savings (Litman 2009). 

Similarly, although few motorists want to give up automobile travel altogether, many would 

prefer to drive less and rely more on alternatives, provided they are convenient, comfortable, safe 

and affordable. The 2009 Emerging Trends in Real Estate report explains:
28

 

Energy prices and road congestion accelerate the move back into metropolitan-area interiors as more 

people crave greater convenience in their lives. They want to live closer to work and shopping 

without the hassle of car dependence. Higher-density residential projects with retail components will 

gain favor in the next round of building. Apartment and townhouse living looks more attractive, 

especially to singles and empty nesters—high utility bills, gasoline expenses, car payments, and rising 

property taxes make suburban-edge McMansion lifestyles decidedly less economical.  

 

 

It is silly to assume, as Fixing Transit, does, that newer transportation technologies are always 

better than those that are well established and tested. History of rife with proposals for transport 

system innovations that are technically feasible but not worthwhile, including flying cars and 

rocket belts. Although Segways can replace non-motorized travel, they have few practical uses. 

Walking and cycling are generally better overall. Similarly, buses and trains are efficient and 

reliable transport modes, which can be improved, but not replaced, by technological innovation.  
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Evaluating Costs 
Fixing Transit (p. 2) claims that, “urban transit is the most expensive way of moving people in 

the United States.” This is untrue, based on incomplete analysis that overlooks these factors: 

 Fixing Transit ignores many costs of automobile travel, such as the costs of parking facilities, and 

incremental congestion, accident and pollution costs.  

 Transit services are concentrated in urban areas where transport infrastructure is costly. It is 

therefore wrong to compare transit service costs with overall average automobile costs, rather, 

transit costs should be compared with the costs of accommodating additional automobile travel 

under urban conditions.  

 A major portion of transit service is designed to provide basic mobility for non-drivers, including 

service at times and locations where demand is low, such as in during evenings and in suburban 

areas. This has relatively high cost per passenger-mile, but is often cheaper than alternatives, such 

as taxi service, or chauffeuring by a family member of friend who drives.  

 Transit users tend to travel far fewer annual miles than automobile travelers. As a result, 

motorists tend to receive greater total per capita transportation subsidy than transit users, 

particularly if government-mandated parking facilities are considered in the analysis. 

 

 

The claim that transit is the most expensive of transport is based on analysis that only considers 

two modes (automobile and transit) and two costs (vehicle and roads/tracks). It does not answer 

the more relevant question, “What is the most cost effective way of providing basic mobility and 

efficient transport on congested urban corridors, considering all costs?”  

 

The analysis in Fixing Transit is based on overall average vehicle costs, although these tend to 

be significantly higher under urban-peak travel conditions due to traffic congestion, high 

insurance costs, high road and parking facility costs, and lower vehicle occupancy rates. 

Similarly, the costs of expanding road and parking facilities is much higher in urban areas. 

According to a Federal Highway Administration study, expanding major urban highways costs 

$1.00 or more per additional peak-period vehicle (Decorla-Souza and Jensen-Fisher 1997). 

Measured differently, tolls on privatized urban roadways typically range from 10¢ to 50¢ per 

vehicle-mile (for example, California State Route 73 fees are about $5 for a 15-mile peak-period 

trip, or about 33¢ per mile, and more for shorter trips), although such tolls seldom cover total 

roadway land, construction and operating costs. Parking typically costs $20 to $35 per day in 

large city downtowns, and perhaps half that in suburban areas, averaging perhaps $16 per day 

overall, or 50¢ per mile for a 32-mile commute.
29

 This indicates that a single-occupant urban 

automobile commute costs about 45¢ per mile in vehicle costs (O’Toole’s 35¢ per vehicle-mile 

increased to account for higher costs under urban-peak travel conditions), plus 30¢ for roadway 

costs and 50¢ for parking, or $1.25 per mile. 

 

In contrast, total transit capital and operating expenses average $0.91 to $1.29 per passenger-mile 

in large U.S. cities, as illustrated in Table 5. Of course, actual travel costs vary. Driving is 

cheaper under some conditions and more costly under others. Similarly, transit is more 

convenient and cost effective for some trips than others. If high quality public transit service 

exists, users can choose the most cost effective travel option for each trip. If transit service is 

inferior, travelers are forced to drive even when it is cost inefficient. 
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Scope of Benefits Considered 
Fixing Transit ignores many benefits provided by high quality public transit. It criticizes public 

transit agencies for having multiple objectives (p. 3), but that is the nature of major public 

infrastructure: it serves multiple functions and users. For example, most citizens probably want 

their police departments to prevent and investigate crimes, manage traffic, rescue lost children, 

and control parade crowds. They don’t evaluate policing services based on a single performance 

indicator, such as minimal wages or maximum citation revenues. Similarly, public transit 

agencies can maximize benefits by balancing multiple objectives. Public transport helps achieve 

two different and sometimes conflicting categories of objectives:  

1. Basic mobility for non-drivers. This requires providing broadly distributed service (including 

service at times and locations where demand is low, resulting in low operating efficiencies) and 

accommodating people with special needs (including wheelchair lifts and other design features to 

accommodate people with disabilities, and demand response services). 

2. Efficient mobility on major urban corridors. Public transit is often cheaper overall (including 

vehicle, road, parking, accidents and pollution emissions) than accommodating additional 

automobile travel on major urban corridors. This requires high quality service to attract 

discretionary riders who would otherwise drive. 

 

 

As a result, equity-justified transit (service where or when demand is low, and features to 

accommodate passengers with special needs, such as wheelchair lifts and paratransit services) 

may seem inefficient, while efficiency-justified transit (high quality, grade separated rail and 

commuter bus services on major corridors) may seem inequitable, but those simply reflect 

different types of services intended to provide different types of benefits. All these objectives 

and benefits should be considered when evaluating public transit cost efficiency. 

 

Comparisons between cities indicate that those with high quality transit systems (grade 

separation, nice vehicles and stations, integrated with land use development, and other 

supportive polities) have: 

 Higher per capita transit ridership. 

 Higher transit commute mode share. 

 Lower per capita motor vehicle ownership and travel. 

 Lower per capita traffic fatality rates. 

 Lower per capita consumer expenditures on transport. 

 Lower transit operating costs per passenger-mile. 

 Higher transit service cost recovery. 

 Better mobility options for non-drivers. 

 Improved fitness and health (since most transit trips have walking or cycling links, so transit 

travelers are much more likely to achieve physical activity targets than motorists). 

 Increased money circulating in local economies (since transit travelers spend significantly less on 

imported vehicles and fuel, leaving more money to spend on other goods which tend to have 

more local input). 
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Numerous studies indicate that high quality public transit tends to reduce traffic congestion on 

parallel roadways (Aftabuzzaman, Currie and Sarvi 2010; Litman 2007). These impacts can be 

difficult to measure at the regional level because both transit ridership and traffic congestion tend 

to increase with city size, so aggregate analysis can indicate that congestion costs increase with 

transit ridership. However, when similar size cities are compared, those with higher quality 

public transit tend to experience less per capita annual congestion delay than in cities with lower 

quality transit as illustrated in Figure 5. 

 
Figure 5 Transit Congestion Savings (Litman 2004, based on TTI Urban Mobility Index) 
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There is theoretical and empirical evidence that high quality public transit supports economic 

development (increased productivity, employment, wages and property values) by reducing 

transportation costs, and creating more efficient land use development which provide 

agglomeration efficiencies. The figure below shows that per capita GDP increases with per 

capita public transit ridership in U.S. cities.  

 
Figure 6 Per Capita GDP and Transit Ridership30 
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GDP tends to increase with per capita transit travel. (Each dot is a U.S. urban region.) 
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Impacts on Transit-Dependent People 
Fixing Transit claims (p. 22) that “Privatization will make transit responsive to users, not 

politicians, and will actually lead to better services for many transit users,” but provides no 

evidence. In fact, the type of privatization recommended in Fixing Transit generally leads to a 

spiral of declining service and ridership, and increasing fares. Fixing Transit ignores the harm 

this would impose on transit dependent people (and their families, friends and employers). 

Although some transit users have alternatives (walking, bicycling, being chauffeured by family 

members or friends, driving, or hiring a taxi), others face severe difficulties, including inability 

to access essential services and activities, or excessive financial burdens to pay for higher fares 

or alternatives such as taxis.  

 

End Of C-Tran Leaves Many Without Rides 

Atlanta Journal Constitution, 31 March 2010 (www.ajc.com/news/clayton/end-of-c-tran-421823.html)  

 

As Clayton County‘s C-Tran buses made their last morning rounds on Wednesday, many riders were still 

wondering how they would get to work without the service.  

 

Constance Glenn of Hampton said she has been riding C-Tran buses to and from her job at Hartsfield-

Jackson International Airport for two years. “I don’t know how I’m going to get to work,” Glenn said. 

She had tried talking to friends about catching a ride, “but nobody has a car, so I’m out of luck. I’m going to 

be out of a job. It makes me very angry.”  

 

Tyrone Maze has been riding C-Tran for about three years. “I use it to go to work, to go downtown and to 

doctor’s appointments. It’s really going to throw [my routine] off,” Maze said. He called C-Tran “the last 

resort some people have, including myself. It’s really going to take a toll on the people in this area.” 

 

High school senior Antionette Mellerson, 18, has been riding C-Tran off and on for a couple of years, and 

daily for about three months. She said her mother will “be getting up early in the morning and taking me to 

school. I don’t want her to do that, but we have no other choice.” Mellerson said she knows people who “are 

actually going out to buy cars with no insurance and no driver’s license. It interferes with your everyday life 

when you don’t have transportation,” she said. 

 

 

Fixing Transit recommends (p. 22) that any subsidies should be provided directly to users. 

Although this could benefit some people, it would reduce total transport services due to lost scale 

economies. For example, assume transit service costs $100 per trip to provide on a route, fares 

average $2 per trip, and there are 20 transit-dependent users and 20 discretionary users. With 

supply-based subsidies the public transit agency spends $20 per trip to maintain the service (40 

riders paying $2 per trip generates $80 in revenue, which is $20 short of the $100 operating 

costs). If the same subsidy is provide directly to users, the service would only continue if the 20 

subsidy recipients continue using the route. If any users shift mode the route becomes 

unprofitable. For example, if 5 subsidy recipients shift to taxi, revenue declines to $85, making 

the route unprofitable. Without supply-based subsidies the transit service collapses because it 

experiences scale economies and requires a critical mass of users. In such a situation, efficiency 

requires either regulation or subsidies to concentrate demand to particular routes and services. 

 

http://www.ajc.com/news/clayton/end-of-c-tran-421823.html
http://g.ajc.com/r/Cd/
http://g.ajc.com/r/Fk/
http://g.ajc.com/r/Fk/
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Energy Efficiency 
Fixing Transit argues that public transit is not very energy efficient. It cites research by Mikhail 

Chester and Arpad Horvath on lifecycle energy analysis to argue that driving consumes 5,500 

BTUs per passenger-mile, while rail transit consumes 6,400 BTUs. That misrepresents their 

analysis, which actually indicates that urban rail consumes less than half as much total energy 

per passenger-mile as an average car, and less than a quarter as much as energy as a typical van, 

SUV or light truck, as illustrated below. Buses are very efficient under peak conditions and 

inefficient during off-peak periods. For example, in 2008, conventional bus transit averaged 10.6 

passengers per revenue-mile, or about 55 miles per gallon, more than twice the efficiency of an 

average automobile under urban travel conditions.
31

  

 
Figure 7 Lifecycle Energy Consumption and Emissions32 
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 This figure compares fuel and indirect energy (energy used in vehicle and facility construction and 

maintenance) for various transport modes.  

 

 

In response to an earlier version of this report, O’Toole argued that public transit is always 

energy inefficient due to low load factors (passengers per vehicle).
33

 It is true that currently, most 

North American transit systems are relatively inefficient because much of their service is 

intended to provide basic mobility for non-drivers, and so operates at times and locations with 

low demand. However, just because some transit service is energy inefficient does not mean that 

all transit service is inefficient, or that efficiency cannot be improved.  

 

Table 6 evaluates various transit improvement strategies. Expanding service helps achieve equity 

objectives (basic mobility for non-drivers) but by itself tends to reduce efficiency, due to low 

load factors, and because much of the additional ridership is transit-dependent so there is little 

reduction in automobile travel. However, other strategies can reduce energy consumption by 

increasing operating efficiency, attracting more motorists, using off-peak capacity, and 

leveraging additional automobile travel reductions. As a result of these impacts, residents of 

communities with high quality transit services tend to consume 20-40% less transport energy 

than they would in more automobile-dependent locations (ICF 2008; Litman 2004). 
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Table 6 Equity and Efficiency Impacts of Various Transit Improvement Strategies 

Transit Improvement Strategy Equity Impacts Efficiency Impacts 

 Impacts on mobility and 

accessibility of non-drivers. 

Impacts on traffic congestion, 

energy consumption, pollution 

emissions and other external costs. 

Service expansion. More routes and 

service frequency, including times 

and locations with low demand. 

Improves basic mobility. Reduces efficiency if load factors 

are low. 

Improve vehicle fuel efficiency. 

Smaller vehicles where appropriate, 

hybrid drives, and alternative fuels. 

Generally no impact. Reduces energy use per vehicle-

mile. 

Improve operating efficiency. Grade 

separation and bus priority, faster 

boarding (such as prepaid fares). 

Improves transit travel speeds and 

reliability. 

Reduces energy use per vehicle-

mile.  

Financial incentives. Lower fares, 

subsidized transit passes, parking 

pricing and cash out. 

Positive incentives (reduced fares 

and parking cash out) benefit users, 

particularly those with lower 

incomes. 

Increases efficiency, particularly if 

it reduces automobile travel and 

increases ridership on routes with 

excess capacity. 

Improved convenience and comfort. 

Better user information, nicer 

vehicles and stations, marketing 

programs.  

Improves the convenience and 

comfort of travel by disadvantaged 

people. Helps reduce the stigma of 

transit travel.  

Increases efficiency, particularly if 

it reduces automobile travel and 

increases ridership on routes with 

excess capacity. 

Better modal integration. Improved 

walkability near transit stops. 

Bicycle racks and lockers. Better 

connections with vanpools, ferry 

terminals and airports. 

Improves the convenience and 

comfort of travel by disadvantaged 

people. 

Increases transport system 

efficiency, particularly if it reduces 

automobile travel and increases 

ridership on routes with excess 

capacity. 

Offpeak incentives. Discounts for 

off-peak transit travel.  

Provides financial savings that 

benefit some disadvantaged people 

(those with flexible schedules). 

Increases efficiency by filling 

otherwise unused capacity. 

Transit-oriented development. More 

compact, mixed development, 

pedestrian improvements and 

parking management near high-

quality transit service.  

Benefits disadvantaged people, 

particularly if appropriate 

affordable housing is included. By 

providing a catalyst for more 

accessible development, provides 

additional benefits (besides just 

improved transit access). 

Increases efficiency, both directly, 

but encouraging transit travel, and 

indirectly by creating communities 

where travel distances are shorter, 

and people own fewer cars, drive 

less, and rely more on walking, 

cycling and public transit. 

Transit service expansion helps achieve equity objectives (basic mobility) but by itself tends to reduce 

system efficiency. Other transit improvement strategies can increase transport system efficiency, and 

some strategies (service quality improvements and transit-oriented development) tend to leverage 

additional energy savings and efficiency gains. 

 

 

With appropriate improvements, public transit can provide substantial energy savings and 

efficiency gains, including direct savings from more efficient transit operations, and indirect 

savings that result when high quality transit leverages additional vehicle travel reductions.   
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What Experts Conclude 
Several academic studies have investigated transit privatization benefits and costs (Estache and 

Gómez-Lobo 2003; Grayling 2001; Gómez-Ibáñez, Lorrain and Osius 2004; Macário 2010; 

McCullough, Taylor and Wachs 1998; Morris 2006; Scholl 2006; PPIAF 2006; van de Velde, et 

al. 2010). Their conclusions are summarized below. 

 

According to Scholl (2006), early studies of U.S. bus service contracting found 10-40% savings, 

but many of those studies had significant methodological problems. More recent studies find 

smaller savings, estimated to range from 5-19%, and indicate that savings result largely from 

reduced driver compensation which tends to increase turnover, and so reduces service quality 

and safety, rather than actual productivity gains. Contracting out increases administrative costs 

that reduce net savings, and efficiency benefits can erode over time, due to market consolidation 

which reduces the number of firms that can bid on contracts, reducing competition. 

 

Analysis of U.S. public transit agency cost efficiency by McCullough, Taylor and Wachs (1998) 

indicates that contacting out can provide savings under some circumstances, but other 

management factors have greater impacts on overall transit service productivity. They conclude 

that public agencies can provide cost efficient transit services.  

 

Grayling (2001) and Morris (2006) describe how public transport privatization in Great Britain 

reduced system efficiency and service quality. They conclude that regulation and subsidies are 

required to provide the high quality public transport services needed to achieve social equity 

objectives (basic mobility for non-drivers) and attract discretionary travelers (and therefore 

reduce roadway traffic problems). 

 

A World Bank study by Estache and Gómez-Lobo (2003) concludes that both economic theory 

and experience indicate that unregulated and unsubsidized public transit systems cannot provide 

optional service for the following reasons: 

 Service is only provided on the most profitable routes, and is not coordinated between routes, so 

the system cannot achieve scale economies. 

 Companies that provide transit services tend to be either large and monopolistic, or small and 

inefficient, depending on market conditions. Either way, they are unlikely to provide optimal 

service without appropriate regulation. 

 Operators race for passengers, which increases congestion and accidents. 

 Because automobile travel imposes external congestion, accident and pollution costs, and public 

transit helps achieve social equity objectives, unregulated and unsubsidized transit will provide 

less than optimal service levels.  

 

For these reasons, the study recommends the Bus Rapid Transit model of contracting service, in 

which governments own and operate bus lanes and stations, and allow private companies to bid 

on the right to use those facilities, based on low operating costs and high service quality. 

 

Overall, most experts conclude that regulation and subsidies are required to maintain efficient 

and high quality transit service. Many support contracting out and public-private partnerships 

where appropriate, but within a regulatory structure that insures system integration and quality. 
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Summary of Impacts 
Table 7 summarizes how privatization affects various public transit performance factors. Under 

most circumstances total privatization reduces service quality (coverage, frequency, integration) 

and increases fares. A reduction in subsidies tends to increase unit costs (dollars per passenger-

mile) due to reduced economies of scale.  

 
Table 7 Privatization Impacts 

Performance Factor Total Privatization Contracting Out 

Service (coverage, 

frequency, hours, etc.) 

Tends to decline significantly since 

service is only provided at times and 

locations with high demand. 

Typically unchanged 

Integration (quality of 

connections between 

different routes and modes) 

Tends to decline significantly. Private 

companies generally lack any incentive 

to coordinate services. 

Typically unchanged 

Vehicle quality  Tends to decline, except on a few routes 

with premium fares. Private companies 

often drive vans that lack amenities such 

as wheelchair lifts. 

Typically unchanged 

Bus stations, waiting area 

comfort. 

Tend to decline significantly. Individual 

companies generally lack resources to 

build and maintain attractive stations. 

Typically unchanged 

Fares Fare may decline on a few routes (those 

with very high demand) but increase 

elsewhere. 

Typically unchanged 

Public subsidies Declines. Typically unchanged 

Employee compensation Declines. Tends to decline 

Employee quality  Tends to decline due to lower 

compensation 

May decline if wages decline 

Unit costs (dollars per 

passenger-mile) 

May decline on routes with high demand  

but increases elsewhere due to reduced 

scale economies. 

May decline if wages decline 

Automobile travel 

reductions and external 

benefits (reduced traffic 

congestion, accident risk 

and pollution) 

Tends to decline significantly due to 

reduced service and higher fares. 

Typically unchanged 

Privatization and contacting out tend to reduce service quality and increase fares, while reducing 

employee compensation. 

 

 

The claimed benefits of privatization mainly result from reduced service and employee 

compensation, and so only increase efficiency if there is too much transit service (fewer areas 

should receive transit service) and drivers are over-compensated. Otherwise, complete 

privatization can be considered inefficient and harmful overall. 
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Recommendations for Transit Privatization 
There is certainly an appropriate role for private enterprise in transit service provision (Zegras 

2006; PPIAF 2006; van de Velde, et al. 2010; . Macário 2010). An excellent model is widely 

used around the world for Bus Rapid Transit (BRT) system; governments build and own the bus 

lanes and stations, collect fares, and establish performance standards, while private companies 

(including worker cooperatives) bid for the right to operate buses which compete based on cost 

efficiency and service quality (Wright 2007).
34

 This allows privatization to support strategic 

planning objectives, including efficient use of infrastructure and vehicles, and high service 

quality that attracts discretionary travelers. The following are recommendations for effective 

transit privatization. 

 Public agencies should maintain overall control of strategic planning and performance standards. 

 Transit system routes, schedules, fare structures, user information, and marketing should be 

integrated to maximize user convenience and system efficiency. 

 Encourage development of competitive supply markets. For example, encourage the development 

of multiple companies that can bid on service contracts.  

 Establish policies that prevent strikes and other labor disruptions that reduce transit services. 

 Establish and maintain high service quality standards. Reward operators based on meeting service 

quality requirements. 

 Design data collection and evaluation methods to monitor performance.  
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Conclusions 
Claims that private, self-financed bus and van services would be more efficient and higher 

quality than current public transit systems are unsupported by evidence. All private transport 

services identified in Fixing Transit – airporters, jitneys, and coach buses – are either inferior 

quality or expensive, and serve limited destinations. None offer the relatively affordable, reliable, 

integrated services provided by public transit systems in most cities.  

 

Without public coordination and subsidies private companies only provide transit on limited 

routes with high demand. Some private transport services that operate on particularly profitable 

routes charge low fares, but this leaves public agencies with the less profitable routes, causing 

total service to decline or subsidies to increase. As a result, private companies cannot achieve 

strategic objectives such as providing basic mobility for non-drivers and reducing traffic 

problems. 

 

For these and other reasons, most experts agree that transit requires government coordination and 

support for equity and efficiency. Purely privatized, self-financing public transit provides less 

service and higher fares than socially optimal, creating a cycle of declining service quality, 

ridership and benefits. 

 

Fixing Transit makes numerous analytic errors. It ignores the multiple roles public transit plays 

in an efficient transport system and so underestimates the costs that result from transit service 

reductions. When comparing automobile and public transit costs it significantly underestimates 

total automobile costs under urban conditions. It assumes that without transit, users could 

otherwise drive, rather than requiring more costly taxi or chauffeured travel. It uses extreme 

examples to suggest that transit employees are overcompensated, although average bus drivers’ 

wages are lower than those paid by private firms. It underestimates public transit energy savings 

and other benefits. It criticizes the transit industry for failing to innovate, although public transit 

agencies are now implementing all the innovations described, plus many others. It overlooks the 

efficiencies and benefits of high quality urban transit: the transit agencies it criticizes for 

excessive wages actually provide some of the most cost effective service (passenger-mile per 

dollar) in North America. Similarly, it ignores the tendency of high quality public transit to 

leverage vehicle travel reductions, which provides significant benefits including energy savings. 

 

Fixing Transit is outdated. During the 1990s many experts advocated transport infrastructure 

privatization (roads, rail and urban transit), but subsequent experience found that these experts 

had understated problems and costs, and exaggerated benefits. As a result, many transport 

privatization efforts have since been scaled back, restructured or abandoned. 

 

This is not to suggest that innovation and privatization undesirable. Many transit systems have 

outdated policies and practices deserving reform, and agencies should implement appropriate 

innovations. Many transit agencies could contract out more services. Although transit policy 

should encourage innovation and appropriate competition, the approaches advocated in Fixing 

Transit are likely to reduce system efficiency and service quality, and therefore reduce total 

benefits to users and society. 
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