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EXECUTIVE SUMMARY

The surlace tznsportation reantharization bills pew being considercd by the Cangress
oontinoe the govemment-dominated approach thae bas ot woiked in the past. In fact,
these bills ignor the results of 25 yrars of reseanch {much of it fedezally fonded) that
has demonstraled the problems of the conventional spproaches. Much of the lierature
on transit that has possed peer-review and appeared inamdemic joumals points out tat
the traditional programs have done mors ham than good.

Pubilic trimsit monopolics arc now slated to pet Larger capital grants and more operating
subsiciies, even thowgh il has been established that the former encourage local planners
to promote wastefu] mil transit projects while the latter encourage a continuation of
Inefficitncics and a shifting of costs from riders o taxpayes.

&ail ransit and many fixed-rouie bus systems are inappropriate for dispersed and
decentralizing 1.5, cities. Riders care about (heir time that comventional transit
is an expensive choice. More commpetitive transit modes {(such as sirpon shuttle vans)
that cun approximate door-to-door service in large metropalitan areas would be far
mare effective but will have limited acope as long a5 local regulations e the cotoy off
innovalive servicess, the fransit monopolics are mutinely hailed ont, and freeways are
available oA psers at 0o chanre,

Policy Alternatives

Congress sbould incorporate 25 years of research results {much of which the public
paid For} and adeq a federal transit progrum akmg these lines:

* Phase out discretionary lederal mpial grants over a five-vear perlod, and
climinate the *samnariking™ of grants for specific poajects.
. Conver tranzil operating subsidics to transit vouchers for low-income

people.

" Make contimed federml aid contingent om deregulating local tramsis markets.

* Convert the capital grantz progrm into & no-strings “block * progTamL.

* Exermpt from federal income tax employer-provided mavel allowances (in
Iimul’mq:luyr:r—;nidpmtingﬁ.

* Remuowe the federal bim on charging prices for use of Interstals expressway
segments in cotgested orbun A,

* To encourge rompetitive contracting of tmnsit service, repeat the Section
lﬁm-pmﬁm clause of the usban mass waosit L,

These measures would bring a new paradigon in urban transit, based selidly on the
findings of decasdes of transponation research.




L INTRODTICTION

The New York Thmes recenty described the plight of the nation’s Jarge-city transit
systems as & case of declining subsidies exacerbated by economic recession.! The
facts show otherwise. Big-cify transit systems are ever more subsidized bot continue
to lose riders in good times and in bad. Three thousand miles 10 the west, but as
misinformed, The Loy Angeles Times welcomed eongressional efforts to broaden
federal transit funding on graunds that population growth wonld intensify "gridlock”
("If nothimyg is done to clear traffic jams, the average speed of cars at rush hour witl
be about 12 miles per hour--fouwr-haur round-trips for commuters who live 25 miles
from work. Cars would be moving bumper-to-bumper in downtown Los Angeles and
parts of Orange County &t betwsen 5 and 10 m.p.h.")? Extra transit funding, the
Times sugpested, wuuld also reduce smog. Again, the writers discegarded the Facts.
Cities accommodate growth (and aveld downtown pridiock) by subnrhanizing. And
transit systerns in the TLS. have ha recond of diverting significent numbers of auta
users. Air quality or energy-saving consequences have, therefore, been nogligible,

Topether, these two Tepresentative editarials repeat most of today’s cliches of urban
transportation. The fact that discussiuns such as these set the tone after a quarter of
& ventury of academic research 1o the contraty is troubling. Far worse, judging by the
debates over the 1991 Surface Transportation Reauthotization Bills (STRB), the
findings of rescarchers have had no impact whatsoever on Congress (or, for that
matter, virtwilly every other ULS. lawmaking boddy), which continues to rely on the
saine specious acguments that have supported its urban transportation spending plans
since 1964, The draft Act proposed in HR 2850 offers to spend $151 billion over the
next six years. Of that amount, $119 billion will suppart highway projects and $32
hillion is earmarked for mass wansit. An extension of the 2.5-cent gasoling tax is
propased to help cover the eost of the bill.

Almaost all of the old contentions about urban transpartatinn have been underminsd
by facts and findings breught to light by researchers and reported in peer-revicwed
journals. Much of this research has been funded by the U5, Deparument of
Transportation itself, All of this has had neglipible impacts om public policy.

Discussivns among urban transportation researchers are prabably less contentions
ihan in other domestic pulicy felds. Most analysts agree on the hasics, These include
the following ohservations:

1. The lonp-term growth of incomes has spawned demands for low-density
Tiving. The anto-highway system has lacilitated these lifestyles, causing
the demand for conventional transit (defined as traditional fixed-route,
fixed-schedule, most often hus service) 1o decline.
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2 The most comspicuous transit filores have been the recently installed
rall systems. :

i Publicly run transit monopolies are incfficient and rarely responsive to
demand. As a result, they serve ever smaller markets at ever higher
costs. Their subsidization has, therefore, incressed considerably.

4, In mnost cases, the aoto-highway system is poorly managed. The most
promsing management innovation would be the implementation of
pricing, namely congestion charges, pollution taxes and accurate
parking charges.

5 State and local regulations have stifled the emergence of tnnovative
and cfhoient transit services.

6. User-side subsidizs (like food stamps) are the most efficient way to
improve the mobility of the poor and the disabled.

T Policy oplioas vught to he evaluated in terms of their marginal eosts
and benefits.

These principles are, for the most part, distegarded in the STRB. This paper
contrasts the proposals of the STRE with policy reforms that introduce or enhance
private provision in an atmosphere of competition. With few exceptions, the proposed
STRE vifers litle more than the traditional gevernment-dominated programs for
urban passenger transportation, The lawmakers are suggesting more of the samce even
though it is clear that transit and hiphway services are two areas where conventional
pubke~sector prograims have failed. Simply put, the former #s underutilized and shondd
never have been deployed in its current forms; the latter is often oversubseribed
(therefore mefficiently used) and should not be managed in ways that it is.

Sectinns of this report will discuss policy debates over conventional transit (rail and
bus}, road and highway pricing (their planning, fmancing and constructinn have
Tecently been dealt with by farmer World Bank coonomist Gabriel Roth*) and non-
convenlional {para) trunsit. The latter is associated In most people’s minds with taxis.
Indeed, the discossion concerns the regulation of taxs, shuetle vans and similar
modes, These are important because, a8 summed up by Sandra Rosenbloom,” "there
is evidence that, if deregulated, private tax services couid possibly provide or replace
many public transport services."
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II. WHAT WE HAVE LEARNED ABOUT CITIES, COMMUTING AND
TRANSIT

A, Ro#t Transit and Modem Citiex

The most serivus transportation policy failures have been the post-World War II rail
transit systems. These systems wers supposed to woD big-city commauters back o
transit. In so doing, they would justify their high costs. Yet, the ULS. Department of
Transportation Urban Mass Transit Administration’s (UMTA's) own study of these
projects® (see Table 1) shows that:

1 the recently installed heavy-rail systems (Atlanta, Baltimore, Miami,
Washingtan) experienced ridership shortfalls of 35 percent (weighied
averages);

2. the new light-rafl faeitities (Buffalo, Pitisburgh, Portland, Sacramento)
showed ridership shortfalls of 65 pereent (weighted averages);

3 these sysiems experienced severe cost overruns, such that the full costs
per (one-way unlinked) passenger trip were $8.66 for the subtrways and
$7.99 for ihe streetcars {(weighted averages);

4, three of the eight wansit districts actually experienced reduced set
Jystem porronage after the rail facilities were sdded (Tahle 2); the
causes are fikely 1o have included higher bus fares (to cover deficits),
bus service cutbacks (alsc to make up for cost overrums) and bus
realignments {more feeder service and more forced transfers).

In additian, there is no evidence that any of these systems diverted enough auto trips
to make a difference in overall traffic conditions. The study leaves unstated the
prablem of TS, taxpayers at-large paying for systems that relatively few big-city
residents nse.

What accounts for these faflures? Two themes will be highlighted here: First, federal
subsidies and mandates provide local decision makers with the wrong incentives;
second (and, perhaps, as a direct consequence), officials mistead a nomber of key
trends. Harvard transpurtation economist John Kain notes that:

“... the incentives created by the discretionary grant
program  and associated evaluation giridelines have
corrupied local planners and have encouraged them and
their consultants tw  prepars  setiously  misleading
eveluations. Their elaborate and costly projections of
future costs and ridership inwvariably underestimate



Tablc 1

FORECAST AND ACTUAL PERFORMANCE FOR RECENT
EAIL TRANSIT FROIECTS
{F: Forecast; Az Actal; %D Percert Difference)

Heavy Rail Projects

Washinglon ~ Adlarta Haltinmome Mismi

Light Rail Projects

Briffal:  Finsborgh  Dadad  Sectarsenn

iR MF 1035 509
A 4114 184.5 424 34
i 28 - - B3

qan .5 415 500
o2 0.6 9.7 144
-68% -6 -H % -T1%

Rail Project Capital Costs (millions of 1988 dollams)

F 4352 1,725 or) 1,008
A 7,965 730 128 131
WD B bl e 3

478 Lerd 172 63
™ G Xé 188
51% - 11% 5% 1%

Annuatl Rail Operating Expense {millions of 1988 dollars)

F £6.3 13.2 MNE 26,5 134 ME 3B 737

A 1900 403 27 3% 1l gl 35 6.9

“HD 0% 2050 - £ I - 45U - 10¥q
Total Cost per Bail Passenger

F 3 NF NF 173 1% NF 1.68 1.53

A 5T 0 1282 16,77 10,57 T %149 6.53

LiTe) 188% - - BTI% s - 0% 1289

* Anmaal wxal cost of ril service divided by anraal equivalent of “weekday rail passengers,”
using numbers of average weeluday equivalents per year derived from annual toial and averge weekday
tel] ridership reparted by project operators. Annual total cost of mil service is the sum of (1) the

armualized value of * il project capial cost,’ comprated using a 40-year project lifetime and 2 discoum
rate ol 10 percent per year, and (2) ‘annual mil opemating expense,”

NF indicates no forecust ol'a dat item wus obiaireible from published sources.

Source: Tablke 5-1, D.H. Pickrell, U.S. Depanment of T

icn, Besearch and Special Programs

rEnsponiat
S}Mmﬂemer, Libaa Ratl Transit Projects: Forecast Versus Aczal

Administration, Trnsponation
Ridership Coses, Cambridge, MA, 1990,




Table 2

FORECAST AND ACTUAL COST PER. NEW TRANSIT TRIP
RECENT

RAIL TRANSIT PROIECTS
{F:Forecast; A: Actual; % D: Percent Difference)

Heavw Rail Projecis Light Rail Projets
Washington Atlanin Baltiman:

Miaeni Baftaky Plitstrarph Tonibimed Saxrratrerit
New Tranzir Trios per Average Weekday (thonsands)

F NF 9.1 NF . B1.4 NF 513 130

A 2ElL3 38 173 -8R =114 L3 11.5 4.2

WD - -63% - - - - -TR % -

Total Cost per New Transit hd
MNF NF 3 15T 2% NF .14 143

A 11.87 2047 13,56 - — 464 049 -
R - - - - - - Tl % -

‘Amualmmlmstmmactafmlpmmdmdﬂdbyma]oquwﬂnnof mow transit trips per average
kaday,” computed using umbers of avemge ¥ eoivelents per wear derived from ammuoal totl
and a weekday [ai]udemhlpreportadbquiemapmﬂm Anrual bokal eost of rail serioe: & the

ann af {1 Iheamum]mndva]usnf mi} project capital cost,” oomputedusmga-ﬂ»{] -year project Lfetime
and a discount mtc of 10 parent per year, and (2} ‘anmeal il operating expense

NF indicates no fsrecast of 2 data jtem was Gbrainabile froom published sources

Source: Table 8-2, I.H. Pickrell, U.S. Deparment of T , Research and Special Programs
Admiristration, T ion 5 Center, Lrban Rail Transit Projects Forecast Versus Achual
Riderstiip Costs, ; ,Mi, 1930,



capital and ocperating costs by large amounts, and at the
same time overestimate futore rdership ... As a result of
these torecasting ‘wrrors’, larye amounts of federal and
Iocal tax ievermes have bean used to build rall projects
that have provided few, if any, benefits, snd i &
surptising number of instances, appear 1o have actually
reduced  transit fdership. Even where these Tarpe
expendilures have Jed to increased iransit ridership, it is
clear that much larger mereases in ridership could have
been achieved by spending the same amount far other
transit improvements ... The most cettain, and possibly
the only way of eliminating these abuzes would he to
sharply cunail and modify, or bebter vet, entirely
climinate, federal discretionary capital grants for
transit.""

The STRB docs not follow this good advice. Rather, it increases fonds available to
discretionary spending by loeal public transit agencies. In addition, jt restores some
of the fideral operating subsidies that have been trimmed in recent years even
though state and Jocal povernmments have more than made up the gap (see below).

The STEB introduces some amaount of spending flexibility, highway funds can be
diverted to transit and vice-versa. Environmental arthodaxy and the power of
associated micrest groups almost guarantes that a coalition will emerge to swing
more money towands transit.

Lawmakers Igoore the Simple and Well-Understoud Reasons for Diminished
T}emand for Transit

Though the failures of the new vail systems are conspicuons, they arc simply the most
prancunced symptom of two larger problems: (he poor fit of pre-avtomobile modes
te modem cities and the inability of 2 politivized supply strocture to respund to
changing demunds, The entire transit industry has been in decline since the 1920s.
Thirty-five rail transit systems have heen abandoned in this century and transit
passenger-trips have fallen to one-third of thewr 1946 high. Argumenis on behalt of
the STRE show that lawmakers continue to ignote the simple 2nd well-understond
reasons for the diminished demand for bus and reil transit.

Average Commiuting Times Have Remained Constant Since 1967

Modern Amerivan cities are spread oul, with most origins and destinations ton
decentralized for high-capacity rail and even fixed-route bus systems w be atractive
opticns. By 1980, just 3.7 percent of all worktrips were from outside central citizs 1o
the tradilional central business district, while less than 10 percent of total workirips
were destined for the CBD? (Tables 3 and 4). Between 1960 and 1980, 80 percent of



Table 3

WORKTRIF TRAVEL TIMES IN [1.5. URBANIZED> AREAS, 1980

BY ORIGIN - DESTINATION CATRGORIES

{wip durmficns in mimdes; percent ofioml in parentheszs)

Inside Central City

Wﬂrkuwdtﬂ_ﬂﬂm

ALL Urhanized Aress

25 LARGEST Urlumiexd
Areas

249 200 6.4
(55%) (327%) (86%)

24 255 9.9
(4.5%) (24.7%) (6.8%)

Chatside Central City
B I QC Qg CC

35.1 272 ig.3
(3.3%) (153%) {36.5%)

42.1 33.0 I19.5
(3.7%) (i4.3%) (457 %)

Note: The "owerall’ aversges were 22.2 minutes (or all Urban Arcas and 25.4 minutes for the

largest 25 Urban Arcas,

adifference of 14 percent.

Source: compiles from 1.5, Department omespurlanm {1983} Demogrphic Chanee and
Workdip Travel Tremds, Volieme IT -- Sipfisfical Tabes




Tabls 4
THE LIMITED ROLE OF CBDs IN THE TEN LARGEST LI.5.

URBANIZED AREAS (1930)
Tula{]m he Core-ci ﬁ}[} jobs* Cm

(Y] (2
New Yenk 6,621.5 537 51%
Los Angeles 4,365.3 129.8 3.0%
Clicago 2,989.9 M1 9.3%
Philadeiphia 1,689.4 172.4 10.2 %
San Francisco 1,536.9 168.0 10.9%
Detroit 1498.8 6.7 51%
Washinton D.C. 14156 124.5 8.3 %
Bostem 1,270.7 B5.8 6.8%
Dellas 1,228.8 T8.3 6.4 Y
Houston 1,200.0 102.9 8.6%
TOTAL 23,%38.8 1,755.5 7.4 %

* Central Business District jobe held by residents of all SMSAs of the corresponding SCSA:
for Dalliss and Washington, D.C.: nllC,.(BDjobs held by SMSA residents.

Sources: computed from U.S. Census of Population { 1980) Journey to Work: Metropolitn
Commuting Flows Table 3; and U.S. Department of Transportation ( 1983) Demograpitic
Change and Recent Warkirip Travel Trends, Vohume | - Firal Repiart Table C2.
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the added commutes were auburb-to-subwrb trips.? Jobs had followed the labor force
inter the suhurbs, allowing speedier trips om Jess congested roads, and taking traffic
pressures off the traditional downtowns, Owver the long-term, average commuting
fimes for major metropolitan areas have remained almost constant in spite of
significant growth. Data in Tsble 5 make the point for the 1980-83 perind for the
mwenty largest LLS. cities. Yet, where data are available, it is possible to show that
these trends go back much further. Large sample surveys from 1967 show that
average worktrip times for Los Angeles County arc the same as those shown for 1985
despite a twelve percent population increase in the eighteen-year interval,

Honsing and Job Markeis Adjust & Mismaoaged Transpartation Systems

This is o case of market forces finding their own solution. Land, housing, and job
markets came to the reseue of mismanaged transportation systems. Suburhanizatun
is, of course, & universal and durable process which will only acceleraie as
telecommunications contimue theit remarkable advance, thinning old-style Tansics
markets even further.

Tronsit Declined Because of Affloence

The fundamental reason for suburbanization and conventional transit's decline is
atfluence. Throughout the world, as incomes have increased, people have opled for
ever higher-quality antomobile transportation as well as for more residential space.
John Kain® (Figure 1) shows how TLS. auto ownership tracked income growth and
how the latter was the "mirror image” of transit’s decline. The range and mohility
afforded by the auto-hiphway system have caused cities to grow by suburbanizing,
Roughly speaking, suburbanization (akes place in two major waves of development,
First, households seek low-cost land that allows them to consume more space; and,
soon thereafier, large nembers of jub opportunities arrbee as industoy follows the
fabor force into the suhurbs. Increasing real incomes are another long-term irend that
bodes badly for conventional transit’s futre,

Non-Work Trips (Child-Drapaff-Shop-And-Commute Trips) Are Growing Fastest and
Transit Does Not Serve These Needs

Siill another problem for the transit industry has 10 do with life-style changes in the
modern service-consuming society where nan-work trips are growing fastest, Most
transit serves these trips powrly (in 1983, only 2.2 percent of metro-area mon-wark
trips were via public transit (Table 8); preliminary data for 1996 show that the rend
is cominuing). This is especially true for the growing numbers of working mothers and
fathers who tink child drop-off-shop-commute errands [nto one trip chain, Trips of
this sort are not easily made via conventional transit.



Table 5

WORKTRIP TRAVEL TIMES: 1980 V5_ 1985
LARGEST U.5. METROPOLITAN ARTAS

{trarvel Himes in onimzes}
1934 L1985
MNew ok %!JE -%ﬁi Iﬁ 3&“.0 %%3' I;?—?
Livd Attpedes A3 3.7 40.5 DE - 3940
Chicage .2 5.4 453 4 PR L 410
San Prendisns L ] EER E ] 2.4 2.3 332
Philadelpitis 548 257 4314 242 1.9%+ kY]
Detroil FEE] FER| 40.3 192 19,5 44.5
Boateny 255 nn 7 32 204 L]
Dalla DA s 351 232 237 .7
Waabingtre FLC 265 9 417 X2 25.0%+ 384
Hetston 0.5 2.5 Al M0 Rl 420
Mivmi et el ns 423 .0 ), 6" 332
Clnveland 14 1 383 198 19,5%+ 18]
Atlarda p=X) 24.7 428 4.0 233" 421
5t Louls 1340 e Il 2.1 A9 319
Seattle 111 il 4 2.1 ), 5 IrE
Minncapolis Ml 196 E{ 1] 178 176+ nn
San Dicao 16 mn3 3R 16 195 345
Baltirrae: 25 257 416 k) M7 412
Fittsbarch 131 22 ETA 224 215 3Tl
Phoenix 217 218 422 e »4 X
Note: W docrease in am commuting dme is significand, (.01 level

* decrense 1n auto commuting tine 15 aigndflcant, 0,03 level

Sources: 1980 U5, census and 1985 American Housing Survey. See Peter Gordon,
Harry W, Richardson, and Myung-Jihe Jon {(Autumn, 1991) “The Commaoring
FPamdox, "ovmal of the Amesfcan Plaming Associaion, 57, pp. 426 - 4240,



Indez (190 = 100]

Figure 1

INDEXES OF AUTD OWNERSHIF, TRANSIT USE,
AND INCOME FER CAPITA, 1920 - 1988 (1950 « 100)

- TRANSIT
== DNCOME
B AUTO

T T ¥ T T T ! o P _ﬁ_

1928 1925 1930 1935 1940 1945 1950 1955 1940 1RG5 1479 19753 1980 LGRS
YEAR
Source: John F. Kain (1991) “Trends in Urban Spatial Stocture, Dem icChange, Auto and

Tremsit Use, and the Raole of Pricing.” Statement prepared for the Suites Sete, Cormmnittes
on Enviromment and Public Works.



Table §
MODE CHOICE BY TRIP PURPOSE, 1983

METROPOLITAN ARPAS ONLY
(percent disuibation}
Vehicles. Public Transit Orher
Work trips B1.95% S86% 6.19 %
Non-work trips 82.654% 2.23% 15.12 %
TOTAL $385% 305% 13.11%

Sovrce: 1983-84 Navionwide Personal Transportation Study data mpes.

Neie: Early resulis frosn the 1930 NPTS show that public transit accounted for 2.54% of all person-
trips in 1990 vs. 2.3% in 1983, These carly results do not refer io meiropolilan areas, as this table
does.



B. The Prohlems with Fixed-Raute Buses

Whereas the new rail systems use up the most resources per passenger, most public
uransit funding supports urban bus systems. Public transit accounted for approximarely
9.5 percent of all urbanized area worktdps in 1980 and most of these {65 percent)
were by bus (Table 7). Transit as 2 whole accounted for just 3 percent of all (work
as well as non-wurk) metropolitan area person-trips by 1985; bus transit accounted
for 70 percent of all transit person-trips in that year. Ii is no surprise that the long-
termn decling of the transit industry is mostly a story about fived-route, fived-schedule
buses,

Despite Federnl Invelvement in Transit, Ridership Figures in 198 Are Caomparable
to 1964 Figures

The federal government’s participaton in transit fumding dates to 1964 and the Urban
Mass Transportation Aect, Backers expected that large-scale fonding would provide
attractive altermatives ta aying transit systems, reversing the long-term steady loss of
riders. Rather than reversing the decling, federal transit policy has merely enabled
the industry a5 & whole to remain at a ridership platean. It served approximately the
saroe number (and a much smaller share) of passengers in 1990 as in 1964, the year
the federl reseme effort began.

The latest availahle data for the entire industry tell the story. Between 1978 and 1988,
vehicle-miles travelled on the nation's highways grew at an annual average rate of 2.7
percent while transit use grew by 1.1 percenrt per year. The costs of achieving this
meager growth have been enormous: the transit industry’s expenses grew by 13.7
pereent per year. Transit industry jobs prew by 4.7 percent per snnum. To cover
costs, passenper fares prew by 9.3 percent per annum while total operating assistance
grew by 15 percemt per year. As federal assistance grew by 3.3 percent per annum
{indicating a declining federal share), state and local subsidies increased by 18.1
percent per year, By 1988, passenger fares covered less than 37 percent of operating
costs and not a penny of capital costs,

Government Programs Have Done Mare Harm Than Gond

Government programs have dome more harm than good. Hard-pressed transit
agencies have been seduced by the faderal discretionary capital grants program to
build rail systems that make little sconomic sense. Yet, even where rail systems hawve
not been buil, political agendas and tnanagement responses to uneconomic incentives
have wurked against cost-containment and innovation. As a result, all surts of costs
have escalated and fare callection etforts have suffered.



Table 7

COMMUTER MODE CHOICES FOR WORKERS

IN UTL5. URBANIZED AREAS, 1980+
{perentages)

i3

Private Vehiclea
Dirive Alone Carpool
Cx TruckVan Car Trck'Ven
Ten Largest
Uttty Auras S36LM 535% I527% LT0%
Next Ten
Largest Urban SEMY YWt 16E7% 219%
Anemn
Al Urhan
Aremn FTIB% 7404 1633 % XXM%

Poblic Tranzport
Bus Sobwmy  Radroad
Bl % A2 WY 106 U
B.53 U s % .06 %
6.06 % 180 % 0BG %

Walked

506 Y

465 0

5%

*1.3.5 of workers repcred that they warked at home
** 76 % of this anwml is accoumicd for by New Yerk Ciny

Souwrce: 1980 U5, Census.
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Federal funding has despened the fiscal crisis that it was supposed 1o resolve. The
mevitable operating losses have made political lobbying for funds every agency’s
priozity {Table 83, It is difficull to see how the long-term decline of the transit
industry can be reversed with these arrangements remaining.

Referming to publicly supplied transit, Charles Lave has recently reported thar, *,.. if
transit praductivity had mercly remained constant since 1964, the year the federal
subsjdy program began, total operating expenses would be mare than 40 percent
lower. To put that fipure in perspective, that s enough cost-reduction to erase most
of the operating defivit~without raising fares.” The author cites the fact fhat
productivity in the private bus industry rose 8.3 percent in the 1970-85 period. Don
Pigkrell demunstrated that, in the 1970-82 period, increased operating expenditures
per wchicle-mile of transit service accounted for more than 60 percent of the increase
in subsidies.'!

MNumerous other studizs have reinforced the same conclusions. Conventional transit
is a declining industry that is being ineffiviently administered. Past policies have done
more harm than good. Subsidized monopolies are not likely to roact to changing
demands by testing and offering new services. The long-term industry decline cannot
be reversed as long as the icentives cbodied in the STRB remain in place.

C The Slow Pace of Transit Privatization

Transit "privatization" as it is widely discussed can take a number of forms. First,
publicly pwned properties can be sold on the open market. If so, the monopoly stats
of the emterprise may or may not continwe to be legally enforced. Second, private
provision rights can be sold on the basis of competitive bidding. This process ofien
includes contimued sabsidization, the terms of which mmake a considerable difference
to costs and service quality and are wsually determined {n the bidding process. This
arrangement wsually alse means that the same mode of transportarion will continue
to be provided. Finally, deregulation can make private provision of new services
pussible.

Mozt of the U3, literature on transit privatization really refers to the second type of
service change, This innovation has come in fits and starts, useally taking the form
of contracting by established operators for feeder services, peak-hour averload service
and supplements in low-density areas.!” Roger F. Tesl and colleagues repon that
only 5 percent of the nation’s transit expenditures were for private sector service
contracting.”® This accounted for just 8.5 percent of transit service miles. The cost
savings from contracting that were idenlified by Teal’s group were in the range of 20-
30 percent. Obviously, it these savings could be applied to the large portion of the
industry that has yet to exploit them, public expenditures could be reduced
considerably, Indeed, many authors (see, for example, the various contributors 1o



Tabie 8
FISCAL PROEBLEMS OF U.8. TRANSIT AGENCIES

17

SYSTEM DATLY TRIPS | FARE* 1991 FEDERAL % OF BUDGET
BUDGET OPERATING
{Miflionz} SUBSIDY
{Miliions)
New York 4,800,000 | $1.15 $3,000 3710 2.4%
Chicago 1, B0, 000 1.25 Tda 38.0 5.1%
Los Angeles 1,500,000 1.1 734 50,0 6.5%
Philadelphia 1, 2000, 00 1.5( 5 28.0 4.2%
San Franeisen 756,000 B 262 8.0 3.0%
Boston 630,000 75 620 18.2 2.6%
Washingion 500,000 B Bs 16.0 2.6%
Atlanta 435,000 1.00) 188 7.5 4.0%
Baltimore 350,000 1.10 164 o1 5.5%
New Jersey 270,000 1.00 638 8.0 6.0%

* Minimum. In some cities, longer trips cost more.
Soarce:  The MNew York Times, April 16, 1991, p. Al2.
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Lave's 1985 anthology) have argued that the precarious state of the transit industry
implies that privacization is the remedy whose time has come. Yet, the optimists may
be wrong. It is difficolt to imagine how there could be a signilicant increase in the
current rate of privatizadon given: 1) the incentives cited by John Kain, and their
reinforcement in the STRB; Z} the business-as-usual nature of STEEB that precludes
transit management reforms and rewards that would, "align manapers” incentives with
public transit objectives™ 3) the fact that tramsit agencies in large cities have
recently experienced considerable success in gaining locally dedicated sales and

property taxes.
n. Deregulation

Trains are almost always the wiong mode for modern American cities and
conventional bus service is less and less approprigte as uwrban population and
employment densities continue to fall. The introduction of other services that are
more likely to meet the demands of riders has not been on the agenda of monopoly
providers and has been stymied by the repulatory strucure of most cities amd states
when providers ouiside of the monopoiy have attempred it Although taxis are
repulated (eimost ahways for the worse) in most cities of the world, their regulation
is partivularly wasteful in U.5. cities, This also has to do with most cities’ spread-out
form. In decentralized metropolitan arcas, most trips are from low-density oripins to
low-density destinations.

Meivin Webber has concluded that "random-access” modes, such a3 the private anto
and the telephone, are successful because of their ability to connect all origins with
ail destinations in low-density settings. More than simply echning the reasons for
conventional wransit’s poor performance, this line of argument suggests that the range
of para-transit options that offer competitive service—those that lie between the
private auip and fived-route systems--are the modes attractive to enough users to
present profitable supplier opportunities. The frony 15 that conventional transit canmert
compete with private automobiles even though it is subgidized and promoted. At the
same fiine, more comvenient options that might be attractive enough to be profitable
without subsidies are putlowed.

Muny writers have shown that the unresponsiveness that typifies monopolies explains
the limited services that the transit induswy offers. The privatization alternatives
dizcussed in the previous section have not made much difference and have limited
praspeets.” [n addition, competitive alternatives, provided in defiance of established
moncpolies, have usually been squeezed out whenever they have managed to appear.

A current market success siory (involving a mode that comes close to the tandom
access prescripuon for modern cities) is represented by airport shutile vans,
essentially shared-ride taxis. When first allowed, thesc private and unsubsidized
services competed for business in an environment of ooly moderate regolation. The
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number of competitors testified to the viability of the concept. Yet, cities and airport
authorities are [mposing restrictions on operators that are hacmful to consumers.

First, in many cities the shuttle industry {s pow at a point where, after the start-up of

a large vumber of small competing firms, the large providers are using political

influence to promote regulations that limit entty and competition. At the Los Angeles

Intermationai Airport, where shuttle vans bave relentlessly demonstrated their

usefuiness, the City’s Board of Airport Commissioners has implemented a

maoratorium that limits the mumber of private shuttle vans allowed to operate. "The -
moratorium was enacted after shuttle companies complained of chaos at pickup curbs

and slashed profits as a result of a dramatic increase in the number of vans in recent

years.?® Now, those that do operate can only pick up passengers with confirmed

reservations. This favors the larger carriers that have reservation systems.

in addition, a5 a political gift to exsting transit and tad providers, the shuttles remain
restucted to airport service in most of the 1LS. cities where they are permitted at all.
Were thase restricions to be lifted, operators would adapt their services to the mapy
sub-markets that characterize .S, cities. Some might use larger vans or buses, others
might offer fixed-route, fixed-schedule service. Stil others might experiment with
novel hybrids. It is a near eertainty that more appropriate service-cost combinations
would be fielded than those offered by the subsidized moenopolies.

While New York City's taxicab reguiations are notorious for the gypsy cab industry
that they have spawned, mainly in poor nefphborhoods where demand is mast likely
t¢ be unmet, the newest pirates are unlicensed shuttle vans.!” As is usually the case
with informai suppliers, these providers ere there in spite of law enforcement efforts
to stop them and thrive becauss they are responsive (o citizen demands. AT of this
goes on in America's subway capital.

Taxi regulations are local matters about which the STRE may be expectad to say
litle. Yet the Bush adminjstration favors an education policy that includes
oppottenities for local schoa)] districts to experiment with programs of "choice" and
privatization. Simiarly, the federal government might sugpest local taxa deregulation
experiments to jurisdictions with trafhe problems. The parallel is based on the fuct
that pubkc education and public transit are both large svbsidized monopolies
experiencing crises of performance. Both have a well developed network of political
labbyists and supporters. Each has benefitted from widespread acceprance of the idea
that they are "underfunded” and would fulfill their mission with cver larger infusions
of aid. Kenneth C. Orski'® has jtemized ten alternatives to conventional fixed-route
fired-schedule service. Few of these would wolumtarily be implemented by the
monopoly providers as long ag their fiscal shortfalls are made up by programs such
as the STRB.



E. Roed Pricing

Much has been written sbout the fact that congestion i8 an inefficient way to ration
scarce road space. In the absence of rational pricing, individuals have no way to
compare the benefits of their trip with the tue costs that it s Tikely 1 impose on
fellow road uvsers. As a result, everyone has an incentive to oversubscribe. The
crowding that follows ensures mefficient levels of roed use. The resulting traffic
probiems are also the perenmial basis for argoments to expand conventional {often
rafl} transit. Of course, wansit of any sort has litle chance of success as long as
autornobile users receive the mplicit subsidies embedded in current auto-highway
aystemn management.

While penerating a large Jiterature and, recently, an impressive string of
endorsements, road pricing has not been seriously considered by U.S, politicians.”
Many writers have pointed out that in politics, an old tax s a "good" tax while a new
tax i8 t0 be avoided. If so, then even a straight trade of coagestion tolls for, aay, the
gasoline tax might be polibeally problematic. Public roads, it seems, may not be the
place where pricing gets its first major 1.5, demonstration (internationally, Singapore
has long been the only place where time-of-day pricing is practiced). Robert W. Poale
reports that even when the Urban Mags Transit Administration stood ready to pay
tities to be pricing demonstration sites, in the 1970s, there were no takers.

Fortunately, today’s severe levels of waffic congestion and vehicle-related air poliution
have prompted new intetest in "congestion pricing." Both the Bush administration
proposal and the Senate version (S. 1204) of the STRB make provision for projects
that would demonstrate congestion pricing in large wrban areas, The Senate bill
appears to permit such demonsiration projects on Interstate segments in large cities
(thongh the language is not completely clear) while the adminisiration version retains
the ban on any prices being charged on Imersiate segments. The House bill does not
raise the jssue of congestion pricing at all, though it does include prowvision for
federally aided private toll roads.

Fol Private Roads and Highways

A publicly owned and operated highway systemi brings with it several problems,
including the wrong investment rules, myopic maintenance procedures and inefficient
operations. Some of the consequences of highweay mismanagement are reguolarly on
display in the form of traffic congestion. Yet, as Gabriel Roth notes, most observers
miscenstrue this as the inevitable concommitants of size, growth, modemity, etc.™
They fail to place blame where it belongs, on wastsful management, specifically the
failure to price, leaving congestion b equate supply and demand.

The conventional response, including that of the STRE, is to allege an "infrastructure
crisis” as well as "gridlock” and the "need for more funding." Yet, these complaints
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will never go away if inefficient pricing rules are maintained. Any relief, whether
achieved by the facility expansions promited by the STRE or by cever system
management (such as the roving public tow-trucks now being deployed on Los
Angeles freeways), will be short-lived in the absence of pricing. The "iron law" of
freeway congestion insures that new capacity will quickly be exploited and, eventually,
owversubscribed.

Researchers have developed economic management tuies (congestion taxes,
pavemeni-wear charges, optimal investment guidelines) that could be implemented
by public highway authorities.Z The problem with this approach is that it skips over
the reasons that highway planners behave as they do; their methods are probably no
accident but explained by the incenmtives that face bureaucras.® Just as the
mozopoly transit providers are not expected to make reforms as long as they are
repeatedly bailed out by mising subsidies, public highway agencics should not be
expecied to opt for economically rational management roles.

Many highway routes could generate enough profits to be attractive to privaie
investors and operators. The STRB offers some help in the form of 35 pereent
federal marching funds for the construction of tol] reads. The draft Arct adds twa toll
projects o the previously authorized seven and allows that they could be privately
operated. But the proposed law also stipulates that existing toll-free highways nat be
comverted to ol roads.

Polictes that attract private capital introduce three advantages, They are:

1 An infusion of prvate capital would ease the fiscal burden om
taxpayers. We wonld be spared, for examgple, the "infrastructure crisis.”

2 Private management is more likely to be cfficient. [t seems reasonable
to suppose that profit-making entreprenceurs wouid imroduce peak-load
pricing. (Resort owners, theater operaters and others facing regular
and predictable cycles of demand have implemented the appropriaie
fee structures to clear markets at various times of day or year)
Whereas, (ranspert economists argue that there are a number of
principles of private efficiency (including peak-load pricing and rationai
investment decisions) that public managers couid implement, it effect
mimicking private sector practices, this is an unlikely (indeed,
practicatly nonexistent) sequence of events. It seems overly optimistic
that the discipline of the marker can rowtinely and regularly be
simuiated. The choke-points that exist in any city's highway system
(John Kain observes that, "% percent of the wrban transportation
problem (and congestion) was caused by the gross mispricing of
perhaps five percent of the nation's highway capacity.'™) are,
therefore, prime candidates for privatization.
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A Privaie management could operate withom the politcized wark rules
that legislatmres are prone to impaose on highway suthorities. This could
make a major difference to highway construction costs. Current law
mandsates expensive politicaily inspired hidding procedures. (The Los
Angeles Century Freeway project may be an exireme example of what
results. It requires housing additions and relocations that have been
micto-managed to the point that they cost five times the ampunt
usually paid by the Los Anpeles tenewal agency.) HE 2950 even
requires meal delivery services (o homebound persons (Sec. 312) albeit,
"if the meal delivery services do not conflict with the provision of
ransit services"

& Tronsportatinn Vouchers

With dimimished eniry barriers on the suppiy side, wansit demand could be expanded
with the nge of vouchers. Target groups are easy to identify. Manv studies have
identified transit’s disproportonale vse by mincrities, females and the elderly.
Vouchers could offer price reductions that are deemed appropriate by policy makers
for varions commumnities,

To feed lower-income Americans, Congress has seen fit o implement food-stamp
programs rather than set up 2 burdensome system of federal food kitchens and state
stores. Though there are strings, food-stamp recipients exercise personal choices when
shopping alongside others. A high pricc has been paid for the [zilure (o extend a
similar program ta groups with mobility constraints. Instead, Congress has consistently
saddled transit policies with an anti-poverty mission. As a result, transit fares are kept
law for everyone regardless of income, One of the consequences is middle and upper-
middle clags commuters getting $8.75 rides on the Washington Metro for a little gver
$1. This is iromc when it is considered that the average user of systems like
Washington's Metro is better off than the average taxpayer who pays for the subsidy
{John Pucher discusses a number of similar funding anomalies®™). Transportation
policy that seeks to keep fares below costs for selected groups shoulil mimic the food-
stamp program, offering transit vouchers that are targeted 10 specific groups. If the
supply side is Jeregulated, then the Medicare mistake {expanding demand while
retaining beitlenecks om the supply side) would not be repeated, and non-traditional
price-service combinations that cater to the voucher holders would materialize.

In. TRANSIT IN THE STRB: BUSINESS AS USUAL

Federal legislation of the early 19605 that began the program of transit sepport was
based on views that distegarded most of the trends that even then were beginning e
be acknewledged, in faver of the idea that lavishly supported conventional tramsit
systems could be made attractive. Not surprisingly, the urban transportation palicies
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that were based on this approach failed. In 1991 we kmow much more. In that case,
sticking with failed models and mamtaining hands-on auchority can only be explained
by the politics of jarge expenditures and control. For example, the House
Committee’s report statas that "New Starts” of fixed guideway projects using the Act'’s
Section 3 funds, be judged by criteria that include "cost-effectiveness”. Yet, concerned
over previous "excessively narrow” applications of cost-effectiveness, the lawmakers
go on 10 eoumerate specific New Start projects that are to be buiit {including
extensions of systems criticized in the Pickrell report). In 1993, the House Commuirtes
on Public Warks and Transportation promises to give directions for additional
projects.

While STRB is still evolving, here are some of its current proposals that deserve
special scrutimy:

1. The House version is generous 1o established providers and expensive
for everyone else. It contains a tax increase and increased funding for
slmost all federal teansportation programs.

2 The states will have an easier time diverting highway monevs to trunsit
projects and vice versa.

3. Federal participation in transit facility construction fs increased and
operating subsidics are put back up to the 50 percent fevel

4, Funding is provided for research on "smart cars" and related
Innovations.

Just az there has bedn enarmous wastefulness over the span of federal imvohvement
in urben wransportation {while the mobility jmprovements that have come about are
those which policy has had little to do with), STREB, for the most part, promises more
of the same,

V. A NEW PARADIGM FOR URBAN TRANSPORTATION

Twenty-five years of research in urban wansportation (much of it funded by the
federal government) reinforces the view that policies that wiolate the laws of
economics are doomed to be inetfective and wasteful. In dispersed metropalitan
areas, individuals are asked to be irational consumers when they are expected to
travel via fived-route systems. The higher speeds that rail offers do not make up for
the large time costs needed to get to and from train stations. The political appeal of
the porkbarrel must be ternpered by the economic realities.
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Markets will provide solutions even when policies fail. The decentralization of housing
and jobs in ULS. urban areas acts to redoce comumating costs {even as it diminishes
markets for comventional transit). Yet, we could do much better.

For example, it is w2l known that transit resources will not be used efficiently if
prices do not reflect opportunity costs, We cannot expect to have efficient
transportation systems as long as maost prices remain hidden. Congesdon rolls,
emissions charger gnd full-cost parking are, therefore, the basir of any sensible
trarsportation policy. Time-of-day road charges are most likely to be implemented on
privaie roads. Therefore, rogd privatization muse be encouraged New technologies
make emissions charges easy to apply. Minor tax code changes would encourcpe
empiovers o offer employees the choice of cash or subsidized parking.® These three
policies would also boost the demand for alternate modes. The best supply response
world be fortheaming if eniry barriers are removed.

Trensporaziion vouchers for the poor, the kandicapped or any other group deemed to be
deserving wowld eleo add tw demand, Expanded demand complemented by,
deregulation would also prompt innovators to test the water. After a period of
consolidation, & variety of services wounld establish themselves in the various urban
settings. Kegular route services would continue to be appropriate in a few high-
density areas. Subscription buses, buspools, vanpools, shuttle services, taxis and
assorted hybrids (that we canmot and need not predict) will oceoapy the many niches
that make up the market. Regulations should be restricted to safety and policing. The
service costs of tight regulations must be carefully considered each time the urge
presents itself.

Rather than further tax increases {the carrent drafi Act notes that, "Bven with the
Nicke] for America we cannot meet our current transportation needs'™), the pew
paradigm would significantly reduce taxpayers’ Habilitics. Mohility would be enhanced,
cangestion diminished and air quality improved. Many jobs in the monopolizs and
throughout their suppart syatem of vendors would be lost but many more would be
gained in the tad-like enterprises that would be spawned.

The lessons are clear. Planning that denies market forces will not work; policy makers
will do their best work when they develop plans that harness market forces. Whereas
the literature offers several examples of gradual moves to private transit supply and
"public-private partnerships” designed to fill in where conventional tramsit has
withdrawn, these have had a marginal role. Likewise, thete is no reason to be
optimnistic about public highway authorities implementing economic operating ruies
such us time-of-day pricing. In that case, the privatization of transit and highways
must be high on the agenda. It is far more likely that competing private groups will
deliver services the public wamts at reasanable costs and appropriate prices.
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Rather than sticking with current versions of STRB that may look goud politically but
are bound to fail in terms of Congress’ stated transportation goals, which measvres
wanld start to move us towards the paradigm just summarized?

L

1,

As John Kain and many others have shown, the federal discretionary
captal grants program for wransit must be downscaled rather tham
allowed to grow, There are no success stories associated with this
program. Most researchers agres that it seduces local paliticians and
plamners, wastes resources, and diverts attention from transportation
strategies that are more appropriate to modern cities, Congress could
phase cut these grants, over a period of perhaps five years.

A hands-off policy, rather than an itemization of required rail transit
construction, might give local citizens the opportunity to chose cost-
effective alternatives. Current versions of STRB include lists of costly
projects that Congress insists be built.

The administration’s education policies (their introduction of vouchers
and choive} may ke a useful blueprint for transit policy reform.
Funding should be directed to consumers rather than to agencies.
Traditional funding approaches have ot done much for the poor, the
elderly, the mobility impaired. These people can be empowered with
vouchers. Congress could convert existing transit operating subsidies to
a program of transit vouchers for eligible proups.

Local derggulation would allow supply responses that ge beyomd
anything the monopolies have been able to come up with. A condition
of continuitig to receive federal funding would be the enactment of
local transit deregulation measores.

With voucher and deregulation programs in place, transit operating
outlays can be gradually scaled down. (For most of the big-city systerns,
the federal operating assistance shown in Tuble 8 could be avoided
with small fare increases.) The ecapital grants program should be
converted into & single no-strings "Black grant” program that does oot
necessatily po to established providers bue, instesd, rewards local
reforms and improved mobitity.

Federal income tax laws should be madified so that cash (or transit
vouchers}) in lieu of employer-paid parking does not mean an increased
income tax lability for employees. This would be the beginning of
ratinpal pricing for commuters. Researchers have found that upwards
of 80 peroent of US. commuters have parking paid for by their
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employers and that many would avaid the solo commute if that subsidy
ended, making this reform an aftractive one.2

i, Rational pricing on (and therefore rational uss of} Imerstate Highrvays
remains a clouded issue as long as federal law gets in the way. Current
versions of STRB continue the prohibition of tolls on "curremly fres"
segments of the Interstate System, Removal of this prohibition would,
at least, eliminate ome of the excuses that local officials use for
avoiding time-of-day pricing on urban freeways zince numercus
segments are covered by the ban.

8 Contracting {o private providers by public teansit agencies is limited by
the variows job skiejds that Congress has, over the years, included in
various transpartation bills. The new law, for example, continees the
Section 13{c) labor protection clause. Slow privatization, genercus
labor contracts, and unproductive labor alloeations should not be a
surprise as long as these arrangements remain in place. Repeal of 13(¢)
would open the door to ingovation and cost savings in existing transit
systems.

V. CONCLUSION

The popular discourse on urban transpartation emphasizes the "crises” and other dire
consequences of not pursuing the traditional high-cost-low-benefit policies. Claatty,
departures from that approach are in order. Tr &5 not a question of how much "equity”
can or should be waded off for how much efficiency. Rather, abandoning the
politicized allocations pramises more of both.

Most Americans are ever less likely 1o taks the existing public-private division of
services for pranied. Private schools, private delivery services and private secority
amangements are utilized today in proportions that would have seemed impiausible
a generation ago. The reasons for the existing divisions of responsibilities, or for some
of the changes, are only beginning to be examined. For the case of passenger
transportation in U.5. urbanized areas, vser-operated private vehicles and publicly
owned transit vehicles traverse roads and highways that are predominantly public. At
alrports, we expect snack bars and shops to be operated by concessionaires hut grant
that the air fraffic conirollers are civil servants. Similarly, on America’s open
hightways, we routinely patronize all manner of private franchises at truck stops but
expect that the highways themselves and the toilets at the rest stops are run by the
states. We arc just beginning to examine these atranpements even though the use of
private alternatives in many arcas of our lives is becoming mare popular and in spite
of the fact that many of s realize that the private counterparts regularly outperform
the publicly operated versions.
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Though there have been large-scale moves toward privatization in the U.S., many of
these have occurred in spite of rather than becavse of policy reforms. A loophole for
“wrgency mail® in the law that created the monopoly Postal Service gave rise to
private overnight delivery services, Technological Innovations gave us FAX, We use
both all the time, often when the real "orgency" is to aveid dealings with the
monopoly. Changeavers would be more comunen and less costly but for the foree of
laws or the availability of large granis {or, often both) that sustain monopoly status.
Without 1hese, prvate providers would fill the breach, in most cases doing a better
job. In & society where property rights and contracts are enforced, entreépreneurs
would compete to mest demand. Since most transport services are normal economic
goods, whereby free riders are easily exchaded, the identification of demand would not
be a problem. The replacement of current nem-competitive (and politicized) supply
arrangements with markets would add demand responsivensss as well as cost
containment where it is sorely needed,
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