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How Federal Subsidies
Shape [Local Transit Choices

BY JIANLING LI AND MARTIN WACHS
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UPPOSE YOU’RE GOING to buy a new car that you'll

keep for ten years, and you've reduced the choices to two.

The first has a price tag of $20,000 and an annual operat-
ing expense of $1,500, while the second costs $15,000 with
annual operating costs of $1,800. If you were making an eco-
nomically rational decision—all else being equal—the second
car would be your least total-cost choice, since your total ten-year
cost for the first would be $35,000 and for the second, $33,000.
But if your rich uncle came along and offered to pay half of the
initial purchase, your economically rational choice would change
to the first one. Now your net cost for ten years would be $25,000
for the first and $25,500 for the second.

Roles of Federal Subsidies

Ever since the federal government stepped into mass transit
in the 1960s, its subsidy policies have played an important role in
shaping local transit-investment decisions through a large
amount of financial support and through its conditions governing
subsidies from other levels of government. The federal govern-
ment subsidizes capital investments in public transit—including
construction and initial equipment costs—much more readily
than it subsidizes annual operating costs, such as labor and
energy. In effect, it behaves very much like your uncle.

The transitinvestment decision-making process in the US
is inherently political and extremely complex. It involves many
stakeholders with differing visions and conflicting interests.
Considerations include passenger demand, costs of alternatives,
funding resources, attractions to business, city image,
support from the public, and effects on land-use,
parking, traffic congestion, and air pollution.
Decision-makers must balance the political
interests and satisfy their respective
demands under financial constraints.
Because federal subsidy is an external
funding resource to local governments,
there is an incentive for local govern-
ments to maximize federal contributions
in order to satisfy political desires.

Federal subsidy can change the preferences of local gov-
ernments the way your uncle’s largesse might change your pref-
erence for a new car. With its share of new transit capital costs
larger than it is willing to pay for annual operating and mainte-
nance costs, the federal government induces local governments
to prefer projects with high capital costs and to avoid projects
with high operating costs, even when the latter may be cheaper
over their entire useful lives.

The Inter-Modal Surface Transportation Efficiency Act
(ISTEA) of 1991 is considered a milestone for decentralization
in transportation decision making. Many have said that under
the Transportation Equity Act for the 21st Century (TEA-21)
the federal government further reduced its influence over
local decision making by allowing local jurisdictions more dis-
cretion when spending federal funds. We suspect this is not
always true.

One key change in the TEA-21 transit program was elimina-
tion of transit operating assistance for urbanized areas with
populations over 200,000. In addition, TEA-21 revised the defini-
tion of “capital projects” to include a wider range of projects
eligible for federal transit funds. Some expenses that were
previously considered operating costs, such as preventive main-
tenance, were redefined as capital expenses. The federal govern-
ment will now pay for up to eighty percent of capital costs on some
transit projects.

Does this new subsidy policy really reduce the federal
government’s influence on local transit investment decisions?
Our study found it might not. By eliminating operating

assistance and increasing the federal contribution

for some maintenance costs, the federal gov-
ernment may in some cases pay for a larger
proportion of a transit investment and
therefore increase its influence over
local investment decisions. The policy
may provide an incentive for local
governments to invest in transit options
that are capital intensive and in those
that require high maintenance costs. []
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Clues from San Francisco

To discover possible effects of transit subsidy policy under TEA-21, we examined
data from the System Planning Study for the Geary Corridor, a major transportation
artery in San Francisco. The Geary Corridor study identifies seven alternatives to be
considered for new service investment. No final investment decision has been made thus
far, but this case study does provide some evidence on the possible effects of federal
transit-subsidy policies. It also helps shed light on a question that has been raised but
never investigated before.

To simplify for the purpose of illustration, we here use data describing three of the
alternatives considered. The first relied heavily on Transportation System Management
(TSM), like improved traffic-signal timing and operational changes to the streets, rather
than extensive new construction. The second included construction of a short tunnel
and investment in trolley buses. The third was a surface light-rail line. Among the three
alternatives, TSM would require the least capital investment, about $33 million, while
the trolley bus and light rail alternatives would require capital investments of about
$485 million and $334 million, respectively.

We annualized the capital costs of the three alternatives based on the expected lives
of the capital components and a discount rate of seven percent, and estimated their
annual operating costs using a model derived from San Francisco Municipal Railway
(MUNI) historical data. All the costs were adjusted to FY1994 constant dollars. We then
evaluated performance of the three alternatives using a set of intermodal performance
indicators, and we analyzed the annual financial shares of the federal and local govern-
ments according to provisions of ISTEA and TEA-21. (Intermodal performance indica-
tors are a set of standardized indicators that incorporate the principles of life-cycle
costing and the variation of vehicle capacity among transit modes. The indicators meas-
ure efficiency and effectiveness of all transit modes on a consistent basis.) The results
are shown in the two tables.



Among the three alternatives, TSM costs the least per unit of service and per
passenger trip, while the trolley bus has the lowest cost of attracting each new passenger
trip. The light rail provides the largest service capacity. In terms of efficiency and effec-
tiveness, TSM is a better choice. However, the other two alternatives attract more new
passenger trips.

Compared with ISTEA, federal shares of costs under the provisions of TEA-21
increase in all the three circumstances. As seen in the table, Muni would receive between
$2.7 million and $7.7 million more from the federal government for individual alternatives
under TEA-21 than ISTEA. This suggests that eliminating the federal operating subsidy
does not necessarily shift financial responsibility from the federal government to local
governments.

The results also indicate that the change in federal policy would likely reward tran-
sit modes with higher maintenance costs. According to Muni’s 1994 Section 15 Report,
preventive maintenance costs for motor bus, trolley bus, and light rail were about 28, 25,
and 42 percent of their annual operating costs, respectively. Light rail has the highest
preventive maintenance cost among the three modes. Because TEA-21 redefines costs of
preventive maintenance as capital expenses and subsidizes a higher proportion of those
costs, the light rail alternative would receive about $7.7 million more in subsidy from the
federal government under the provisions of TEA-21 than under ISTEA. In comparison,
the trolley bus, which requires the lowest maintenance expenditures among the three
alternatives, would receive the lowest increase in federal subsidy. []

Cost and performance of several San Francisco transit alternatives

PERFORMANCE INDICATOR TROLLEY BUS m“

Annual Cost Operating $15.1(27%) $24.7 (45%) $15.4 (78%)
(in millions, FY948) Capital $40.7 (73%) $30.0 (55%) $4.3(22%)

Estimated Travel Time Minutes 347 343 N/A
Estimated Passenger Trips™ Passengers Trips/Year 23,352,400 22,088,400 19,813,200

Total Cost/RVCM $0.41 $0.22 $0.17
Cost Effici
o ey Total Cost/RVCH $3.63 $1.65 $1.27
Total Cost/Total Passengers $2.39 $2.48 $0.99
Cost Effectiveness
Total Cost/New Passengers $13.25 $17.89 $41.44
Total Passengers/RVCM 0.17 0.09 0.17
Service Effectiveness
Total Passengers/RVCH 1.52 0.67 1.28

* Annual passenger rips for year 2010, estimated based on weekday passenger irips and an annual factor
of 316 specified in the sysiem planning study report by Merrill and Associates.

N/A: Data not available.

RVCM: Maximum revenue vehicle capacity per mile induding seating and standing capacities.

RVCH: Maximum revenue vehicle capacity per hour including seating and standing capacities.
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Comparison of government financial responsibilities ($millions /year annualized construction costs)

e | wourms o] s
BASIS

TOTAL FEDERAL LOCAL TOTAL FEDERAL LOCAL TOTAL FEDERAL LOCAL

TEA-21 $35.6 (64%)  $20.2 (36%) $32.3(59%)  $22.3 (41%) $6.9(35%)  $12.8 (65%)
$55.8 $54.6 $19.7

ISTEA $32.9(59%)  $22.9 (41%) $24.6 (45%)  $30.0 (55%) $3.8(19%)  $15.9(81%)

Difference +$2.7 -$2.7 +$7.7 -$7.7 +$3.1 -$3.1
% Change +5% 5% +14% -14% +16% —16%

In Sum

The data indicate that neither ISTEA nor TEA-21 would provide incentives for local
governments to choose low capital-cost approaches, though TEA-21 narrows the gap
between the federal subsidy and local investment in such alternatives. For instance, the
trolley bus requires the highest capital investment among the three alternatives. How-
ever, the local share of financial responsibility would be lowest for the trolley-bus option
under either transportation law. In comparison, the TSM alternative requires the lowest
capital investment and would receive the least financial assistance from the federal
government.

Federal financial assistance under the newer law can weigh just as heavily when
local governments make choices among transit investment alternatives as it did under
previous federal assistance programs. The new law continues to encourage local gov-
ernments to choose projects that maximize federal funding contributions. Those projects
might not in the end be the most cost-effective ones.

This single case study cannot lead to general conclusions about the effects of
federal transit subsidy policies, but it does raise the question of whether the new law
really reduces federal influence on local transit investment decisions. It also suggests
that federal influence may in some circumstances lead to the selection of inefficient
investment alternatives. Such questions deserve further investigation as more data
become available. [
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