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1. INTRODUCTION AND DISCUSSION OF ALTERNATIVES

Continuation of the existing trends in costs and revenues in the intercity
bus industry in the United States will result in serious economic problems.
Costs, both capital and operating, are accelerating more rapidly than
revenues, and projection of the present trend indicates that the industry

(1)

as a whole will reach the break-even point in 1981.

Since the industry is composed of many individual operating companies, there
is some disagreement as to how imminent the financial crisis may be, but it-

is generally conceded to be inevitable unless changes in the industry's fi-

nancial structure are instituted. The purpose of this study is to identify
options for the operation of intercity bus transportation, based on a study of the

existing operation and the subsidy program presently in effect in Michigan.

Issues
In evaluating alternatives for intercity bus transportation, several impor-

tant issues must be addressed.

1) Short-term versus long-term perspectives,

It is important in reviewing policies to retain a long-term perspective,

as opposed to short-term expediency. If the future supply of energy can

be expected to alter the competitive position of the bus versus air, rail,
and automobile travel, this should be recognized as policies are considered

and implemented. One of the arguments for retaining the rail system on non-

profitable routes is to avoid the loss of a system that may someday be
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required. While the bus industry is not as capital-intensive as the rail

industry, and does not have major equity in rights-of-way, there would still
be significant costs associated with entry and exit from the market. Unless
terminals and rolling stock are retained and maintanined, the capital costs

of restructuring a system that is allowed to vanish could be significant.

2) Quéstions of equity.

Several types of equity must be considered when reviewing policy options.
First, there should be equity among the different carriers. Should a few
carriers be allowed to monopolize the profitable markets by tight market
entry restrictions? Should existing operators be given preference in either
the profitable markets or on contract routes? Should there be %two leveds
of service," (a subsidized level and a competitive level), and should a

single carrier be allowed in bofh the profitable and the subsidized market?

There should also be equity across various pub]ic'transportation modes if
they are expected to compete for the same market. Is it equitable to

subsidize AMTRAK in the same corridor that the bus carrier is expected to
operate without subsidy? Or, are the buses subsidized by virtue of being

able to operate on a public right-of-way?

Finally there is the question of equity between the carriers and the public.
The bus industry has enjoyed the benefits of franchised service routes that
are intended to guarantee them a market free from competition with other bus
carriers. While these markets were profitable, the industry gained. Now that

some of the Tines are not profitable, what obligation exists to maintain service?




What questions of equity arise concerning those businesses and individuals

who are fully or partially dependent on the bus service?

3) The public good and the public necessity.

Some definition of the public necessity for mobility and the public good
provided by continuing public bus transportation must be made. This is
particularly true for smaller communities where alternative modes may not
be available. If there is a public necessity, then perhaps the public
should support the bus system up to this level, and the private industry
serve only those markets where the demand is sufficient to operate at a
profit. The same argument could be made for assessing the public good
(presumably a higher level than the public necessity) and providing

public support for the system up to this level.

The definition of publit necessity and public good will probably vary with

the size of the city, the location of the city, and whether it is -

‘served by other modes of public transportation, Each system alternative
considered will have a differential impact on different cities and communities,

and those impacts should be weighed acainst the mobility needs and desires

of the citizens,

The approach taken in this study was to explore these questions of equity and
necessity with representatives of the bus industry, the Interstate Commerce

Commission, and the U.S. and Michigan Departments of Transportation; to identify -
some policy options and to assess these options against the issues identified. .

above; to relate these policy options to existing regulations; and to review



present experience with subsidy programs,using Michigan as a study site.

Options

One option would be to initiate actions designed to increase the intercity
bus percent of the passenger market. This could be done either by
increasing the attractiveness of the bus mode or decreasing the attractive-
ness of competing modes. Experiencé with market elasticityAto service
frequency and fare changes in intra-city bus transportation casts some doubt
on the viability of this option. These experiences indicate that the
increased revenue may not cover the cost of increasing the attractiveness

of the service. This is particularly true in the rural transportation market

segment,where the intercity bus is the only form of public transporation.

The use of special fares for unlimited travel did sucessfully increase the

(2)

number of passenger miles on.the national carriers'”’, and this remains an
option for service between major cities. The fact that the fare elasticity
is not zero would suggest that reducing the subsidy provided to competing
mo&e§ (AMTRAK) could have a positive impact on bus ridership. However, the
number of passengers and the passenger revenue to be gained from this‘source,
on the limited number of routes where there is direct competition, would not

appear to be sufficient to reverse the increasing trend in the industry

operating ratio.

This option does not address the problem of the small operators' offering

primarily rural service in corridors not in direct competition with AMTRAK.

A second option is to expand the charter and small-package delivery services

-



which are profitable, and utilize these profits as a form of internal
subsidization of the regularly scheduled intercity bus operations. To a
large extent, this is presently being done, particularly with the larger
bus companies. However, unless there is reason to believe the subsidized
portion of an industry will become profitable at some future time, there is
little incentive to maintain service and make investments in that portion of
the bus operation. Since there is no evidence that the increase in the
oberating ratio is temporary, this option might lead to the same service
deterioration that characterized the rail industry under a similar cross-

subsidy strategy.

Because the bus industry is regulated, implementation of this option would -

require cooperation from the regulatory bodies as well as the industry. To
generate sufficient funds to make gross=subsidization feasible, certificates
for profitable charter service, high-volume regularly scheduled service and
package service would have to be limited to éompanies offering low-volume
intercity Service. Increased enforcement would be required to restrain -

“gypsy" operators from entering the charter market.

A third option is to provide external subsidies from the state and federal
governments to compensate the industry for its losses and to provide a
reasonable return on their investment. These subsidies (capital or operat-
ing) could be industry-wide, carrier-specific , route-specific or granted

to users as a basis for increasing ridership and revenue to a profitable

level.

At its extreme, this option would include nationalization of the industry

or the creation of a publicly subsidized corporation similar to AMTRAK.
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A fourth option is to reduce or eliminate service on low-patronage routes
that do not generate sufficient revenue to meet their cost of operation.
This would allow companies to concentrate their resources on fewer, more
profitable lines with the intent of continuing as profit-making private

enterprises.

This becomes a true option only if there is economic equilibrium at a reduced
system size. However, there appears to be 1ittle information available to
estimate the potential "domino" effect of these actions. The feeder routes
are considered to be an important element of main-line profitability, but

the value of this component cannot be determined reliably with data available

today.(3)

Because of a lack of information for estimating the net effect
of eliminating service on the light-density routes, this action does not

seem prudent now.

This same issue has never fully been resolved in the case of rail freight
in the Conrail service area. The final extent of the system and the value

of subsidizing branch Tines is still unresolved.

This fourth option, as with the second option, would require cooperation
of the regulatory agencies, since franchised service cannot be discontinued

without their approval.

Additional options can be developed from combinations of these four alter-
natives. For example, an operations model patterned after the airline

industry appears to be worthy of consideration. Under this option,



major carriers would operate non-subsidized (with the possible exception
of terminals) service between major markets, with contracted carriers pro-
viding rural service between smaller markets and feeder service between
these smaller markets and the major terminals. These carriers could be
independently franchised by the state in which they operate, and subsidized
fpy state and federal funds. Subsidies would be reduced by 1imiting entry
into charter and package service to contract carriers operating in accor-
dance with the state plan. The state would determine the level of service
to be provided to the citizens, and the subsidy level necessary to provide

this service.

This option would retain the private carrier in markets where the operation
is profitable, and still maintain the feeder market necessary for these
profits. This option also separates the subsidized service from the non-
subsidized service, thereby reducing the risk of over-investment in one
component at the expense of the other. Finally, it allows the states to

determine the level of service they desire and are willing to subsidize.

This Tast option appears to best address the issues raised at the beginning
of the paper. Discontinuing service on the lower-volume routes would seem

to be'inappropriate for four reasons.

First, the intercity bus industry serves a unique clientele, and thus pro-
vides service to segments of our society that cannot afford or do not have

access to other public transportation moes. Recent surveys in Michigan (4)



and throughout the nation (5) have shown that the bus industry carries more
passengers than rail and air combined, with a disproportionately high number
of the young, old, and poor. These studies were conducted in 1977, and they

provide current data as a basis for considering options.

In the national survey, 30.0 percent of the passengers were under 18 and
16.8 percent were over 65. Intercity rail passenger percentages were 16.8
and 10.5srespectively,and air passenger percentages were an even lower 9.0
and 6.4. Thus, nearly 50 percent of the bus passengers were from those seg-
ments of society other than the normal work force, compared to about 25%

for rail and 15% for air. Because the bus industry serves a disproportion-
ately low percentage of the age group associated with the employment sector,
it is not surprising that many of their passengers are from the Tow income
groups. Specifically, 43.9 percent of the passengers reported incomes of
Tess than $7500,compared to 26.1 percent of the rail passengers and 12 per-
cent of the air passengers. Since bus fares are generally lower than com-

" petitive modes, a reduction in bus service would hit particularly hard on

this segment of our society.

Second, the industry serves many small cities whére this is the only public
intercity transportation service available. Nationally, intercity bus ser-
vice is offered to 15,000 communities, with only 1000 of these cities also
served by rail or air service. (6) If this service were curtailed, these
markets would become the likely candidates for elimination, as they are the
least profitable. In Michigan, there are 68 cities with a population be-
tween 2000 and 25,000 which have bus service. Only seven of these have
rail service and eleven have commercial air service within 25 miles of the

city.



Third, the bus mode is the most energy-efficient of all public transporta-
tion modes operating intercity service, by a factor of at least 2 to 1 over
rail and about 7 to 1 over air.(7) While this study did not attempt to
identify the probability of future energy shortages, energy conservation

is a national policy. Even if another fuel crisis is not experienced, it
is in our national interest to reduce oil imports by stressing energy con-

servation where possible.

Finally, eliminating non-profitable 1ines to avoid subsidization of public
transportation to those segments of society identified earlier is not
_consistent with national policy. The federal governement, as well as many
state and local governmental units, has accepted the responsibility to
provide (at a highly subsidized level) urban public transportation and
intercity rail transportation. The rationale for this decision is the need
for adequate transportation in our society. There seems to be‘no less need
in a rural community than in an urban center on a main line between major

centers served by AMTRAK.



2. VIEWS OF THE INDUSTRY AND THE INTERSTATE COMMERCE COMMISSION

National Industry Views

In preparing this report, interviews were conducted with officers of the
American Bus Association, Greyhound Lines, Indian Trails, North Star Lines,
Valley Coach, and various government officials concerned with the intercity
bus industry. This section of the report summarizes the results of these

interviews.

In two recent documents the American Bus Association (ABA) presented its
case in considerable detail. The first instance, 1977, was before a Con-
gressional committee making an inquiry into the financial condition of the

(8)

intercity bus industry. A second report appeared in 1978 and covered

much of the same material. It was, however, less technical, and was apparent-
1y meant for a different audience.(g)
A few figures from the second document characterize the industry: It pro-
vides service to 15,000 communities, more than any other public transporta-
tion mode; it carried 340 million passengers in 1976, more than either the
railroads or airlines; it has lower fares than any other mode of travel

and has the best safety record. Additionally, the industry notes with pride
that it is the most fuel-efficient mode and géts closer to homes than do

trains or airp]anes.(10)

The year 1966 was a banner year for the inter-city bus industry. For example,
the number of Class I revenue passenger-miles traveled on regular routes hit

a high of 16.5 billion in 1966 and then declined to 12.5 billion in 1976.

10



Comparable ABA data for the entire industry (Classes I, II, and III)* Show
revenue passenger-miles in 1966 at 24.6 billion. This parameter increased
to 27.7 billion in 1974 and then declined to 25.1 billion in 1976. The total
number of passengers for all carrier classes is reported by ABA as 402 mil-

Tion in 1966, declining to 340 million in 1976.H

The smaller (Class II and III) carriers are the first to feel the consequences
of inflation and route diminution because they are less capable of cross-
subsidization. It is obvious, therefore, that these smaller companies will

be the first to disappear as certificated carriers if the situation becomes

increasingly critical.

Bbth the small and large intercity bus operators are finding a growing por-
tion of their revenue coming from charter and special service runs. This
has increased their concern over the waiver of certification requirements
for school buses and the proliferation of "gypsy" operators that prey upon
the more Tucrative markets. "Gypsies" are uncertificated carriers that

. avoid the requirements of the regulatory agencies. The regulated bus oper-
ators feel that more can, and should, be done to curtail the activities of
these i1licit operators. The smaller companies are more vehement in this
regard, for they are less able to manage the loss in revenue which results

from such competition. (12)

Economic data for the bus industry are generally provided in the form of a
single measure called the operating ratio. This ratio is defined as the
operating costs divided by the revenues expressed as a percentage. The
higher the ratio, the lower the profit margins. The following data are

descriptive of trends as measured by this parameter.

* A class I carrier is defined as a carrier with annual revenues of 1 mil-
1ion dollars or more.
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National Trends in Operating Ratios (13)

Year Operating Ratio
1966 86.1%
1971 89.4%
1976 95.8%

The economic decline in the bus industry is attributed to underlying
social, economic, and political trends over which the industry has no
control -- such things as rising affluence, the multiple-car family, and
increased urbanization reducing the need for public transportation service
in rural areas. Additionally, high unemployment usually hits the bus
clientele harder than higher income groups. Inflation also reduces the

transportation budgets of those who usually ride the bus.

Another economic problem faced by the industry is the location of bus
terminals, especially in larger cities. Deterioration of centra] cities
and relocation of bus clientele make the existing terminals obsolete.
Thus the industry speaks of relocating and rebuilding such terminals and
~ complains that capital is not available because of declining traffic

revenues. (]4)

Terminal operating costs represent an average of 20 percent of ticket
revenue, but in some terminals costs range as high as 40 percent. (15)
Greyhound officials claim the company does not have the income to buy

urban land and rebuild terminals. It would support a program that would

12



free the company of this capital outlay. However, it believes that its
terminal operation procedures are superior to those offered by AMTRAK, and

would prefer to retain control over these activites.

Smaller companies appear to be less receptive to the initiation of inter-
modal transportation policies. In Michigan the larger companies benefit
more from intermoaa] coordination. Whether this is due to their ability
to provide better service or to other factors has not been analyzed. Many
of the smaller carriers, however, seem to feel more threatened than en-

couraged by the adoption of intermodal transportation policies.

Since the industry is regulated, the price changes must be approved by
the state regulatory agency or the I.C.C. Industry representatives point
out that during the period 1973 through 1976, 29% of the proposed rate
increases were denied, and this translates into a loss of $48.3 million
in the industry's revenue base. Thus "rate flexibility" is a prime topic

of concern. (16)

Briefly, the rate flexibility issue has two facets: first, the industry
would 1ike general authorization to raise rates as much as 10 percent an-
nually without interference from the regulatory commissions; second, it
thinks 30‘déys:bétweeﬁ request"add effective date should be shortened.

At Teast one concession on this latter point has been made by the ICC. In

the event of a rate change by AMTRAK, the competing bus routé may post
rates that take effect within five days.(17)
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Because interctty bus. operators are a private industry, they object to
competing with subsidized AMTRAK trains in the most profitable corridors.

Unlike the bus industry, AMTRAK is not required to obtain permission from

the ICC before changing its'fares. This advantage plUs huge government
subsidies lead to the bus industries claim that they are subjected to un-

fair competition.

1

T m—

The intercity bus industry makes a sfgnificaﬁt contribution to the

national economy. It contributed $1.2 billion to the gross national
product in 1976; it employs 46,000 persons and spends more than $100
million yearly for the purchase of new equipment. It also pays more

than $130 million yearly in local; state; and federa] taxes; and it

—-— - p—

serves the Towest income groups, the elderly, and persons living in

(18)

small communities.

The industry concludes that "it is essential for the federal government
" to recognize the financial plight of the intercity bus industry and move
to solve it now before actual losses occur. The catastrophic series of
bankruptcies which occurred in the rail industry must not be permitted

to happen in the bus industry." (19)

There are many options for governmental assistance to the industry. The
industry ekpressed its preferences in the form of proposed legislation

titled "Bus Revitalization Act of 1977.“(20) The major programs included:

— =
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[. Operating assistance to provide:
A. Reduced fares for the elderly and handicapped;

B. Grants for assistance in maintaining unprofitable
service which the government requires.

II. Federal and state aid for the construction and improvement
of facilities (terminals).

III. Raté flexibility -- the ICC should be prohibited from
suspending fare increases that. do not exceed in any
one year 10% of the fare level of the previous year.

IV. A relief from excise tax and/or a refundable tax credit
on investment and new purchases.

V. A depreciation allowance that will cover the costs of
inflation.

These proposals were never introduced in Congress as a separate bill,
but many of the proposals were enacted in the Federal Public Transpor-

tation Act of 1978.(202)

‘New programs include funds to improve intercity bus
service in rural areas ($30 million per year) and grants to states for
terminal development ($40 million per year) with emphasis on intermodal
characteristics. The Energy Production and Conservation Tax Incentive

Act also provided economic aid in the form of a repeal of the excise

tax on buses and bus parts, and a refundable tax credit based on pas-

senger-miles. (21)

The inclusion of subsidy programs for the bus industry in 1978 legisla-
tion suggests the industry has attracted the attention of policymakers
in recent years and that an awareness of the financial condition of the
industry is growing. There appears to be no serious disagreement on the
financial trends presented by the industry. Congressional reports and

Members of Congress are on record as being in general agreement that some



assistance is needed and should be forthcoming. For example, Senator Russell
B. Long (D-La.) said toward the end of the hearing on the financial problems
of the industry: "...there's no doubt in my mind that this industry is get-
ting the work done, and it needs some help, and we ought to try to do some-

thing about it." (22)

Also, the Senate Committee on Finance, reporting on the Enérgy Production
and Conservation Tax Incentive Act, stated: “Consequently, the committee
feels that the intercity bus industry should be given financial assistance
in the form of tax incentives to enable it to improve its services, particu-

Tarly on regularly scheduled routes." (23)

The report goes on to recommend
a "refundable tax credit" based on passenger-miles and that such monies
should go to reduce fares, particularly in situations where buses are oper-

ating at less than full capacity.

Greyhound officials assert that the wording "situation when buses are op-

erating at less than full capacity" would include basically all "rural to

" rural" operations and many "rural to urban" routes. "Urban to urban"

corridors, however, appear to be self-sustaining. Even on the "urban to
urban" corridors Greyhound is not opposed to receiving government assis-
tance for routes which compete with AMTRAK. However, they expressed op-
position to government subsidies for those "urban to urban" corridors on

which only bus companies compete.

Unlike many of the smaller companies, Greyhound is not concerned with the
escalating costs of insurance. Greyhound (and Trailways) are large enough
to be self insured. Thus they are not at the mercy of a third party's

assessment. (24)

16



Greyhound officials expressed several concerns about the practices of the
Interstate Commerce Commission, whose regulations they view as an operation-
al constraint. Whereas the ABA favors more "rational" regulation from ICC,
Greyhound officials suggested the nation would be served better if the ICC

offices were padlocked.

However, these same spokesmen rejected the suggestion by the Justice Depart-
ment to deregulate the motor bus industry by allowing free entry of carriers
into the business. They be]igve this ‘policy would lead to higher fares because
competition would create additional expenses. Gravitation of more carriers

to the larger markets would then require federal subsidies to ensure service

to the smaller communities. Unemployment in the industry would be more
seasonal because certain carriers would operate only during peak seasons.
Finally, there would be less revenue for upkeep of current equipment. In

this testimony it was made clear that the officials at Greyhound were more

upset with the Commission than they were with the Interstate Commerce Act. (25)

17



ICC Views
In testimony before Congress in 1977, ICC Chairman A. Daniel 0'Neal ap-
peared to concur with the industry's' assessment of the financial status

of the Class [ carriers:

In the period 1971-1976, the nation's Class I bus carriers --
those with operating revenues in excess of $1 million - exper-
ienced an operating expense increase of 43.2 percent. During

the same time, their operating revenues increased by only 30.8
percent. This disparity resulted in an increase in the industry
"operating ratio" from 87.6 to 95.6, which in our view is a

trend which cannot be sustained for any substantial length of
time. Moreover, during the same 1971-1976 period, the industry's
return on net investm?nt declined from 21.3 percent in 1971 to
9.8 percent in 1976. (26)

However, the apparent concensus by the bus industry and the Congress on
the need for subsidies is not embraced by the Interstate Commerce Commis-
sion (ICC).(nor by the U.S. Department of Transportation). Where the
President of the ABA said in 1977 that the industry could "survive per-

B haps two years;" the Chairman of ICC found that, while the industry is in
&a state of decline, it did not "consider the industry's financial position

to be critical at this time." (&7)

Further, the Chairman, while admitting -
that the industry picture is not healthy and certainly cannot be sustained,
-stated that the ICC doesn't "feel that conditions are such that they

v (28) His suggestion for improvement in the

would justify a subsidy.
financial outlook for the industry was a rate increase, although he admit-

ted that this would result in some diversion of traffic.

1R



The industry's.legislative proposals were termed "premature." = The ICC
"does not believe that the necessity now exists for this proposed federal

intervention in the motor bus industry."(zg)

Of particular concern was the ten percent "no suspend zone" suggested in
the proposals. This, according to the ICC, is an "important regulatory
tool which enables the Commission to consider the public interest immediately

upon the filing of a new fare." (30)

In his statement, the Chairman argues
that "regulatory reform in the motor bus industry must be considered as

a whole. It would be inappropriate to create systems where existing carriers
are protected from the rigors of unlimited competition, allowed to set

fares collectively, and are at the same time allowed considerable freedom

to raise those fares without Commission oversight." (31)

The Commission also opposed the tax relief provisions. According to ICC,
they were intended to cover the payments of private companies for the use
of public right of ways. Subsidies for terminals were not opposed outright,
but the ICC suggested that such funds be coordinated with similar subsidies
to railroads and that the program require a state intermodal passenger

transportation plan. (32)

In the main, the testimony by the Chairman in 1977 reflected the view of the
specialist who, knowing the complexities of the industry, was reluctant

to commit to new policies without thorough investigations with special concern

for unexpected effects.




A similar tone was struck in a recent report on the bus industry made by ICC

staffers. In reversing the role of responsibility, the report states:(33)

The absence of sophisticated analytical tools suggests that the
industry should reconsider and review its costing and pricing
knowledgg, marketing strategy, service capabilities and facilities
for meeting present and potential ridership needs in today's
economic and social environment.

The report also called for a state and federal review of social and trans-
portation policy, including regulatory needs, to discern opportunities for

encouraging and assuring the maintenance of adequate and effective service.

- Michigan Industry Views

The intercity bus industry in Michigan parallels the national economic pat-

terns but raised some additional problems that deserve attention.

The smaller bus operators in the state of Michigan are seriously concerned

. about the rising costs of carrier liability insurance, as well as fuel and
labor. Nearly all the carriers interviewed cited insurance premiums as a
principal factor in the financial decline of the bus industry. Some stated
that it was their greatest single cost item each year. These costs have in-
creased by 50-100% over the past year. The increased insurance premiums

are especially resented because it is believed that many insurance companies
raise premiums arbitrarily and without considering the safety record of the
carrier. To minimize the burden of increasing insurance costs, some carriers
stated that they have been forced to reduce their regular route service in

favor of the more lucrative charter market.

.The crux of the insurance problem in Michigan is the issue of unlimited

20



liability. Michigan's "no-fault" insurance law does not apply to common
passenger carriers, which leaves the operators open to virtually unlimited
damage claims. This problem could be alleviated if the state would
institute a program to provide limited 1iability insurance coverage to

the carriers at reduced premiums. Alternatively, the State Legislature
could extend "no-fault" insurance coverage to common passenger carriers with

lTimited liability provisions.

The Michigan Public Service Commission (MPSC) is also singled out for
criticism for its lack of regulation enforcement. A1l common carriers who wish
to operate in Michigan must obtain a Certificate of Public Convenience and
Necessity from the MPSC. This regulation was designed to limit the entry

of new carriers into markets which already had sufficient service. Many
carriers complain that enforcement of this regulation is grossly neglected.
They say that "gypsies" are known to operate extensively in Michigan(34)
and that MSPC officials cannot, or will not, curtail their operations. The
degree to which these illegal operators infringe upon the market of
Tegitimate carriers has not been accurately assessed, although the

certificated carriers insist it is substantial. (35)

A company's authority to operate fntrastate service comes from the state
level. For interstate service, however, authority is granted by the ICC.

On both levels authority is granted when proof i$ given of “public convenience
and necessity" and a demonstration of willingness ahdlébility to perform the
service. Essentially then, the two operating authorities tend to be har-
monious. For intrastate routes, no ICC authority is necessary, but for

interstate Tines the ICC authority supersedes MPSC authority.
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For interstate routes, Michigan is Timited in the kinds of regulation it may
attempt to place on the intercity bus system. The state can regulate matters
of safety, and a company has to meet the safety specifications in all states
in which it operates. Each state can require a registration fee for each in-
terstate route, and levy taxes according to its own guidelines. But beyond
questions of safety and taxation the states have little authority. Current-
1y, Michigan has a problem with some of the safety regulations, because when
the 1963 Motor Carrier Safety Act was passed, motor buses were inadvertently
omitted. Thus there is a void in terms of some safety regulations. This
omission is currently in process of being rectified through legislative

action.(36)

Route abandonment and reductions in the level of service are also major regu-
latory issues. Michigan is not unreasonable or overly stringent in adhering
to these regulations. Under Michigan regulations any abandonment of service

for more than ten days can mean loss of authority. However, enforcement

- of existing certificates is not:typically rigid. There are many active

certificates for service in corridors that have never been served and there
are others which have not been served for many years. This is primarily
because while charter rights and regular routes are held separately under
ICC regulations, in Michigan charter rights are automatically held with
regular operating authority. Consequently, it is possible to apply for
operating authority, primarily for the charter rightﬁ, without the question
of charter rightsrever being part of the hearing process. Thus weekly

service or even dormant authority protects the charter rights.(37)
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While the Michigan bus industry favors strict regulation of the "gypsy"
operators, they are themselves guilty of operating outside the spirit
of the regulations they would like to see enforced, by using regular

route certification to protect charter business.
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3. THE MICHIGAN INTERCITY PASSENGER BUS INDUSTRY

Twenty certificated intercity bus carriers provide regularly scheduled
service to seventy-thfee percént of all Michigan communities with a pop-
ulation more than 2500; In many respects the characteristics of the bus
industry in Michigan closely resemble those for the industry nationwide. In
this section, ridership and financial trends characterizing intercity pas-
senger bus transportation in Michigan are compared with national trends.

This comparison is provided to assist other state or federal transportation
planning authorities in determining the transferability of Michigan's bus
assistance program to their respective jurisdictions. The State of Michigan's

assistance program will be explored in detail in the following section.

Ridership Characteristics

The data describing passenger family income, age, sex, trip purpose,
passenger occupation, and passenger auto ownership for Michigan bus travelers
are derived from a 1977 survey conducted by the Michigan Department of

State Highways and Transportation. (38) The data describing similar
ridership characteristics for the nation overall are derived from the

study by the Interstate Commerce Commission. (39)

The majority of intercity bus travelers in the nation have relatively
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Tow household incomes. Eighty-two percent of these travelers earned
less than $15,000 per year; 26.5% came from households earning less than

$5,000 per year.(40) In Michigan the percentages are not quite as high,

with approximately 56% earning less than $15,000 and 27% earning less than
41

$6,000.( )

Approximately 59% of all bus passengers nationwide were females,
compared to 57% in the Michigan survey. In the national survey, 30%

of these passengers were under age 18, 18.8% were between 18 and 35,

(42)

and 29.7% were older than 55. The age profile in Michigan is

significantly older than that for the nation, with only 6% under age 18,

46% between 18 and 29, and 26% older than 50. (43)

Approximately 32% of the nation's bus riders state that they use the
intercity bus for the purpose of visitihg friends and relatives, 37.7%

for sight-seeing, entertainment, and outdoor recreation, while 12.2%

44)

took the bus for business or conventions. ( In Michigan, 47% of all

passengers surveyed responded that they were visiting friends and relatives.

Only 8% were traveling for vacation and other social recreation, while

31% were traveling to work, shops, and engaged in personal business.(45)

Occupationally, 25% of the nation's intercity bus travelers held pro-
fessional or technical manager jobs; 20.6% were craftsmen, operatives,
and laborers; 15.8% were retired persons; 11.7% were employed in clerical

and sales positions; and 5.9% were service employees or considered them-

(46)

selves household workers. In Michigan, 11% of the passengers-surveyed
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were employed in professional capacities, 10% as craftsmen, 12% were
retired persons, 4% worked in offices, 16% reported to be homemakers and
service employees. The single largest occupational group riding intercity
buses in Michigan were college students,who constituted 22% of all
passengers. This indicates that a significant proportion of intercity bus
travel occurs on weekends, a phenomenon that may vary among states. Addi-
tionally, the State reported that 7% of all passengers were unemployed at

(47)

the time of the survey.

Based on these data, it is apparent that the average Michigan bus passenger
shares many characteristics of bus passengers in other states, especially
household income and sex. Several-differences between the Michigan and
nationwide results:are also evident. For instance, there are many fewer bus
travelers under age 18 in Michigan, and slightly fewer senior citizens than

in other states.

Nearly three times as many passengers in Michigan take the bus to commute
to work or for other business purposes, and there is a significantly

higher percentage of passengers who take the bus to visit friends and rela-
tives. Conversely, one-fifth fewer passengers in Michigan use the bus for

vacations and recreation as do passengers in other states.*

Nearly three times as many Michigan passengers were homemakers and service

employees than in the national study. Regretably, the ICC did not

*Semantic differences may exist between federal and state classifications such
that the ICC study, by virtue of its broader nomenclature, may include more
passengers in this and other classes than would be included in the same class
as defined differently by the State of Michigan. .
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include college students as an occupational bus ridership characteristic.

Thus occupational comparisons are difficult to make, since nearly one-fourth
of all Michigan intercity bus passengers selected the college student classi-

fication.

Financial Characteristics

The major financial characteristics of the Michigan intercity bus industry
were compared with national statistics from the Class I carriers over the
four year period, 1972-1976. Data were collected from 12 Michigan carriers,*
and analyzed for seven independent variables: total revenues, regular route
passenger revenues, charter passenger revenues, total expenses, total rider-
ship, regular route passengers carried, and operating ratios. These data are

shown in Table 1.

During this period, Class I total intercity bus revenues increased approxi-
\mate]y 28%.(48) Total industry expenses, however, increased by 37%. Regular
route passenger revenues were up 20%, while charter and special route passen-
ger revenues rose 64%. In Michigan, during the same four-year period, total
intercity bus revenues increased by 42%. This increase may in partly reflect
the assistance provided to certain Michigan carriers through the State's
intercity bus assistance program instituted in 1975. Regular route passenger
revenues climbed only 13%, while charter and special-route passenger revenues

increased by 79%. Total Michigan industry expenses increased by 39%, a

* Indian Trails, Inc., Wisconsin-Michigan Coaches, Inc., (both Class I).
Brooks Bus Line, INc., Deltabus Co., Inc., Empire Bus Line, Indiana Motor
Bus Co., North Star Line, Inc., Short Way Lines, Inc., Valley Coach Line,
Inc., (all Class II). Bee Line, Inc., Mercury Bus Lines, Inc., White Pine
Transit Co. (all Class III). Because data describing Greyhound operations
were not disaggregated to show only those operations in Michigan, Greyhound
has been excluded from the total Michigan data and computations.
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TABLE 1 - Comparison of Michigan and National Intercity Bus Statistics for the Period 1972 - 1976

National Data.for Class I Carriers Mich. Data for all carriers (exc. Gréyhound)
- 1 .
ITEM 1 1972 1976 % change 1972 .| 1976 ‘% change
TOTAL REVENUE (Millions) - 775.3 | 989.8 28 10.4 14.8 42
REGULAR ROUTE 540.3 - 645.8 ‘ 20 4.5 5.1 13
CHARTER 95.2 1561 64 4.3 7.7 79
TOTAL EXPENSES (Millions) 689.6 945.5 37 10.1 14.0 39
N
oo
TOTAL RIDERSHIP (Millions) 164.0 139.0 -15 N/A N/A
REGULAR ROUTE 127.3 107.0 | -16 7.08 0.94 -13
CHARTER 20.4 -18.2 -11 2.61 1.62 -38
REGULAR ROUTE BUS MILES 706.7 664.9 -6 5.22 3.98 | -24
(Millions)
OPERATING RATIO .89 :96 7 97 95 -2




figure nearly identical to the national increase. The smaller bus

carriers represented in the Michigan data fared significantly better
in the percentage increase in total revenues than did their counter-

parts across the nation.

Nationally, passenger ridership decreased by approximately 15.8% between
1972 and 1976. In Michigan, the number of regular route passengers

carried during the same period decreased by only 13%.

Finally, operating ratios (total expenses/total revenues) increased 7%
nationwide during the 1972-76 period, indicating an increasing operat-
ing cost per passenger dollar and decreasing profits per passenger
dollar. In Michigan, the averaage carrier operating ratio was down 2%,
indicating slightly higher profit returns than the national data.
Operating ratios in Michigan in 1976 were the lowest since 1968. Once
again, it should be remembered that the Michigan revenue data include

some State operatina subsidies.

In Michigan. total expenses did not increase as rapidly as total
revenues between 1975 and 1976. A plausible explanation for this rela-
tive revenue increase is that some carriers may have deferred capital
equipment purchases in 1976 in anticipation of receiving state sub-
sidized equipment as provided in the Michigan intercity bus assistance
program. This explanation is strengthened by the fact that the operating

ratio increased to its highest level the following year, 1977, when

29




the bus payments became due. Thirty-eight of fifty buses purchased
by the state under its bus assistance program were leased to carriers
in 1976 (most in December 1976) with initial carrier payment costs re-

mitted in July 1977.

In spite of variations among the indicators of the industry's finan-
cial stability between Michigan carriers and carriers nationwide, the
composite economic picture for intercity bus transportation in the

late 1970's is foreboding and critical.
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4. THE MICHIGAN INTERCITY BUS ASSISTANCE PROGRAM

In 1975 the Michigan Department of State Highways and Transportation
(MDSH&T) instituted an intercity bus assistance program designed to
relieve some of the financial burden of carriers providing regularly
scheduled service in Michigan. This program was subsequently authorized
by the State Legislature through Public Act 295, "State Transportation
Preservation Act of 1976." This assistance program has three phases: an
operating assistance phase in which the state contracts for regular route
service on certain routes; a loan-lease purchase phase to enable carriers
to purchase new coaches on favorable terms; and a facilities-terminals
development phase to provide state financing for the construction of

transportation terminal facilities.

In this section, the three phases in the Michigan bus assistance program

are described and evaluated.

Intercity Bus Operating Assistance Program

The following statement published by the MDSH&T outlines the purpose and
financial mechanics of Michigan's intercity bus operating assistance
program:
A large number of areas throughout the State of Michigan are
without bus service or have very limited service hours. At the
present time, the private intercity bus industry cannot run the

risk of providing new and/or increased service without financial
assistance...The entire industry has been in a downward trend for
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the past 20-30 years due to competition from other forms of
transportation and increasing operating expenses. This decline

in service is depriving Michigan residents of adequate trans-
portation service particularly in areas where no other mode of
public transportation is available...In response to this need, a
program of operating assistance for intercity bus carriers through-
out the State of Michigan was established to implement bus service
schedule development as an alternative means of transportation. The
program provides for a service demonstration period with the
expectation that the routes would become profitable thereafter and
private carriers would continue to provide service tothe routes...
Operating projects will be funded to cover actual operation costs,
or "wheel costs" for each separate project. These costs consist
of driver wages, fuel costs, vehicle insurance, depreciation,
maintenance, and any additional cost directly resulting from the
specific operation...It is estimated that "wheel costs" cover

75% of the actual system costs. The participating carrier absorbs
or pays the additional incidental 2?% 3hich is related to general
company administration or overhead. 9

The objectives of this operating assistance phase as stated by the MDSH&T are
tb (1) increase passenger ridership on existing service corridors by

increasing the frequency, or supply or service;'and (2) extend service on

. - . . . 50
corridors between communities where no previous service has been prov1ded.( )

The assumptions underlying these objectives of the operating assistance

phase are (1) that by increasing the frequency of service on well-

 established travel corridors, ridership will increase and operating costs

will drop relative to revenues;(2) that by extending bus service to small
communities previously deprived of service by virtue of the low travel

demand they generate, these isolated pockets of the population will enjoy
greater access to larger metropolitan areas; -and (3) that an increased supply
of bus service will develop an increased demand such that state-funded routes
will become self-sustaining after two years and will be gontinued by the

carrier without further state funding.
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The criteria for route selection were listed as: (1) potential to become
self-sustaining; (2) amount of service provided by the carrier in the
travel corridor to be funded; (3) type of service provided by the
carrier in the travel corridor; (4) availability of interconnections to
other markets or corridors; (5) population to be served; and {6) special

market contributors, i.e. state institutions, colleges, universities,

military bases, etc. (51)

In addition, the Department has also considered routes based on requests
from the industry for service expansion, knowledge of intercity demand
patterns from the Department's Bureau of Planning, and requests from

(52)

citizens for specific city pair service.

It is difficult to fully assess the effectiveness of the operating
assistance phase,for two reasons. First, the state has contracted
for regular route service expansion on specific routes for which prior
ridership and financial data are not available. Second, even should
route-by-route data be available it would be extremely difficult to
isolate the effects of state dollars from other system conditions that
may influence ridership and operating ratios. A preliminary assessment of
ridership conducted by the MDSH&T for 1975 and 1976 was encburaging.
The results of the first 18 months operating assistance program
show increases in ridership on our regular route services. The
three carriers who provide the majority of regular route services
in the State, Greyhound Lines, Inc., Indian Trails, Inc. and

North Star Lines, Inc., all showed approximately two percent plus
increases for 1976. 3
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This testimony is confirmed by the Michigan Public Service Commission (MPSC)
Annual Reports,except for Indian Trails, Inc.,which showed a slight drop in
regular route passengers carried in 1976. The increase experienced by

North Star Lines cannot properly be attributed to the subsidy program, be-
cause they did not receive operating assistance from the State during 1975-
76. As indicated in the previous section,the aggregate net revenues for
Mighigan carriers were slightly higher in 1976 than they were for the in-

dustry nationwide.

A review of the individual routes included in the subsidy program indicated
that the program is not successful in meeting the objective of self-suffi-
ciency within two years. None of the fifteen routes which have participated
or are part1c1pat1ng in the program has reached this 1eve1 of ridership and
revenue, and most are not even meet1ng wheel costs.* As shown in Table 2,
there are no apparent trend§ to indicate that the existing subsidized routes
will reach this status within the two-year time frame. (The State of Michigan

has since modified this goal, and no Tonger recognizes a two-year limit.)

To conclude,therefore, that the operating assistance program has succeeded
is premature. In 1977, each of the carriers operating on these assisted
routes filed financial statements with the MPSC indicating net system losses
on regular route services. (54) Operating ratios for all Michigan carriers
reached their highest aggregate level,and regular route ridership between

1976-77 dropped nearly 20%. (85)

The objective of providing public transportation to communities where "no

*The Indian Trails service from Sawinaw to Chicago and the Greyhound ser-
vice from Muskegon to Chicago did generate revenues in excess of wheel
costs, but not sufficient revenue to cover overhead costs.
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TABLE 2 - Michigan Subsidy Program Route Statistics

OTHER
PUBLIC
PASSENGERS REVENUE AS % OF COST TRANS-
PORTATION
ROUTE CARRIER  |1st QUARTER| ~LAST AVERAGE 1st QUARTER| LAST AVERAGE | REPORTING égRE?EOR
QUARTER QUARTER PERIOD
aginaw- Indian 13,792 7976* 12,547 71 65 79 21 mo. B,A,T
hicago Trails
rand
apids- Greyhound 2231 6948* 4578 28 66 49 18 mo. B,A
‘alamazoo
luskegon- Greyhound 4328 4344 4593 63 69 70 12 mo. B,A
“hicago
sault Ste.
farie- Greyhound 1319 1825 1496 23 23 18 9 mo. B
~alumet
ioughton- Greyhound 2409 3634 3657 21 32 33 18 mo. A,B
sreen Bay
.ansing- Greyhound 1987 2302 2263 47 55 54 12 mo. A,B
Jetroit
Cheboygan- | Wolverine 583 202 519 3 2 3 18 mo. B
Charlevoix
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other mode of public transportation is available" has only partially been
realized by this program, and this service has incurred a higher subsidy
rate than service additions to existing corridors. Approximately 35% of
the funds are currently being used for service expansion and 65% for new

corridor development.

The state through its operating assistance progrém, has regularly scheduled
~express service on sevekal existing high-density routes, and to a lesser
extent has provided some renewed regular-route service on lower-density
routes. Neither of these increases in service, however, has materially
improved the financial cohditjon of those participating carriers during the

1ife of the operating assistance program.

The ridership and revenue from the expanded service between Saginaw and

" Chicago were nearly sufficient to cover the cost.of this operation, but

this came at least partially at the expense of the existing service in

this corridor. As shown in Figure 1, the net ridership in the corridor did
not vary appreciably from the remainder of the state, even though

total bus miles in the corridor were increased by about 22%. The program,
through an infusion of operating assistance funding,has increased the supply

of bus transportat1on on certa1n routes 1n Mich1gan w1thout effectlvely

increasing the public demand for this increased supply The re]at1onsh1p
between the supply of bus service and ridership both in this corridor and

on a standard basis will be explored in a subsequent section of this study.
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The Loan-Lease Purchase Program

One of the heaviest financial burdens facing all, operators, and especially the

smaller intercity passenger operators, is the cost of new coaches. In
1967 the price tag on a new coach was about $48,000. In 1976, the average

price rose to $90,000. (56)

Manufacturers retail prices now approach
$115,000 per coach. The loan-lease purchase program establishes in the
MDSH&T a capital equipment fund to which MPSC-certified bus carriers may
apply for new coaches of their own preferred make and specification. The
state buys the new buses accordingly for those carriers whose applications
are granted. The carriers then lease the new buses from the state and agree
to pay the full purchase price within six years. The carriers are exempted
from interest payments, and since the new buses ére owned by the state,

the carriers are further exempted from state sales taxes and federal excise

taxes. The carriers are required to pay state licensing and certification

fees. Each carrier to be eligible must be engaged in regular route service

> within Michigan according to the following criteria:

No carrier will be eligible for more than 25 percent of the

total amount offered per year. Criteria for determining the
percentage individual carriers are eligible for will be the ratio
of regularly scheduled miles operated in Michigan to the total
system regularly scheduled miles of the carrier. A carrier
operating 75 percent or more of its total regularly scheduled
system miles in Michigan will be eligible for 25 percent of the
total fund available per year. A carrier operating between 50
and 75 percent of its total regularly scheduled system miles in
Michigan is eligible for 15 percent of the total fund per year.

A carrier who operates less than 25 percent of its regularly
scheduled system miles in Michigan, but at least 150 miles of
regularly scheduled service per day will be eligible for 10
percent of the total fund available per year. No carrier who
operates less than 150 miles per day of regularly scheduled service
in Michigan, seven days per week minimum, will be eligible for
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assistance. Any exceptions to this service requirement must be
approved in writing by the Bureau and will only be considered
in those cases where the type of transportation provi?ed is a
specialized weekday operation, i.e., worker carriers.
As of July 20, 1978, the state :has purchased and leased 50 buses, most of
which were new. The savings to each participating carrier are significant
when taxes and interest payments, which range from $10,000 to $20,000 per

year per bus, are deducted from yearly operating costs.

The principal purpose of the loan-lease purchase phase is to encourage
carriers to maintain regular route service. The more intra-state regular
route miles they undertake, the more new buses they may qualify to lease.
However, the minimum carrier requirement to provide no Tess than 150 miles
per day of regular route service has not significantly increased the
supply of such service, nor has it made program eligibility a burdensome

objective for most carriers.

The mileage criteria set by the MDSH&T for loan-lease qualification have
come under some criticism by several Michigan carriers. To qualify for

25% of the total loan-lease fund available in any single year a carrier

must operate 75% or more of its total regularly scheduled system miles in
Michigan. No criteria is explicitly stated regarding charter operations.
Consequently, carriers primarily engaged in profitable charter operations
qualify for state loan-lease assistance just as carriers which primarily
provide less profitable regularly scheduled service, so long as most of their
reqularly scheduled service is intrastate. This‘amounts to state subsid-

ization of profitable charter services, much of which is interstate.
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For example, the state has leased four buses to Valley Coach Line. Valley
maintains approximately 409 daily regular route miles predominantly on one
intercity route, Flint to Sarnia (Canada), which constitutes approximately
15% of Valley's total system miles. The remainder of Valley's operations
are charter service. Upon questioning;Mr. David Cupp, Valley Coach Line

" executive,stated that four new buses could not all be used to provide 409
daily regular route miles, and that the new buses are more comfortable and
hence better suited for the longer charter trips, in which this carrier
has come to specialize. It was further stated that Valley has maintained
regularly scheduled service on this one route at a financial loss, and
with state operating assistance, only to qualify for the benefits of the
loan-lease purchase fund. Much of the criticism from other carriers compet-
ing for the limited supply of State loan-lease funds might be abated if
the MDSH&T would require applicant carriers to maintain a specified

ratio of regularly scheduled intrastate miles to the total carrier miles,

rather than to just total regularly scheduled miles. In this manner,

1 qualifying carriers would be those whose operations are primarily regular

route rather than charter.

The concept of the loan-lease purchase program is meritorious, and there
are certainly some benefits to Michigan citizens. While the charter
service may be interstate, the origin is in Michigan, and it is these

citizens who benefit from the more comfortable (and hopefully safer)

vehicles. The capital equipment fund, from which the buses are purchased,

should remain constant through participating carrier repayment. The

42



six-year time frame for repayment gives carriers the opportunity to plan

advantageously their future capital investment needs. The new buses replace
older ones for which maintenance costs are high and resale values are still

reasonable.

Facilities-Terminals Development Phase

The most complex and innovative feature of the Michigan Intercity Bus As-
sistance Program is its facilities-terminals development phase (FTD). The
objectives of the FTD phase are (1) to relieve intercity bus carriers of

the financial burden associated with maintaining separate non-revenue gen-
erating and tax-liable terminal facilities; (2) to house, where possible,

all modes of public transportation serving a community in one building, and
thereby encourage the convenient use of public transportation; and (3) to re-
1ieye municipal goVernments of the capital costs involved.in the construction

or renqvation of terminal facilities.

: Typically, a municipa]ity}seeking state assistance under the FTD phase sub-
mits to the MDSH&T an application which specifies the location of the propos-
ed terminal, an outline of the architectural objectives of the proposed
terminal, and an estimate of the cost of the proposal. The state evaluates
the application on the basis of the amount of public transportation services
in the applicant community or area. Where only one mode of public transpor-
tation will utilize the facility, a minimum of three round-trip schedules

per day is necessary for the proposal to be eligible for state funding. (58)
Upon approval of the application, the state and municipality enter into a

contract that defines the obligations of the municipality to the project

and the state;
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As of 1978, two FTD projects are completed and operating, one in Kalamazoo,
the other in Dowagiac, both as intermodal- transportation centers. Though
these two contracts differ in funding levels and duration of city obliga-
tions, both are shaped around several common requirements. First, the
cities were required to purchase the property on which the terminals are
Tocated prior to the finalization of the contract. Since both cities re-
ceive regular AMTRAK service;they selected sites where existing rail depots
were located. Both cities purchased these depots and adjoining properties
from the Trustees of the Penn Central Company. Consequently, the project
costs in both cities were oriented to renovation of existing faci]ities
rather than eonstruction of new ones. Second, the cities were required -
to submit:for state approval, detailed plans and specifications for the
design of the facilities, which include accommodations for physically Timit-
ed persons, and procedures for the advertisement and receipt of bids for
construction work. Third, the cities are required to maintain and operate
the completed terminals in a manner gonducive to the continued use of the

terminals by the carriers whose operations are housed there.

The cities are to use their best efforts to develop the terminals into self-
sustainiﬁg entities that pay for terminal maintenance and operation through
user fees. The carriers pay a nominal user fee, derived from a 10% commis-
sion on their ticket sales. The cities have leased terminal spaces and
facilities to other concessions to defray terminal maintenance and operation

costs.

Terminal maintenance and operation obligations spelled out in Table 3 are
taken from the Kalamazoo and Dowagiac contract portfolios. User fees col-

lected in excess of costs are to be used as follows: 50% shall be rebated
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TABLE 3

Maintenance and Operation of the Terminal by the City

The City shall maintain the Terminal and adjacent parking area,as described in
Exhibits A and D,in a clean, sanitary,and safe condition. In the performance
of maintenance and operation of the Terminal, the City shall provide:

1. Heat
2. Light
3. MWater
4. Daily janitorial services to all restrooms and waiting areas

5. Regular waste removal

6. Regular police and fire protection

7. Landscape maintenance

8. Necessary repairs and periodic maintenance to driveways, walkways,
parking lots, approaches and heating, cooling, plumbing and
lighting fixtures.

9. Appropriate signage

10. Snow removal for all walkways, driveways, approaches, parking lots,
and platforms included as a part of the Terminal.

11. Necessary touch-up painting.

at no cost to the Commission until the termination of this Contract pursuant to
Section 13.

In addition, the City shall be responsible for any and all:
1. Permits

2. Property and personal 1iability insurance pursuant to Section 8
of this Contract.

3. Maintenance of all streets adjacent to the Terminal for which
~ the City receives Michigan Vehicle Highway Funds.

and shall bear the related costs pursuant to this Contract.
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to the carriers in proportion to their volume of ticket sales, and 50% shall

be held in a separate account to be used for additional facility improvements.

It is too early to reach any conclusion on the contribution of this phase of
the state subsidy program to the financial condition of the Michigan inter-

city bus industry. No such judgment could be made on the basis of the two

operating FTD projects in Kalamazoo and Dowagiac. The State plans to expand
this phase to 15 more cities by 1980 with an estimated authorization of

$12,268,682, as shown in Table 4.

Actual savings to the bus carriers resulting from their use of these centers
may be only incidental in the final analysis. Clearly, the FTD reached be-
yond the plight of the intercity bus industry to public transportation in

all of its surface modes. The most significant effects of this phase, should
it be widely expanded, will be the manner in which it rationalizes transpor-
tation planning for future needs. Site locations of state-funded ITC's must

consider a wide variety of transportation market demand variables, includ-

" ing extensive analysis of demographic characteristics of a region which con-

tribute to its market demand. FTD planning should be coordinated, where
possible, with state and local urban renewal planning. FTD should not only
anticipate geographic shifts in population, but should also serve, in part,
as an instrument for directing the shift in population in accordance with
urban and regional redevelopment programs. The legal and philosophical
questions of who should own transportation facilities--the state, the city,

or the carriers--should also be considered in future FTD contract negotiations.
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TABLE 4

1979-80
INTERCITY PASSENGER TERMINAL
FACILITIES PROGRAM SUMMARY

Estimated Costs

47

Total Federal Siate Local

- TOTAL 912,268,682 -0- $12,268,682
Tier Two Projects $ 6,026,682 -0- $ 6,026,682
Grand Rapids Intermedal Terminal 2,000,000 -0- 2,000,000
Lansing. Transportation Center 2,551,682 -0- 2,551,682
Ludington Intermodal Terminal 225,000 -0- 225,000
Marquette Transportation Center 750,000 -0- 750,000
Royal Qak Intermodal Terminal 500,000 -0- 500,000
. 1978-79 Projects S 2,767,000 -0- $§ 2,767,000
Midland Transportation Center 2580 006 -0- 250,000
Cadillac Transportation Center 125,000 -0- 125,000
Grand Haven Intermodal Terminal 392,000 -0- 392,000
Pontaic Intermodal Terminal 2,000,000 -0- 2,000,000
1977-78 Projects $ 3,475,000 -0- $ 3,475,000
Alma Transportation Center - 100,000 -0- 100,000
Battle Creek Intermodal Terminal - 2,000,000 -0- 2,000,000

Benton Harbor/St. Jaseph . ,
Transportation Center 250,000 -0- 250,000
Flint Intermodal Terminal . 350,000 -0- 350,000

L'Anse Transportation/Maintenance '
Center === 75,000 -0- 15,000
_ East Lansing Intermodal Terminal : .

700,000 -0- 700,000



In sum, the FTD may be a significant step toward establishing a physical
framework from which more extensive future intermodal transportation ser-

vices may evolve.

The Michigan Intercity Bus Assistance Program: An Industry Perspective

The carriers interviewed expressed a variety of opinions about the operat-
ing assistance phase of the Michigan Intercity Bus Assistance Program.

Some felt it was the first step toward nationalization. Others were puz-
zled by the state's emphaﬁis on adding new bus schedules to high-density
routes that carriers are currently serving, quite extensively, at a profit.
Others acknowledged that state operating assistance on routes serving small
Tow-demand rural areas would be necessary before they could extend existing
regular route service. None of the carriers interviewed knew exactly what
criteria the state uses to select specific routes for state contract ser-
vice. Most of the carriers viewed the operating assistance as purely pal-

1iative and not addressing the fundamental problems facing the bus industry.

The loan-lease puréhase phase elicited more congruous opinion and praise
from the carriers. Though several of the larger-volume carriers were
annoyed by the state's preference for smaller, charter-oriented carriers,
all favored the continuation and expansion of this assistance phase. The
larger carriers predictably favored a higher minimum regular route mileage
requirement that would encourage more extensive intrastate regular

route performance efforts by smaller carriers. Even after the carriers
have purchased all the new coaches they can possibly afford or need, it was

noted, they still must face the most pressing problems of survival.
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Most of the carriers interviewed feel that the facilities-terminals develop-
ment phase, to date, has been biased, in site location, toward the railroad.
Several carriers expressed doubt as to the efficiency of the intermodal con-
cept,stating that few passengers make use of more than one mode of transpor-
tation on any single intercity trip. Only a few carriers see any likely fu-
ture intermodal cooperation between bus and rail, and then only after rail-
road bed conditions and rail traffic tie-ups that impair AMTRAK scheduling
efficiency are alleviated. Greyhound has profited in its intermodal rela-
tionship with the airlines by providing feeder services from Detroit to its
Metropolitan Airport, but only because airline schedules, hence passengers,
are reliable, and because the airport is not Tocated in downtown Detroit,
thus necessitating a widely distributive regional feeder system. AMTRAK's
unreliable scheduling and downtown station Tocations make any profitable

feeder relationship with rail improbable.

With the same amount of state money invested in the Kalamazoo ITC, some car-

riers noted, the state could have rehabilitated a dozen or so bus terminals,

" the dilapidated conditions of which have discouraged their use by those per-

sons most 1ikely to use the buses, i.e., female college students and senior

citizens.

The two carriers that have benefited from the new Kalamazoo and Dowagiac
terminals predictably favor the continuation of this state assistance phase.
They do not pay rent, beyond commissions from ticket sales, or taxes, both
of which constitute savings to these carriers which were not possible when
they had to maintain their own separate terminals. One of the effects of
the intermodal center in Kalamazoo has been reported to be the intensifica-

tion of competitive departure times. Ticketed rail passengers leaving
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Kalamazoo for either Chicago or Detroit may be virtually assured that a bus
for either destination will actually depart shortly after the train was
scheduled to depart. Interchangeable ticketing between AMTRAK and Greyhound
has facilitated this competitive relationship. Greyhound officials believe
that the benefits to the bus industry of this competitive intermodal rela-
tionship provided by the FTD phase will become more widely recognized by

other bus carriers as the phase is expanded to other cities.
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4. LEVEL OF SERVICE ANALYSIS FOR

REGULARLY SCHEDULED INTERCITY BUS TRANSPORT

An essential element in the analysis of the potential role of intercity bus
transport is an understanding of how service changes relate to revenue and
ridership. This relationship can be studied from two different perspectives;
by analyzing a single route or city pair on which service changes occur, or
by analyzing ridership across cities with different levels of service. Both

approaches are included in this section of the report.

Single-Route Analysis

As shown in Figure 1 (Page 39) the ridership trend on the state-subsidized
corridor between Saginaw and Chicago was similar to that for the nation as

a whole and for the remainder of Michigan. Several factors make this a parti-
cularly interesting study corridor, and a more detailed analysis of the rider-
ship in this corridor was made. Bétween 1974 and 1976, both AMTRAK rail ser-
vice and the State of Michigan intercity bus subsidy program were implemented
in this corridor. The effect of each of these changes is evident in the rider-

ship statistics and should provide some information for future subsidy decisions.

Prior to September 1974 the Indian Trails bus service was the only public

ground transportation in most of the:corridor, with only the Battle Creek
to Chicago portion of the AMTRAK 1line from Detroit to Chicago competing in

that portion of the corridor. During the 1973 and 1974 calendar years, the
service offered in the corridor was held constant at 7 round trips per day
from Flint to Chicago, although there were some variations in the Kalamazoo
to Chicago portion of the corridor. In the summer of 1975, service was re-

duced by one round trip, and in the fall of that year one additional

51



round trip was removed. In November 1975 the state subsidy program was

initiated and two round trips per day were included in the state subsidized
system, with one additional non-subsidized round trip being removed. An ad-
ditional subsidized round trip per day was added in the summer of 1977, but
this route was discontinued in October 1977 at the request of Indian

(59) The number of trips in the corridor is shown in Figure 2.

Trails.
The subsidized runs provide express service, stopping only at the major
cities along the corridor, and at least one run in each direction is non-

stop between Lansing and Chicago.

The AMTRAK Blue Water service between Port Huron and Chicago was initiated
in September 1974. This service consists of one round trip per day, seven
days per week. Since the beginning, the Blue Water line has carried ap-
proximately 27 percent of the combined Indian Trails and AMTRAK ridership

in the corridor. The impact of the initiation of competing rail service

") 4n the corridor is illustrated in Figure 3.

The initiation of the rail service in late 1974 coincides with a marked 18
percent decline in bus ridership in the corridor between 1974 and 1975, as

(60) Gross revenues for Indian Trails dropped 14 per-

shown in Table 5.
cent for the same period (Table 6). Once equilibrium ﬁad been achieved,
Indian Trails ridership appears to have nearly stabilized, continuing to
lose riders slowly between 1975 and 1977, but showing a slight increase in

revenues.

The introduction of the subsidized bus service in 1975 does not appear to
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TABLE 5
Annual Riders in the Saginaw-Chicago Corridor

qg

' Amtrak
INDIAN TRAILS RIDERSHIP (1000's) Ridership (100's)
Year | Corridor | % Change Subsidized [ Z Change | Non-Subsidized [% Change | Corridor [% Change
1971 320
1972 303 -5.2
1973 300 -1.0 ,
1974 294 -2.0 23%
1975 249 -17.9 4* 245 87
1976 246 -1.3 41 205 -16.6 89 +2.2
1977 232 -=5.7 56 - +36.7 176 -14.2 90 +1.1
* Partial Year
" TABLE 6

Gross Revenue from the Saginaw-Chicago Corridors

INDIAN TRAILS ($1000's) AMTRAK ($1000's)
Year Corridor Subsidized Non-Subsidized Corridor
1972 1634
1973 1679
1974 1794 213*
1975 1549 39* 1510 854
1976 1630 374 1256 957
1977 1682 491 1191 1061
*Partial Year




have increased total bus ridership in the corridor. Instead, the riders have
made a significant shift from the non-subsidized local runs to the subsidiz-
ed express runs in the corridor. The subsidized runs realized a 37 per-

cent increase in ridership between 1976 and 1977, while the non-subsidized
runs declined by 17 percent and 14 percent from 1975 to 1976 and 1976 to

1977 ,respectively. Gross revenues on the'subsidized and non-éubsidized bus

runs have shown a similar trend (Tables 5 and 6).

As a final comparison, Table 7 shows the level of State support for Indian
Trails and AMTRAK in this corridor. The 1977 subsidy per passenger on the
train was $10.79, while the subsidy per passenger on the subsidized bus
lines was only $0.56. It must be noted, however, that the majority of the
user revenue on these subsidized lines may well be "lost revenue" for the

non-subsidized bus service in the corridor.

It does not appear thatiédainé either subsidized bus service or subsidized

* rail service in the corridor resulted in increased patronage for public

transportation.

Statewide Ridership Analysis

The second method of analyzing the relationship between ridership and the
Tevels of service is through a study of the variation in ridership generat-
ed at cities for Whiéﬁ'significahtlym&i%ferén%“service levels are offered.
This study was conducted to determine whether the tevel of service does
influence bus patronage, and to quantify this relationship for use in

making decisions on subsidy programs.
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TABLE 7

State Subsidies in the Saginaw-Chicago Corridor

YEAR | INDIAN TRAILS | PER PASSENGER | AMTRAK PER PASSENGER
1974 — —_— $ 277,000 $12.00
1975 $ 8,300 $2.19 $1,028,000 $11.82
1976 $74,500 $1.81 $1,083,000 $12.11
1977 $31,600 $0.56 $ 971,000 $10.79
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Data on the number of passengers originating at each of 105 cities in

(62) (63)

Michigan were obtained from Greyhound Lines, Indian Trails, Inc., R

(64)

and North Star Lines. These cities varied in population from less than
400 to 200,000; and service frequencies varied from one flag stop per day

to over 25 departures per day. Geographically, these cities are distributed
throughout the state, and range from cities on main 1ine bus routes (Detroit-
Chicago) to cities that are isolated from all public transportation other

than the bus service provided by these carriers.

In analyzing the variation in ridership across those ciﬁies, five levels

of service classes were defined. These class distinctions are not intended
to be definitional or to represent desired service characteristics. In-
stead, they were simply a method of stratifying the data into mutally ex-
é]usive groupings so that the effect of service frequency on ridership

and ridership/unit population could be determined.

The five service levels used in this analysis were:

LOS I - - more than 10 bus schedules per day

LOS IT - seven to ten bus schedules per day

LOS IIT - four to six bus schedules per day

LOS IV - two or three bus schedules per day* :

LOS V - one bus schedule per day or only flag stop service available

Interpretation of the data should be Timited to general trends, since
certain assumptions were made in preparing the data for analysis. For one,

the data from Greyhound Lines were provided in terms of the dollar value of

*One city was serviced by two bus schedules per day (at 2:40 a.m. and
6:07 a.m.) and this was classified as LOS V.
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sales rather than number of passengers. These data were converted to number
of riders by using an average fare of $7.00 per ticket. This number is
consistent with the subsidized Greyhound Routes in Michigan, and is be-
lieved to be reasonably accurate in the aggregate. However, the use of a
single factor undoubtedly overstates ridership in cities with predominant-
1y long trips, and understates ridership from cities where shorter trips

predominate.

Secondly, the number of bus passengers and the route frequency is based on
data from only the three companies submitting records. Some cities also
have service provided by other bus lines and generate bus passengers on
these lines. While it is easy to identify these cities, it would be dif-
ficult to estimate the ridership on those lines. These cities were omitted
from one set of analyses to determine their effect on the conclusion. This
lack of information did not have a major effect on the frequency of ser-
vice variable, since LOS I was defined as 11 or more bus schedules per

" day, and most of the major cities in the state where competitive service

exists were in this LOS class anyway.

Thirdly, the service frequency data was taken at a single point-in time

(October 1977) while the r1dersh1p values were for the entire year of

TR TR T T e e e o g

1977. 1t is possible that the service frequency was not constant for all

T T S TR ey e un S e g 2 e e e

cities for the entire year, but this would not be reflected in the data.

Linear regression analyses were run to determine the relationships between
ridership and population, ridership rate and service frequency,and rider-

ship rate and LOS. The results of these tests for the entire state .and
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for geographic regions of the state are shown in Table 8.

The results of these analyses indicated that the service frequency or level
of service stratification did 1ittle to explain the variance in the rider-
ship rate from Michigan communities. However, the population alone ex-
plained the difference in the number of rides generated at each city. The
results of the regression analyses for the total sample afe displayed graph-

ically in Figures 4, 5 and 6.

Each of the 5 cities with ridership rates of over 200 has a unique explana-
tion for the high rates. The city marked (1) is Calumet, a small (population
1100) city‘for which a commuter bus Tine operates from the city to the
mining area where the residents are employed. Because the trip is about 30
miles, it is recorded as an intercity trip. The cities marked (2) and (4)

are Mackinaw City and St. Ignace,respectively. These two cities, on either

side of the Mackinaw Bridge, both serve as departure cities for the ferries

" to carry people to Mackinac Island (a resort island that prohibites all ve-

hicular traffic).

‘The city marked (3)'is'b1aré, which is located at the interseétion of the two
North-South Freeways serving Central Michigan. The city marked (5) is East
Lansing. This city's population of around 30,000 was used as the basis for
ca1cu1at1n§ ridership rates, but it is the home of Michigan State University,
which enrolls an additional 45,000 students during the academic year.

year.
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FIGURE 6
Ridership Rate vs. Level of Service
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The variation in the ridership rate could probably be better explained if
more homogeneous groupings of the cities could be tested independently.
The original intent of this study was to use cluster analyses techniques

to define these groupings, but resources did not permit this option.

Two stratifications were made, however, and the results are shown in Table
9. In the first stratification all cities with service from other bus lines
were omitted from the data set, and in the second stratification all cities
which have rail passenger service available were omitted. The correlation

was improved somewhat by these stratifications, but are still not very high.

TABLE 9 - Stratified Regression Analyses

Stratification Regression Equations n RS
Cities without Ry d 8] 85
other bus service P .
reveemL | E | s
'n - g
Cities without R= -5+65P 83 -89
rail service r= 9+ 1F 83 .23
'r=162 - 31 L 83 .22
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Because the correlation coefficients are low for the regression equations
using rates, and because of the data limitations described earlier, any
conclusions drawn from the results of this study should be considered pre-
Timinary until verified by a more detailed study. However, these analyses
do provide information upon which general conclusions regarding the poten-

tial ridership for small communities can be made.

The high correlations between riders and population indicate that the need
(or at least propensity) for intercity bus travel is as high in small com-
munities as it is in larger cities. There are approximately 66 riders per

100 population per year, independent of the size of the city.

The ridership rate appears to reflect the service provided, at least to some
extent. The ridership rate generally increases with service frequency (at

a slope of 10 riders/100 population/year for each unit increase in service

frequency); and it generally decreases with the LOS definitions used in

this study.
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5. CONCLUSIONS AND RECOMMENDATIONS

Many social and technical factors are forging a new transportation order in
the United States. The process is not a new one. Since the end of World
War II the country has experienced the demise of the metropolitan transit
systems, the near end of passenger travel by rail, and an acceleration of
the number of passengers traveling by personal automobile and commercial

airline.

The economic problems exhibited by the motor bus industry are part of this
new order in transportation. As the number of personal automobiles increases
and the popularity of air travel expands, other modes experience passen-

ger losses. The trends in transportation are not unrelated to growing af-
fluence giving more people the opportunity to use faster and/or more conven-

ient modes. Change of this type is common in modern society.

Change produces modifications in our behavior patterns, and economic ad-
justments follow. The American industrial system has assumed this reality
in the past, but on occasion a stressed industry could convince policy-
makers that a subsidy was necessary and that tax money should replace
private initiative in the name of public necessity and job security. It
appears that such an appeal by leaders of the intercity bus industry has

already had some success.

Imputed National Goals. Recommendations on public policy must be related

to existing practice and current trends. To ensure such continuity, we
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have identified certain policy goals, some existing and others being dis-
cussed, that would place our recommendations in the context of the nation's
transportation system. The "imputed" national goals are as follows:

1. Promote more effective coordination between transportation modes and
between agencies that regulate the various transportation modes. -

2. Promote an independent transportation system based on business enterprise.
3. Improve the safety record of all transportation modes.

4. Foster a transportation system that permits all citizens to move freely
at reasonable cost and at reasonable convenience.

5. Encourage federal agencies to be more sensitive and responsive to the
needs and priorities of local communities.

6. Promote a "conservation ethic" with an emphasis on ‘tonservation of

1iquid fuels by fostering transportation modes exhibiting the highest
fuel efficiency.

There is no suggestion here that the above goals are a comprehensive 1isting;
nor that all of them are explicit in existing national policies. However,
these goals appear in law, in legislative documents,and in other literature
in the field of transportation. Many were discussed with local and national

experts during this study.

These goals are used in this paper to capsulize a great deal of data and to
suggest a direction for further policy development. The goals are related
to critical factors extant in the bus industry, a strategy related to energy,

local planning, level of service, and maintaining industry viability.

This study found much data supporting the assertion that many bus routes
are not profitable. Bus company operating ratios are approaching 100, a

point where expenses equal revenue, and on some routes operating ratios

68



already exceed 100. Inflation is often cited as a major cause for higher
costs. Such costs as wages, equipment (buses), fuel, and insurance rates
are cited as particularly important factors in the rise of expenses. In-
come is decreasing because of "rigid price regulation" and fewer passen-

gers riding the buses.

The clientele served by this industry must be given serious consideration
in the formulation of new policies. Generally, the industry serves pas-
sengers in lower income brackets: minorities, senior citizens, and college
students. But other statistics on the industry suggest its importance to
fhe national transportation system and its significant contribution to the
national economy. It served 15,000 communities and carried 340 million
passengers in 1976. Also in 1976 the industry contributed $1.2 billion to
the gross national product, employed 46,000 people, and spent about $100

million on new bus equipment.(65)

Since its origin, the automobile has been a competitor of the intercity bus
industry. Today, more than 83 percent of our households have one vehicle,

and more than 32 percent have two. (66) Such developments constantly drain

passengers from the bus lines, especially in the corridors between major

metropolitan areas.

Thus, with the automobile everywhere, AMTRAK subsidies in important market
corridors, and airlines available for longer trips, it is clear that the
bus industry does not have a monopoly over intercity transportation. This

lack of a market monopoly led one recent study of the industry to suggest
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it be deregu]ated.(67) Deregulation, however, may not be a prime objective
of the industry. Recent recommendations to the Congress for assistance in-
cluded at least six different items; only one referred to "rate flexibility"
or less regulation. In addition, the larger and well-established inter-
city bus firms suggest that deregulation would invite chaos into the indus-
try and cause duplicity in the better markets and therefore make operations

Tess efficientr(Gs)

Selecting Policy Options. The above discussion contains a summary of inter-

city bus transportation, with some considerations relating the current
"normal" developments in that industry to transportation patterns evolving
in the nation. New policies, technology,and social change are already af-
fecting transportation patterns. The question facing the nation is this:
How can such change be introduced into the society with a minimum of dis-

location to people and to industry?

In addition to the "normal" evolution of the transportation industry and
its acqompanying problems of adjustment, the nation and the world are
anticipating petroleum shortages between now and the end of the century.
This single factor may have more influence on what happens in transporta-
tion in general, and in the bus industry in particular, than any other
factor discussed here. The demise of petroleum as our 1liquid fuel will be
directly felt in terms of price rises and distribution priorities. The
timing and the impact of these events are.as yet unknown in precise enough
terms to develop policy. Also, just what substitute for petroleum will be

found is still unknown. If the substitute is 1iquid and can be handled in
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a manner similar to gasoline, the adjustment will be relatively smooth.

If, on the other hand, the substitute cannot be handled in a manner similar
to gasoline and requires modification of the distribution system as well

as redesigned power systems, then major dislocation is expected over a

longer period of time.

We recommend that policymakers consider "normal" transportation problems in
the short range, and delay.consideration of this "abnormal” problem until
its implications are better understood. The short range in this instance
will probably extend to the mid-1980s. - Technical reports on petroleum s
supplies vary, but most predict the full weight of the problem to strike

near the turn of the century.(sg)

However, the nation must prepare itself to make policy shifts in resp<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>