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Dear Sir

I wish to make a submission to your inquiry into ACTION bus fares.  I am writing as a member of the public, as a regular user of ACTION and as a tax payer.  I am also writing in the context of my background as an economist, which has included working for consultancies (Economics-Plus, Travers Morgan and Booz Allen & Hamilton, in London) and transport firms (British Railways Board, Union Railways and London & Continental Railways).  I have also written a thesis, “Adelaide bus operations in transition, 1967-81”.

I wish to make the following points:

(1) Fare increases

I do not wish to comment on the appropriateness of the current fares or your proposed fare regulation; I leave that issue for the various lobby groups.  However, I wish to ensure that that debate is correctly informed.  Thus, I wish to bring to your attention several apparent errors or inconsistencies with the Issues Paper:

· (a) Inconsistencies. In the first paragraph of the “Introduction” section, the paper refers to the Commission providing “for a small real increase in fare in the first [2001-02] year and for a CPI adjustment in the second [2002-03] year” (emphasis added).  In the “Patronage trends and fares” section, the paper refers to the fact that “adult and concession passenger boardings fell in 2001-02 during a period when fare increases were constrained to no more than CPI adjustments”.  The first sentence here refers to a “real” fare increase, that is, that fare increases exceeded CPI in 2001-02 whereas the second sentence suggests that real fares did not rise in 2001-02.  The observation that passenger boardings fell in 2001-02 is, of course, consistent with a rise in real fares, which is what I personally observed.

· (b) The level of real fare increases.  The “Introduction” area of the Issues Paper refers to a “small real increase” in fares during 2001-02.  I question whether the fare increase can be considered “small”.  Having moved to Canberra in January 2001, I purchased monthly “Central Zone” tickets; at the time these tickets was priced at $65.  However, from 1 July 2001, the same ticket was priced at $76.  This is a fare increase of around 17 percent.  At a time when CPI was around 3 percent per annum, this amounts to a real fare increase of about 14 percent.  That is not a “small” fare increase.  The same observation can be made about the Central Zone “Faresaver 10” ticket: before July 2001, these tickets cost (as I recall) about $17.60.  After 1 July 2001, the tickets cost about $19.00.  That is an increase of 8 percent, or a real fare increase of 5 percent.  I do not interpret that as a “small” real fare increase.  Curiously, I seem to recall that in 2001 there was no increase in the more-expensive single cash ticket (at around $2.30, corresponding to a modest 3 percent decline in its real price).  (By observation in peak and off-peak/week-end periods, I am assuming that this full-fare cash ticket is not used much, compared to pre-paid tickets.  The consequent conclusion remains, then, that real “overall” fares increased significantly on 1 July 2001.)

· (c) Fare increases in 2000.  In interpreting the patronage trends, I should also remind you that in the preceding year, 2000, nominal fares will have risen by 10 percent due to the introduction of the Goods & Services Tax.  (I do not know if ACTION fares were additionally raised in that year in response to CPI increases.)

· (d) Petrol prices  In directing your study into ACTION fare elasticities, may I remind you that you should also consider important cross-elasticity effects.  In particular, bear in mind the cumulative effect of the Goods & Services Tax increase and subsequent real fare changes on the cost relativities between bus and private transport.  In that context, recall that motoring costs peaked in 2000 with petrol prices peaking during that year.  Subsequent reductions in real motoring costs coinciding with real fare increases, will work to make bus transport relatively less attractive compared to private motoring.

· (e) Single zone fare structure  You observe that the introduction of single zone fares appears to have been accompanied by an increase in non-student patronage—even though this is effectively an increase in fares for users who only ever use one zone.  By comparison with the previous three years, however, this fare increase for single-zone users was modest.  (In 2000 the Monthly Central Zone fare will have risen by at least 10 percent and by around 17 percent in 2001, compared with about 6 percent in 2002.)  Also, bear in mind that the removal of the zonal fares will encourage existing users in zone boundary areas to continue by bus rather than walk (as they would have done under the multi-zone system, to save the second-zone fare).  That is, the observed patronage increase will include some existing bus users who increase their bus use simply by now taking the journey beyond the zone boundary as a bus trip because that link of their trip is now effectively priced as a “free” journey.
(2) Operating costs

I note the Commission’s concerns with ACTION’s operating costs.  I note that the Commission is undertaking “benchmarking studies”.  I wish to express my concern regarding the Commission’s use of these studies.  Often there is so much difference between the subject operation and the benchmarked (“efficient”) operation—“chalk” and “cheese”—that the results are meaningless.

I argue that nothing is better than for ACTION and the Commission to understand the business: benchmarking seems to guarantee that this does not occur.  I would recommend, instead, that the Commission consider the following factors in establishing whether ACTION is operating at optimal efficiency:

· part-time staffing.  Often, public transport is peaked on week-day morning and evenings.  In the absence of part-time staffing, there can be an excess of staff in off-peak.  Does ACTION have this problem?  What is the company’s strategy on full-time, part-time and split-shift staffing?  What is the most productive/cost-effective balance in the staffig?

· labour input  Labour input should be measured in time rather than costs (wages).  Does “government ownership” (a factor identified in the Issues Paper) impact on ACTION’s productivity or on its unit costs (wages)?  It is inevitable that a benchmarking study will reveal relatively high unit labour costs if the staff are relatively well paid.  However, you should note that while reducing wages will reduce ACTION’s costs it is not an action that is improving ACTION’s “efficiency” of operation, per se.  However, the Commission should be concerned with ACTION’s productivity, which does affect the organisation’s productivity.  For instance, if labour input is efficiently used, there will be minimal down-time.  The latter can be minimised through part-time staffing and through “multi-tasking”.

· assets.  Bear in mind what assets that ACTION has.  Much of the fleet consists of buses that are well beyond their “pensionable” age (the Ansair buses) while my experiences with “new” buses suggests that they are not reliable.  Thus, if ACTION has sub-optimal capital, it is clear that maintenance costs will be relatively high and reliability will be relatively low.  Extra buses may be required to be kept so as to cover this unreliability.  There is clearly a trade-off between continuing to run the Ansair buses—with consequently relatively high maintenance costs—and having to fund new buses (which, one would hope would translate into lower maintenance costs and a smaller fleet size).

(3) Regulation of ACTION

As a general comment, I am concerned that the Commission does not have adequate fare and ridership data from ACTION for it to undertake effective regulation.  Further, I am concerned that there is a need for ad hoc elasticity and benchmark studies: the Commission and ACTION need to understand these matters on an ongoing basis; the apparent inaccuracies in the information provided in the Issues Paper point to a clear deficiency in either or both organisations.  I do not believe that ad hoc studies, undertaken by persons outside the organisations, provides either the right, timely or insightful information needed to manage ACTION or, indeed, to regulate it.

Yours faithfully

Peter Kain

