EXECUTIVE INSIGHTS

Post-COVID-19 Transit Ridership Recovery: Is There a
Role for Fare Discounting?

Introduction

As the demand for public transit continues to recover following the end of the pandemic,
attention has been directed at the range of policy levers available to support ridership
growth. In earlier Executives Insights, L.E.K. Consulting addressed the role of free and flat
fares and fare capping and subscription-based pricing as potential strategies to grow

transit ridership. This Executive Insights explores the role of fare discounting.
Evidence of fare discounting

Some jurisdictions have introduced permanent fare discounts as a means of driving the
recovery in transit ridership post-COVID-19. This has typically been directed at time-of-day
pricing from the removal of peak period surcharges to the introduction of deeper off-peak

discounts.
But is it the right strategy?

The starting point here must address current levels of farebox cost recovery across our
transit services. Although the data below is somewhat dated, it shows that best-in-class
farebox cost recovery in western countries with a strong car culture is the mid-50s,
although some cities in Australia and the United States show recovery only around $0.20

to $0.25 of every $1 of operating expenditure (see Figure 1).

1 LEK



EXECUTIVE INSIGHTS Post-COVID-19 Transit Ridership Recovery: |Is There a Role for Fare Discounting?

Figure 1
Farebox recovery rate, by jurisdiction (2017)
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Source: Greater Auckland

While the appropriate contribution that customers should make to the recovery of transit
operating costs is a complex issue (including the need to provide a safety net for the
transport-disadvantaged), it needs to be acknowledged that any fare policy reform that
is not revenue positive will increase the required government subsidy. With government
budgets under enormous pressure, this must be a key consideration. Moreover, as we
continue to invest in new services, the magnitude of the required government subsidy

increases, which is exacerbated by any change that dilutes farebox revenue.

While any fare reductions will support an increase in public transport growth, a long-
understood challenge is that the farebox revenue derived from new customers is
insufficient to offset the loss of farebox revenue from existing customers. In the language
of economists, the demand for public transport is ‘inelastic’ (studies from the Journal of
Public Transportation and Productivity Commission confirm an own-price fare elasticity
of c.-0.3 on average,? which typically varies between -0.2 to -0.3 and -0.4 to -0.5 for peak
and off-peak services respectively?®). This is not only true in the morning and evening peaks,
which have historically been dominated by commuters, but also in other time periods,

albeit to a lesser extent.

We should also rightly look at the economic benefits of general fare reductions. In addition
to being a poor means of ‘buying’ patronage, broad fare reductions do not have a strong

economic case. The level of mode shift from the private motor vehicle and the associated
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reduction in congestion and associated environmental externalities by way of reduced
greenhouse gas emissions does not have a compelling economic case. Direct road pricing
is clearly the preferred means of providing the correct pricing signals associated with

road use.
What are the alternatives?

If we accept that broad-based fare discounting does not have strong support on financial

or economic grounds to support post-COVID-19 growth, where do we go?
There are a number of key suggestions:

Firstly, before committing to a permanent change, attempt a 'trial and learn’ period. If the
initiative has the potential to be revenue-positive, it should be possible to infer this from
a trial, recognising that all public transport demand data has noise in it, which invariably

makes before and after analysis somewhat harder.

Secondly, carefully consider what are our target markets. For example, it could be the
case that additional support through targeted concessions may be a superior approach to

broad-based fare changes.

Thirdly, with the benefit of contemporary (account-based) transit fare collection systems,
it is time for transit agencies to embrace a yield management approach to fare setting
and grow both patronage and revenue simultaneously — as opposed to trying to defy

gravity by broad-based general fare cuts.

Lastly, consider how the forgone farebox revenue could be invested to improve transit
service levels and/or quality factors such as frequency and coverage. A marginal dollar
directed to improvements in service levels or service quality will almost certainly have a
better financial and economic return than the equivalent dollar invested in reduced fares.
Multiple studies show that service quality is a key driver of patronage, with research
undertaken by the Victoria Transport Policy Institute suggesting an elasticity to service

frequency and service expansion of 0.5 and 0.6 to 1.0 respectively.*

For more information, please contact strategy@lek.com.
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