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ABSTRACT

STATE CORRECTIONAL SPENDING AND THE PRIVATE PRISON INDUSTRY

The efficacy of using private contractors to house prisoners has been debated since the
first private prison was built in the 1980°s. Most of the previous research on private prison costs
has focused on case study analysis and has failed to reach a conclusive decision on whether any
savings accrue from contracting with private companies. This paper contributes to economic
research by examining data over seventeen years across 50 states on their correctional
expenditures and the percent of prisoners they have in private prisons to determine whether
private prisons are actually cost saving for states to use. To do this, I make use of a fixed effects
econometric model to examine if there are any savings associated with contracting out prison
services. This paper also examines the effects of other factors have on correctional expenditures
and with prison privatization. The results suggest that privatization has little effect on
correctional expenditures and other factors impact correctional expenditures in a statistically

significant degree such as poverty and the government ideology of a state.



TABLE OF CONTENTS

ABSTRACT .. .t e e e i
Chapter 1 - INtrodUCHION. ...ttt e et e e et e e e e e e e e e e e enans 1
Chapter 2 — Background and Motivation...........c..oiuiiiiiiie i ee e e eieeeae e, 5
History of Private Prisons in AMeriCa. .........ouiiuiiuiiiiiiii i, 5
Controversy Surrounding Private Prisons............ooooviiiiiiiiiiiiiiiiiiiiii e 7
Spatial Distribution of Private PriSons............c.oouiiiiiiiiiiiiiiiii i, 8
Chapter 3 — Literature REVIEW........ootiiiiitiii i e e 15
QUALILY COMPATISOML. ... ettt ettt et ettt et e et e et e e e 15
(0T T A 107011 o ;18 103 1 D 16
Public-Private Partnerships..........oooiiiiiii e 24
Chapter 4 — Measuring If Private Prisons are Actually Cost Saving..............cooviviiiiinnan... 27
Chapter 5 — Data. ... 31
Chapter 6 — Empirical Results...........oooiiiiiii e, 35
Are Correctional Expenditures Lower when Private Prisons are Used?...........ccc.ccccec..... 40
Fixed Effects of States with and without Private Prisons....................ooooiin. 43
Chapter 7 — CONCIUSION. ...\ttt e e e et e e e e e e e e e aaeeaes 46
RETOIONCES. ...t 48



I. Introduction

Prisons are a constant in modern society. They promise to safeguard law and order by
isolating offenders for extended periods of time, but this promise relies on effective and efficient
management. The history of prisons in the United States contains numerous instances of success,
where habitual offenders are kept off the streets, but also instances of failure, like escape and
recidivism. Prisons have also failed periodically to protect the rights of inmates by preventing or

punishing cases of inmate abuse (Perkinson 2010).

As prisons have evolved in the U.S. their goals have changed. From their inception they
were places to hold deviant individuals for punishment but that changed to creating institutions
where the incarcerated would become rehabilitated (Perkinson 2010). The construction of prison
infrastructure and employing adequate staff to overlook the rehabilitation of individuals is
expensive, costing taxpayers roughly $39 billion in 2011 (Delany and Henrichson 2012). In the

last half century, prison populations have exploded in the United States (Perkinson 2010).

Rising costs and rising prison population together have meant that the country has
struggled to finance and build prisons to house the rising number of incarcerated individuals.
Consequently, states have looked to contract with private companies to hold the expanding
prison population. At first, contracting out prison operations was used out of necessity as the
prisons in many states were at or over capacity (McDonald et al. 1998). The companies that
acquired contracts also promised to bring the same services that public prisons brought but at

cheaper costs and with superior quality (Perrone and Prat 2003).

Previous research on private prisons has looked at case study evidence to evaluate if they

save states money (Archambeault and Deis 1997; OPPAGA 2000; McDonald and Carlson 2005;



Nelson 2005). Some states require that their contractors provide cost savings at a target
percentage, however these targets are not always met. In Nelson (1998) for example, two private
prisons in Florida were compared to a public prison. The study of the three prisons observed that
the per diem cost of housing individuals in private prisons was marginally cheaper than their
public counterpart. The private prison managers were required to demonstrate that their prison
would be 7% cheaper to run compared to public prisons before being awarded the contract.
There was no evidence of the private prisons meeting the required cost saving which was

outlined in the contract awarded to the two companies in Florida.

Other studies have also used case studies to determine if private prisons offer any savings
to a state. Kish and Lipton (2013) examine several studies that all used case study analysis to
attempt to reach a conclusion on the costs of privatizing prisons. One study in their paper
provides evidence over a five-year period of three similar prisons to conclude on the savings
experienced by states. The results of the study suggested that the privately-operated prison was
able to achieve lower per diem costs for their prisoners compared to the public equivalent
(McDonald and Carlson 2005). In Mumford et al. (2016), private prisons in Tennessee and
Louisiana were observed to be cheaper to run initially but as time progressed, they became equal
or more expensive to run than public equivalents due in part to the monopolistic nature of the

prison market.

The analysis in this paper contributes to the subject of private prisons by looking at panel
data from a wider range of states and time. This paper looks at panel data across seventeen years
to see if using private prisons are actually cost saving for state correctional departments. The
case study approach to prison evaluation is inadequate for analyzing the impacts of private

prisons broadly because it does not account for the overall effect that privatization has on states.



States may decide to cut back on expenditure spending because of contracting or private prisons
may require that state officials are always present in private prisons to ensure contractual
obligations are upheld (McDonald et al. 1998). Also, the operation of prisons can fluctuate over

time as the population within prisons change.

By looking at data from seventeen years, I provide a more complete analysis of the true
costs of using private prisons in this thesis. In theory, as states delegate the operation of prisons
to private companies, they will no longer have to spend to maintain the public prisons they
replace. This result depends on the assumptions of efficiency gains associated with changes in
private prison populations. In turn, the correctional department should have lower costs reflected
in their expenditure records. The amount of private companies in the prison business also adds
variation to the privatization question because companies will offer their services at different

prices to states. Effectively then, this becomes a question involving both supply and demand.

Case studies have an accounting of one or two prisons run by two different private
companies at a time (McDonald and Carlson 2005; Nelson 2005). With data across fifty states,
providing statistical variation both over space and time, the amount and rates required to do
business with private companies will aid in concluding accurately any cost savings to the state
from privatization. In this paper, I start with the empirically testable hypothesis that the change
in the proportion of prisoners held in private facilities should reflect a corresponding change in
state correctional expenditures. If private contractors save the state money, then there will be a

decrease in state correctional expenditures as more prisons are operated by private companies.

In section II, I give a brief history of the private prison industry; how it came to be and

what has happened since the first contract was awarded in the 1980°s. In this section, I also



introduce some of the controversies surrounding private prisons and document changes to the
spatial distribution of private prisons and their costs over time in the U.S. In section III, I review
previous literature surrounding private prisons. Literature concerning privatization has attempted
to ascertain the costs of using private prisons and if they are equivalent to public prisons in
quality or at rehabilitating individuals. In section IV, I present the empirical methodology used in
this analysis to study the cost effects of increasing the percent of prisoners held in private
facilities. In section V, I present the sources of the data used in this study. In section VI, I offer
the results that were obtained from the econometric models that were used to study correctional
expenditures for both per capita and per prisoner for states. In section VII, I conclude with some

comments on the study and the results that were presented.



I1. Background and Motivation

The prison population in America experienced rapid growth in the 1980’s due in part to
changes made by the Reagan administration and their hard stance on crime (Perkinson 2010).
During the mid-eighties, Congress changed indeterminate sentencing, which allowed prisoners
the chance of early release contingent on their prison record and introduced fixed penalties. The
federal government during that decade also encouraged parole curtailments and privatization
amongst states (Perkinson 2010). The U.S. prison population began to grow rapidly because of
these changes, and other economic, political, judicial, and population changes. In 1980 there
were roughly 350,000 individuals incarcerated but by 1990 that number had increased to almost
800,000 and in 2015 the U.S. prison population was counted at 1,526,800 individuals (Carson

2016).

History of Private Prisons in America

As a direct result of the increase in prisoners every state in the nation, except for Kansas,
was facing over-crowded prisons (Perkinson 2010). To alleviate issues caused by the over-
crowding that was happening, state governments turned to private corporations to house inmates.
The main reason that states sought private corporations to house inmates was to ensure that their
prisons were not at or over capacity (McDonald et al. 1998). Private prisons were also a way to
quickly build the infrastructure needed to house the ever-growing prisoner population. It was
estimated that state governments would take five years or more to construct a prison while
private contractors said they could build a prison in one tenth that time (Logan and Rausch

1985).



The first private company, Corrections Corporation of America, to be awarded a contract
for prison operation opened its prison in 1984 in Tennessee (Mattera et al. 2001). Since the first
contract given to a private company to hold prisoners, the population of prisoners held in private
facilities has increased significantly. In 1990 there were 7,771 individuals held in private
facilities (ACLU 2011). By 2015 the number of prisoners had increased dramatically and there

were 118,569 people incarcerated in private facilities.

Private prisons were an ideal solution for states to combat their rapidly growing prison
population because their construction and use did not have to be approved by the taxpaying
public. Politicians could satisfy public fears of crime sweeping the nation without having to rely
on increased taxation to construct prisons to house the newly convicted individuals. In the
1980’s, voters in New York voted against using bonds to construct new prisons (Logan and
Rausch 1985). Many states made use of bonds that did not need voter approval, called lease-

revenue bonds, to help finance private prisons (Mattera et al. 2001).

By 19809, after the first contract with CCA, the number of private prisons in America
increased to 44, managed by several private companies. By 1997, CCA and Wackenhut (later
called GEO group) owned 61 of the 91 reported private facilities in the U.S. There was a total of
fifteen different management firms that operated these facilities (McDonald et al. 1998). In the
years following 1998, there has been major consolidation in the private prison industry and the
larger corporations have either underbid or acquired their competitors. Over a decade later, CCA
and GEO still hold more than half of the contracts in the United States to operate private prisons
(Mason 2012). In 2017 there were only six companies that operated private facilities (Prison
Legal News 2017). This decreases competition between private companies eligible to operate

prisons and limits the options that states have for picking a private contractor and may have led



to increased private profits and decreased state savings over time as the three largest private

companies account for 96% of the total number of private prison beds (Mumford et al. 2016).

Controversy Surrounding Private Prisons

There is no shortage of controversy surrounding the private prison industry. Although
they offered a quick solution to state governments who were burdened with bulging prisons,
private prisons have been the subject to numerous complaints by the public and prisoners held
within their walls. In one example, private prisons have been criticized by people who live in
Hawaii, Nevada, and California because these states have contracted with CoreCivic in Arizona
to hold their prisoners (Larson 2018). The use of private prisons in faraway states separates
prisoners from their families and friends and makes it costly for them to be visited. This is one

example of how private facilities have failed to live up to expectations.

There have been many instances of abuse and inefficient management within private
prisons. An individual incarcerated in a Mississippi private prison was assaulted by another
prisoner and instead of helping the victim the guards ran away (Williams 2018). In 2013,
Kentucky state officials decided to abandon the use of private prisons following several sexual

abuse allegations and a major riot that occurred at one of the facilities (Watkins 2017).

Following such instances of abuse, state officials have expressed their distrust of using
private prisons (Sheets 2017). There have been three states to make it illegal to use private
prisons, these are lowa, Illinois, and New York (Lipton 2017). In 2008, a prison in Idaho, that is
operated by the CCA, was found to have four times the amount of prisoner-on-prisoner assaults
than the combined count that had occurred at seven other Idaho prisons. In response to these

findings, Idaho required CCA to make major improvements to the prison conditions (ACLU



2011). Utah and Michigan have stopped using private prisons because of issues dealing with
security (Williams 2018). The data from the Bureau of Justice Statistics shows that Michigan
stopped using private prisons in 2004 and Utah stopped their use in 2000. Figures 1 and 2

visually illustrate the usage of private prisons by state in 1999 and 2015.

Spatial Distribution of Private Prisons

In order to examine the changing spatial distribution of private prisons relative to public
ones over time in the U.S., I present a number of illustrative figures. For figures 1 and 2, the
darker the shade of blue a state is, the higher percent of all prisoners there are in private prisons.
Looking at Kentucky for example, in 1999 you can see that there is a slight shade of blue which
represents the 11% of prisoners that were held in private prisons. Following the scandals in 2013,
the state removed all prisoners from private prisons. Looking at figure 2, Kentucky now has no
coloring because of its discontinued use of private prisons. In both figures 1 and 2, New Mexico
has the highest percent of prisoners in private prisons. Over the period of time reviewed in this

study, from 1999 to 2015, some states have discontinued their use of private prisons while others
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have increased their reliance on them. The zeros that appear in the figures are true zeros and not
the result of rounding. The change that Utah and Michagan went through is apparent when

looking at the two figures.



Proponents of privatization suggest that market forces in private markets create
incentives for cost-efficiency (Sigler 2010). A cursory look at Figures 3 and 4 show that the per
capita correctional expenditures of states in 1999 and 2015 do not decrease with the number of
prisoners they have in private prisons. Figure 3 is corrected for inflation and are shown in 2015
dollars. Although, the decision to use private prisons is based on many things, other than
correctional expenditures, such as the need to increase the capacity of prisons within a state, it

has been stated as a significant motivation for their use (Kim and Price 2014).

As a state spends more money per capita on correctional expenditures, their color will be
a darker shade of blue on the figures below. If private prisons were actually cost saving, then the
figures would have a visual representation between states that spend little per capita on
correctional expenditures and their high percentage of prisoners in private prisons. Comparing all
the figures shown, there is not an apparent connection between states that spend little on their
correctional services and their use of private prisons. For example, Montana increased their per
capita correctional expenditures in 1999 compared to 2015, which was $194.80 (in 2015 dollars)
and $260.72 respectively. Comparing these expenditures with their use of private prisons in
Figures 1 and 2 they almost doubled the number of prisoners they held in private prisons from
1999 to 2015. In 1999, Montana had 24% of their prisoners in private prisons while in 2015,

40% of their prisoners were held in private prisons.
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In figures 5 and 6, I include the percentage changes for state correctional expenditures
and the percent of prisoners they have incarcerated in private prisons from 1999 to 2015. These
figures express that if you compare the percentage changes in correctional expenditures and
private prisons a clear pattern does not appear. For example, New Mexico increased their usage
of private prisons and have increased their correctional expenditures since 1999. In another
example, Colorado increased their use of private prisons but have decreased their correctional
expenditures since 1999. From this simple assessment there is no apparent correlation with

increasing private prison use and decreasing correctional expenditures.

Percent Change in Private Prison Usage
1999 to 2015

Percent Change
24
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Figure 5
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brought on by over-crowding but as can be seen from history they come with significant costs

and quality issues.

In the next section I present previous literature that has been written on private prisons
and their usage. Previous literature has focused on delineating if private prisons offer similar
quality prisons and getting better understanding of the costs associated with privatizing prisons.
There is still much to learn from papers that delve into the subject of prison privatization as it is a

relatively new topic.
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III. Literature Review

The previous literature on private prisons have focused on two main issues regarding
their use. The first issue that proponents and critics have considered has been the determination
of the quality of private prisons compared to public ones (Perrone and Pratt 2003). The second
issue concerns the potential cost savings to state governments associated with using private
contractors to hold prisoners (Nelson 1998). Many proponents of privatization within the
correctional system have argued that using private contractors will lead to higher quality prisons
at lower costs (Hart et al. 1997). In the following, I offer a short summation of the literature that
has focused on the quality of private prisons, then I will present previous literature that
catalogues the cost of relying on contractors. I also review literature that discusses public-private

partnerships of public services that are being contracted to private companies.

Quality Comparison

Perrone and Pratt (2003) do an extended literature review of papers that try and quantify
the quality of private prisons. They note that papers that have tried to shed light on the expansion
and reliance on private prisons by state governments have only looked at case studies. Perrone
and Pratt notice that it is difficult to generalize about the quality of private versus public prisons
by comparing only a few prisons. Private prisons have an incentive to hire inadequately trained
guards because their wages will be cheaper, and this can encourage the use of unnecessary force
(Hart et al. 1997). The Hart el al. paper created a theoretical framework of privatization and
showed that private prisons have a strong incentive to lower costs at the expense of quality. A
publication released by the American Civil Liberties Union (2011) studied the effects of using
private prisons through a case study analysis. The study reported numerous instances of harsh

treatment of individuals detained at private facilities. The anecdotal evidence provided by both
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studies, Perrone and Pratt (2003) and ACLU (2011), suggest that private facilities focus on profit

maximization as their main goal and rehabilitating law breakers is a low priority.

The preponderance of privatization in the prison market has led many activists and law
makers to want answers about the quality and costs of services that private contractors provide.
There are still many issues surrounding the attainment of information held by private prisons that
are described in an article by Raher (2010). Private prisons are excluded from releasing their
records based on the Freedom of Information Act, as is described in Raher’s paper. Through
protracted legal battles private contracting companies have been able to uphold their secrecy
regarding the operations of their facilities. This in turn makes it difficult for outside observers to
analyze the successes or failures pertaining to contracting prison industries to private companies.
In the ACLU (2011) study, it was observed that private contractors have misinformed
governments and the public about their costs which can preclude cost comparisons based on

information released from private contractors.

In an article written by Spivak and Shark (2008), data on prisoner’s post-release
performance was analyzed to make conclusions about the performance of state versus private run
prisons in Oklahoma. They collected data from prisoners in Oklahoma to determine the
performance of the respective prisons in that state. To conduct their study, the authors used a
Cox proportional hazards survival regression specification. They concluded that men who spent
more time in private prisons were more likely to recidivate while women were less likely. The
lack of transparency in private prisons described in Raher (2010) introduces complications with
understanding what could produce the differing recidivation rates between men and women as

there is no reason offered in the Spivak and Shark article.

Cost Comparison
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Many papers in the past have focused on case study analysis to compare public and
private prisons (Archambeault and Deis 1997; OPPAGA 2000; McDonald and Carlson 2005;
Nelson 2005). Several of these case studies have been conducted to evaluate the cost
effectiveness of private prisons versus similar public counterparts. Typically, the reports are done
by impartial services or government oversight committees. Their findings are then reported to the
state government and reviewed by all the interested parties and then used to determine if private

prisons should continue to be used in the future.

In a paper by Julianne Nelson (1998), she noted that, based on the data from prisons in
Tennessee, private prisons reduced their spending on security staff but increased spending on
managerial staff and operations. In Hall (1998), he states that private firms will look to construct
infrastructure that may be more expensive up front but decreases maintenance fees in the long
run. Another possible way that costs could be cut in the short term is that private businesses will
reduce the number of employees working in their business. A paper published in 1998, written
by John Hall, looks at the relatively recent passing of a bill in English parliament called the
Private Finance Initiative. In the paper, Hall describes how the bill will likely affect the level of
private spending on public services. The author notes that the PFI contracts will incentivize
private businesses, especially in the case of prisons, to change their cost schemes in order to
maximize lifetime profits. Mattera et al. (2001) noted that there are significantly higher turnover
rates for private prison guards compared to other industries. The high turnover rate also
contributes to quality issues that were noted in previous articles (Hart et al. 1997; ACLU 2011).
Guards working at public prisons are typically unionized and are paid higher wages then non-

unionized guards working in private prisons (Sigler 2010). Looking at data across several years
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can contribute to the literature by examining the true costs of contracting private prisons to

incarcerate individuals.

In a study done by Archambeault and Deis (1997) which was sponsored by Louisiana
State University, two private prisons were compared with a public prison that were all built
around the same time. One private prison was operated by Winn Correctional Center and the
other by Wackenhut Corrections Corporation. The private prisons in the analysis were under
contract with the state of Louisiana. All three prisons were built by the state and then the private
contractors were authorized to operate them once they entered into contractual agreements with
Louisiana. This offered the authors of the analysis an opportunity to compare the managerial and
operational differences that would appear between private and public prisons without having to
consider the construction costs necessary to build a prison. The study concluded that both private
prisons outperformed the state-run prison in a couple of different categories. The private prisons
were found to be 11% to 13% cheaper to operate than the public prison. They were also found to
be a safer place for inmates as they were found to have fewer instances of assault that resulted in
serious injuries. However, over the period that data was collected in this study, the private

prisons had four instances of escape compared to zero escapes from the public prison.

The Office of Program Policy Analysis and Government Accountability, which is an
office of the Florida Legislature, known as OPPAGA, conducted a similar study as the
Archambeault and Deis (1997) paper. The OPPAGA (2000) case study was of one private prison
and one public prison. The private company, Wackenhut Corrections Corporation, built and
opened a prison in Florida in 1998. The study concluded that the construction cost of the private
prison was 24% less than what the state spent on a similar prison that they opened in a nearby

location. Controlling for the size of the two prisons, the public prison was noted as being costlier
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per square foot and per inmate bed compared to the private prison. The state of Florida
ultimately determines how many inmates are authorized to be under the supervision of each
prison and the study concluded that the public prison was held at 103% capacity while the
private prison was held at 94% capacity. An increase in the allowed number of prisoners per day

in the private prison would have resulted in a lower per diem inmate cost for its operation.

To compare the operating costs of the two prisons, OPPAGA (2000) adjusted for prison
capacity and services provided by the respective prisons. The analysis found that the private
prison, operated by WCC, was 3.5% cheaper to operate in fiscal year 1997-98 and 10% cheaper
to operate in FY 1998-1999 than the public prison that it was compared to. It is noted in the
report that cost savings accrued by private prisons are found mainly from personnel. For
example, the state pays 21% of each public prison correctional officer’s salary into the Florida
Retirement System. By comparison, WCC has a 2.5% cap on its retirement expense paid for their
employees. The purpose of the report was to provide a recommendation on renewing the contract
with WCC. OPPAGA found that WCC exceeded the 7% cost savings required by the state and
suggested that they continue to use WCC to operate their prison. Included in the report was a
response from the Department of Corrections in Florida which suggested that the adjustments,
like for services provided to prisoners!, made to better equate the prisons resulted in distorting

the true operational costs of the private prison and affected the findings of the study.

There were two case studies conducted on the same private facility (McDonald and
Carlson 2005; Nelson 2005) which helps to highlight the disparate conclusions reached about the

cost savings that are associated with contracting prison services. The study by McDonald and

1 Examples of the services provided to prisoners are educational, health, and substance abuse.
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Carlson (2005), compared a private prison run by Wackenhut Correctional Corporation to the
estimated costs to the Bureau of Prisons (BOP) if it had run the same facility. The study
reviewed costs of 5 years, from 1998 to 2002 of the WCC run prison in Taft, California. The
facility was known as the Taft Correctional Institution (TCI). The authors also compared the
operation of the private prison to fourteen other BOP run prisons that were similar in
characteristics. The government and WCC agreed to a fixed price to be paid over a period of 10
years which would increase if the prisoner inmate count rose above a specified amount. The
estimated costs for the BOP to operate the prison were established by following the guidelines
set forth by the Office of Management and Budget. The report estimated that the private prison
was 6-10% cheaper to operate over the five-year period compared to if the government had
operated the prison. The authors supported the accuracy of their estimates by comparing their
costs with actual costs incurred from fourteen similar prisons operated by the federal
government. WCC was able to operate at a lower cost than the majority of the fourteen prisons
that were in operation. McDonald and Carlson concluded that WCC operated their prison at a

cheaper rate than what the BOP could have operated an identical prison.

A separate report of the Taft private facility was published in 2005. Nelson (2005)
conducted an analysis to evaluate the cost to the government of contracting with a private
company to run a prison. Like the previously mentioned report, Nelson (2005) looks at data of
the first five years of a ten-year contract to compare operating costs of the private prison to the
cost of running the same prison if the Bureau of Prisons had run it themselves. The analysis took
information from the beginning of the contract and guidelines set by the Office of Management
and Budget to estimate an expected cost for both contracting out operations or having the prison

run by the government. Based on their estimates it would have been cheaper for the BOP to run
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the prison in question. Within the case study, they discovered that the observed contract per diem
costs were more than what was expected. These higher costs were due to wage increases
mandated by the Service Contract Act. To check the validity of their cost estimates, the authors
observed the cost of three prisons, run by the BOP, that were similar to the Taft Correctional
Institution. The estimates that were established in the report over-estimated the per-diem cost of
two prisons run by the BOP and under-estimated the other?. The analysis revealed that the
observed per diem costs of the contract were not substantially different from per-diem costs at
comparable BOP run prisons. Based on their results, the report asserted that there was no
significant cost difference between contracting out the operation of the prison to that of having it

run by the government.

A comprehensive study of private prisons in the United States written by McDonald et.
al. (1998) compares the literature on quality, cost, and the legality of private prisons. The authors
conclude that the literature that is in existence differs in its conclusions of whether private
prisons are beneficial for society. This is based on their ability to lower costs and alleviate
overcrowding issues in public facilities. They use data collected from a survey to reach
conclusions about the need for private prisons in several jurisdictions in the United States. The
legislation surrounding private prisons mainly stipulates that privately-run facilities should
adhere to operating rules set forth by government contracts and organizations that ensures the
quality of confinement is humane. Also, many contracts with state governments have clauses

where the private facility should be able to promise cost savings to the state.

2 Differences in the estimates established can be explained by the authors decision on how to handle “support
costs” and selecting what was avoidable and unavoidable. Support costs are expenditures that can benefit all BOP
facilities including privately managed facilities. They include central office, training, national programs and regional
office costs.
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An American Civil Liberties Union (2011) paper noted the apparent conflict of interest of
private facilities to ensure rehabilitation for incarcerated individuals. This results from the need
of individuals to fill private facilities to ensure a stream of money from corrections departments.
A working paper by Dippel and Poyker (2018) find a causal link between judges’ sentencing
behavior and private prisons. They use state-specific changes in prison capacity and sentencing
in circuit courts in contiguous counties to test for the causal link. The dependent variable is the
length of an individual’s prison sentence in months and the variable of interest is the private
prison capacity. They find that there is an increase in the amount of time a person will be
sentenced based on an increase in private prison capacity. This causal link suggests that there is
an incentive for judges to hand out lengthier sentences based on how large the private prison
industry is in their district. The cost of incarcerating individuals will increase proportional to the
amount of time they are required to serve. By examining data over several years, it will be
possible to determine accurate cost information on the price of allowing private prisons to

incarcerate individuals.

Mason (2012) gives a historical perspective of the reliance and motivation for the use of
private prisons by states starting in the 1980’s. Mason delineates the various amounts of
prisoners that have been held by private facilities by each state over the span of 30 years. A few
states have rid themselves of their contracts with private facilities while others have increased
their use of private facilities. Mason suggests that the change in the level of prisoners held in
private facilities is correlated with the level of political contributions made by the companies that
run private prisons. This discovery indicates that private prisons attempt to promote mass
incarceration and are not concerned with reducing recidivism rates. Sentence length has been

shown to increase as the amount of private prisons in a state increase (Dippel and Poyker 2018).
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Mason also provides anecdotal evidence that even if private facilities are less costly than their
public equivalent, they achieve these costs reductions by offering inferior qualities to inmates or
suppressing their workers’ wages, which has been supported by evidence in other articles (Hart
et al. 1997; Perrone and Pratt 2003; ACLU 2011). The use of an econometric model that uses
aggregate data across time will make it possible to examine if private prisons are in fact more

expensive to contract.

Along with per diem costs for housing prisoners, governments provide subsidies to
private prisons in other ways. Private prisons can be awarded tax breaks and subsidies which
may add to the cost of privatizing the prison industry for local, state, and federal governments as
noted by Mattera et al (2001). In their study, Mattera et al, interviewed government leaders to
identify if the subsidies that were provided to private prisons were investigated to ascertain if the
prisons that were being used were providing economic benefits. The government officials
interviewed were unaware if there were any benefits identified through economic studies, or if
any economic studies were done at all. Mattera et al. also studied the private prison industry and
found that 73% of the 60 facilities in operation at the time received development subsidies from
the government. They found that $628 million in tax-free bonds and other government-issued
securities were used to finance the private prisons in their study. The cost associated with
contracting private prisons are therefore underrepresented by looking at the per diem amount

given to prisons.

Determining the true cost of privatization is a difficult procedure as is pointed out in a
paper by Kish and Lipton (2013). In their paper they review several previous papers that try to
pinpoint the costs of using private contractors to hold inmates. Kish and Lipton conclude that

most papers either find that private prisons are less costly, or authors were unable to determine
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whether privatization was more expensive. In one instance, papers reach differing conclusions
studying the same prisons (McDonald and Carlson 2005; Nelson 2005). Kish and Lipton further
explain that cost analyses of private prisons are inherently difficult to conduct for several
reasons. These reasons include, a failure to account for all costs (indirect and direct) of prison
operation, quantifying the impact of cost savings on quality, and private prisons are not likely to
disclose information. In McDonald et al. (1998), contracts between private companies and states
included rules that required having a state monitor visit or work at the prison to ensure
agreements within the contract were upheld which contributes to costs incurred from contracting

that may be unaccounted for.

Public-Private Partnerships

There are many facets to contracts that are not expressed directly in the previous
literature on private prisons because it is a relatively new phenomenon. Looking at literature on
public-private partnerships (PPP) helps to explain the extent to which contracts can affect state
expenditures. Public-private partnerships involve shifting the delivery of public services is

shifted to the private sector.

In Sadka (2007), PPPs were noted as being a possible way for states to spread the cost of
construction across future years to undervalue current budget deficits. However, Sadka asserts
there is no precedence that suggests most PPPs are a way for states to be fiscally irresponsible.
PPPs are also possible avenues of evading controls on expenditures. Actions that are efforts to
procure contractors come with costs. In Dudkin and Valila (2006), general transaction costs were
estimated for acquiring PPPs. The authors determined that costs to states of acquiring contracts
are 7 to 10% of the capital value of the proposed project. They note that each sector varies in the

typical amount of transaction costs resulting from awarding contracts. In smaller sectors,
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transaction costs are typically higher for the public sector. Any savings achieved from shifting

responsibility from the public sector to the private sector are diminished by transaction costs.

A few papers have considered governments’ motivations to contract with private prisons
(Price and Riccucci 2005; Kim and Price 2014). They used econometric models to answer this
research question. An article by Price and Riccucci (2005), for example, looks at what motivates
the reliance on private prisons by state governments. They conclude that states are more likely to
contract private companies to operate prisons based on the political culture and controlling party
in the legislature of the state. However, proponents of prison privatization believe that states will
be motivated to privatize based on the economic benefits of using contractors. The authors use
regression analysis to uncover possible motivating factors for states to privatize their prisons.
Henrichson and Delany (2012) show that the cost of prisons to taxpayers are a significant source
of motivation for policy reform. They took data from 2010 to assess the level of corrections
spending on prisons across states. This study uses their findings to express the average cost of
incarcerating an individual to taxpayers. They also limit their cost analysis by using data from

one year.

Kim and Price (2014) look at the impact of various factors on the proportion of state
inmates held in private facilities based on different independent variables. They address similar
questions to those posed by the Price and Riccucci (2005) article. Kim and Price found that
political pressures, government ideology, and unionization do not affect the proportion of state
inmates held in private prisons. However, they did find evidence that correctional expenditures,
prison capacity, and regional identity are factors that affect the amount of state inmates held in

private prisons. Regional identity refers to the social expectation of different areas in the U.S.,
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where areas that have relied on private prisons in the past will continue to do so in the future as it

has become an element of their culture.

In the next section I describe how I will use econometrics to answer the topic question of
this paper. Using data from a seventeen-year period, I examine whether private prisons are

actually cost saving for states to use.
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IV. Measuring If Private Prisons are Actually Cost Saving

To analyze if private prisons are actually cost saving, I use a fixed effects econometric
model. The data I use is panel data over a period of 17 years and 50 states. I offer the summary
statistics and describe the data in the section that follows this one. In this section, I describe the

econometric model that I use and the reasoning for the variables that are included in the model.

I estimate two models with two dependent variables to conclude on the effects of using
private prisons. The first described in the model is the correctional expenditures by state by year
controlling for the state population of that year, which is correction expenditures per capita. The
second dependent variable looked at is the correctional expenditures for each state per year
controlling for the total number of prisoners they have incarcerated for that year, which is
correctional expenditures per prisoner. The two variables measure slightly different things. The
per capita controlled variable tells us what the state spends per citizen on their corrections
department. The per prisoner variable tells us how much the state spends on their corrections

department per prisoner per year.

The baseline regression is:

(D Y = Bl + szrivst tTVs+ 6t Tt €5t

The estimated regression is of the following form:

(2) Ys¢ = By + B2 Privse + BaUse + BaPovg + BsGinige + BsPopDeng, + B,Govse +

BgAPCst + BoAVC st + B1oPCst + B11VCst + B12PEgt + Vs + 6 + €5

The dependent variable, Y, is either per capita correctional expenditures or correctional

expenditures per prisoner. The independent variable of interest is Priv, which is the percent of
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prisoners that a state has in private prisons. If private prisons are cost saving, then 3, is predicted

to be statistically significant and negative.

To control for fluctuating changes in correctional expenditures and to also study the
associations between other determinants and correctional expenditure, I include 10 other
variables in some specifications of my model. U is the unemployment rate for each state for a
given year. Pov is a measure of the percent of citizens living in poverty in a given state. Gini is a
measure of the Gini index of income inequality for a given state. PopDen is a measure of a
state’s population density. Gov is a measure of the political environment within a state’s
government. APC is the property crime arrest rate per thousand residents within a state. AVC is
the violent crime arrest rate per thousand residents for a given state. PC is the property crime rate
per thousand residents and VC is the violent crime rate per thousand residents for a given state.
PE is the per capita police expenditures in a state®. Gamma (y) and delta (5) denote state and time

fixed effects respectively®.

The inclusion of the ten other variables alongside the variable of interest, Priv, is to
control for other factors that will influence the amount of expenditures that a state will have on
their correctional department. It helps to include variables that will control for the increase in

crime in a state to disentangle the effects of the percent of prisoners held in private prisons.

There have been several studies (Kelly 2000; Gillani et al. 2009) that suggest a
relationship between crime rates, poverty, unemployment, inequality, as measured by the Gini

index, and population density. I expect the coefficients associated with these variables to be

3 Due to the possibility of Police Expenditures causing endogeneity problems | ran a regression where | excluded
the PE variable which did not present any issues by leaving it in the model.
4 Because of the dwindling degrees of freedom in the model | was unable to do time and year interaction terms.
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positive because there will be increased correctional expenditures associated with increased

poverty, unemployment, inequality and population density.

The government ideology of a state influences the decisions that legislatures will make
on prison services and composition (Price and Riccucci 2005). Including this measure helps to
control for the differing costs associated with services offered to inmates, such as health and
rehabilitation. I expect that the coefficient associated with government ideology will be positive.
As a state’s government ideology becomes more liberal than there will be an increase in

correctional expenditures associated with this.

Most private prisons hold medium to minimum security risk individuals as stated in
McDonald et al. (1998), which is why a variable to control for the arrest rate of violent crimes is
included. There was no data on the classification of individuals incarcerated for violent crimes
by state by year. I include the arrest rates for violent and property crime because people being
arrested will be incarcerated if proven guilty. It is true that housing individuals who are more
violent and require maximum security facilities is costly to the state government (Mumford et al.
2016). If there are a lot of individuals required to be held in facilities that are maximum security,
then that will inflate the costs to the correctional department in that state and that is crime is
separated out to violent and property. I expect the coefficients associated with these variables to

be positive.
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I make use of a fixed effects model because it accounts for the heterogeneity of states and
their relationship with private contractors. I include the results of an OLS regression of the

pooled data in section VI as a comparison and further robustness check.’

As states enter into contractual agreements individually it is advantageous to consider a
fixed effect model. The differences in reliance on private prisons by some states can influence
the coefficients in the model. Some states use a high percentage of private prisons while others
have outlawed the use of private contractors of prisons altogether. These differences impact the

estimation of each model.

In the next section I offer a brief explanation for where I obtained the data and how the
data has been transformed for the analysis. Also, I present the summary statistics for the data that

1s used.

51 ran a first differenced model with the same variables that did not have striking results when compared to the
fixed effects model. | also ran a fixed effects model where the respective variables, per capita correctional
expenditures, correctional expenditures per prisoner and per capita police expenditures were logged. The results
of the logged variable regression are included in Appendix 1. The same variables were significant in the logged
regressions as in the linear regression and in the same direction. This therefore serves as a robustness check.
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V. Data

Data on the correctional expenditures and police expenditures by each state is published
by the Bureau of Justice Statistics. The BJS also published data collected on the number of
prisoners held by each state for each year included in this analysis (1999-2015)%. From the
Federal Reserve Economic Data, I obtained state population estimates for the years of the
analysis’. This allowed for me to create the two dependent variables that I look at using the

various econometric models.

The government services that produce correctional expenditures include prisons,
penitentiaries, jails, and other correctional institutions. Correctional expenditures are calculated
by taking the total of direct current expenditures and capital outlay for the year. Direct current
includes salaries paid, the purchase of supplies, materials, and contractual services while capital
outlay are expenditures on construction, equipment, and the purchase of land. Police
expenditures are calculated by the costs incurred by police services, patrols, crime prevention

activities, and other law enforcement activities.

Along with total prisoner population the BJS has data on the number of prisoners held in
private facilities as a percent of total prisoners by each state for each year included in the

analysis. This was the source of the variable of interest, Priv.

The unemployment rate estimates were obtained from the Federal Reserved Economic

Data®. The U.S Bureau of the Census published data on the estimates of the poverty rate and Gini

6 Available at https://www.bjs.gov/index.cfm?ty=dctp&tid=1 and following the links on the left-hand side of the
site to either Expenditures/Employment or Total correctional population.

7 Population estimates are available at https://fred.stlouisfed.org/categories/104.

8 Unemployment data available at
https://fred.stlouisfed.org/search/?nasw=0&st=unemployment&t=unemployment%3Busa&ob=sr&od=desc
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Index’. The Gini Index was collected from the American Health Rankings from 1999-2007 after
2007 the Gini Index was collected from the Bureau of the Census'’. The Gini index is a measure
of income inequality that goes from O to 1. For the Gini index, a measure of 1 indicates that there
is absolute inequality within the area of interest, while a measure of 0 indicates absolute equality.
Population density was collected from estimates created by the U.S Bureau of the Census and is

measured as the number of people per square mile.

Gov is a measure of a state’s government ideology in each state on a liberal-conservative
continuum ranging from 0, the most conservative, to 100 being most liberal, as developed by
Berry et al. (2010). A state’s government ideology was measured using the scores from the
Americans for Democratic Action and the AFL-CIO Committee on Political Education rankings.
These rankings are calculated by assessing the votes of Congress on a select few important
matters that were voted on during a voting period. Berry et al. (2010) takes these rankings and
attributes them to state officials with the assumption that state officials mirror their federal
counterparts. For example, a conservative state like Arizona has a score of 17.5 while California,
a liberal state, has a score of 71.4. The data for government ideology was collected from Richard

Fording’s website, a co-author of the paper that develops the measure'’.

The Crime Rate and Arrest Rate was collected from the Uniform Crime Reporting site
which is conducted by the Federal Bureau of Investigation'?. This data was then used to create
counts of violent crime and property crime offenses and arrests. The variables APC, AVC, PC,

and VC are the counts of arrests and offenses as counted per thousand residents in a state

% Poverty data available at https://www.census.gov/topics/income-poverty/poverty/data/tables.html
10 Data on the Gini index in the U.S. is available at
https://www.americashealthrankings.org/explore/annual/measure/gini/state/ALL

11 The URL for this data is https://rcfording.wordpress.com/state-ideology-data/

12 For data on crime rates and arrest rates visit https://ucr.fbi.gov/crime-in-the-u.s
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respectively. Violent crimes are offenses of murder, forcible rape, robbery, and aggravated

assault. Property crimes are offenses of burglary, larceny-theft, motor vehicle theft, and arson.

Descriptive statistics for the data are in Table 1'. In total there are 850 observations for

the variables. There are 50 states included in the study over the period of 1999-2015.

Table 1: Descriptive Statistics

Descriptive Statistics
Variable Obs. Mean Std. Dev. Min Max
Correctional Expenditures
Per Capita 850 194.8533 62.90263 62.97282 470.4931
Correctional Expenditures
Per Prisoner 850 51976.44 22349.32 14211.23 127068.9
Percent of Prisoners in
Private Prisons 850 7.730118 11.06653 0 45.8
Percent Unemployed 850  5.746363 2.006991 2.3 13.60833
Percent of Citizens Living in
Poverty 850 12.56906 3.406838 4.5 25.8
Gini Index of Inequality 850 0.45091 0.026604 0.383 0.519
Population Density 850 191.331 256.4966 1.085621 1218.348
Government Ideology 850 46.22189 15.40257 17.51221 73.61864
Property Crime Arrests per
Thousand Residents 850 1.654629 1.339348 0 8.57552
Violent Crime Arrests per
Thousand Residents 850 10.32317 22.13598 0 201.0014
Violent Crime per Thousand
Residents 850 3.97835 2.301519 0.222029 40.70155
Property Crime per Thousand
Residents 850 31.77711 10.27526 4.654275 96.04126
Police Expenditures per
Capita 850 244.6103 75.75834 87.39861 513.3558

The mean percent of prisoners that states have in private prisons is 7.7%. However,
eleven states do not use private prisons, and five have phased them out over the time of this

analysis'®.

13 See appendix 4 for the between and within variation of the data.
14 Appendix 2 has a list of states that have never used private prisons or have phased out their use of them over
the time period in the analysis.
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Any missing observations in the data were replaced by averaging the previous and
following year observations. In total 11 observations were replaced by averaging the previous
and following year. Correctional expenditures for the years 2001 and 2003 were not available by
state because a change in the design of the financial surveys collected by the BJS. Limited arrest
and crime data were available for random states over the period included in this analysis. For
example, limited data was collected in Minnesota in 2007 for violent crime offenses, this is due
in part because the number of agencies that submit data to UCR varies from year to year. Data on
property crime arrests were not available for Kansas in 1999, 2000, and 2001 while data on
violent crime arrests were not available for 1999 and 2000. Data on property crime arrests were

not available for Wisconsin in 1999 or 2000.
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VI. Empirical Results

The following section presents the regression results. The OLS regressions differed in

many ways to that of the fixed effects models because of the inherent heterogeneity of the states.

As described earlier in this thesis, states differ greatly from each other in their usage of private

prisons over the time period of study.

Before discussing the results of the main specification of this paper I provide the results

of the baseline regressions in table 2. It helps to identify what the coefficient attached to the

variable of interest, Priv, is when there are no control variables present in the model. Also, we

can see the importance of adding the fixed effects to the model. Comparing the baseline

regression to the main specification can help to show the importance of including both the fixed

effects and the control variables.

TABLE 2: BASELINE RESULTS 1999-2015

(1) @) 3) )
VARIABLES Correctional Correctional Correctional Correctional
Expenditures Expenditures Expenditures  Expenditures per
per Capita per Capita per Prisoner Prisoner
(Fixed Effects) (Pooled OLS)  (Fixed Effects)  (Pooled OLS)
Percent of Prisoners in -0.477 0.892%#*%* -75.49 -196.7*%*
Private Facilities
(0.624) (0.210) (94.79) (79.21)
Constant 153.3%** 188.0%*%* 41,792%** 53,497*%*
(5.626) (2.590) (1,650) (964.9)
Includes both State and Yes No Yes No
Time Fixed Effects
F-Statistic 21.79 18.00 13.30 8.12
Observations 850 850 850 850
R-squared 0.622 0.025 0.490 0.009
Number of States 50 50

Robust standard errors in parentheses
*#% p<0.01, ** p<0.05, * p<0.1

35



A striking result from the baseline regression is the increase of the R?between the pooled
OLS and fixed effects regressions suggesting there is a better fit when using fixed effects and
that the fixed effects are pulling out important state and year heterogeneity. This result exhibits
the importance of the fixed effects impacting the variation in correctional expenditures per capita

or per prisoner respectively.

Models 2 and 4 presented in table 3 are the results of the OLS regressions run on the
pooled data of the states and their correctional expenditures. Models 1 and 3, the main
specification, in table 3 are the fixed effects models that were run to try and identify true
estimates of the coefficients because of the differences in conduct with private contractors and

legislation that state governments have when compared to each other.

It is apparent from the results in table 3 that significant changes occur when using either
the pooled OLS regression method or the fixed effects model. The comparison of the
specifications shows a change in the values of the coefficients, some changing signs, between the
OLS model and the fixed effects model. Another thing to note is the change in statistical
significance of variables between specifications. These results suggest that an OLS regression
does not adequately capture the heterogeneous factors that are present in the fixed effects model
because of the changes in value and significance of many of the coefficients. This is seen by
comparing models 1 and 2 in table 3. The R? values are slightly higher for the fixed effects
models showing that using a fixed effects model is a better fit to examine what impacts
correctional expenditures among states. There are two different dependent variables used to

capture if private prisons are actually cost effective. The first two models show the results when
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correctional expenditures per capita is used while the next two use correctional expenditures per

prisoner.
TABLE 3: RESULTS 1999-2015
(1) (2) 3) 4)
VARIABLES Correctional Correctional Correctional Correctional
Expenditures per Expenditures per ~ Expenditures per ~ Expenditures per
Capita Capita Prisoner Prisoner
(Fixed Effects) (Pooled OLS) (Fixed Effects) (Pooled OLS)

Percent of Prisoners in -0.183 0.300%** -25.12 -137.9%%*
Private Facilities

(0.349) (0.135) (68.77) (70.05)
Percent Unemployed -1.917 -0.346 -635.7 -125.6

(1.484) (0.934) (513.1) (424.8)
Percent of Population -1.004* 0.567 -548.8%** -919.0%**
Living in Poverty

(0.525) (0.538) (176.4) (295.3)
Gini Index of Income -12.28 -122.0* 2,771 -63,310%**
Inequality (measured from
0, absolute equality, to 1,
absolute inequality)

(41.14) (72.38) (14,941) (31,875)
Population per Square -0.519%%* -0.0296%*** 55.96 -5.005
Mile

(0.198) (0.00629) (101.2) (3.396)
Government Ideology -0.0583 0.0122 84.38%* 309.4#%*
(liberal-conservative
spectrum from 1 to 100)

(0.107) (0.0941) (41.50) (42.33)
Violent Crime Arrests per -0.768 4.7790%#** 63.96 -1,157**
Thousand Residents

(1.170) (0.960) (477.2) (463.8)
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Property Crime Arrests per

Thousand Residents

Violent Crimes per
Thousand Residents

Property Crime per
Thousand Residents

Police Expenditure per
Capita

Constant

Includes both State and
Time Fixed Effects
F-Statistic
Observations
R-squared

Number of States

0.286%**

(0.0589)
-0.349

(0.299)
0.0736

(0.0821)
0.395%*

(0.0766)
199.9%**
(38.57)
Yes

5791
850
0.721
50

0.235%#%*

(0.0665)
0.338

(0.833)
0.129

(0.118)
0.6427%%*

(0.0268)

74.80%*

(29.32)
No

119.73
850
0.608

42.07*

(23.39)
-18.36

(125.5)
32.19

(39.70)
1334

(20.20)
18,793
(19,624)
Yes

23.36
850
0.560
50

-59.37#%

(28.17)
-1,331%*

(558.8)
-328.6%%*

(82.76)
136.3%#*

(11.88)
65,454 %%
(12,865)
No

42.84
850
0.366

Robust standard errors in parentheses
##% p<0.01, ** p<0.05, * p<0.1

Models 1 and 2 show the OLS and fixed effects regressions when correctional

expenditures per capita is the dependent variable. The coefficient attributed to the percent of the

population living in poverty becomes significant at the 10% level. The coefficient for the Gini

index is no longer statistically significant given the fixed effects specification, model 1, so is the

coefficient attached to violent crime arrests per thousand residents. The coefficient for

population density loses significance and changes from the 1% level to the 5% level of

significance when using the different specifications.

To examine the effects on correctional expenditures per prisoner the table expresses the

results of the two specifications in models 3 and 4. Again, we can see changes in statistical



significance when considering the two specifications. For the pooled OLS model the measures of
violent crime arrests, violent crime, property crime per thousand residents in a state and the Gini
index of inequality become insignificant when using the fixed effects specification. The
coefficient attached to a state’s government ideology, which measures how liberal or
conservative a state is graded on a spectrum from 1 to 100, goes down in statistical significance
when using the fixed effects model. The measure for government ideology is significant at the
1% level in the pooled OLS regression while in the fixed effects model for correctional
expenditures per prisoner it is significant at the 5% level. The results suggest that the pooled
OLS specification fails to capture the heterogeneous' aspects of states’ correctional

expenditures per prisoner.

It is also important to note the change in the coefficient of interest, the percent of
prisoners in private prisons, between the fixed effects models, 1 and 3, in tables 2 and 3. The
percent of prisoners in private prisons has less of an effect on correctional expenditures per
capita and correctional expenditures per prisoner in the main specification, table 3, than the
baseline regression, table 2. In both tables there is not strong evidence that the percent of
prisoners in private prisons save states much money. The decrease in effect from the baseline to

the main specification is evidence of omitted variable bias in the baseline specification.

The following discussion focuses on the results of the fixed effects model as it is a better
specification for the given analysis. It is apparent that the heterogenous aspect of the states
affects the coefficients in a way that would make them biased and inconsistent if the state

characteristics were ignored.

15 Appendix 3 shows the results of the fixed effects regression including the individual state effects.
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Are Correctional Expenditures Lower when Private Prisons are Used?

Given the empirical results, it is apparent that private prisons do not affect correctional
expenditures in the ways that were suggested by people who championed their use amongst
states. When correctional expenditures per capita is the dependent variable the coefficients
relating to the percent of prisoners in private prisons is of a very small magnitude and is not
statistically significant. The per prisoner correctional expenditures is likewise marginally
affected by the increase in the percent of prisoners in private prisoners, although the sign is as
predicted by proponents of privatization. There are other factors that contribute to the increase or
decrease of correctional expenditures by state governments. The results suggest that policy
makers should focus more on aspects that decrease crime and poverty than on contracting

correctional services to private companies.

Property crime arrests per thousand residents is highly significant in model 1 of the fixed
effects regression. This is a measure of the number of individuals who are arrested for
committing property crimes in a state and it makes sense that it has a positive coefficient. An
increase of ten instances of property crime arrests per thousand people in a state, all else equal,
will raise the per capita correctional expenditures by $2.86. As more people are arrested for
crimes that are likely to send them to prison, the state will have to spend money to incarcerate
them. The data shows that the expected result for potentially increasing the incarceration rate

within a state will raise expenditures for the correctional department.

For model 3, a similar result is shown. An increase of ten instances of property crime
arrests per thousand people in a state, all else equal, will raise per prisoner correctional
expenditures by $420.70. The coefficient attached to this variable is of the expected sign as it

costs states money to provide the services needed to incarcerate individuals in penitentiaries.

40



For both the models, 1 and 3, the results in table 2 show that instances of crime, violent
or property, per thousand residents are not statistically significant. This result could be explained
because many crimes go reported to the police but are not followed up with an arrest or the fact
that one individual can commit multiple crimes (Gramlich 2017). There is no statistical
relationship from the event of a crime and correctional expenditures. A study of police
expenditures would likely show a relationship with crime but that is beyond the scope of this
analysis, as police expenditures are not included in the correction expenditure measure used in

this paper.

A possible way to decrease correctional expenditures within a state is to combat the
amount of property crime that occurs, resulting in arrests. Giving people other opportunities to
disincentivize committing property crime, like burglary or auto theft, will have an effect in

decreasing correctional expenditures if it is successful.

The result of increasing police expenditures has the expected result. For both model 1,
per capital correctional expenditures, and model 3, the per prisoner correctional expenditures
have positive and statistically significant coefficients for per capita police expenditures. For a $1
increase of per capita police expenditures, all else equal, per capita correctional expenditures will
increase by $0.40. In relation to model 3, for a $1 increase of per capita police expenditures, the
per prisoner correctional expenditures will increase by $100.50. As more funds are allocated to
the police department in a state there is a statistical relationship with correctional expenditures.
The resulting coefficient is of the expected sign, as police departments acquire funds to pay for

officers to patrol then it is likely that people committing crimes will be caught and arrested.

For the percent of people living below the poverty line, there is evidence of a decrease in

the per prisoner correctional expenditures. A 1% increase in the amount people living in poverty,
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all else equal, will decrease per prisoner correctional expenditures by $548.80. The percent of
people living in poverty also effects per capita correctional expenditures. For a 1% increase in
the amount of people living in poverty will decrease per capita correctional expenditures, all else
equal. Many people who are counted as living below the poverty line are eligible for support
from the local or federal government (Sherman et al. 2013). Any support people living below the
poverty level receive from the government could in turn help to disincentivize them from turning

to crime in the hope of supporting themselves.

Also, for model 3, the coefficient linked to Government Identity has a statistical
relationship with per prisoner correctional expenditures. This suggests that the more liberal a
state is the more it will spend on its correctional department. For a one-unit upward movement
along the liberal conservative spectrum, all else equal, there will be an increase in per prisoner
correctional expenditures of $85.32 This suggests that as states become more liberal in ideology,
there government will legislate increases in correctional expenditures. The support for strong
stances on crime and prisons will lead to increases in correctional expenditures as will building

more prisons or hiring more guards and increasing focus on rehabilitative programs (Pfaff 2016).

From the evidence in this study, state correctional expenditures are not affected by
increasing the percent of prisoners in private prisons. Contracting private companies to run
prisons does not produce the results that are expected when allowing private markets to allocate
resources. With a lack of competition amongst private companies offering their services to state
governments there is a lack of competitive forces that would result in the expected reduction of
price through an ease in acquiring the services of guards and building infrastructure without
lengthy bureaucratic processes or voter approval (Mumford et al. 2016). Guard wages are on

average lower in private prisons than in public prisons and with higher turnover rates (Mumford
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et al. 2016). The result of which can lead to increased instances of violence and abuse because of
poorly equipped staff. Lower per diem estimates for private prisons do not adequately capture

the economic cost that can result from their use.

With a high barrier to entry in the market, once states contract to use private prisons they
may see reduced leverage when renegotiating contracts in the future because of their reliance on
private prisons and the states difficulty to raise the required funds to build their own prison
(Sigler 2010). There is also evidence of higher escape rates amongst private prisons that result in
costs to states and the federal government to recapture inmates (OPPAGA 2000; Archambeault
and Deis 1997). Fundamentally, it is within the interest of private prisons for increased
incarceration rates to ensure that their prisons are used to house inmates, while rehabilitation
efforts are neglected (ACLU 2011). New offenders and reoffenders create burdens on the state as
resources are used to capture and incarcerate them and there is evidence that suggests men held
in private prisons have higher rates of recidivism compared to public prisons (Spivak and Shark
2008). Private prisons impact states’ costs in ways beyond measures of correctional expenditures

and their use has far reaching effects.

Fixed Effects of States with and without Private Prisons

The results of the fixed effects model are interesting and telling of what drives
correctional expenditures per capita or per prisoner but to check for the model’s robustness it
could be useful to separate states that have private prisons and those that do not. This method
was used to check to see if states without private prisons were driving the marginal effect that

private prisons have on correctional expenditures.
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Table 4 presents the fixed effects results of four different regressions. Used are the same
two different dependent variables with the same independent variables but now the data are split

into two groups, states with private prisons and those without private prisons.

TABLE 4: Results 1999-2015

(D @ 3) @)
VARIABLES Correctional ~ Correctional ~ Correctional ~ Correctional
Expenditures Expenditures Expenditures Expenditures
per Capita per Capita per Prisoner  per Prisoner
(With Private  (No Private  (With Private  (No Private
Prisons) Prisons) Prisons) Prisons)
Percent of Prisoners in Private -0.285 0.342 -23.16 426.8
Facilities
(0.328) (1.443) (66.54) (364.7)
Percent Unemployed -0.667 -0.578 -1,051 58.97
(2.045) (0.969) (694.0) (827.5)
Percent of Population Living in -0.991 -1.054 -552. 1% -299.0
Poverty

(0.666) (0.704) (206.4) (260.8)
Gini Index of Income Inequality 13.62 -115.6 5,312 -5,607
(measured from 0, absolute equality,
to 1, absolute inequality)

(50.93) (117.8) (17,327) (54,550)

Population per Square Mile -0.505%* -0.503%%*%* 158.8 -41.59
(0.262) (0.155) (147.4) (55.47)
Government Ideology (liberal - 0.0705 0.0132 105.7%* 39.52
conservative spectrum from 1 to
100)
(0.142) (0.188) (47.97) (114.2)
Violent Crime Arrests per Thousand -0.571 -0.116 696.4 -457.3
Residents

(1.525) (1.571) (624.3) (447.4)
Property Crime Arrests per 0.2667##* 0.149 40.82 51.06
Thousand Residents

(0.0598) (0.193) (26.18) (89.17)

Violent Crimes per Thousand 0.464 -0.176 196.9 -47.28
Residents

(1.262) (0.147) (561.4) (99.70)
Property Crime per Thousand 0.448 0.0237 184.9 20.89
Residents

(0.304) (0.0467) (132.3) (31.01)
Police Expenditure per Capita 0.487%** 0.0912 122.8%%* 44.61

44



(0.0792) (0.0955) (30.83) (73.52)

Constant 134.6%* 305.0%** -13,069 51,082*
(54.03) (47.69) (26,763) (28,220)
Includes both State and Time Fixed Yes Yes Yes Yes
Effects
F-Statistic 103.17 na 143.49 na
Observations 578 272 578 272
R-squared 0.752 0.721 0.598 0.534
Number of States 34 16 34 16

Robust standard errors in parentheses
*#% p<0.01, ** p<0.05, * p<0.1

The variable of interest, percent of prisoners in private prisons, in all the models in table
4 are not statistically significant which suggests that the results in table 3 are not driven by states
that do not have private prisons. The use of private prisons then has a marginal effect on
correctional expenditures per capita or per prisoner in states. This suggests that the use of private
prisons under the pretext that they will reduce correctional expenditures is not supported by the

data.

The results of this analysis suggest that there is no effect on cost from increasing the
percent of prisoners in private facilities. There are other and more significant factors that
contribute to changes in per capita correctional expenditures or per prisoner correctional
expenditures. For example, poverty and the state government ideology impact the states
correctional expenditures to a significant degree. In the next section I make some brief
concluding remarks on the study and the results that were obtained from investigating if private

prisons are actually cost saving for states to use in place of public prisons.
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VII. Conclusion

The efficacy of private prisons has been debated since their inception and use in the
1980’s. Present in the debate was the question on whether or not they offered cost savings to
state correctional departments. The era in which they appeared was the beginning in an explosion
in prison populations resulting from various events, like the War on Drugs, and new legislation
on indeterminate sentencing (Perkinson 2010). With most states facing issues with their prison
infrastructure stemming from overcrowding they needed a quick solution to try and alleviate that
problem. One solution was to look towards private contractors who could build prisons at a much
quicker rate compared to their public counterparts. It was also a desirable solution because the

use of private contractors would not rely on voter approval to build new prisons.

In previous research the conclusion about the cost of private prisons differs from paper to
paper with most previous research pointing towards little to no cost savings stemming from the
use of private prisons. These results come from multiple studies that use case study analysis to
form their conclusions. The results of this study add to previous literature on private prisons by
offering econometric analysis obtained from panel data that includes observations from 50 states
over seventeen years. Along with no evidence of cost savings, there are several instances pulled
from historical events where abuse was high in private prisons. There are clear economic
incentives for private contractors to pay lower wages to their guards. This can lead to higher
rates of abuse and violence within private prisons because of relatively inexperienced prison
staff. There are also incentives for private prisons to not offer rehabilitative services because of
their expense. This can cause higher rates of recidivism amongst inmates who are held in private
facilities. This suggests that the ultimate economic impact of the trend toward using more private

prisons relative to public ones over time has implications beyond simple state finances.
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An area of future study involving private prisons could look into the composition of the
private market of prisons and consider the role of imperfect competition. There could also be an
investigation into short-run and long-run costs in the prison industry. A beneficial avenue of
study would be comparisons of recidivism rates between private and public prisons or prisons

that offer rehabilitation services.

Considering the evidence presented in this study and that of previous literature, private
prisons do not offer any cost savings for states when they are used. Other options should be
pursued by state correctional departments when trying to reduce their expenditures. Property
crime arrests and a state’s poverty count are shown to affect correctional expenditures in this
analysis. Lowering correctional expenditures has focused on capturing the private market with
little real benefits experienced. Focusing on other factors, such as reducing property crime arrests
or improving the benefits to individuals living below the poverty level, that can contribute to

reductions in expenditures that are overlooked by policy makers.
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Appendix 1: Fixed Effects with Logged Variables

(D 2
VARIABLES Logged Logged
Correctional Correctional
Expenditures per Expenditures per
Capita Prisoner
Percent of Prisoners in 0.000730 -0.000558
Private Facilities
(0.00116) (0.00143)
Percent Unemployed -0.00737 -0.00432
(0.00548) (0.00661)
Percent of Population -0.00673%%** -0.00961***
Living in Poverty
(0.00236) (0.00340)
Gini Index of Income -0.134 0.0284
Inequality (measured
from 0, absolute equality,
to 1, absolute inequality)
(0.187) (0.214)
Population per Square -0.00287%** 0.00119
Mile
(0.000877) (0.00156)
Government Ideology -0.000297 0.000342
(liberal - conservative
spectrum from 1 to 100)
(0.000494) (0.000659)
Violent Crime Arrests per -0.000955 0.000463
Thousand Residents
(0.00516) (0.00731)
Property Crime Arrests 0.00105** 0.00134%***
per Thousand Residents
(0.000438) (0.000399)
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Violent Crimes per
Thousand Residents

Property Crime per
Thousand Residents

Police Expenditure per
Capita

Constant
Observations

R-squared
Number of States

4.13e-05

(0.00129)
0.000801

(0.000575)
0.5327%#:%*

(0.0938)
2.882%*%*
(0.515)

850
0.761
50

-0.000766

(0.00167)
4.48e-05

(0.000503)
0.338%*

(0.137)
8.708%**
(0.772)

850
0.605
50
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Appendix 2: State Private Prison Usage

From 1999 to 2015

Never Used Private Prisons

Phased Out Private Prisons

Delaware
[linois

Iowa
Massachusetts
Missouri
Nebraska

New Hampshire
New York
Oregon

Rhode Island

West Virginia
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Arkansas
Kentucky
Maine
Michigan
Nevada

Utah



Appendix 3: Individual State Fixed Effects

(1) (2)
VARIABLES Correctional Correctional
Expenditures per Expenditures per
Capita Prisoner
(Fixed Effects) (Fixed Effects)

Percent of Prisoners in -0.183 -25.12
Private Facilities

(0.321) (82.34)
Percent Unemployed -1.917%* -635.7*

(0.854) (339.5)
Percent of Population -1.004%** -548.8#**
Living in Poverty

(0.455) (170.3)
Gini Index of Income -12.28 2,771
Inequality (measured
from 0, absolute equality,
to 1, absolute inequality)

(36.25) (13,370)
Population per Square -0.519%** 55.96
Mile

(0.0930) (44.23)
Government Ideology -0.0583 84.38***
(liberal - conservative
spectrum from 1 to 100)

(0.0765) (26.03)
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Violent Crime Arrests per
Thousand Residents

Property Crime Arrests
per Thousand Residents

Violent Crimes per
Thousand Residents

Property Crime per
Thousand Residents

Police Expenditure per
Capita
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Florida
Georgia

Hawaii

-0.768

(0.842)
0.286%#*

(0.0611)
-0.349%

(0.205)
0.0736

(0.0876)
0.395°%#*

(0.0458)
65.65%
(15.33)
45.5] %%
(7.523)
22.76%%
(5.221)
196.0%
(16.47)
28.43 %k
(8.711)
347 8%
(58.65)
294 45
(34.36)
161 4%+
(23.11)
115.9%x
(7.767)
42,01 %%
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63.96

(316.3)
42.07*

(22.96)
-18.36

(89.79)
32.19

(37.23)
100.5%#*

(16.03)
9,482
(6,028)
13,201 %%
(2,922)
15,3345
(2,279)
28,000
(7,311)
23,0027
(3,262)
-32,668
(27,915)
17,568
(15,486)
4330
(11,326)
14,2145+
(3,259)
3,672



Idaho

[linois
Indiana

Iowa

Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York
North Carolina

North Dakota

(14.42)
5.053
(10.75)
42.01%H*
(13.65)
68.27%**
(9.281)
27772k
(5.551)
-25.3 1%
(7.312)
58.81%**
(5.202)
78.53%H%
(5.805)
-21.99%%*
(6.138)
339. 7%
(46.71)
390.0%**
(68.29)
127 44
(8.321)
-31.03#%*
(6.541)
9.539
(8.379)
-6.361
(5.775)
8.562
(14.64)
-0.959
(8.216)
15.21
(12.34)
-10.23
(7.836)
595.3%#*
(100.6)
60.59%**
(17.46)
231.5%%*
(29.09)
79.42%%%
(9.761)
-59.57#%*
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(5,785)
21,842
(4,313)
1,077
(6,261)
13,2097
(4,204)
23,066%**
(2,372)
25,639
(2,995)
19,489
(2,081)
124.2
(2,094)
66,078
(3,025)
2,155
(21,812)
28,477
(32,942)
19,363
(3,946)
57,649
(3,253)
5,006%*
(2,506)
2,400
(1,828)
34,31 7%%
(5,088)
51,020
(3,654)
17,8807
(4,530)
25,53 %
(3,258)
24,438
(47,773)
55,236%%*
(5,708)
30,132
(14,124)
13,41 1%
(4,284)
43,5775



(9.016) (4,346)
Ohio 108.9%** 1,904
(17.89) (8,429)
Oklahoma 22.37%** 6,178**
(9.336) (2,956)
Oregon 68.17%** 43,623%**
(7.220) (3,303)
Pennsylvania 183.0%#** 27,366%**
(18.03) (8,462)
Rhode Island 483.0%** -30,501
(85.73) (41,326)
South Carolina 44 .36%** 5,776**
(6.587) (2,733)
South Dakota -23.62%%* 22,309%**
(9.037) (3,945)
Tennessee 37.72% %% 7,970%*
(8.096) (3,117)
Texas 65.69%** 8,322 **
(5.130) (1,407)
Utah -7.069 50,362%**
(7.912) (3,335)
Vermont 4.524 26,393 %%*
(7.579) (2,945)
Virginia 127.5%** 15,515%%*
(11.45) (4,880)
Washington 80.68*** 56,870%**
(4.519) (1,933)
West Virginia 23.73%%* 30,151 %**
(5.047) (2,252)
Wisconsin T77.96% %% 28,56(%%**
(5.186) (2,030)
Wyoming 01.53#** 54,769%*%*
(18.80) (6,033)
Constant 107.2%%* 160.4
(20.57) (8,325)
Observations 850 850
R-squared 0.929 0.917

Robust standard errors in parentheses
*#% p<0.01, ** p<0.05, * p<0.1

59



Appendix 4: Between and Within Variation

Variable Mean Std. Min Max Observation
Dev. S
Correctional Expenditures Per | overall 194.853 | 62.9026 | 62.9728 | 470493 | N= 850
Capita 3 3 2 1
between 54.8422 | 119.623 | 349.102 | n= 50
5 3 3
within 31.7135 | 71.7141 | 334865 | T= 17
6 4 7
Correctional Expenditures per | overall 51976.4 | 22349.3 | 14211.2 | 127068. | N= 850
Prisoner 4 2 3 9
between 20309.7 | 20583.0 | 103283. |n= 50
8 3 5
within 973542 | 17989.3 | 995564 | T= 17
5 6 4
Percent of Prisoners in Private | overall 7.73011 | 11.0665 | O 45.8 N= 850
Prisons 8 3
between 10.4327 | 0 428117 |n= 50
6
within 3.95955 | -18.2817 | 284124 | T= 17
4 7
Percent Unemployed overall 5.74636 | 2.00699 | 2.3 13.6083 | N= 850
3 1 3
between 1.07242 | 3.27794 | 7.58480 |n= 50
6 1 4
within 1.70281 | 1.81155 | 12.1272 | T= 17
8 9 5
Percent of Citizens Living in overall 12.5690 | 3.40683 | 4.5 25.8 N= 850
Poverty 6 8
between 2.93826 | 6.44117 | 194235 |n= 50
2 7 3
within 1.77083 | 6.83376 | 19.3867 | T= 17
6 4 1
Gini Index of Inequality overall 0.45091 | 0.02660 | 0.383 0.519 N= 850
4
between 0.02050 | 0.40690 | 0.50287 |n= 50
8 6 7
within 0.01717 | 0.40177 | 0.53093 | T= 17
9 5 9
Population Density overall 191.331 | 256.496 | 1.08562 | 121834 | N= 850
6 1 8
between 258.746 | 1.19769 | 1181.08 |n= 50
4 4 1
within 10.1249 | 117.561 | 232960 | T= 17
9 6 2

60




Government Ideology overall 46.2218 | 154025 | 17.5122 | 73.6186 | N= 850
9 7 1 4
between 12.1606 | 24.1606 | 66.3921 | n= 50
4 5 9
within 9.59920 | 14.6033 | 77.1888 | T= 17
5 2 2
Property Crime Arrests per overall 103231 | 22.1359 | O 201.001 | N= 850
Thousand Residents 7 8 4
between 16.9673 | 0.64756 | 108.103 | n= 50
4 3 4
within 14.4061 | -91.8233 | 103.221 | T= 17
2 1
Violent Crime Arrests Per overall 1.65462 | 1.33934 | 0O 8.57552 | N= 850
Thousand Residents 9 8
between 0.68494 | 0.63087 | 3.45821 |n= 50
8 1 4
within 1.15479 | -0.43119 | 850641 | T= 17
1 5
Violent Crime per Thousand overall 3.97835 | 2.30151 | 0.22202 | 40.7015 | N= 850
Residents 9 9 5
between 1.50316 | 1.20932 | 6.87948 | n= 50
6 8
within 1.75501 | -1.32964 | 39.8545 | T= 17
6 4
Property Crime per Thousand overall 31.7771 | 10.2752 | 4.65427 | 96.0412 | N= 850
Residents 1 6 5 6
between 7.88566 | 16.0914 | 55.0382 | n= 50
9 4 5
within 6.67600 | -1.16107 | 72.7801 | T= 17
1 2
Police Expenditure per Capita | overall 244.610 | 75.7583 | 87.3986 | 513.355 | N= 850
3 4 1 8
between 60.6862 | 147.344 | 403.257 | n= 50
9 5 1
within 46.1075 | 123.179 | 365.063 | T= 17
5 7
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