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 Seven percent of the 1.5 million prison-
ers in the United States are held in 
privately operated prisons, according to 

the most recent survey of prisons published 
by the Bureau of Justice Statistics.1 At mid-
year 2006, there were 84,867 State inmates 
and 27,108 Federal inmates in privately oper-
ated prisons—a 10-percent increase over the  
previous year.

The overall percentage of adults in private 
prisons is relatively small, but the actual 
impact for some States may be much  
greater. An article in The New Mexican, for 
example, suggested that New Mexico was 
overpaying millions of dollars to private pro-
viders that were housing more than 40 per-
cent of the State’s inmate population.2 

Thus, it is vital that policymakers have the 
best possible cost and quality information 
when they are making decisions regarding 
privatizing prisons in their jurisdiction. But 
what criteria should prison administrators  
and policymakers use when making cost  
and quality evaluations? 

To help answer these questions, the 
National Institute of Justice (NIJ) assembled 
researchers, prison officials, private service 
providers, and proponents and opponents 
of prison privatization on March 28, 2007, 
to discuss this complicated and often con-
troversial issue. At the core of the meeting 
was a rare occurrence: two cost and perfor-
mance analyses of the same four prisons—
one privately operated and three publicly  
operated—with different findings. The  
two reports are referred to in this article  
as the “Taft studies.”3

One of the Taft studies was conducted by 
Doug McDonald, Ph.D., principal associate 
with Abt Associates Inc. (referred to as the  
“Abt report”).4 The other study, funded by 
the Bureau of Prisons (BOP), had two com-
ponents: a performance or quality analysis 
conducted by Scott Camp, Ph.D., a senior 
research analyst in BOP’s Office of Research 
and Evaluation,5 and a cost analysis conduct-
ed by Julianne Nelson, Ph.D., an economist 
with the Center for Naval Analyses (referred 
to collectively as the “BOP report”).6
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Average Per Diem Costs Per Inmate (in dollars) for FY 1999–2002

FY 1999 FY 2000 FY 2001 FY 2002

Abt BOP Abt BOP Abt BOP Abt BOP

Publicly operated prison 

 Elkton $39.72 $35.24 $39.77 $34.84 $44.75 $36.79 $46.38 $40.71

 Forrest C�ty  39.46  35.29  39.84  35.28  41.65  37.36  43.61  38.87

 Yazoo C�ty  41.46  36.84  40.05  34.92  43.65  37.29  42.15  38.87

Privately operated prison

 Taft  33.82  34.42  33.25  33.21  36.88  37.04  38.37  38.62

The Taft studies offer the research and pub-
lic policy communities a rare opportunity 
to consider the different approaches that 
were used, why the results were different, 
and how this can inform not only the prison 
privatization debate, but in many ways, the 
government outsourcing, or privatization, 
issue in general. 

Making Prison  
Privatization Decisions

Although every jurisdiction has its own  
economic and managerial idiosyncrasies,  
lessons learned from the Taft studies and 
the NIJ meeting may help administrators 
and public policy analysts avoid mistakes 
that could lead to higher taxpayer costs  
and possible dire consequences of poor  
performance. These lessons include:

■	 Cost comparisons are deceivingly com-
plex, and great care should be taken  
when comparing the costs of privately  
and publicly operated prisons.

■	 Special care should be given to an  
analysis of overhead costs.

■	 A uniform method of comparing  
publicly and privately operated prisons  
on the basis of audits should be  
developed.

■	 Quantitative measures of prison perfor-
mance, such as serious misconduct  
and drug use, should be incorporated  
in any analysis.

■	 Future analytical methods could  
allow simultaneous cost and quality  
comparisons.

Someone not familiar with the literature on 
prison privatization might assume that cost 
comparisons are accomplished without 
controversy or ambiguity. One key lesson 
learned from the Taft privatization studies is 
that comparisons are not as simple as might 
be presumed.

Consider, for example, per diem (or daily) 
costs. The chart below lists the per diem 
costs, in dollars, as analyzed by the Abt and 
BOP researchers for the three publicly oper-
ated prisons and Taft, the privately operated 
facility, for fiscal years 1999–2002.

According to the Abt analysis, the Taft facil-
ity was cheaper to run, every year, than the 
three publicly operated facilities. In 2002, for 
example, Abt reports that the average cost 
of the three public facilities was 14.8 per-
cent higher than Taft. 

The BOP analysis, however, presented a 
much different picture. According to the 
BOP researchers, the average cost of the 
public facilities in 2002 was only 2.2 percent 
higher than Taft. 

Why were the Abt and BOP cost analyses 
so dramatically different? And, importantly, 
what policy implications does this have?

One key lesson learned from the Taft  
privatization studies is that cost comparisons  
are not as simple as might be presumed.
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There are two primary reasons why the cost 
analyses were different: (1) the way inmate 
population sizes were treated, and (2) what 
was included in overhead costs. 

With respect to inmate populations, Taft had 
on average approximately 300 more inmates 
each year than the three publicly operated  
prisons throughout the study period. There-
fore, the private service provider for Taft 
benefited from economies of scale that 
reduced average costs. To adjust for such 
economies of scale, the BOP researchers 
made adjustments to the expenditures. 

Abt, in its analysis, however, did not  
consider economies of scale, choosing, 
instead, to use the actual average per diem 
amount that BOP paid the Taft contractor.  
In other words, BOP estimated what  
expenditures would have existed for  
identically sized prisons, and Abt based  
its analysis on actual expenditures.

McDonald, the researcher who performed 
the Abt analysis, argues that his approach—
using actual costs that BOP paid to have 
a private contractor operate Taft—yields a 
more telling comparison. Although the BOP 
researchers disagree, this leads to one of 
the primary points of this article, which is to 
remind policymakers and others interested 

in the prison privatization issue that making 
cost comparisons is not a simple matter  
of arithmetic.

What Should Be Included  
in Overhead Costs?

Prison costs comprise:

■	 Direct operations costs, such as staff  
salaries, inmate food, medical care,  
and other services. 

■	 Indirect (overhead) costs, such as  
regional and central office supervision, 
computer services, planning, and budget 
development. 

With respect to overhead costs, different 
approaches by the two research groups  
led to different findings. Basing its analysis 
on the extent to which the government 
actually provided resources to support the 
Taft operation, Abt concluded that only a 
bare minimum of support was provided. 
Therefore, the Abt analysis reported a  
100-percent savings of indirect, overhead 
costs for Taft during the time period in the 
study. BOP, on the other hand, assumed  
that most overhead costs (planning, audit-
ing, and other central and regional opera-
tions) could continue to be incurred by the 
government, even if a private company 

How Did We Get the Benefit of Two Studies?
Due to the sheer expense of conducting evaluation studies, it is a rare occurrence 
to have competing research analyses like those discussed in this article. To under-
stand how this happened, some historical perspective is in order.

In 1996, the U.S. House of Representatives directed the U.S. Bureau of Prisons 
(BOP) to perform a 5-year prison privatization demonstration project of the low- 
and minimum-security prisons in Taft, California. BOP awarded a 10-year contract 
to the Geo Group (formerly Wackenhut Corrections Corporation), which oper-
ated the facilities from 1997 to 2007. The contract was then recompeted, and a 
new contract to run the Taft prisons was awarded to Management and Training 
Corporation.

Although the U.S. Congress did not request a formal evaluation of the Taft facili-
ties, BOP leadership decided that an evaluation of cost and quality would help 
them make better decisions regarding privatization. BOP funded the National 
Institute of Justice to secure proposals for an evaluation of Taft and similar BOP 
facilities. Abt Associates won that competition and conducted the study. BOP’s 
Office of Research conducted its own independent study in order to understand 
how to conduct this new type of research.
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was operating the prison. Therefore, the 
BOP researchers applied a 10–12 percent 
overhead rate (the average for BOP prisons 
during the 1998–2002 Taft study period), 
calculating privatization savings of 35 per-
cent of overhead for that 5-year period. Here 
again, BOP estimated the costs that the 
government would have incurred by central 
administration, and Abt presented only what 
was reported.

One can anticipate that underlying assump-
tions regarding overhead costs will have  
significant implications for bottom-line  
estimations of costs and savings. As  
previously discussed, the assumptions  
made by Abt led to a finding of much  
less overhead for the Taft private provider, 
suggesting that the government could  
save a great deal of money by privatizing 
prisons. The assumptions underlying the 
BOP analysis were different, however, and 
led to a less sanguine conclusion. Unless 
policymakers are mindful of these subtleties 
in basic assumptions, they are not likely to 
delve so deeply—or even be presented with 
this level of detail—when considering tax-
payer benefits of prison privatization.

At the March 2007 NIJ meeting, Mark 
Cohen, Ph.D., an economist at Vanderbilt 
University, presented data showing that 
privately operated (and sometimes privately 
financed) prison systems have lower costs 
over time than publicly operated prison 
systems. Although this may be true as an 
overall average, it is not necessarily true for 
a particular jurisdiction. Any prison adminis-
trator or other policymaker considering priva-
tization would be well advised to consider 
the specific analytic assumptions underlying 
the studies.

Performance: Contract  
Compliance vs. Auditing

Performance is a vital part of any prison 
privatization discussion. In many jurisdic-
tions, a truly accurate comparison of  
privately versus publicly operated prisons  
is hampered by different performance  
yardsticks. A privately operated prison, 
such as Taft, has a contract; performance, 
therefore, can be measured by compliance 

with specific contract terms (which, of 
course, can vary from contract to contract). 
BOP-operated prisons, on the other hand, 
measure performance through an auditing 
procedure called program review.

Because no method existed for measuring 
publicly and privately operated prisons on 
many dimensions for performance, both 
of the Taft studies have limitations. Until a 
common yardstick exists, any analysis will 
not be as rich as it could be. Nonetheless, 
it is important to make whatever perfor-
mance analyses are possible—in areas such 
as safety, medical care, programming, and 
rehabilitation services—when considering 
prison privatization.

In the Taft comparison studies, the Abt 
researchers first looked at 19 functional 
areas—including food services, health care, 
safety, and security—that were specified 
in the Taft private-service provider contract. 
The contract had a scoring system, upon 
which possible bonuses and possible  
deductions would be based:

■	 Unsatisfactory = 0 

■	 Marginal = 1

■	 Fair = 2

■	 Good = 3

■	 Excellent = 4

■	 Outstanding = 5

Over the first 5 years of its contract (1997–
2001), the Taft private provider received a 
rating of 2.5; during the 2002–2004 contract 
period, the average rating was 2.8, which 
resulted in a possible award fee of nearly  
50 percent of the amount allocated.

There are two primary reasons why the cost  
analyses were different: (1) the way inmate  
population sizes were treated, and (2) what  
was included in overhead costs.
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In their performance analyses, both the  
BOP and the Abt researchers also looked  
at misconduct, comparing assaults at the 
Taft facility to assaults at 20 publicly operat-
ed low-security prisons. Both reports found 
that the Taft assault rate was lower than the 
average of the 20 prisons; with respect to 
the four facilities in the Taft studies, Elkton 
had an assault rate similar to what would 
have been expected based on its inmate 
composition; Forrest City, Yazoo City, and 
Taft had lower than expected assault rates 
(Yazoo City was the lowest).7

The researchers also considered drug  
use, escapes, inmate grievances, and 
access to medical care in their performance 
analyses. During the study period, Taft  
had a very high drug-use rate compared  
to the 20 BOP-operated low-security  
prisons. Abt noted two escapes at Taft 
and only two in the BOP prisons; the BOP 
researchers reported the same two Taft 
escapes, but also noted a disturbance at Taft 
that involved 1,000 inmates who refused to 
return to their cells for the 10 p.m. count.

With respect to access to medical care, 
the researchers found that the Taft inmates 
were more likely to see a physician than 
inmates in the 20 BOP-operated prisons. 

Despite Differences,  
Lessons Learned

Despite differences in the approaches  
and assumptions used by Abt and BOP in 
the Taft studies, these reports represent  
two of the best prison privatization analyses 
performed so far. Administrators, policy  

analysts, and researchers looking at prison 
privatization and the larger public policy 
issue of government outsourcing would  
benefit from a closer consideration of the  
full reports.
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