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The Army relies on commercial rail carriers for off-post rail movements, but it currently
has three business models for on-post rail operations: government owned, government
operated; government owned, contractor operated; and privatized. In this report, the
authors evaluate the three business models and determine whether greater reliance on

commercial rail assets could meet Army rail needs at a lower cost.

RESEARCH QUESTION

* Can a greater reliance on commercial rail assets meet Army rail needs at a lower cost than the current
business models used for on-post rail operations?

KEY FINDINGS

The Army May Be Able to Obtain Some Modest Cost Savings by Privatizing Rail Operations at
Installations with Low Rail Activity Rates That Currently Have Government-Owned, Government-
Operated (GOGO) or Government-Owned, Contractor-Operated (GOCO) Business Models

* When compared with the fixed costs of paying full-time rail crews and maintaining locomotives, we
find that installations that ship an average of fewer than 30—40 rail cars per month are likely to have
lower costs under the privatized model.

* However, the annual cost savings are modest, most likely less than $300,000 per year at each
installation.

The Potential Cost Savings from Privatization Must Be Weighed Against Possible Risks

* The Army will be dependent on commercial rail carriers to provide locomotives and rail crews in a
timely manner to load equipment and containers.
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* The Army may lose some internal surge capacity, because GOGO and GOCO installations share rail
crews when they need to conduct 24-hour operations to load a brigade combat team’s equipment for a
deployment or training rotation.

* There may be an increased risk of accidents or violations of safety and environmental rules if
commercial rail crews are unfamiliar with the installation’s rail infrastructure.

* There may be unexpected additional costs, because commercial rail carriers currently bid separately for
each shipment and some have local monopoly power to raise rates.

RECOMMENDATIONS

When making privatization decisions at specific installations, the Army should consider factors such

as the installation’s deployment requirements, whether it shares its rail crews with other installations,
whether it is served by a local monopoly rail carrier, and the cost of any infrastructure investments that
would be needed to support privatization.

* Some of the risks of privatization can potentially be mitigated by specifying contract terms and
conditions with rail carriers before privatizing installation rail operations.

* These contracts should specify the cost and availability of rail crews and locomotives for peacetime and
surge operations, including contingency plans for short-notice deployments.

* They should also specify any requirements for rail crews, such as familiarity with the installation rail
infrastructure, Department of Defense background checks, and adherence to safety, security, and
environmental rules.

ARROYO CENTER

RAND Arroyo Center is the Army’s federally funded research and development center for studies
and analyses. Its mission is to help Army leaders make decisions that are informed by objective,
high-quality analysis. For more information visit Arroyo’s website at www.rand.org/ard.


http://www.rand.org/ard

