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In the two decades following 1980, the United States incarceration rate more than tripled. State officials 

carrying out stricter criminal justice measures faced increasingly crowded facilities and some turned to 

private companies to build or run their prisons. Recently, private prisons have become the focus of 

considerable attention as scandals resulted in major prison closings (e.g., Walnut Grove in Mississippi) and 

the Bureau of Prisons decided in September to phase out federal use of private prisons. This economic 

analysis explores the growth of private prisons and provides an economic framework for evaluating them.  

 

The correctional system aims to protect the public by deterring crime and removing and rehabilitating 

those who commit it. Traditionally, the government has funded and operated correctional facilities, but 

some states and the federal government have chosen to contract with private companies, potentially saving 

money or increasing quality. There are several avenues through which private companies could in principle 

save costs relative to the public sector, including through operational innovations. Whether they do so in 

practice is a difficult question to test directly, however. Private prisons are unique in that, by contract, the 

types of prisoners that they are willing to accept are limited. This leads to challenges when trying to 

determine their effectiveness: prisons that do not accept unhealthy inmates or those serving sentences for 

violent offenses should not be directly compared to those that do because of the differences in costs 

required to serve different prison populations. 

 

In addition, there may be differences in the effectiveness of public and private systems in promoting 

rehabilitation and minimizing recidivism. These differences may arise due to the incentives provided in 

private prison contracts, which pay on the basis of the number of beds utilized and typically contain no 

incentives to produce desirable outcomes such as low recidivism rates. The 2016 Nobel prize-winner in 

Economics, Oliver Hart, and coauthors explained that prison contracts tend to induce the wrong incentives 

by focusing on specific tasks such as accreditation requirements and hours of staff training rather than 

outcomes, and noted the failure of most contracts to address excessive use of force and quality of personnel 

in particular.  

 

 

http://www.albany.edu/sourcebook/pdf/t6282012.pdf
http://www.journals.uchicago.edu/doi/abs/10.1086/684310
https://www.ncjrs.gov/pdffiles1/bja/181249.pdf
http://www.nytimes.com/2016/09/16/us/mississippi-closes-private-prison-walnut-grove.html
http://apps.washingtonpost.com/g/documents/national/justice-department-memo-announcing-announcing-the-end-of-its-use-of-private-prisons/2127/
https://www.bop.gov/resources/research_projects/published_reports/pub_vs_priv/oreprcampgaes.pdf
http://www.wpri.org/WIInterest/Duff12.1.pdf
http://www.nytimes.com/2011/05/19/us/19prisons.html?_r=0
https://faculty.fuqua.duke.edu/~qc2/BA532/1991%20JLEO%20Holmstrom%20Milgrom.pdf
http://qje.oxfordjournals.org/content/112/4/1127.full.pdf
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FIGURE 1. 

Number of Prisoners, by Prison Type 

 

 

The Beginning of the Modern  

Private Prison Industry 

As incarceration rates and sentence length rose, in part 

due to stricter sentencing laws in the 1980’s and 1990’s, 

prison populations exploded; by 1990, state prison 

populations reached 115 percent of their highest capacity. 

State officials traditionally finance the construction of 

new prisons using general obligation bonds, which 

require that voters approve the new project through a 

referendum. While voters supported criminal justice 

policies that increased incarceration, they did not always 

support the referenda authorizing expanded prison 

capacity; voters rejected an average of 60 percent of 

prison bond referenda in the 1980s.  

 

The first private prison at the state level opened in 

Kentucky in 19861 and the first federal prison contract 

began in 1997. While states tend to contract out some 

prison services like telephone calls and medical care, this 

analysis focuses on prisons that are fully operated by 

private companies. Figure 1 shows the expansion of the 

private prison sector since data collection began in 1999. 

In 2014, 131,000 inmates were held in private prison 

facilities under the jurisdiction of 30 states and the federal 

Bureau of Prisons (BOP). Although less than 14 percent of 

all prisoners are held at the federal level, much of the 

growth in the overall private prison population has 

occurred at the federal level. The share of federal 

prisoners held in private prisons increased from 3 percent 

in 1999 to 19 percent in 2014—notably in immigration 

detention centers. However, in September 2016, the BOP 

announced their intention to phase out private prison 

contracts over the next five years.  

 

In response to voter rejection of funding for new prisons 

and orders by federal judges to relieve overcrowding, 

some states turned to private companies to build new 

prisons. Private prison arrangements are attractive to 

state officials in part because the companies are able to 

build prisons quickly and without the need for voter 

approval. Lease-purchase agreements are the most 

common type of arrangement, in which the state signs a 

long-term lease for the prison and receives the title when 

the debt and finance charges are fully paid.  

 

Since their first use in Kentucky, private prisons have 

expanded to 29 other states. Figure 2 shows how states 

differ in their use of private prisons, depicting the 

percentage of a state’s prisoners held in private prisons, 

including those under the state’s jurisdiction that are sent 

to an out-of-state private prison (e.g. California and 

Hawaii send prisoners to out-of-state private prisons). 

This means that the map does not necessarily show the 

location of private prisons, but rather the extent to which 

the state contracts with these facilities.2  

  

http://www.albany.edu/sourcebook/pdf/t6292012.pdf
http://www.nber.org/papers/w20283.pdf
http://www.bjs.gov/content/pub/pdf/p00.pdf
http://www.msrb.org/glossary/definition/general-obligation-bond-or-go-bond.aspx
http://www.nytimes.com/1985/02/17/us/companies-easing-crowded-prisons.html
https://books.google.com/books?hl=en&lr=&id=PYx-R6rDD6UC&oi=fnd&pg=PA51&dq=dana+joel+The+Privatization+of+Secure+Adult+Prisons&ots=JgoEcevc8P&sig=SviXH6wrSokb7BQL8svk45oljHg#v=onepage&q=dana%20joel%20The%20Privatization%20of%20Secure%20Adult%20Prisons&f=false
https://www.ncjrs.gov/pdffiles1/Digitization/121808NCJRS.pdf
https://oig.justice.gov/reports/2016/e1606.pdf
https://www.washingtonpost.com/news/monkey-cage/wp/2015/10/26/phone-calls-wont-cost-up-to-14-a-minute-anymore-but-heres-how-prisoners-families-are-still-being-fleeced/
http://www.bjs.gov/content/pub/pdf/p14.pdf
https://www.bjs.gov/content/pub/pdf/p14.pdf
http://www.bjs.gov/content/pub/pdf/p14.pdf
http://www.bjs.gov/content/pub/pdf/p14.pdf
http://apps.washingtonpost.com/g/documents/national/justice-department-memo-announcing-announcing-the-end-of-its-use-of-private-prisons/2127/
http://www.theatlantic.com/magazine/archive/1998/12/the-prison-industrial-complex/304669/
https://books.google.com/books?hl=en&lr=&id=PYx-R6rDD6UC&oi=fnd&pg=PA51&dq=dana+joel+The+Privatization+of+Secure+Adult+Prisons&ots=JgoEcevc8P&sig=SviXH6wrSokb7BQL8svk45oljHg#v=onepage&q=dana%20joel%20The%20Privatization%20of%20Secure%20Adult%20Prisons&f=false
http://www.asca.net/system/assets/attachments/2085/Alternatives_for_Financing_Prison_Facilities-3.pdf?1296161869
http://www.bjs.gov/content/pub/pdf/p14.pdf
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While 20 states do not use private prisons at all, a few 

states make very extensive use: for instance, nearly 44 

percent of all New Mexico prisoners are held in private 

prisons. Northeastern states generally do not use private 

prisons, while Southern states and some Western states 

tend to make greater use of them. Some larger states with 

high incarceration rates also hold a disproportionately 

large share of state-level private prisoners. For example, 

private prisons hold less than 9 percent of Texas’ 

incarcerated population, but because of the number of 

prisoners held in the state, Texas accounts for nearly 16 

percent of all state-level private prisoners.   

Considerations for Evaluating the Private 

Prison Market 

Advocates for the use of private prisons argue that 

private prisons lower costs and improve quality by 

introducing competition. Although private prisons do 

compete with public prisons, the extent to which private 

firms compete with each other for prison contracts is 

fairly minimal because there are few firms in the business. 

Competition between firms may have previously played 

a larger role, as in 1999 there were 12 for-profit prison 

firms managing adult correctional facilities. Since then, 

however, eight of the firms competitors have been 

absorbed by other companies and only two new firms 

have opened. 3  Based on available prison facility 

information, we calculate that the two largest private 

prison companies account for around 55 and 30 percent 

of all private prison beds, respectively, and the 3 largest 

firms provide over 96 percent of the total number of 

private prison beds.  This type of market concentration is 

particularly visible when observing private prison 

companies within states. A single firm runs Mississippi’s 

three private prisons, while a different single firm runs all 

private prisons in California, Tennessee, and Texas.  

 

Market concentration raises concerns that firms will not 

face sufficient competition to achieve the hoped-for 

benefits of lower prices and higher quality. In addition, 

consolidation of market share creates stronger incentives 

for each company to lobby for favorable legislation. For 

example, if there were many small private prison 

companies, no single company would stand to benefit in 

particular from legislation that increases mandatory 

minimums for sentence length. When a single company 

houses 55 percent of the state-level private prisoners, 

however, the benefits to lobbying become much more 

concentrated. 4  To the extent that lobbying by private 

prisons increases the punitiveness of the corrections 

system, and over-incarceration is burdensome for the 

taxpayer and for people who are incarcerated, this may 

be a social cost associated with the use of private prisons. 

 

FIGURE 2. 

Percent of Incarcerated Population in Private Prisons, 2014 

 

http://reason.org/files/d14ffa18290a9aeb969d1a6c1a9ff935.pdf
http://www.afscme.org/news/publications/privatization/the-evidence-is-clear-crime-shouldnt-pay/the-industry
http://www.hamiltonproject.org/assets/files/private_prisons_technical_appendix.pdf
https://www.americanprogress.org/issues/economy/report/2014/05/02/88917/how-campaign-contributions-and-lobbying-can-lead-to-inefficient-economic-policy/
http://www.theatlantic.com/magazine/archive/1998/12/the-prison-industrial-complex/304669/
http://archive.vera.org/sites/default/files/resources/downloads/price-of-prisons-updated-version-021914.pdf
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Evaluating Private Prisons: Cost and Quality 

Private prison companies aim to achieve the goals of the 

correctional system at lower cost and with higher quality. 

Advocates of private prisons argue that the competitive 

marketplace and absence of bureaucratic constraints 

allow private entities to develop efficient prison 

operation practices. Research on whether private prisons 

improve efficiency is limited, but does not contain strong 

evidence that private prisons are more efficient than their 

public counterparts.  

 

In order to compare the cost of both public and private 

prisons, it is important to include capital costs of the 

prison facility and monitoring costs for the state agency 

that oversees the contract with the prison. In addition, 

one must account for differences in required security 

levels and inmate needs, which affect the expense of 

running a prison. Private companies are not required to 

release many details of their operations, including details 

on the cost of the services they provide, which limits the 

ability to make comparisons. The Government 

Accountability Office has concluded multiple times that 

the data are not sufficient to definitively claim that either 

type of prison is more cost-effective.   

 

One particular challenge in comparing costs is the 

difference in inmate characteristics across prisons. The 

state of Arizona found that their minimum-security 

public and private prisons cost virtually the same amount 

per prisoner after adjusting for the medical costs incurred 

by public prisons whose inmates were in poorer health. 

By contrast, a separate Temple University study widely 

cited by private prison companies found savings of 

approximately 14 percent for Arizona minimum-security 

private prisons after valuing the depreciation of the older 

public facilities more heavily and including underfunded 

pensions for the public correctional officers. However, an 

internal investigation found that the authors of this paper 

failed to disclose their funding sources—the three major 

private prison companies—and the university 

disassociated itself with the report.5  

 

Mississippi is a good state in which to evaluate public and 

private prisons because the state oversees both public and 

private facilities that house medium-security inmates and 

(unlike most states) it collects information on the 

operating and capital costs of its private prisons. Private 

prisons cost the state an average of $46.50 per prisoner per 

day in 2012, while the state’s comparable public facilities 

ranged from $35.11 to $40.47. Similarly, a study of prisons 

in Tennessee and Louisiana also controlled for the 

security levels and size of public and private facilities, 

finding that Louisiana’s private prisons were initially 

cheaper but the costs had risen to equal or more than 

public facilities and Tennessee’s private prisons cost 

savings came more in the form of forcing public facilities 

to lower costs. Finally, a meta-analysis of studies using 

available cost data found that private and public prisons 

were similarly costly. 

 

Although many of the arguments in favor of private 

prisons focus on operational innovation, in practice the 

primary mechanism for cost saving in private prisons is 

lower salaries for correctional officers (about 65 to 70 

percent of prison operating costs go to staff salaries). 

Private correctional officers are generally not members of 

a union and in 2015 they received salaries that were about 

$7,000 lower than the average public officer’s salary.  

 

In addition to paying less per officer, private prisons also 

tend to hire fewer officers; private prisons report an 

average of one officer per 6.9 inmates compared to one 

officer per 4.9 inmates in public facilities. In principle, this 

difference could be associated with operational 

innovations that reduce cost without compromising 

quality. However, the two largest companies have each 

been involved in recent understaffing scandals; the 

Occupational Safety and Health Administration ruled 

against a private prison firm for severe understaffing and 

inadequate training in Mississippi in 2014 and a federal 

judge penalized another firm for misreporting its staffing 

levels in Idaho in 2013. The FBI even launched a criminal 

investigation into a private prison in Idaho in 2014 

because the facility’s correctional officers compensated 

for understaffing by negotiating with prison gang leaders 

to maintain order through the threat of gang violence, 

earning it the nickname “Gladiator School.” A 

combination of lower pay, with OSHA’s findings of 

understaffing and inadequate training, may also help 

explain high turnover rates among private correctional 

officers; a 2008 Texas report found that the annual 

correctional officer turnover rate at the state’s seven 

private prisons was 90 percent, as compared to 24 percent 

for state-run facilities. 

http://cad.sagepub.com/content/45/3/358
http://www.forbes.com/sites/mattstroud/2013/02/07/private-prisons-are-exempted-from-federal-disclosure-laws-advocates-say-that-should-change/#628efaa94d0d
http://www.gao.gov/assets/160/150187.pdf
http://www.gao.gov/assets/270/267839.pdf
https://corrections.az.gov/sites/default/files/ars41_1609_01_biennial_comparison_report122111_e_v.pdf
http://www.independent.org/publications/policy_reports/detail.asp?id=43
http://www.cca.com/cca-resource-center
https://www.humanrightsdefensecenter.org/action/news/2014/temple-university-acts-ethics-complaint-filed-against-authors-private-prison-study/
http://www.mdoc.ms.gov/Admin-Finance/OffenderCost/Cost_Per_Inmate_Day_FY_2012.pdf
http://leg.wa.gov/jlarc/AuditAndStudyReports/Documents/96-2.pdf
http://cad.sagepub.com/content/45/3/358
https://www.ncjrs.gov/pdffiles1/bja/181249.pdf
https://www.ncjrs.gov/pdffiles1/bja/181249.pdf
http://www.bls.gov/oes/tables.htm
http://www.bjs.gov/content/pub/pdf/csfcf05.pdf
https://www.osha.gov/pls/oshaweb/owadisp.show_document?p_table=NEWS_RELEASES&p_id=25686
http://www.boiseweekly.com/CityDesk/archives/2013/09/16/us-judge-cca-violated-idaho-contract-when-it-understaffed-private-prison
https://www.aclu.org/sites/default/files/assets/blades_letter_to_valdez_aug__28_2008.pdf
https://www.aclu.org/sites/default/files/assets/blades_letter_to_valdez_aug__28_2008.pdf
http://www.nydailynews.com/news/national/fbi-takes-investigation-idaho-gladiator-school-article-1.1714357
https://www.osha.gov/pls/oshaweb/owadisp.show_document?p_table=NEWS_RELEASES&p_id=25686
http://heinonline.org/HOL/Page?handle=hein.journals/fedpro68&div=8&id=&page=&collection=journals
http://www.senate.state.tx.us/75r/Senate/commit/c590/c590.InterimReport80.pdf
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BOX 1. 

A Case Study of Prison Quality in Mississippi 

A prison’s success at rehabilitating offenders and 

reducing recidivism are important aspects of its quality.  

Due to the lack of data available from private facilities, it 

is difficult to compare public and private prisons on these 

dimensions, but a case study from Mississippi is 

illustrative. Using data from the Mississippi Department 

of Corrections, a recent study found that those leaving 

Mississippi state prisons recidivate at about the same rate 

whether they were incarcerated in public or private 

facilities, although those serving in private facilities 

tended to receive more penalties and stay for a longer 

portion of their sentence length.  

 

Another way of measuring how well a prison addresses 

the risk of recidivism is to look directly at the availability 

of programs aimed at improving a formerly incarcerated 

person’s chances at success, such as inmate job training, 

for which Mississippi provides data. Figure 3 shows the 

availability of job training programs per prisoner across 

Mississippi’s state prisons. Based on this analysis, private 

prisons compare favorably to public facilities; on average, 

private prisons offer almost 3 more program seats per 100 

prisoners. There are substantial differences across 

individual facilities, and differences across prisons within 

sector are larger than the between-sector differences. 

Moreover, this comparison does not account for the 

different composition of inmate populations across 

prison types, and data are not available to allow us to 

adjust for these differences. Since prisoners who are more 

likely to benefit from job training are disproportionately 

found in state private prisons, it stands to reason that a 

higher level of programming would be expected from 

prisons with lower-security inmates.  

 

The number of program spots reported reflect each 

program’s capacity not actual enrollment. While some 

prison contracts stipulate minimum levels of inmate 

programming, they lack the enforcement mechanism to 

ensure that the spirit of the requirement and the desired 

outcome of improved prisoner reentry are met. This is an 

important consideration because program capacity does 

not necessarily translate to prisoner training. For 

example, frequent shutdowns due to understaffing and 

inmate violence in the recently-closed Walnut Grove 

facility meant that inmates could not participate in 

programs; as a result, the program capacity presented 

below is an overestimate of Walnut Grove’s inmate 

training.7  

 

FIGURE 3. 

Availability of Career Training Programs, by Mississippi Prison 

           
 

http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2523238
https://www.ms.gov/mdoc/inmate/Search/GetSearchResults
https://corrections.az.gov/sites/default/files/REPORTS/Contracted_Prisons/contracted_private_prisons_assessment_report_0.pdf
http://www.bloomberg.com/news/articles/2013-07-12/gangs-ruled-prison-as-for-profit-model-put-blood-on-floor
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While private prisons may not consistently provide 

correctional services at a lower cost, it is important to 

consider whether they provide higher quality services at 

a given cost. There is a wide degree of variation on this 

front, particularly due to the differences across private 

prison companies and locations. Existing studies that 

attempt to quantify differences in quality across prison 

types are inconclusive. While some state-specific studies 

assessing quality measures such as escapes, suicides, 

assaults, and educational and vocational programming 

have not found major differences, others found that 

private facilities performed slightly better. The 

Department of Justice investigation into federal private 

prisons found substantial quality issues, including more 

safety and security issues. 

 

Conclusion 

Private prisons do not currently offer a clear advantage 

over their public-sector counterparts in terms of cost or 

quality. The wide variation across prisons, differences 

between the public and private sector, and data 

limitations render a comprehensive, direct comparison of 

cost and quality across prison sectors infeasible. 

However, existing studies that attempt to account for 

differences in the population served show that private 

prisons do not offer clear cost savings or quality 

improvements. The monopolistic nature of the prison 

market and the misalignment of incentives for private 

prison companies provide potential explanations for 

these findings. States that continue to prefer the flexibility 

of private prisons to address surges in their correctional 

populations might consider policies to better align the 

incentives faced by those who run private prisons with 

public need, for example by tying desired outcomes like 

decreased recidivism directly to payments or the 

awarding of future contracts. Additionally, state 

evaluations of public and private facilities should include 

considerations of factors like inmate health and security 

needs when evaluating the cost and quality of their 

facilities.6  

 

Endnotes 

1. The Marion Adjustment Center was contracted in 

1985 and began operation in January 1986. 

2. The Bureau of Justice Statistics notes that states were 

allowed to include halfway houses and treatment 

facilities in the private prison population count, 

which means that some states without prisons that 

are privately operated may show a small private 

population (e.g. Connecticut). 

3. CCA acquired Correctional Alternatives, Inc in 2013. GEO 

changed its name from Wackenhut Corporations and has 

acquired Dominion Management/McLoud Correctional 

Services (2000), Correctional Services Corporation (2005), 

CentraCore Properties Trust (2007), Cornell Acquisition 

(2010), and LCS Corrections Services (2015). Community 

Education Center (CEC) acquired CiviGenics in 2007. 

4. Indeed, the top 3 private prison firms spent nearly $2 

million combined on lobbying in 2015. While public 

correctional officers also organize to lobby for 

legislation that benefits their profession, the biggest 

public correctional officers association—California—

spent only $66,000 in comparison. 

5. The study was also criticized for exclusively taking 

into account factors that favor private prisons while 

excluding  factors, like differences in inmate health, 

that tend to raise relative costs for public prisons. 

6. While Marshall County Correctional Facility does 

stand out for its programming, a comprehensive 

assessment of the facility’s service quality would also 

need to include other aspects judged by the American 

Correctional Association, such as good an ongoing 

investigation into allegedly pet-grade meat provided 

to inmates. 
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The Hamilton Project seeks to advance America’s promise of 

opportunity, prosperity, and growth.  

 

We believe that today’s increasingly competitive global economy 

demands public policy ideas commensurate with the challenges of the 21st 

Century.  The Project’s economic strategy reflects a judgment that long-

term prosperity is best achieved by fostering economic growth and broad 

participation in that growth, by enhancing individual economic security, 

and by embracing a role for effective government in making needed 

public investments.   

 

Our strategy calls for combining public investment, a secure social safety 

net, and fiscal discipline.  In that framework, the Project puts forward 

innovative proposals from leading economic thinkers — based on credible 

evidence and experience, not ideology or doctrine — to introduce new and 

effective policy options into the national debate.  

 

The Project is named after Alexander Hamilton, the nation’s first Treasury 

Secretary, who laid the foundation for the modern American 

economy.  Hamilton stood for sound fiscal policy, believed that broad-

based opportunity for advancement would drive American economic 

growth, and recognized that “prudent aids and encouragements on the 

part of government” are necessary to enhance and guide market 

forces.  The guiding principles of the Project remain consistent with these 

views. 

 

 

 

 

 

 

 

 
 
 
 

www.hamiltonproject.org 
 

         @hamiltonproj 
 
 
 
 
 

http://www.hamiltonproject.org/
https://twitter.com/hamiltonproj

