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• Compared with the rest of the world, the US has extraordinarily high 
incarceration rates
– American constitute only 5% of the world’s population but houses approximately 

25% of the world’s total prisoners (Walmsley, 2016)
– Close to one in 100 adults in the US are behind bars (Carson & Anderson 2016) 

• For reference, in 2016 the incarceration rate of the US was 655 per 100,000 population 
and Germany had an incarceration rate of 77 per 100,000 population (Institute for 
Criminal Policy Research & Birkbeck, 2016)

New Mexico has the 30th highest incarceration rate in the US but has the 2nd

highest violent crime rate in the US
• Recidivism rates in the US are also extremely high

– Bureau of Justice Statistics study found re-arrest rates to be 56.7% for one year, 
67.8% for three years, and 76.6% for five years

 In 2018 New Mexico had the 6th highest recidivism rate in the US
• High crime leads to high costs

– Negative effects: pain and suffering, loss of human capital and productivity, food 
insecurity, homelessness, negative effects on children

– The cost of crime in the US has been estimated to be as high as $1.7 trillion 
annually (Anderson 1999, Anderson 2011)

Background on Crime and Recidivism
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Background on Private Prisons
• One potential way to reduce the short-run costs associated with 

recidivism is private prisons. 
– It has been argued that private prisons can be more efficient, nimble, and can cut 

out miscellaneous bureaucratic steps (Wooldredge and Cochran 2019)
– Between 2000 and 2016, it is estimated that private prison populations grew five 

times faster than the total prison population (Gotsch and Basti 2018).
• By the end of 2015, 8.27% of total inmates in the US were held in private prisons, and 

private prisons had total revenue of approximately $5 billion (Bureau of Justice 
Statistics 2016)

New Mexico drastically increased its level of private prisons
• As of 2019 New Mexico had the highest percentage (approximately half) of inmates 

held in private prisons (The Sentencing Project)
• However, increased reliance on private prisons because of potential 

short-run cost saving may be misleading
– The impact on the wellbeing and rehabilitation of inmates is unclear (Sanders 

2015; United States Department of Justice 2016)
• Incarceration impacts a myriad of other economic outcomes including pain and 

suffering, human capital, loss of productivity, food insecurity, and homelessness 
– From an economic perspective, there may be increased long-run costs 

associated with increased recidivism
• Depending on the contract structure, private prisons may actually benefit from 

increased recidivism rates (Morris 2007)
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Goal of the Research Study

Goal of our research paper: 
1. Review the literature to compare private and public prisons in 

terms of differences in short-term incarceration cost and 
recidivism rates

2. Study the overall/joint economic impact of private prisons 
including both short-term incarceration cost and recidivism 
rates
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Literature Estimates for the Short-Run Cost 
Savings Associated with Private Prisons
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Literature Estimates for the Differences in 
Recidivism Between Private and Public Prisons
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Economic Methods to Compare Short-Run Cost 
and Recidivism Efficiency  

• Dynamic systems model: 

• The number of prisoners in the system (𝑥𝑥𝑡𝑡) is a function of first-time 
inmates (𝜓𝜓), releases (𝑅𝑅𝑡𝑡), and recidivism rates
– There can be differences recidivism rates for public (𝜇𝜇𝑢𝑢) and private prisons 

(𝜇𝜇𝑝𝑝) 
• Cost of incarceration

• There can also be differences in the per-inmate cost of incarceration
(𝛽𝛽𝑢𝑢 vs. 𝛽𝛽𝑝𝑝) 

 from an economics perspective, the future gains of reduced 
recidivism must be discounted 
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Parameters Obtained From the Literature
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Cost Estimates For Private and Public Prisons 
Over Time 
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Economic Impact of Private Prisons
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Economic Impact Using 
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Sensitivity Analysis
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Discussion/Conclusion

• Estimates from the literature suggest that private prisons provide modest 
reductions in short-term incarceration costs
– Initial estimates from late 1990s found large gains, but more recent papers found 

small and sometimes insignificant effects on incarceration costs   
• Estimates from the literature suggest that private prisons have higher 

recidivism rates
– Initial estimates suggested that this effect was low, but more recently considerable 

differences have been found
• Jointly considering short-term incarceration costs and recidivism rates, we 

find that, private prisons are more costly than public prisons 
• Future work is needed

– More research is needed to understand the impact of private prisons on both 
incarceration costs and recidivism

• Recently proposed changes provide an interesting natural experiment
– Our estimates only consider the incarceration costs, not the larger (societal) costs 

associated with crime 13
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