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Executive Summary

Deliberations on reauthorizing the federal
fuel tax dragged on through the summer of 2004
and were not completed in the 108th Congress.
Whether the fuel tax and the transportation pro-
grams it funds should be renewed is the central
question of this paper.

A federal role may have been necessary to
finance the Interstate Highway System in 1956—
the year the federal fuel tax was enacted—but the
system is now complete. The Federal Highway
Trust Fund was established specifically as a
means to finance highway construction. It is
now a slush fund for Congress to fund programs
aimed at appeasing special interests and financ-
ing nonhighway projects. The power of Congress

to finance road projects was supposed to sunset
in 1972 but instead continues to this day. In
addition, federal regulations increase construc-
tion costs and stifle innovative policy experi-
ments in the states.

Before the federal government took on the
role of financing highways in 20th century, that
role was assumed entirely by state governments
and, before that, the private sector. This study
makes the case that there is no longer any role for
the federal government in the construction and
financing of roads. Significant reform must
include phasing down the federal fuel tax and
giving back to the states full responsibility for
highway programs.

Gabriel Roth, a transportation consultant, is a former transportation economist at the World Bank. He is the author
of numerous books on transportation policy. He is the editor of Paving the Way for Private Roads, to be pub-

lished in 2005 by Transaction Publishers.
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What was
established as a
trust fund fed by
fuel taxes to be
spent on roads
for the mutual
benefit of road
users has now
become a
mechanism for
the exercise of

political power.

Introduction

The most recent congressional reauthor-
ization of the federal fuel tax and the federal
transportation programs it funds expired in
September 2003. Currently, Congress decides
the financing and allocation of federal capital
spending on highways (consisting, at present,
of 39 percent of all such spending nationally),
and enacts many of the regulations governing
expenditures financed by various federal agen-
cies." Deliberations on reauthorizing the fed-
eral transportation programs dragged on
through the summer of 2004 and were not
completed in the 108th Congress. Whether
the federal fuel tax and the programs it funds
should be renewed is the central question of
this paper.

There may have been good reasons to
choose such a federal system to finance the
Interstate Highway System in 1956—when the
federal fuel tax and the federal highway system
legislation was enacted—but the IHS is now
complete. What was established as a trust
fund fed by fuel taxes to be spent on roads for
the mutual benefit of road users has now
become a mechanism for the exercise of polit-
ical power and for distributing favors to indi-
vidual members of Congress.

The congressional deliberations on reau-
thorizing the federal financing of roads that
took place in 2004 were mainly about how
much to spend—not about policy. As Robert
Puentes of the Brookings Institution noted:

The differences are not arguments over
policy. As far as Washington is con-
cerned, transportation is all about
money—how much and who gets it. . ..
The sad fact is that the national trans-
portation system is broken and in dire
need of fundamental reform. That is
why billions and billions of dollars of
additional federal investments, with-
out significant reform, will do precious
little to ameliorate the transportation
problems of the modern metropolis.”

This study makes the case that the com-

pletion of the IHS removed any argument
there might be to maintain federal control
and financing of roads; that market pricing
and investment principles, which govern the
provision of most goods and services in free
societies, could usefully be applied also to
roads; and that significant reform should
start with phasing out the federal role in road
finance. This would require a phase-down of
the federal fuel tax and would effectively turn
back to the states full financial responsibility
for their roads, allowing them to manage and
finance highways and the transportation sec-
tor as they deem appropriate.

Paying for Roads:
A Historical Perspective

In a market economy, people generally pay
for what they use, and get what they pay for.
But until recent technological develop-
ments—like electronic tolling—it was impos-
sible to charge directly for road use without
requiring vehicles to stop at pay tolls. Most
drivers today probably assume that fuel taxes
coupled with an occasional toll is the way
roads have always been financed.

However, government use of fuel taxes as
the primary funding mechanism for building
and maintaining roads is a relatively new
invention that has its roots in the 20th century.
During the late 18th and most of the 19th cen-
tury, intercity roads in the United States and
the United Kingdom were primarily toll roads
financed by private capital.

In the beginning of the 19th century, hun-
dreds of turnpike companies operated thou-
sands of miles of toll roads in the United
Kingdom and the United States. In 1830
there were, in Great Britain, 1,116 turnpike
trusts maintaining 22,000 miles of toll roads,
which accounted for about one-fifth of the
total road system.” Those companies were
financed almost entirely by private capital.

Toll road companies in the United States
followed the British example. The first turnpike
road to operate in the United States, connecting
Philadelphia and Lancaster, was built by a pri-



vate company chartered by the Pennsylvania
government in 1792. The road opened in 1794.
Other roads quickly followed and, by 1800, a
total of 69 companies had been chartered in
New Hampshire, Vermont, Massachusetts,
Rhode Island, Connecticut, New York, New
Jersey, Virginia, and Maryland.* Ohio, Pennsyl-
vania, and Virginia were the only states that
subsidized their turnpike companies.’ The total
length of these roads exceeded 10,000 miles,
and they comprised a substantial part of the
economy at that time. Their comparative mag-
nitude exceeded the public-sector investments
in the Interstate Highway System after the
Second World War.®

Most of the toll road companies were put
out of business in the 19th century by a mode
of transportation technically superior to ani-
mal-drawn vehicles—the railroad. At the turn
of the 20th century, when the railroads were, in
their turn, challenged by motorized road trans-
port, the intellectual climate in the United
States was dominated by the Progressive move-
ment, which advocated a larger role for govern-
ment in many areas, including transportation.
As tolls were generally unpopular, it was politi-
cally easy to abolish them and finance “free”
roads (some of which came to be called “free-
ways”) out of the proceeds of taxation. Some
toll facilities remain, but most roads in the
20th and 21st centuries were, and are, provided
outside the market system on the basis of what
are essentially political decisions. Thus, to this
day, roads, together with education, health,
and pension services, constitute major socialis-
tic elements even in free-market economies.

The Evolution of Dedicated
Road Funds

The advent of the automobile not only high-
lighted the road-financing problem but also
suggested a solution: Unlike the hay consumed
by horses, motor-vehicle fuel could be easily
taxed. So, in the United Kingdom, the estab-
lishment of a Road Improvement Fund, to be
fed from the proceeds of taxes on motor vehicle
ownership and use, was included in the 1909

budget of the Chancellor of the Exchequer
David Lloyd George. Sir Edgar Harper, econo-
mist and chief valuer to the Inland Revenue (the
UK tax authority), explained that the Road
Improvement Fund “is not fed by taxation in
the strict sense. It provides machinery by which
the owners of motor vehicles in combination
and under State guidance are enabled to spend
money on roads for their mutual benefit.”’

The concept of dedicated road funds soon
crossed the Atlantic. The first in the United
States was established in Oregon in 1919,
and there are now more than 30 states with
such dedicated funds.

Fuel taxes are easy to collect, but they suf-
fer from three drawbacks:

® First, they are not responsive to costs
imposed on the road system; diesel-pow-
ered vehicles typically use half the fuel
consumed by gasoline-powered ones, but
can impose the same or greater costs on
road maintenance.

® Second, the costs imposed by road users
on one another under conditions of con-
gestion—costs which should be charged
to users if road systems are to be used
efficiently—are not adequately reflected
in increased fuel consumption.

® Third, as vehicles become more fuel-effi-
cient, revenues proportional to fuel con-
sumption decline in value and cannot
keep up with the costs of providing roads.

In addition, dedicated road funds are often
used by governments for nonroad purposes.
The first to suffer this fate was the British road
fund, which was raided by Chancellor of the
Exchequer Winston Churchill in 1929.° As we
will see later, the same fate overtook the U.S.
Federal Highway Trust Fund.

A Brief History of the
Federal Role in
the Provision of Roads

Section 8 of Article I of the U.S. Constitu-
tion gives Congress explicit power “to estab-
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governments
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lish Post Offices and post Roads.” In 1802,
Congress authorized funds for the construc-
tion of the “National Road” to link Maryland
to the Appalachian Mountains and eventual-
ly to Illinois. It was completed in 1840. But
there were doubts about the use of this
power, as transportation was regarded as an
“internal improvement” that the Constitu-
tion did not enumerate as a federal responsi-
bility. President Jefferson favored the federal
financing of roads but considered it to be
unconstitutional.” Respecting his opinion,
Presidents Madison, Monroe, Jackson, Tyler,
Polk, Pierce, and Buchanan all vetoed trans-
portation bills on the grounds that they were
unconstitutional. After 1860, however, Con-
gress passed hundreds of laws providing fed-
eral funds for roads. The amounts spent were
comparatively small, totaling $17 million by
1891. In 1914, even this trickle was stopped
by a House rule prohibiting consideration of
legislation funding specific roads. That rule
was reworded in 1946 to state: “It shall not be
in order for any bill providing general legisla-
tion in relation to roads to contain any pro-
vision for any specific road.”"® The latter
wording appears to have still been in force in
2004."

The federally assisted highway system finds
its origins in laws passed in 1916 and 1921,
which authorized the federal-aid highway pro-
gram and established the Federal Bureau of
Public Roads (the predecessor of the Federal
Highway Administration). The laws also de-
fined a cooperative relationship between the
state and federal governments that remains in
effect today: “The States retained the initiative
in constructing roads and highway improve-
ments while the Federal role was to review and
approve work done with the assistance of
Federal funds.”'? In other words, the states
bear the responsibility for their roads, but the
financing power is shared with the federal gov-
ernment, which also has the responsibility to
review and approve work done with the assis-
tance of federal funds. However, the review
and approval processes are lax, as federal ofti-
cials are generally keen to support state offi-
cials.

The Interstate Highway
System and the Highway
Trust Fund

The origins of the Interstate Highway
System can be traced to the presidency of
Franklin Roosevelt. The Federal-Aid Highway
Act of 1938 directed the chief of the Bureau of
Public Roads to study the feasibility of a six-
route toll network. Part I of the resulting 1939
report asserted that the amount of transconti-
nental traffic was insufficient to support a net-
work of toll superhighways. Some routes could
be self-supporting as toll roads, but most high-
ways in a national toll network could not. The
second part of the report—“A Master Plan for
Free Highway Development”—recommended
“a 43,000-kilometer non-toll interregional
highway network. The interregional highways
would follow existing roads wherever possible
(thereby preserving the investment in earlier
stages of improvement).”" Yet, the federal gov-
ernment did not undertake the process of
building a national highway network until the
Eisenhower administration.

Since his early army days, Dwight Eisen-
hower had shown a keen interest in roads. In
1919 he participated in the U.S. Army’s first
transcontinental motor convoy, which traveled
from Washington, DC, to San Francisco in 62
days. Twenty-five years later, as commander of
allied troops in World War II, he saw—and was
impressed by—the German autobahn network.
After he became president, Eisenhower strong-
ly supported the plans for a network of U.S.
highways that had been proposed during
Roosevelt’s administration. In 1954, Vice
President Nixon unveiled an administration
proposal for a $50 billion program to provide a
national highway network within a 10-year
period."* General Lucius Clay, an engineer and
confidant of the president since their wartime
days, was appointed to chair a committee to
recommend a financing mechanism."

Since road tolls had been rejected by the
1939 study, the Committee recommended the
creation of a Federal Highway Corporation
which would issue 30-year bonds worth $25



billion and retire them with the proceeds of
dedicated taxes on gasoline and diesel fuel.'
This recommendation was defeated in the
Senate, because of objections to further feder-
al borrowing. In its place, the Highway
Revenue Act of 1956 created the Federal
Highway Trust Fund as a source of funding
for highway construction, without the federal
government having to borrow the money
required. The financial arrangements having
been agreed to, President Eisenhower signed
the Federal-Aid Highway Act of 1956 into law
on June 29. It stated that, among other things,

® The program would fund a national
41,250-mile “Interstate and Defense
Highways System;”"”

® $25 billion would be authorized to
finance the 90 percent federal share of
the cost;

® The system would be completed by fis-
cal year 19609;

® The powers under the 1956 act would
expire in 1972; and

® Disbursement to the states would be
based on a formula that would take into
account factors such as the geographi-
cal area, length of the road network, and
number of motor vehicles.

As is the case with many government pow-
ers over the course of history, the powers of
the 1956 law did not sunset when originally
supposed. Instead, they were renewed and
changed several times after 1972. The length
of the designated Interstate Highway System
was increased to 46,726 miles.'® Its construc-
tion was completed in 1996, but federal
financing was then allocated for a brand new
160,000-mile “National Highway System.”"’

Since the inception of the FHTEF, the com-
position of the taxes dedicated to it has
changed, but the main sources of funds, ac-
counting for about 85 percent of receipts, are
still the taxes on motor fuels. The federal gaso-
line tax was 3 cents a gallon in 1956 and 4 cents
in 1959.Itis now 18.4 cents a gallon for unlead-
ed gasoline, and 24.4 cents for diesel fuel.

The financing system introduced by the
1956 act supported and thus strengthened

the concept of the dedicated road fund. In
the United States, there was a broad under-
standing that the proceeds of gasoline taxes
should be dedicated to road construction
and maintenance.” Indeed, this understand-
ing persists today in public opinion. A
national poll conducted in 2002 by Andrews
McKenna Research, showed that 89 per cent
of Americans still believe it important that
fuel taxes and other highway fees should go
to highway improvement.”!

However, since 1982 this has not been the
case. The Surface Transportation Assistance
Act of 1982 raised the federal gas tax by five
cents. One-fifth of the proceeds of that gaso-
line tax increase was dedicated to transit and
placed in a new Mass Transit Account in the
highway trust fund. By definition, this
money was to go to mass transit programs in
urban areas, not highway maintenance.

The 1991 Intermodal Surface Transpor-
tation Efficiency Act, spearheaded by Sen.
Daniel Patrick Moynihan and supported by
environmental and transit advocacy groups,
went further. It substituted “flexibility” and
“intermodalism” for the “dedication” to high-
way funding of fuel tax revenues. The change
of policy focus from highways specifically to
transportation generally indicated that, from
then on, any political group could lay claim to
federal highway money for any purpose related

to transportation in a broad sense.

The Advantages of Federal
Highway Financing

The main advantage of the 1956 legisla-
tion was the virtual completion, at a compar-
atively small cost to road users, of the
Interstate Highway System, probably the
greatest public works achievement since the
fall of the Roman Empire.”” Those familiar
with the difficulty of getting any government
project achieved will be particularly apprecia-
tive of the success of the men and women
involved in getting this magnificent road net-
work completed. In view of the inherent
weaknesses of the structure of the FHTF, its
success might be attributed to the skills of
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the people concerned with making it work.
As transportation expert Alan Pisarski wrote,
“Engineers and public officials . . . generally
operated with care and good judgment with-
in a process almost entirely dependent on
those qualities.””

However, it is not easy to discern the advan-
tages to road users of keeping the old system
of federal financing. Some federal highway
activities—research into safety issues, for
example, or development of better tolling sys-
tems—could well be beneficial, but they do not
involve the federal financing of infrastructure.

The Disadvantages of
Federal Financing

There are major disadvantages to the fed-
eral financing of roads. Before discussing
them it is relevant to point out that the
FHTF is not, and never was, a trust fund in
any meaningful sense, and that its custodi-
ans are under no obligation to spend its rev-
enues for the benefit of road users. Legally,
the FHTF is a separate account, maintained
in the U.S. Treasury, from which the FHWA
can draw amounts determined annually by
Congress. The FHWA uses these revenues to
reimburse state governments for the federal
share of expenditures previously made by the
states. Congress is free to attach any condi-
tions it wishes to the appropriation of FHTF
revenues, and is also free to decline to appro-
priate them, so that they can accumulate to
reduce the overall budget deficit.

The Current System Encourages Low-
Priority and Unnecessary Projects
Decisions regarding federally financed
highways—for which federal contributions
range from 75 percent to 90 percent—require
the involvement of both federal and state
administrations. The states retain formal
responsibility for their highways but do not
have to meet more than a small percentage of
the bills. This allows them to fund low-priori-
ty projects at the expense of road users in other
states. The federal funding of state roads

results in excessive demands for expensive
facilities, because, to the states, federal funds
are almost costless, and state officials are
accountable to their voters only for state
funds. Thus, the system encourages the con-
struction of expensive road projects, such as
Boston’s Central Artery and Tunnel project
(popularly known as “The Big Dig”), for which
local funding would have never been consid-
ered. Initially estimated to cost $3.3 billion,
the cost is now more than $14.6 billion.”*
Speaker of the House of Representatives “Tip”
O’Neill, who represented a Boston district, led
the push for the use of federal funds.

Fuel Taxes Are Used to Fund All Sorts of
Nonhighway Spending

The large-scale diversion of money from
the FHTF started in 1982 with the opening
in the FHTF of the Mass Transit Account,
and accelerated with the 1991 Intermodal
Surface Transportation Efficiency Act.

It is not easy to quantify these diversions,
but the expenditures authorized for the last
highway bill—the 1998 “Transportation Equity
Act for the 21st Century” (TEA-21)—ofter a fair
assessment of them. Items authorized for what
were clearly nonroad purposes are listed in
Table 1. This shows, for each nonroad item, the
total for fiscal years 1998—2003 and the per-
centage that each item comprises in the total
$217.8 billion TEA-21 program for those six
years.

The main diversions are

® Transit—18.83 percent. This diversion
results from 2.86 cents per gallon of
motor fuel being taken for the Mass
Transit account of the FHTF. The funds
are used to subsidize transit services
that have so little appeal to passengers
that users are unwilling to pay even the
operating costs. Passenger-mile costs for
light rail average $1.20, and for bus tran-
sit $0.75—both well in excess of the cost
of travel by car, which averages $0.34 per
vehicle-mile.”® Transit use is concentrat-
ed in a few places—73 percent of the rid-
ership in 2001 took place in seven met-



Table 1
Nonhighway Programs in TEA-21

Total Program
Authorized for Percentage
Program Program ($ billions) of TEA-21
Federal Transit Administration programs 41.00 18.83
Congestion mitigation/air quality improvement 8.12 3.73
Surface Transportation Program (one-tenth) 3.33 1.53
MAGLEYV Transportation Technology
Deployment Program (subject to appropriation) 0.95 0.44
Puerto Rico Highway Program 0.66 0.30
Recreational Trails Program 0.27 0.12
National Scenic Byways Program 0.15 0.07
MAGLEYV Transportation Technology Deployment Program 0.06 0.03
Total 54.54 25.05

Source: TEA-21 Authorization Table, available at http://www.fhwa.dot.gov/tea21/sumauth.htm.

ropolitan areas: Boston; Chicago; Los
Angeles; New York; Philadelphia; San
Francisco; and Washington, DC.* It is
by no means clear why farmers in
Kansas should subsidize local travel in
Washington, DC.

® Congestion Mitigation and Air Quality
provisions—3.73 percent. The CMAQ
program is intended to assist states to
improve air quality. These funds are not
used to finance road improvement,
despite the fact that some increases in
road capacity might actually reduce
traffic congestion and thus improve air
quality.

® Surface Transportation Programs—1.53
percent. Since 1991, one-tenth of the
Surface Transportation program has to
be spent on nonroad “enhancements”
to address projects, such as bicycle and
pedestrian facilities, historic preserva-
tion, and scenic easements.”’

The other items need no explanation,
except perhaps the $660 million for the
Puerto Rico Highway Program. These funds
are definitely for roads, but not for roads
traveled by those who pay into the FHTF, as
Puerto Rico road users do not pay fuel taxes
into the fund.

The total of all the “nonroad” items comes
to 25.05 per cent—it comprises about a quarter
of the expenditure from the FHTF. In other
words, at least a quarter of every fuel tax dollar
goes to something other than highways. Other
estimates have shown that the leakage from the
trust fund is as high as 38.5 percent.”®

Federal Regulations and Programs
Increase the Costs of Building Roads

Federal regulations and programs make
building roads more expensive.

® First, federal specifications for road con-
struction can be higher, and therefore
more expensive, than state standards.

® Second, states are required to adopt fed-
eral regulations, such as the Davis-
Bacon and ‘Buy America’ provisions,
which can raise highway costs substan-
tially. Davis-Bacon rules, by themselves,
can increase project costs by anywhere
between S and 38 percent.””

® Third, there are significant administrative
costs to sending tax money from the
states to the federal government and then
back to the states. According to published
FHWA data assembled by transportation
economist John Semmens and updated
for this paper, total expenditures (federal,
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At least a quarter
of every fuel tax
dollar goes to

something other
than highways.

state and local) on “Administration and
Research” at the establishment of the
Highway Trust Fund in 1956 were 6.8 per-
cent of construction costs, and in 2002
they were 17.0 percent.”’ This suggests
that federal financing increased these
expenditures by about 10 percent of con-
struction costs. Furthermore, in the peri-
od 1956-2002, construction expenditures
(not adjusted for inflation) increased 12-
fold, but administration and research
expenditures increased 35-fold.

These factors are difficult to quantify and
vary from state to state. Ralph Stanley, the
entrepreneur who conceived and launched the
Dulles Greenway—a 14-mile privately provided
toll road from Dulles airport to Leesburg in
Northern Virginia—estimated that federal regu-
lations increased project costs by 20 percent.”
Robert Farris, who was commissioner of the
Tennessee Department of Transportation
(1981-1985) and Federal Highway Admini-
strator (1987-1989) suggested that federal reg-
ulations increase costs by 30 percent.”

Congress can also impose burdensome reg-
ulations, such as 55-mile-per-hour speed lim-
its, car-pooling, and vehicle-testing require-
ments as conditions for receiving federal
money. The fuel tax revenue that states submit
to the federal government always has strings
attached when it returns to the states.

The Current System Allows Congress to
Allocate Funds between States by
Political Fiat

A major inequity is that some states (called
“recipient states”) persistently get more from
the FHTF than they pay into it. The data on
the amounts paid into and received from the
fund, each year by each state, are published in
the Federal Highway Administration’s Highway
Statistics (see Table 2).

Because supporters of the federal highway
programs use these types of figures to show
how beneficial the current system is to all
states, these figures merit considerable
scrutiny. The ratios at the far right of the
table divide the dollar amounts of the appor-
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tionments and allocations for each state by
the amount of revenue paid into the fund by
each state. This sounds like a reasonable way
to present the data, but because of failure to
adjust for various peculiarities in the way the
money is distributed, this table overstates the
benefits of the federal highway system to
individual states.

For starters, careful observers notice that
the amounts taken out of the Fund exceed the
amounts paid in—in other words, the grand
total ratio exceeds 1. For the whole period
1956-2003, the excess was around 10 percent,
and for FY 2003 it was 4 percent. This excess
was 19 percent in 2002.> This was not because
of any money-creating powers possessed by
the FHWA. The cumulative excess was the
result of interest earned on the Fund’s bal-
ances. However, this interest would have been
earned on invested balances even without the
FHTF—say, for instance, if the states had kept
the fuel tax money and invested it themselves.
To say that this accumulated interest is a ben-
efit of keeping a centralized federal financing
system is disingenuous.

There is a further complication. The 1998
TEA-21 reauthorization included a “mini-
mum guarantee” provision that no state
would receive less than 90.5 percent of the
amount it pays into the fund. To implement
this guarantee, $35 billion—16 percent of the
total authorized—was set aside to increase
the shares of those states that, under the tra-
ditional formulas, received less than 90.5 per-
cent of what they paid into the Fund. Yet
some of this money also went to states that
were already receiving more than they paid
into the fund, thereby doing very little to
remedy the disparity between donor and
recipient states. As there was no such guaran-
tee before 1998, this rule’s effect on total dis-
tributions over time cannot be gauged from
the data in Table 2.

Lastly, payments that are transferred to
the Mass Transit Account and to other non-
road uses are excluded from this data. As
these comprise over 25 percent of fuel tax rev-
enues, the ratios in the right-hand side of the
chart again overstate the benefits of the fed-



Table 3

Highway Trust Fund Return Ratio (per dollar contributed)

State 2003 Ratio State 2003 Ratio
Alaska 5.18 Washington 1.00
D.C. 3.33 Minnesota 1.00
Rhode Island 2.39 Kentucky 1.00
South Dakota 2.13 Nevada 0.98
Montana 2.12 Massachusetts 0.96
North Dakota 2.11 Missouri 0.95
West Virginia 1.90 Maine 0.95
Vermont 1.81 Mississippi 0.94
Hawaii 1.74 Louisiana 0.94
Delaware 1.57 Illinois 0.93
Wyoming 1.45 New Jersey 0.92
Idaho 1.38 Colorado 0.90
Connecticut 1.34 Oklahoma 0.89
New York 1.27 Utah 0.89
Wisconsin 1.20 South Carolina 0.88
Virginia 1.19 Michigan 0.88
Pennsylvania 1.16 California 0.87
Maryland 1.12 Tennessee 0.87
Arkansas 1.11 Ohio 0.86
New Mexico 1.10 North Carolina 0.86
Iowa 1.05 Texas 0.86
New Hampshire 1.05 Georgia 0.85
Kansas 1.04 Florida 0.84
Alabama 1.04 Arizona 0.81
Oregon 1.02 Indiana 0.78
Nebraska 1.00

Source: Author’s caluclations based on data from the Federal Highway Administration, Highway Statistics 2003,

Table FE-221.

eral highway program. These complications,
and the inevitable variations in the amounts
paid out to individual states from one year to
the next, make it impossible to estimate from
the data in Table 2 which are the true donor
states and which are the recipient states.

A better way of showing the inequities
between the states is to compare each state’s
share of money taken out of the FHTF as a
ratio of the share it paid in.>* Therefore, if a
state’s receipts were 3 percent of the whole,
and its contribution 2 percent, the share ratio
would be 3 percent divided by 2 percent, or
1.5 percent. The share ratios for all the states
in 2003 are reproduced in Table 3, which
shows the tendency for the southern states to
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subsidize those in the northeast. Since 1982,
this has been exacerbated by the diversion of
payments by road users to transit programs,
many of which are also in the northeast.

These figures do not take into account the
diversion from the trust fund listed above, the
increased costs in each state due to federal
standards and regulations, or the added
administrative costs. If these were taken into
account, it is dubious whether road users in
any state other than Alaska, Rhode Island, the
Dakotas, Montana, West Virginia, Vermont,
Hawaii, Delaware, Wyoming, Idaho, Connecti-
cut, New York, and Wisconsin derive any sub-
stantial financial benefit from federal highway
financing.

The fuel tax
revenue that
states submit

to the federal
government
always has strings
attached when it
returns to the
states.



A major inequity
is that some
states (called
“recipient states”)
persistently get
more from the
FHTF than they
pay into it.

The Current System Encourages
Politicians to Load Transportation Bills
with Earmarks

In 1982, the prohibition on appropriations
for specific roads in effect since 1914 was bro-
ken by the funding of 10 “demonstration proj-
ects” costing $362 million. In 1987, Congress
funded 1,850 such projects to the tune of $9.4
billion. The growth of these “earmarks” (proj-
ects funded out of the FHTF to reflect the pri-
orities of individual House or Senate members,
but not subject to normal project selection cri-
teria) can be seen in Figures 1 and 2.

Traditionally, earmarks were used to help
members of Congress get reelected but, during
the 2004 deliberations on reauthorization,
they were also used to get the bill passed.
Members were offered, on average, $14 mil-
lions worth of earmarks if they supported the
bill* Members of the House Transportation
and Infrastructure Committee got at least $35
million each.*® The chairman got $590 million
for his home state of Alaska,” and the ranking
minority member got $90 million for 46 proj-
ects in Minnesota’s 8th Congressional

Figure 1

District.”® The House Speaker ($163 million®)
and minority leader ($120 million*’) were not
forgotten. Only South Dakota got nothing—
possibly because its representative was in jail
and not available to claim its share.

The list of House earmarks includes

® $125 million for a bridge to link Ketchikan
(Alaska) to a sparsely inhabited island;

® $1.5 million for High Knob horse trails
in Virginia;

¢ $1 million to improve an I-8 oft-ramp to
the Desert Farming Institute in Imperial
County;

® $4.5 million for rail grade separation pro-
jects located in the Third Congressional
District of Nebraska;

® $1.5 million for the Henry Ford Museum
in Dearborn, MI;

® $593,175 for a sidewalk revitalization
project in Eastman, GA;

® $1 million for “citywide pavement reha-
bilitation in the City of North Pole”;

® $5 million for a parking garage in Boze-
man, MT;

Number of Earmarks in Highway Bills Since 1982
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Figure 2

Total Appropriated for Earmarks since 1982
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® $500,000 to provide transportation infra-
structure for visitors to Jamestown Island;

¢ $3.2 million for a pedestrian walkway at
Coney Island;

® $4 million for transit improvements at
Eastlake Stadium, a minor league base-
ball team stadium;

® $10 million to construct a new inter-
change on I-85 between the Greenville
Spartanburg Airport and SC Highway
101 interchanges;

® $5 million for Home Furnishing Market
for Terminals and Parking in High
Point, NC; and

® $6 million for Highway Reforestation in
Houston, X"

Historically, most earmarks rank low on
the list of priorities of state highway officials.
A 1991 General Accounting Office review
reported:

Generally, demonstration projects we
reviewed were not considered by state
and regional transportation officials as
critical to their transportation needs.
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In slightly over half the cases, the proj-
ects were not included in regional and
state plans.*

Toll Roads and Privately Provided Roads
Are Discouraged

By providing “free” roads, federal financ-
ing discourages toll roads and privately
financed roads, although users of those facil-
ities pay into the FHTF all the mandated
charges such as fuel taxes. For example, the
Dulles Greenway, the privately financed road
in Northern Virginia, has to compete against
“free” state roads. Typical users of the
Greenway pay about 28 cents in gasoline tax
for their 14-mile trip, in addition to the $1.90
toll.¥ The private investors in the Greenway
have yet to receive any profit on their invest-
ment and are, of course, not entitled to any
state or federal funding. If the Greenway were
credited the amounts paid into state and fed-
eral highway funds, its toll could be lowered
and more traffic would be attracted to it,
thus making better use of its capacity and
relieving congestion on other roads.

Historically, most
earmarks rank

low on the list of
priorities of state

highway officials.



Oregon’s Innovative Toll Proposal

In 1919, Oregon was the first state to finance its roads by means of a dedicated fuel
tax. Later, it was the first state to introduce mileage charges for trucks, using a system
that takes account of axle configurations and encourages the use of multi-axle vehicles

which are least damaging to the roads.*

In 2001, Oregon’s Legislative Assembly was concerned that increased fuel efficien-
cy would result in declining revenues from fuel taxes. The state legislature addressed
this issue by mandating the formation of a Road User Fee Task Force “to develop a
design for revenue collection for Oregon’s roads and highways that will replace the

current system.”

In addition to meeting the obvious requirements of reliability, security, and afford-
ability, the selected system would have to meet some special requirements:

® Protection of the privacy of road users;
® Recognition of mileage driven only inside Oregon; and
® A seamless transition to the new system.

In March 2003, the task force presented a plan that included the following elements:

® Mileage traveled within Oregon would be recorded on an on-vehicle device (O-VD),
using signals from an odometer-based unit to measure distance and from the glob-
al positioning system (GPS) to determine state borders.

® Payment of the mileage fee would occur at service stations, during refueling.

® Operators of vehicles equipped with the O-VD would be charged a fee based on
miles traveled since the previous refueling. Transmission of total miles traveled
(but not information about where the miles were traveled) would be made by
short-range radio signals to readers within the service station. The mileage fee
would be added to the cost of the fuel purchased, and a credit given for the amount

of state tax included in the price of the fue

1'47

® Operators of vehicles not equipped with the O-VD would buy taxed fuel, as they

do now.

® The two-payment systems—Dby fuel tax or by mileage fee—would co-exist for a long
period—possibly 20 years—until all vehicles became O-VD equipped.

Equipment for this system was successfully demonstrated in May 2004. The GPS
equipment is estimated to cost about $400 if added to existing vehicles, and $200 if
built in during the vehicle manufacturing process. A pilot test on 400 vehicles is

planned for 2005.

Innovation and Flexibility in Road
Financing Are Discouraged

It is difficult—often impossible—to place
tolls on roads constructed with federal funds.
This prevents the introduction of one of the
most innovative and promising concepts for
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urban congestion relief: HOT (High-Occu-
pancy or Toll) networks. These are networks
of interconnected limited access lanes to be
used by buses and vanpools at no charge and
by other vehicles on payment of a variable
toll, the toll being collected electronically and



set at levels high enough to ensure free-flow
conditions at all times. The first such lanes in
the United States were introduced in 1995 on
California’s State Route 91, as described
below.

Following the success of the HOT lanes in
Southern California, about a dozen similar
projects are being planned.* They are partic-
ularly attractive to local authorities because
they make use of existing capacity and
because the tolls can pay for all or most of the
costs.” Such networks offer the prospect of
congestion-free expressways (at a premium
price) for fast bus service, and for other vehi-
cles. However, because of the prohibition of
tolling on federally financed roads, such net-
works cannot be introduced where they are
most needed, e.g., on congested Interstate
Route 270, which leads to the Washington
Beltway (Interstate Route 495), a federally
financed road and a strong candidate for
improvement by tolling.

A Viable Alternative:
Market Pricing for Roads

Technological advances—such as electron-
ic transponders on vehicle windshields that
act as debit cards at toll plazas—have made
paying for road services as simple as paying
for other sorts of goods. In a world where a
fuel tax that is levied on gasoline is an imper-
fect proxy for measuring how much each dri-
ver contributes to wear-and-tear on roads, it’s
vital to discuss ways of assessing market
prices to road use. Before discussing alterna-
tives to the federal financing of state roads, it
could be helpful to consider what a modern
market pricing system for roads might
require.

A market pricing system for roads could
include the following elements:

® A standard mileage charge applying to
all vehicle travel on all roads. This could
be equivalent to the basic unit charge we
pay for electricity. Vehicles with heavy
axles would pay a heavier mileage
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charge, depending on carrying capacity
and axle configuration, as is the practice
now in Oregon and New Zealand.

® Additional charges—corresponding to
peak period electricity charges—would
be levied for the use of roads that cost
more to drive on, either because of con-
gestion, or (as for some bridges or tun-
nels) because of exceptionally high con-
struction costs.

Case Study: California’s Experiment with
Congestion Pricing for Roads

Tolls for the use of road segments subject
to peak-period congestion need to be higher
in the peak than at other times. Variable tolls
encourage road users to shift their trips from
more-congested to less-congested periods. To
the extent that peak traffic cannot be shifted,
high tolls are needed to pay for the facilities
required to meet peak demands. The first
variable toll lanes in the United States were
conceived, designed, constructed, and origi-
nally managed by the California Private
Transportation Company. Opened in 1995,
they consisted of two pairs of “Express
Lanes” in the median of a 10-mile stretch of
heavily traveled State Route 91, about 30
miles east of Los Angeles. Express Lane users
pay toll by means of transponders, with the
payments debited electronically from
accounts opened with the California Private
Transportation Company. Toll rates vary
from $1 at night to $5.50 at peak travel peri-
ods, and are changed periodically to ensure
the lanes remain free flowing.

Following the lead of the private sector,
California’s public sector implemented a
similar project on Route I-15 north of San
Diego. It, too, has proved popular. The rates
charged on the I-15 lanes to ensure free flow
are not pre-announced, as they are on the S.
R. 91, but are varied automatically in real
time—they are changed every six minutes, in
response to actual traffic conditions. Road
users approaching the Express Lanes can see
the current rates on message signs and, once
in the lanes, pay no more than the rate in
force when they entered.

By providing
“free” roads,
federal financing
discourages toll
roads and
privately
financed roads.



In his 1982

State of the
Union address,
President Reagan
proposed that

all highway and
transit programs,
except the IHS, be
“turned back” to
the states.

These developments indicate that pay-
ments for the use of roads can now be made
to vary with road conditions, and be carried
out as easily as payments for the use of tele-
phones, without vehicles having to stop, and
without even the need for cash. Such changes
in payment methods can have profound
effects on the management and financing of
roads. If federal fuel taxes were no longer a
major element in road finance, direct pay-
ments for road use could be made to state
governments, as is already happening on the
toll roads of New York and New Jersey.
Furthermore, if payment for road use could
be made directly to road providers, a major
obstacle to the private provision of roads
would be removed.

The mileage fee system developed for
Oregon seems to be both practicable and
affordable (see box). It is described here not
because it is the only such system, or the best,
but to show that it is possible to devise feasi-
ble methods for charging for road use that do
not depend on the payment of fuel taxes.

Turnbacks:
A Needed Reform of Federal
Highway Policy

In his 1982 State of the Union address,
President Reagan proposed that all highway
and transit programs, except the IHS, be
“turned back” to the states, but this received
no serious attention in Congress or among
interest groups. Eventually, Reagan was
forced to accept the Surface Transportation
Assistance Act of 1982, which included a five-
cent per gallon fuel tax increase, one cent of
which went to the newly opened Mass
Transit Account within the Highway Trust
Fund.*

The first focused attempt to phase out the
federal financing of state roads was the 1996
proposal for a Transportation Empowerment
Act, sponsored by Sen. Connie Mack (R-FL)
and Rep. John Kasich (R-OH). This attempt
drew negligible support. Sen. James Inhofe (R-
OK) introduced a similar bill (S-2861) in July
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2002 but did not pursue it after he became
chairman of the Senate’s subcommittee on
Transport, Infrastructure, and Nuclear Safety.
The purpose of both bills was to phase out the
federal financing of state roads over a four-
year period, allowing the states to reassume
full control of their highway financing.
Federal fuel taxes dedicated to transportation
would have been reduced to two cents a gal-
lon, to be used for research and other activities
considered suitable for federal roles.

On September 17, 2003, Rep. Jeft Flake
(AZ) introduced a bill, also titled the
Transportation Empowerment Act, which
had similar objectives.”” Flake’s plan did not
seek the immediate abolition of the federal
highway trust fund. This would not have
been possible as federal funding would still
be needed for projects in the pipeline—proj-
ects that were already authorized but not yet
completed. Furthermore, some of the pro-
grams financed by the current system—for
example, those relating to research, standard-
ization, or innovation, such as the develop-
ment of national standards for electronic
road-pricing systems—were considered wor-
thy of renewal in the Flake proposal. Instead,
the Flake bill sought to stop the financing of
new projects, to enable those already con-
tracted to be completed, and to reduce the
federal taxation accordingly. The bill, which
is being revised and will be introduced in the
109th Congress, included the following ele-
ments:

1. Reduction of federal fuel duties to two
cents a gallon by FY 2007;

2. Elimination of all current programs
funded by the FHTF with the exception
of the following “core programs” which
would continue for at least the four-
year transition:

® Interstate Maintenance Program

® Interstate and Indian Reservation
Bridge Program

® Federal Lands Highways Program

® Public Lands Highways

® Parkways and Park Roads

® Highway Safety Programs



* Highway Research and Development

3. Alteration of the Interstate Mainte-
nance formula to take account of the
rural nature and low population of
such states as Alaska, the Dakotas,
Delaware, Hawaii, Idaho, Montana,
Nevada, New Hampshire, Rhode Island,
Vermont, and Wyoming;

4, Termination of transfers to the Mass
Transit account;

S. Establishment of the “Infrastructure
Special Assistance Fund,” which would
be a mechanism to flush the system of
any remaining balances in the Highway
Trust Fund. The money would be dis-
tributed to the states based on their
contribution to the Highway Trust
Fund. Each state would receive at least
$15 million.

6. Assistance to states and local govern-
ments to privatize transportation
assets.

7. At the end of a four-year transition peri-
od, after funding the core programs and
paying off outstanding bills, the re-
maining balance will be distributed to
the states in the form of block grants.

Some Obstacles to Reform

Reluctance of Federal Officials to Give
Up Power

Members of Congress rarely give up power
once they are granted it. That’s especially true
of the power to fund roads. The present sys-
tem enables Congress members to buy votes
at taxpayer expense, and the seeming popu-
larity of transportation bills in Congress
makes it extremely unlikely that members
would voluntarily give up their powers to
allocate funding for roads and transit.

However, representatives in Congress of
the “donor” states—which include powerful
southern states such as Arizona, Colorado,
Florida, and Texas—could be persuaded to
withhold their support for reauthorization of
the current system and to encourage reform.

State legislatures can also push their con-
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gressional delegations to pursue reform. For
example, in 2004, Arizona’s House of Rep-
resentatives enacted Concurrent Memorial
2003. The resolution encourages “the Congress
of the United States to enact legislation that
would return to the states full responsibility to
formulate and implement their own surface
transportation priorities by allowing each state
to retain the revenues from the federal fuel tax
that is collected within its borders.”*®

Similarly, the Colorado General Assembly,
on May 7, 2003, passed resolution SJR-42,
which states that “the federal gasoline tax has
outlived its usefulness . . . and that it should
therefore be turned back to the several states
as a revenue source.”” John Andrews, presi-
dent of the Colorado Senate, wrote to about
6,500 state legislators across the nation, urg-
ing them to enact similar legislation, and has
created model legislation for just that pur-
pose. Road users are numerous, and they
vote. Their representatives—such as the
American Automobile Association, the
American Highway Users Alliance, and the
American Trucking Associations—can influ-
ence their state legislators. Pressure from the
large number of states whose road users suf-
fer from the present system could, in time,
overcome even this obstacle.

Reluctance of State Officials to
Encourage Reform

Some might also wonder why many state
officials support federal highway funding
and do not lobby for returning to the states
the sole responsibility of financing and main-
taining roads. The explanation seems to be
that life is easier for state officials if the
power of taxation and allocation is central-
ized at the federal level. This reduces the dif-
ferences between tax levels in different states,
differences that could signal inefficiencies
and even cause resources to move from high-
tax to low-tax jurisdictions. Economist
Dwight Lee commented:

In effect, increasing the power of the
central government to tax is a way of
forming and enforcing a tax cartel

If federal fuel
taxes were no
longer a major
element in road
finance, direct
payments for
road use could be
made to state
governments,

as is already
happening on the
toll roads of New
York and New

Jersey.



The Colorado
General Assembly
passed resolution
SJR-42, which
states that “the
federal gasoline
tax...should be
turned back to
the several states
as a revenue
source.”

allowing government in aggregate to
extract more money from the public.
Having extracted more revenue, the
[federal] government can re-allocate
the additional money through rev-
enue-sharing arrangements so that all
governments secure more of the tax-
payers’ money. . . . With local politi-
cians able to provide projects for con-
stituents who can vote them out of
office, projects paid for largely by tax-
payers in other jurisdictions who can’t,
a constant demand for excessive and
inefficient government spending (all of
which enhances the power of central
authorities) is assured.”’

Transportation expert Elizabeth Parker
confirmed Dwight Lee’s insight. In describ-
ing a Ford administration proposal to repeal
one cent of fuel tax in any state that increased
its tax by one cent, she wrote that “the
administration’s proposal had little support
at the state and local level because it would
have required state and local officials in each
state to support enacting taxes to substitute
for federal taxes.”' Although the preference
of politicians for tax-raising cartels is under-
standable, it conflicts with the interests of
taxpayers, and especially with those of road
users, many of whom vote. This obstacle, too,
can only be overcome by pressure from con-
cerned road users.

Conclusion

Turnback legislation would enable each
state to finance its roads in accordance with
the wishes of its voters. Some might follow
the example of Oregon and develop road-
financing methods that do not rely on the
taxation of fuel. Some might wish to retain
political control of their roads, whereas oth-
ers might prefer to commercialize them. New
approaches to highway concessions could be
tested. Electronic road-pricing technology
would enable road providers, whether in the
public or private sector, to get their roads
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paid for directly by road users, without the
need to levy fuel surcharges or annual license
fees.

States fully responsible for their own
roads would have stronger incentives to
ensure that funds paid by road users were
spent efficiently. For example, in the absence
of federal grants for new construction, some
states could prefer to better manage and
maintain their existing roads rather than
build new ones. Others might find ways to
encourage the private sector to assume more
of the burden of road provision—for exam-
ple, by contracting with private firms to
maintain their roads to designated standards
or to provide new roads. Some states might
stop discriminating against privately provid-
ed roads, most of which are currently ineligi-
ble to receive funding from the federal
Highway Trust Fund although their users
pay the required federal taxes.

New arrangements would be noticed by
other states, and those that brought improve-
ments could be copied, while failed reforms
could be avoided. In time, road users would
get better value for their money, and some
would even get the road services they were pre-
pared to pay for, while their states could
expend their scarce resources on activities such
as public safety, which could not be made
commercially viable.

Yet much of this is impossible or discour-
aged under the current system of federal
financing of roads. Instead of haggling over
how to tweak a broken system, Congress
should let the current transportation author-
ization expire and liberate the roads by pass-
ing turnback legislation.
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