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This topicis really two
different questions:
1. Should the United States substantially
increase its transportation infrastruc-
ture investment? and 2. Should that
investment be made by the federal gov-
ernment? The study of economics can
help answer both of these questions.

Economists believe that the best in-
centives are created when users pay for
the full cost of the things they use, and
producers are allowed to profit from the
things they sell. The prices people pay
give them incentives not to overuse the
goods while the profits producers make
give them incentives to produce more or
to find lower-cost ways of producing.

The fact that users pay the full cost
show that they believe the things they
use are worth producing. While some
people view “profit” as a dirty word, the
advantage of a user-pay system is that
other people or businesses can only

make a profit if they provide you with
something you want at a price you are
willing to pay. If you don’t want it, or
you are not willing to pay what they are
asking, they don’t make a profit, which
gives producers an incentive to reduce
costs and make things people do want.

The user-pay system can break down
if a producer has a monopoly. Then they
will tend to charge more for whatever
they are producing, giving them huge
profits but creating a shortage for the
good. For example, the owner of the
first New York City subway earned large
profits from subway operations in the
early part of the 20th century, but sub-
way riders complained that the cars
were overcrowded. The company didn’t
want to expand capacity because it
would increase its costs without greatly
increasing its revenues. Finally, another
company was allowed to build a compet-
ing subway line and crowding declined.

continued on next page
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Resolved: The United States
federal government should
substantially increase its
transportation infrastructure
investment in the United
States.

Economics?

Economics deals with the
allocation of scarce resources.
The term “eco” comes from
the Greek word for house and
the term “nomos” comes
from the Greek word for
management, and the first
“economists” were household
managers. Today, the term
economics has expanded to
include the management of
resources from the local to
the worldwide level.
Incentives

Perhaps the most important
concept economists have
learned is that incentives
count.. If you give some-
one direction to do one
thing, but give them
incentives to do
something else, they are
more likely to follow
their incentives
than the direc-
tion. Congress
has often given ‘
government ) /
agencies Y/ |
incentives ¢

that conflict with

their missions; the agencies
soon begin to follow their
incentives rather than their
mission, a phenomenon
known as “mission creep.”
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For at least a time, both companies
were profitable, though not as profit-
able as the first company had been
when it was a monopoly.

Another problem with a user-pay
system happens when users are able to
avoid paying all of the costs of the
things they use (which is known as
externalities) or when no one can be
charged for using a particular good or
service because no one can be ex-
cluded from using it (which is known
as a public good). These will be dis-
cussed in more detail below, but for
the moment, it is worth noting that
government often intervenes in pri-
vate user-pay systems to correct some
of these problems.

Government agencies are rarely
allowed to earn a profit, so they can
face very different incentives from
private producers. While private
businesses want to increase profits,
public agencies want to increase their
budgets, as a large budget is a sign of
success. If the agencies are funded out
of the user fees they collect, they may
act somewhat similarly to a private
producer. But if a large part of their
funds come from tax dollars, then
they will act very differently from
private producers.

For example, the Interstate High-
way System was funded entirely out of
gaso-
line
taxes,
tolls,
and
other
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payments made by highway users.
As a user fee, gas taxes are imper-
fect because, when you buy gaso-
line, no one knows whether you
will drive on a state highway, a
county road, or a city street. Still,
they provided some feedback to
highway planners: if they built
highways that no one used, those
roads would generate no gas taxes
to pay for them.

In addition, Congress decided
to build the interstates on a pay-
as-you-go basis; that is, the roads
would be built only as gas taxes
were collected to pay for them.
States were not allowed to borrow
money to build the roads and pay
back that money out of their share
of federal gas taxes. This gave
highway planners incentives to make
sure that the interstates they built
were, for the most part, needed by
users who were willing to pay for
them.

Construction of the Interstate
Highway System was more-or-less
completed in the 1980s. Instead of
ending the gas tax, Congress decided
to divert some of it to pay for mass
transit. Initially, Congress allocated
the funds to cities based on such fac-
tors as population and transit rider-
ship, but said the funds could only be
used for capital purchases, not opera-
tions. Many transit agencies, figuring
that a big bus costs about the same to
operate as a little one, responded by
buying many large buses, with the
result that many of the buses are
nearly empty much of the day.

In 1991, Congress created new tran-
sit funds allocated through competi-
tive grants. These grants were sup-
posed to insure that the funds were
spent as effectively as possible. In
reality, transit agencies soon realized
that the agen-
cies that asked
for a lot of
money were
just as likely to
be funded as

those that asked for only a little
money. In effect, Congress had given
transit agencies incentives to develop
the most costly, rather than the most
efficient, transit systems they

could. The political distribution of
funds creates another problem.
Elected officials like to be seen “cut-
ting ribbons” for major new projects
that are highly visible, such as new
highways or rail transit lines. Mainte-
nance is not as visible, so elected offi-
cials are likely to underfund mainte-
nance. While state highways, which
are funded mainly out of gas taxes and
other user fees, are in fairly good con-
dition, local roads and transit systems,
that are funded mainly out of taxes,
are often in very poor condition.

Incentives are thus key to both
parts of the debate question. How
much is to be invested depends on
incentives: given the right incentives,
producers will build and maintain the
right amount of infrastructure. But
given the wrong incentives, they could
build too much of some kinds of in-
frastructure, or fail to maintain the

continued on next page

Transportation Resources Online

¢ economicthinking.org/transportation
¢ stosselintheclassroom.org/videos/transportation
¢ reason.com/search?q=transportation
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infrastructure that has been built.
Who should build infrastructure also
depends on incentives: government
can build it, but it is more likely than
private industry to get the incentives
wrong, so it should be used only if
private industry can’t do it for one
reason or another.

Benefit-Cost Analysis

While an understanding of incen-
tives is needed to design the systems
to produce and maintain infrastruc-
ture, to decide whether any particular
piece of infrastructure is needed
economists use a tool called benefit-
cost analysis (or sometimes cost-benefit
analysis). In essence, this tool is sim-
ple: all of the benefits of a project are
added up and compared with all of
the costs. If the benefits are greater
than the costs, the project may be
worth doing.

When the benefits are divided by
the costs, the result is called the
benefit-cost ratio; when the benefit-cost
ratio is greater than 1, it means the
benefits are greater than the costs.

In actual practice, benefit-cost
analyses are not always so straight-
forward. For one thing, to be included
in a benefit-cost analysis, all benefits
and costs must be in dollars. There
are some values, such as the value of a
human life, that people might not
want to translate into dollars, in
which case a different kind of analy-
sis, cost-efficiency analysis (see be-
low), is appropriate.

A second problem is that analysts
sometimes get confused about just
what are benefits or costs. Benefits are
things that people are willing to pay
for. There may not be mechanisms for
people to pay for some things, such as
clean air, but economists can estimate
what people are willing to pay for
those things and include those values
in a benefit-cost analysis. A little more
obviously, costs are things that some-
one has to pay for.

Two different kinds of costs are
usually included in benefit-cost analy-
sis. Capital costs are usually paid up

front, building (or rebuilding) infra-
structure. Operations and maintenance
costs are paid every year. Though some
maintenance costs may be needed
only every few years, they can be av-
eraged to an annual number. To com-
pare capital and operating costs, the
capital costs must be amortized over
the expected life of the project at an
appropriate interest rate to convert
them to an annual cost. This is some-
times called annualization..

For example, a major highway or
rail line has an expected life of about
30 years before it must be rebuilt. To
amortize a project that costs $100
million, use a mortgage calculator to
convert that $100 million to an annual
payment. For 2012, the United States
Office of Management and Budget
requires agencies to amortize using a
3.8 percent interest rate. At 3.8 per-
cent, the annualized value of $100
million over 30 years is about $5.6
million per year. This can be added to
the annual operations and mainte-
nance costs and compared with the
annual benefits over the 30-year pe-
riod.

Confu-
sion results
when it
comes to
jobs: are
they bene-
fits or
costs? A
recent
analysis of
a streetcar
project in
Tucson
counted
the jobs
that would
be re-
quired by
the project
as a bene-
fit. Politi-
cians act as
if the jobs
that result

economy.

T
GUIBES
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Energy Independence: Fact vs. Fiction

The Manhattan Institute's Robert Bryce and the Cato
Institute's Jerry Taylor argue the energy independence isn't
necessary because of the global nature of the oil market

Infrastructure Spending Not a Jobs ...
Mercatus Center Economist Veronique de Rugy argues the
private sector should be in charge of building roads.

Abolish Drunk Driving Laws...
Radley Balko of TheAgitator.com discusses why America
should change its traffic laws.

Can a Gas Tax Save the Economy...
Jay Powell of the Bipartisan Policy Institute and David
Callahan of Demos debate budget reform models.

i High Speed Rails a Waste of Money

Author Randal O'Toole and Seastanding Institute Founder
Patri Friedman discuss why the president is wasting his time
with high-speed rail and give their ideas to save the

Dollar Vans Hurt Mass Transit...

Ml John Samuelson and Hector Ricketts debate on whether
mass transit would lose government funds due to

from their spending are benefits, and
to someone who is out of work those
jobs may sound pretty good. But, for
the purpose of benefit-cost analysis,
jobs are not a benefit because no one
is willing to pay for a job; instead,
someone has to pay them to work.
Think of it this way: if we take a dol-
lar from one person and give it to
someone else, the first person thinks
of it as a cost and the second thinks
of it as a benefit. But that doesn’t
mean this has a benefit-cost ratio of 1.
In order for the benefit-cost ratio to
equal or exceed 1, the transaction ac-
tually has to produce something that
someone else is willing to pay for.

One cost that has to be considered
when looking at a proposal to build a
particular transportation project is
the opportunity cost. of spending money
on that project rather than on some-
thing else. Although more than one of
these projects may have benefit-cost
ratios greater than one, funds are
rarely available to do every single pro-
ject. A truly objective benefit-cost
analysis would identify a wide range of

continued on next page
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alternative projects, estimate the
benefit-cost ratios of each of those
projects, and propose to fund the
ones with the highest benefit-cost
ratios. For example, if a particular
corridor suffers from traffic conges-
tion, some of the alternative solutions
to that congestion could include
building more roads, coordinating
traffic signals, building rail transit
lines, increasing bus service, or tolling
existing roads with variable tolls to
encourage some people to drive at less
congested times of the day. A plan
that fails to identify a full range of
alternatives ignores the possible op-
portunity costs of investing in the
alternative preferred by the planners.

Externalities

Benefits are based on people’s will-
ingness to pay and costs are based on
all of the costs someone has to pay to
achieve some goal. But sometimes
some costs are paid by people other
than the people who get the benefits.
These costs are called externalities
because they are outside of the costs
paid by the user. Air and water pollu-
tion are externalities because they
impose health and other costs on
people other than the people who are
doing the polluting.

Not all externalities are costs.
Automobiles pollute, but they also
allow many people to reach a variety
of places including supermarkets and
shopping malls. This in turn allows
retailers to sell a wider variety of
products at lower prices. Even people
who don’t drive benefit from this
when they shop at a supermarket or
other store.

Externalities can be included in
benefit-cost analyses if the dollar
value of the externality can be accu-
rately estimated. For example, pollu-
tion costs might include the costs of
health care for people who are sensi-
tive to dirty air. Analysts should take
care, however, not to build their own
personal preferences into the benefit-
cost analysis. A Utah state auditor
found that planners preparing a

(costs and hours saved in millions)

Cost-Efficiency Analysis o% Denver’s East ﬁorridor

Transport Alternative Annualized Cost Hours Saved Cost/Hr. Saved
New freeway lanes $40.1 18.36 $2.18
New HOV lanes $42.0 12.57 $3.34
Diesel rail $63.4 891 $7.12
Electric Rail $75.1 9.09 $8.26

transportation plan for Salt Lake City
had “cooked the books” to make rail
transit seem more worthwhile that it
actually was.

One way to deal with externalities
is to internalize them by making peo-
ple pay a fee or tax equal to the cost
of the externality. Such fees are some-
times called Pigouvian taxes after
economist Arthur Pigou. For example,
the Environmental Protection Agency
has chosen to regulate automotive air
pollution by requiring the new cars be
equipped with increasingly stringent
pollution controls. But it could have
instead charged people a fee accord-
ing to how much their car pollutes.
This would have given people incen-
tives to retrofit their cars with
pollution-control devices, and might
have cleaned up the air faster than the
method chosen by the EPA. The
problem with a Pigouvian tax is that it
is difficult to estimate how much the
tax should be, especially in a political
environment where some people are
lobbying to overtax pollution while
others are lobbying to undertax it.

Cost-Efficiency Analysis

Cost-efficiency (or cost-effectiveness)
analysis is used when it isn’t possible
to assign a dollar value to some im-
portant variable. For example, conges-
tion wastes people’s time, but not
everyone has the same value on their
time, and studies even show that peo-
ple value their time differently de-
pending on what they are doing at the
moment. Rather than assign an arbi-
trary value to an hour of people’s
time, a cost-efficiency analysis simply
measures the costs of saving time.

As with a benefit-cost analysis, a
variety of alternative projects should
be considered. If the goal is to save
people’s time, those projects could
include new highway lanes, traffic
signal coordination, or improved tran-
sit. Planners can use traffic models to
estimate how many thousands of
hours each project will save per year.
Dividing the number of hours into
the annual costs of each project re-
sults in a cost per hour. For example,
Denver’s planning agency compared
four different alternatives for relieving
congestion between downtown Den-
ver and Denver International Airport.
These included building new highway
lanes open to anyone; building new
highway lanes open to buses and other
high-occupancy vehicles; building a
Diesel-powered rail line; and building
an electric rail line.

Given the numbers shown in the
table, which alternative should the
transit agency choose? While the ta-
ble indicates that new freeway lanes
are the most cost-effective alternative,
Denver’s transit agency decided to
build electric rail transit, suggesting
that its goal was to maximize its
budget rather than to make the most
effective use of taxpayer dollars.

Supply & Demand

One problem with doing benefit-
cost analyses, even with values and
costs that seem easy to identify, is that
prices never stay fixed. Instead, prices
depend in part on the quantity of
things that are available while the
amount people will buy depend on
the prices.

continued on next page.
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For example, one hundred years
ago most automobiles were hand-
made. Few of them could be made at
one time, so they were very costly.
This high cost reflected both the high
cost of making them and the relative
scarcity of cars.

Then, in 1913, Henry Ford installed
the first moving assembly line for
making cars. This made it possible for
him to build far more cars and al-
lowed him to cut the price of his cars
in half. This made the Model T Ford
one of the most successful cars ever.

Economists graph these changes
using supply and demand charts. In the
charts, the vertical axis represents
prices while the horizontal axis repre-
sents quantities. At lower prices, the
quantities that people will buy in-
crease, so the demand curve slopes
down from left to right. However, at
lower prices, the quantities that pro-
duces will make decrease, so the sup-
ply curve slopes up from left to right.
The intersection of the two repre-
sents the price and quantity at any
given time, but this can fluctuate all
the time. 3

For example, in the chart shown, &
“Supply 1” represents the supply
curve for automobiles before 1913,
while “Supply 2” represents the
curve after 1913. The technological
innovation of the moving assembly
line greatly altered producer costs
and led the supply curve to move.

indicates that the demand curve for
gasoline is nearly flat; economists
would say that the demand is nelastic.
If, on the other hand, the cost of
automobiles doubled in a short time,
people would probably respond by
keeping their existing cars longer
leading to a dramatic decline in the
number of new cars sold. This would
mean the demand curve for new cars
slopes steeply downward, which
economists would say is elastic.

Supply curves can also be elastic or
inelastic: a flat curve would be inelas-
tic while a steep one is elastic. When
either the supply or demand curves
are elastic, estimating prices or costs
for a benefit-cost analysis can be diffi-
cult because a small change in just
about anything can lead to a large
change in prices.

Induced Demand

Suppose that, in a particular corri-
dor, people driving 6,000 vehicles per
hour want to go into town during the

Supply and Demand

As a result, the number of cars peo-
ple bought increased even though
the demand curve might have stayed
constant.

It is also possible for the demand
curve to move. If, for example, per-
sonal incomes increase, then some
people are likely to want more cars or
whatever good is represented in the
chart.

The slope of the supply and de-
mand curves is very important. For
example, between 2004 and 2008,
gasoline prices doubled, yet the
amount of gasoline Americans bought
declined by only about 2 percent. This

Quantity

morning rush hour and out of town
during the afternoon rush hour. Since
a typical freeway lane can move about
2,000 vehicles per hour, a six-lane
freeway—three in-bound and three
out-bound—might seem to be suffi-
cient. The problem with that is that,
when a road is used to capacity, a tiny
fluctuation in the speed of one car can
force everyone to slow down, leading
to hours of stop-and-go traffic.

This problem could be solved by
building an eight-lane freeway, with
four lanes in-bound and four out-
bound. Then each lane would move an

average of 1,500 vehicles per hour at
rush hour, well below the capacity of
the road.

Highway critics, however, argue
that building new capacity simply
leads more people to drive, something
they call induced demand. They are
both right and wrong about this. They
are right that making transportation
faster, more convenient, and/or less
expensive has the effect of moving
the supply curve (from Supply 1 to
Supply 2 in the chart) so that the price
declines and the quantity increases.

Critics are wrong in thinking this is
a bad thing. Some cities are even de-
liberately increasing congestion with
the idea that it will reduce driving and
that reducing driving is somehow a
worthwhile goal. In fact, anything
that reduces the cost of transporta-
tion will increase mobility, and that
increase will translate into greater
economic productivity, including
higher pay.

The real question is whether the
benefits of a particular new road are
greater than the costs of that road.
The annual reduction of the amount
of time wasted sitting in traffic, fuel
saved, and other savings can be com-
pared with the annualized cost of the
new road, and if the benefits are
greater than the cost—and there is no
other competing project that has an
even higher benefit-cost ratio—then
building the road is probably a good
thing.

Subsidies

One reason why people debate
about the benefits of new transporta-
tion projects is that so much trans-
portation today is subsidized with
taxes, so we don’t really know what
transportation is worth to people.
This is relatively new; fifty years ago,
most transportation was not subsi-
dized, so it was easy to see what
transportation was worth to people
based on what they were willing to
pay to use it. Since then, the public
transit industry, which was once
mainly private, has been taken over by
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state and local governments that
heavily subsidize it; intercity passen-
ger trains were taken over by Amtrak,
which relies on subsidies from both
the federal and state governments;
and highways, which were once paid
for mainly out of tolls and gasoline
taxes, are now often paid for with
sales taxes and other subsidies.

Subsidies can have the effect of
moving the supply curve to the right
(from Supply 1 to Supply 2), thus in-
creasing the quantity that people will
consume and encouraging those peo-
ple who use the subsidized goods to
want more subsidies. But subsidies
aren’t always captured by the users.
Much of the subsidy to the transit
industry goes to transit workers, in
the form of higher pay and benefits,
and rail contractors, who benefit from
building expensive rail lines when
buses could work just as well at a far
lower cost.

Of course, the people who get the
benefits argue that the subsidies are
needed to achieve some social goal,
such as reducing traffic congestion or
air pollution. But, despite the hun-
dreds of billions of dollars of subsidies
to the transit industry since 1970, the
number of transit trips taken per ur-
ban resident has declined, indicating
the subsidies have not achieved any of
those goals.

Any evaluation of subsidies must
carefully consider who will actually
get the subsidies; whether the bene-
fits of the subsidies justify the costs;
and whether the 16advocates of the
subsidies are not really just special
interest groups seeking to enrich
themselves at taxpayers’ expense.

Public Goods

One reason that is often used to
justify subsidies is that something is a
public good. This doesn’t mean some-
thing is owned by the public; instead,
it refers to things that anyone can
consume without reducing the
amount available to anyone else and
that no one can be excluded from
using it. The classic example is na-

tional defense: if Bill Gates or Warren
Buffet paid for national defense, eve-
ryone else would feel protected and so
no one would bother to pay their fair
share. Thus, the only way to have an
adequate national defense is through
taxes.

Most of the benefits of transporta-
tion go to transportation users, and
very few aspects of transportation
infrastructure can be considered a
public good. So it is difficult to argue
that taxes, rather than user fees,
should pay for transportation.

Recently, however, some people
have argued that one of the costs of
transportation is a public bad, namely
greenhouse gases. Since the climate,
like national defense, is not some-
thing that can be bought and sold,
they argue, government action is
needed to reduce greenhouse gas
emissions. Even to the extent this is
true, the most cost effective ways of
reducing greenhouse gases are often
very different from what many people
think. For example, building cars that
emit fewer greenhouse gases can be
more cost-effective than trying to get
people to drive less.

Conclusions

At first glance, it seems theoreti-
cally possible for federal planners to
use benefit-cost analysis and similar
tools to analyze the nation’s infra-
structure needs and direct funds to
meet those needs. As a practical mat-
ter, this strategy is full of perils. Plan-
ners have a difficult time accurately
estimating the values and costs of
things that are bought and sold in the
marketplace every day, much less
things such as the value of people’s
time or the cost of air pollution that
are not priced by a market.

Lacking accurate numbers, plan-
ners can end up substituting their
own preferences in their analyses,
either by underestimating the costs
and overestimating the benefits of the
projects they like or overestimating
the costs and underestimating the
benefits of projects they dislike. Even

if planners are entirely unbiased, the
politicians who make the ultimate
decisions may either overrule plan-
ners’ analyses or tend to fund new
construction while underfunding
maintenance.

Thus, any argument that the fed-
eral government should increase its
investment in infrastructure must
answer two questions. First, what is
preventing the states or private busi-
nesses from providing that infrastruc-
ture without federal involvement?
And second, how can checks and bal-
ances can be built into any federal
programs to insure that they are not
abused by the politically powerful,
including both subsidy-seeking pri-
vate entities and budget-maximizing
public agencies, to favor their own
interests at taxpayers’ expense?

For More Information

While transportation issues are
hotly debated, the data underlying
those issues should not be as a tre-
mendous amount of data are available
for all forms of transportation.

Highway data are available from the
Federal Highway Administration’s
annual Highway Statistics. Data
through 2009 is here:
bttp://tinyurl.com/mnpuyk while 2010
data is here: betp.//tinyurl.com/6txaleu.
Some particularly useful tables in-
clude HM-72 (urban roads and use),
HF-10 (highway finance), and HM-64
(pavement roughness).

Transit data are available from two
major sources. The American Public
Transportation Association’s annual
transit fact book has data going back
nearly a century and is here:
btp://tinyurl.com/7aafg73. The Federal
Transit Administration publishes the
National Transit Database, which in-
cludes data for every federally funded
transit agency and mode of transit
(bus, light rail..), here:
bttp://tinyurl.com/qqodck. You can
download profiles of individual agen-
cies, data for individual years, or his-
toric data going back to 1990.
continued on next page
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Some of the data in the National bttp://scorecard.inrix.com.; these num-
Transit Database are hard to use. I've  bers are not as detailed but are based
summarized the historic data, includ-  on actual observations.

ing ridership, fares, and costs, in a European travel data can be found
large spreadsheet that includes num-  in the “Panorama of Transport” pub-
bers from 1990 through 2010 , here: lished by the European Union. The
bttp.//ti.org/HistoricData.xls. Even more most recent edition is 2009, which
data for 2010, including energy con- has data from 2006:

sumption and carbon dioxide emis- bttp://tinyurl.com/ykks2bu. Tt also in- ' , )
sions: btep.//ti.org/NTDiosum.xls. Sub-  cludes Japanese data for comparison. Randal O'Toole is a Cato Institute

stitute o5 through o9 for 10 to get I've written several reports using and Senior Fellow working on urban
prior year data. interpreting these data, including: growth, public land, and transporta-
Energy data are available from the ¢ “The Greatest Invention: How tion issues. O'Toole's research on
Transportation Energy Data Book: Automobiles Made America Great,” national forest management, culmi-
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Testimony on Financing Infrastructure

by Gabriel Roth, Civil Engineer and Transport Economist.
May 17th, 2011

Executive Summary

This testimony is designed to show that, for two
principal reasons, the federal government should fund
no transportation infrastructure at all.

The first reason is that, in these times of financial
stringency, government should not finance facilities for
which users themselves could pay if they wished to
cover the costs. For example, those wanting railroads
should cover the costs themselves, and those wanting
roads should pay more into the dedicated funds that
support them. The US air, railroad, and road sectors
have a long “user pays” tradition, and the current
financial deficits require that this tradition be restored.
Government funding for interurban travel can be
eliminated for this reason alone.

The second reason is that federal payments
currently support local services, such as mass transit,
and other projects, to promote an undefined concept of
“liveability.” Such payments do not seem appropriate for
federal funding. Why should farmers in Montana be
forced to pay for the travel of wealthier people in New
York and Washington DC? If local services are to be
subsidized, would it not be better for the funds to be
raised from the localities that demand them?

These considerations do not apply to
appropriations from the federal Highway Trust Fund,
which receives dedicated revenues from road users, and

has no claims on general |
revenues. Highway Trust
Fund revenues could be
increased by raising the
dedicated federal fuel
taxes but, because
conditions vary from
state to state, and
because of the waste
involved in the federal
financing of state roads,
it would be preferable to
meet road funding
shortages by raising state
charges.

TREE

Competition, Entrepreneurship, and the Future of Roads

For the longer term,
for reasons given in my testimony, consideration should
be given to phasing out the federal Highway Trust Fund,
and {returning} highway and transit funding to the states.

States are in a better position than the federal
government to reform the current systems of owning,
funding and managing highways. For example, they
could introduce road-use charges based on distances
traveled (rather than on fuel consumed), and give
private providers opportunities to maintain existing
roads and provide new ones on a commercial basis,
eliminating the need for government financing, even by
“Infrastructure Banks.”

Abolition of federal financing is likely to encourage
state and private sector funding, and successful reforms
pioneered by some states could quickly be replicated in
others. [testimony continues at URL abovel]

www.aei.org/article/economics/fiscal-policy/build-roads-save-mo
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Build Roads, Save Money
''''' e with Private Investors

R. Richard Geddes | Bloomberg Government
February 17, 2011

President Barack Obama's proposal to invest $53 billion
in high-speed rail reflects the administration's belief that
U.S. transportation policy needs an overhaul. Few would
disagree that our infrastructure needs significant invest-
ment. Roadways are deteriorating, highways are con-
gested and funding is both scarce and politicized.

A high-speed rail system is not the solution. We don't need

six years and $53 billion in federal spending to boost our
economy and revitalize our infrastructure. We can build

new roads, create new jobs
and advance American in-
dustry by increasing the
role of private investment
in national transportation
policy.

Three policy changes will
revitalize and expand exist-
ing infrastructure of roads,
highways, bridges and tun-
nels. The first is a shift
away from fuel taxes and
toward "road pricing,"
which charges motorists for
the miles they drive. The
second is allowing road prices to vary according to cost
and demand. [study continue at URL above]

to

Renewal

Private Investment in

U.S. Transportation Infrastructure

R. RICHARD GEDDES

ECONOMICS OF FEDERAL TRANSPORTATION POLICY -

SEPTEMBER, 2012 * PAGE 8§


http://www.independent.org/issues/article.asp?id=3092
http://www.independent.org/issues/article.asp?id=3092
http://www.aei.org/article/economics/fiscal-policy/build-roads-save-money-with-private-investors/
http://www.aei.org/article/economics/fiscal-policy/build-roads-save-money-with-private-investors/
http://www.aei.org/article/economics/fiscal-policy/build-roads-save-money-with-private-investors/
http://www.aei.org/article/economics/fiscal-policy/build-roads-save-money-with-private-investors/
http://www.aei.org/scholar/r-richard-geddes/
http://www.aei.org/scholar/r-richard-geddes/
http://www.bloomberg.com/
http://www.bloomberg.com/

