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Federal Highway Program Shortchanges
Half of the States

Ronald D. Utt, Ph.D.

Among the many contentious issues that will
confront Congress in the months leading up to
reauthorization of the federal highway program
(now postponed until December 2010) is the pro-
gram’s inherent inequities relating to the distribu-
tion of federal trust fund revenues to the states.
Under current law, the federal fuel taxes paid into
the trust fund by motorists and truckers are
returned to the states by a series of mathematical
formulae that attempt to match the scope and usage
of each states surface transportation system with
payments received from the trust fund.’

These formulae, however, embody a number of
serious flaws that cause many states (called donors)
to consistently receive shares that are less than they
pay in while others (called donees) consistently
receive more. This deficiency in turn exacerbates
regional transportation problems because the short-
changed states are typically those with above-aver-
age population growth and transportation needs
that exceed those of the slower-growing states,
which often receive shares that are greater than the
amounts that they pay in. While halfhearted efforts
have been made in the past to mitigate this problem,
there has been little real progress, and the depletion
of the trust fund in FY 2008 further complicates
reform efforts.

Shortchanging the States. Over the past several
decades, states that are shortchanged by the pro-
gram have been concentrated in the Southeast, the
Great Lakes region, and California and Arizona.
States receiving more than their fair share have been
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concentrated in the Northeast and Middle Atlantic
regions and the sparsely populated Mountain states.

Column 2 of Table 1 provides state-by-state
details on winners and losers in 2008 (the latest
data available), and column 3 provides state-by-
state details for the years since the program’s
inception in 1956.% States with a share ratio less
than 1.0 are donors and are receiving a smaller
share compared to what they pay in. Those whose
share ratio exceeds 1.0 are getting back more than
their fair share.

In 2008, there were 25 donor states and 25
donees, although many states were close to being
even in their return ratios. In 2008, for example,
Texas received only an 81 percent payback, cost-
ing it $728 million in underpayments that year,
while Florida received just 79 percent back, Indi-
ana received 91 percent, and South Carolina
received 90 percent. As column 3 reveals, many of
the losing states in 2008 have been consistent los-
ers since 1956. Tabulating return ratios over the
past 52 years reveals that, among some of the 24
long-term losers, Texas received just 80.1 percent,
Oklahoma received 85.5 percent, and Georgia
received 84 percent.

This paper, in its entirety, can be found at:
http://report.heritage.org/wm2863
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State Gains and Losses from Federal
Transportation Trust Fund: 2008
Return Ratio, Return Ratio,
2008 19562008
Alabarma 0.965 0.997
Alaska 3.672 5470
Arizona 0.896 0935
Arkansas 1.078 0.952
California 0972 0.891
Colorado 0929 1.025
Connecticut 1.337 1.486
Delaware 1.570 1464
District of Columbia 4907 3780
Florida 0.789 0.861
Georgia 0.960 0.845
Hawaii |.609 2.687
|daho |.352 1.460
[llinois 0976 0959
Indiana 0912 0814
lowa 0925 0.988
Kansas 0972 0992
Kentucky 0959 0931
Louisiana 1.053 1.096
Maine 1.006 0.996
Maryland 0.879 [.109
Massachusetts 0.898 [.260
Michigan 0919 0.840
Minnesota |.388 1.070
Mississippi 0951 1016
Missouri 0996 0.885
Montana 2222 2.143
Nebraska 0.995 0.990
Nevada 1.035 [.125
New Hampshire 0993 [.152
New Jersey 0.909 0.888
New Mexico 1.038 [.130
New York 1.097 [.126
North Carolina 0.884 0.824
North Dakota 1.932 1.902
Ohio 0918 0.852
Oklahoma 1.038 0.855
Oregon [.044 1.049
Pennsylvania [.123 1.079
Rhode Island 2296 2.104
South Carolina 0.905 0.833
South Dakota 1.904 1910
Tennessee 0931 0.882
Texas 0810 0.801
Utah 0.853 [.162
Vermont 2.359 1.963
Virginia 0.894 0.965
Washington 1.046 [.180
West Virginia [.791 1.743
Wisconsin 1.027 0911
Wyoming 1.325 1.528
Source: Author's calculations based on data from the U.S. Depart-
ment of Transportation, Federal Highway Administration, Highway
Statistics 2008, Table FE-221, at http://www.fhwa.dot.gov/
policyinformation/statistics/2008/index.cfm (April 13,2010).
Table | « WM 2863 & heritage.org

Faulty Calculations. One reason that these
equity problems persist is that the United States
Department of Transportation does not accurately
calculate and report state-by-state equity shares
and instead measures each state’s share by com-
paring the sum of dollars paid in to the sum of
dollars paid out. Because the trust fund in recent
years has paid out more than it receives in taxes,
this way of measuring performance indicates that
all states earn an above-average return on their
payments—which, of course, is a mathematical
impossibility. This flaw was corrected by the Bush
Administration, and accurate numbers were
reported for 2007, but the new Obama team has
reverted to the incorrect equity calculations and
did not report the correct numbers when the 2008
data were released.

Under the methodology of share or return ratio
calculations used in this paper (and briefly adopted
by the Federal Highway Administration in its 2007
report), Texas in 2008 experienced an 81.0 percent
return ratio, reflecting the fact that its tax revenues
accounted for 9.321 percent of the money flowing
into the fund compared to the 7.554 percent of trust
fund spending that it received (7.554 is 81.0 per-
cent of 9.321).

Donor States Should Push for Reform. The
current laws governing the federal highway and
transit programs expired in September 2009 but
have been extended to December 2010 to allow
for more time to develop new legislation. To date,
the only draft reauthorization legislation in cir-

1. Different formulas apply to different federal nignway
programs. The Surface Transportation Program, for
example, uses total lane miles of federal aid highways,
total VMT on federal-aid highways, and a state’s share of
trust fund tax payments to determine each state’s
apportionment.

2. All data are calculated from Table FE-221, “Comparison
of Federal Highway Trust Fund Highway Account
Receipts Attributable to the States and Federal-Aid
Apportionments and Allocations from the Highway
Account, Fiscal Years 1957-2008,” in U.S. Department
of Transportation, Federal Highway Administration,
Highway Statistics 2008, at http://www.thwa.dot.gov/
policyinformation/statistics/2008/index.cfm.
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culation is one by Congressman James Oberstar
(D-MN), chairman of the House Committee on
Transportation and Infrastructure, and his incom-
plete proposal is silent on the equity issue. More-
over, while the Obama Administration has yet to
release its reauthorization proposal, much of its
transportation focus has been on bicycles and
passenger rail, and no mention of equity issues
has appeared.
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Unless the donor states are well organized and
push their case for reform and equity aggressively
during this legislative process, they will once again
find themselves with what little scraps are left and
another five years of annual spending shortfalls.

—Ronald D. Utt, Ph.D., is Herbert and Joyce
Morgan Senior Research Fellow in the Thomas A. Roe
Institute for Economic Policy Studies at The Heritage
Foundation.
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