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Federal Highway Program Shortchanges
More Than Half the States

Ronald D. Utt, Ph.D.

Under the laws governing the federal highway
program, the federal fuel taxes paid into the trust
fund by motorists (18.3 cents per gallon) and
truckers are returned to the states by a series of
mathematical formulas that attempt to match the
scope and usage of each state’s surface transporta-
tion system with payments received from the trust
fund.! These formulas, however, embody a num-
ber of serious flaws that cause many states (called
donors) to consistently receive shares that are less
than they pay in, while others (called donees) con-
sistently receive more.

Pervasive Inequities in the System. This defi-
ciency in calculation exacerbates regional trans-
portation problems. The shortchanged states are
typically those with above-average population
growth whose transportation needs exceed those
of the slower-growing states, which often receive
shares greater than what they pay in. While half-
hearted efforts have been made in the past to miti-
gate this problem, little real progress has been made,
and the depletion of the trust fund in fiscal year
(FY) 2008 further complicates efforts to address
these pervasive inequities. In FY 2009 (the most
recent fiscal year for which data are available), 28
states were donor states, receiving a smaller share
of money from the trust fund than they paid into it.

Over the past several decades, states short-
changed by the program have been concentrated
in the Southeast and the Great Lakes region, as
well as California and Arizona. The states receiving
more than their fair share have been concentrated
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in the Northeast and Middle Atlantic states and the
sparsely populated Mountain states. States with a
share ratio less than 1.0 are donors and are receiv-
ing a smaller share back compared to what they pay
in. Those whose share ratio exceeds 1.0 are getting
back more than the share of taxes they contribute to
the trust fund. (See Table 1.)

In 2009, there were 28 donor states and 22
donee states, although many states were close to
being even in their return ratios. In 2009, for exam-
ple, Texas received only an 83.5 percent payback,
costing it $672 million in underpayments that year.
Also in 2009, Florida received just 86 percent back,
Arizona received 92 percent, and South Carolina
received 85 percent. Many of the losing states in
2009 have been consistent losers since 1956. Tabu-
lating return ratios over the past 53 years reveals
that, among some of the 24 long-term losers, Texas
received just 80.5 percent, Oklahoma received 86.3
percent, and Georgia received 85 percent.

Getting the Data Right. One reason for the per-
sistence of these equity problems is that the U.S.
Department of Transportation does not accurately
calculate and report state-by-state equity shares and
instead measures each state’s share by comparing
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State Gains and Losses from Federal Transportation Trust Fund: 2009

Return Ratio, Return Ratio,

2009 19562009
Alabama 0974 0.996
Alaska 3.700 5.359
Arizona 0.925 0936
Arkansas [.I'10 0.959
California 0.945 0.893
Colorado 0.859 1016
Connecticut |.246 1473
Delaware 1.600 1471
District of Columbia 4.891 3.79%4
Florida 0914 0.865
Georgia 09504 0.848
Hawaii [.553 2625
|daho [.362 [:454;
lllinois 0954 0.958
Indiana 0.907 03818
lowa 0.965 0987
Kansas 0920 0.987
Kentucky 0988 0934
Louisiana 1.219 [.101
Maine 0998 0996
Maryland 0.846 1.095
Massachusetts 0.868 [.239
Michigan 0901 0.841
Minnesota 0917 [.062
Mississippi [.007 1015
Missouri 0.980 0.890

Return Ratio, Return Ratio,

2009 19562009
Montana 2.189 2.145
Nebraska 0954 0.988
Nevada [.031 [.122
New Hampshire 0969 [.142
New Jersey 0.859 0.887
New Mexico [.108 [.129
New York [.107 [.124
North Carolina 0.877 0.827
North Dakota 2.159 1916
Ohio 0.883 0.853
Oklahoma 0989 0.863
Oregon 1.092 1051
Pennsylvania [.051 1.077
Rhode Island 2.229 2.107
South Carolina 0.850 0.835
South Dakota 1.879 1.909
Tennessee 0.905 0.883
Texas 0.835 0.805
Utah 0.899 [.147
Vermont 2.357 1.979
Virginia 0.895 0961
Washington 1.070 1174
West Virginia [.775 [.741
Wisconsin 1.039 0918
Wyoming [.330 1518

Source: Author’s calculations based on data from the U.S. Department of Transportation, Federal Highway Administration, Highway Statistics 2009,
Table FE-221 A at http://www.fhwa.dot.gov/policyinformation/statistics/2009/index.cfm (April 18,201 1).

Table | « WM 3228 & heritage.org

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 and is now sub-
sidized by general revenues, this way of measuring
equity implies that all states earn an above-average
return on their payments into the fund. This, of
course, is a mathematical impossibility.

This reporting flaw was corrected by the Bush
Administration, and accurate numbers were report-
ed for 2007. But the new Obama team has revert-
ed to the incorrect equity calculations and did not
report the correct ones when the 2008 and 2009
data were released.

Under the correct methodology of share-return
ratio calculations used here (and briefly adopted
by the Federal Highway Administration in its 2007

report), Texas experienced an 83.5 percent return
ratio in 2009, reflecting the fact that its tax revenues
accounted for 9.616 percent of the money flowing
into the fund, compared to the 8.031 percent of
trust fund spending it received (8.031 is about 83.5
percent of 9.616).

Future Prospects. The current laws governing
the federal highway and transit programs expired in
September 2009 but have been extended repeatedly
and are now set to expire in September 2011, there-
by allowing more time to develop replacement leg-
islation. To date, only the White House has offered
a compromise plan for reauthorization, albeit one
that is exceptionally costly and focuses its finan-
cial support and new programs on transportation
modes that are consistently rejected by the traveling

1. Different formulas apply to different federal highway programs. The Surface Transportation Program, for example, uses
total lane miles of federal-aid highways, total vehicle miles traveled on federal-aid highways, and a state’s share of trust

fund tax payments to determine each state’s apportionment.
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public.? Despite its 48 pages, the Presidents planis  Surface Transportation and Taxation Equity Act
silent on the equity issue.? (H.R. 3595).

Although a formal “turnback” plan* similar to While much remains to be done in completing
the one supported by then-Representative John  a new highway reauthorization bill, the 28 donor
Kasich (R-OH) and Senator Connie Mack (R-FL)  states should begin to work together to seek an end
in the mid-1990s has not yet been introduced, to the inequities embodied in current law.
Representatives Jeff Flake (R-AZ) and Scott Gar- —Ronald D. Utt, Ph.D., is Herbert and Joyce
rett (R-NJ) have introduced bills that address the Morgan Senior Research Fellow in the Thomas A. Roe

problem. Flakes bill is the Highway Fairness and  pnqine for Economic Policy Studies at The Heritage
Reform Act of 2011 (H.R. 632), and Garrett’s is the Foundation.

2. See Ronald D. Utt, “President Obama Busts the Budget for Pie-in-the Sky Amtrak and ‘Livability’ Proposals,” Heritage
Foundation WebMemo No. 3179, March 4, 2011, at http://heritage.org/Research/Reports/2011/03/Transportation-Spending-
Busting-the-Budget-for-Amtrak-and-Livability.

3. U.S. Department of Transportation, Department of Transportation Fiscal Year 2012 Budget Highlights, February 2011, at
http://www.dot.gov/budget/2012/fy2012budgethighlights.pdf (April 18, 2011).

4. A “turnback” plan would end the federal highway program and return both the responsibility and the federal fuel tax
revenues to the states. Earlier bills to do this have been titled the Transportation Empowerment Act.
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