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New Model Would Aid Dynamic Scoring of Transportation
Spending, but Changes Are Needed

Curtis S. Dubay

ongress may soon ask the Congressional Budget

Office (CBO) to score a transportation bill under
the new dynamic scoring rules it passed earlier this
year.! A recent report from former CBO Director
Douglas Holtz-Eakin and Michael Mandel provides
a model for how the CBO could carry out that analy-
sis.? The model needs important improvements to
provide Congress with the most complete informa-
tion on the economic impact of increased transpor-
tation spending.

The Negative Multiplier

The CBO should dynamically score large spend-
ing bills, including transportation. It is imperative
that it take into account the negative impact gov-
ernment spending has by depriving the private mar-
ket of the funds it uses to undertake the spending.
This effect, known as the negative multiplier, rep-
resents the foregone economic activity that would
have occurred had government not taken money out
of the economy to spend—either through taxation,
which has an additional deadweight loss, or borrow-
ing, which increases debt.?

Analysts often use the traditional multiplier
effect that measures the positive benefit government
spending has as it works its way through the econ-
omy. Using only the positive multiplier, however, is
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one-sided and makes the benefits of government
spending appear greater than they are, thereby cre-
ating a bias in favor of government spending.

When it analyzes spending on investments such
as transportation spending, the CBO should also
compare the returns of those investments to the
returns that the private sector would have earned if
it had invested the money.

After receiving analysis from the CBO that
includes these two important factors, Congress
should fund only transportation projects whose
return exceeds what the private sector could have
earned if government had not taken the money and
the private sector had invested it instead. If it funds
projects that do not exceed that return, it reduces the
size of the economy below what it could have been.

Return to Transportation Spending
Lower than Private Investment

Holtz-Eakin and Mandel have developed a meth-
odology that dynamically scores a hypothetical
increase of $100 billion in transportation spending.
Though the model is consistent with the way that
many analysts would estimate the revenue feed-
back of increased transportation spending, it does
not account for the opportunity cost of government
spending. Nor does their report explicitly state the
rate of return the higher transportation spending
would earn.

Holtz-Eakin and Mandel find that “$100 billion
in new infrastructure spending could generate an
extra $62.5 [billion] to $165.5 billion in national out-
put over the next twenty years...[which] would gen-
erate a 20-year revenue offset ranging from $12.5 to
$33.1 billion.™
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At the high end of their estimate, the $165.5 bil-
lion increase in output over 20 years equals a 2.6
percent annual rate of return. This is well below the
average rate of return earned by businesses in non-
financial industries.® New projects that business-
es would consider would likely earn a much higher
return than that average.

That returnis also about equal to the current risk-
free rate of return, meaning that an investor could
earn approximately the same return by putting the
money in low-risk Treasury bills for the same peri-
od of time.° A project in the private sector that was
estimated to earn similar returns would likely not
be undertaken.

The maximum rate of return implied by Holtz-
Eakin and Mandel assumes that the economy is
growing slowly (the optimal environment for mak-
ing the initial $100 billion investment); that there is
slack in labor markets; and that governments pick
the most efficient projects on which to spend the
money. The 2009 stimulus shows that even when
the economic conditions of this assumption hold,
government still has a tough time picking the most
efficient projects.

Their lower-bound estimate ($62.5 billion
increase in output), when assuming the economy is
at full-employment and the government does not
pick projects successfully, yields an annual return of
negative 2.3 percent. Holtz-Eakin and Mandel find
positive benefits to the economy and tax receipts
even when the return to the investment is negative
because their analysis does not account for the fact
that government took the $100 billion out of the
economy to spend in the first place.

Holtz-Eakin and Mandel assume a small short-
term positive multiplier for transportation spend-
ing. While they do make clear in their report that

government spending comes with opportunity costs
since it takes money out of the private sector, they do
notaccount for the negative multiplierin their model.

If they did account for the negative multiplier,
their estimates of the positive benefits of increased
transportation spending would fall markedly and
further increase the relative advantage of private-
sector investment over increased transportation
spending. The growth created by the $100 billion
increase in transportation would be smaller, as
would the revenue feedback effects.

Private-Sector Investment
Would Create More Jobs

These estimates show that while spending $100
billion more on transportation could increase the
size of the economy and tax receipts under certain
favorable conditions that are unlikely to hold, the
country would still be better off allowing the private
sector to invest the moneybecause the private sector
would invest it more efficiently, resulting in a higher
rate of return. The economy would grow larger, busi-
nesses would create more jobs, incomes would grow
more, and tax revenue feedback would be greater.

Furthermore, if Congress borrowed the $100 bil-
lion instead of reducing spending in other areas to
fund the increased transportation, it would impose
an increased debt burden on future taxpayers that
the Holtz-Eakin and Mandel model does not account
for. If the CBO dynamically scores a transporta-
tion bill, it should account for the various negative
impacts that a higher debt burden creates.

Improve the Model

The CBO can improve on the model that Holtz-
Eakin and Mandel used by accounting for the nega-
tive multiplier. It also should include in its analysis
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a comparison of the rates of return that increased
transportation spending would generate and pri-
vate rates of return. This would give Members of
Congress a better sense of the total costs and trade-
offs of increasing transportation spending, allowing
them to make more fully informed decisions about
which projects to fund.
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