
Our nation’s surface transportation system is
broken and there are few signs it will soon be fixed.
Traffic congestion has reached crisis proportions in
most of the nation’s large metropolitan areas.  As
drivers sit in traffic, they are losing patience and
demanding solutions.

Yet most governments, starting with the Bush
administration, are capitulating to congestion.  One
might expect that cutting congestion would be a
top priority of the U.S. Department of Transportation
(DOT).  Yet DOT’s strategic management goal is
not to cut congestion, nor even to keep it from getting
worse; it is to keep it from growing faster than 1
percent per year.  It is not surprising that DOT has
such modest goals given that the Bush
administration actually cut highway funding this
year (even though the spending would help boost a
sagging economy) and opposes increasing the gas
tax to pay for more roads.
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Even though DOT estimates it will take an
additional $45 billion per year to cut congestion 1
percent per year, the federal government and most
states have been unwilling to either raise gas taxes
or advocate toll lanes to finance needed system
expansion.  Moreover, state DOTs seldom chal-
lenge what Montgomery County (Md.) Executive
Doug Duncan calls the “congestion coalition” of
environmentalists and other anti-road advocates
who believe that the solution to congestion is to
get Americans to drive less and that roads only
make congestion worse.  As a result, instead of
building or expanding roads to keep up with an
expanding economy, state DOTs all too often fo-
cus on “system maintenance”—resurfacing exist-
ing roads, replacing bridges, and straightening out
problematic interchanges.  At least one prominent
transportation expert counsels us to just get used
to congestion, as it can only get worse.
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In short, the general view in Washington and
state capitals is that congestion cannot be reduced
and that commuters should all just buy car CD
players and cell phones and learn to “make it part
of your leisure life.”
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Both the analysis of the causes of congestion
and the prevailing wisdom on solutions are wrong.
With the right policies and incentives we can reduce
traffic congestion.  But doing so will first require
rejecting defeatism and correctly analyzing what is
causing congestion.  The objective evidence is clear:
Our transportation infrastructure has not expanded
enough to meet our growing driving population,
and a major part of the solution to congestion will
be to invest more to expand road capacity.  But
reducing congestion will also require fundamentally
rethinking surface transportation policy to bring
significantly more accountability and market forces
to bear.  As Congress reauthorizes federal highway
and transit legislation (Transportation Equity Act or
TEA-21) in 2003, the time is ripe to reevaluate.  This
policy brief offers three big ideas for fixing our
surface transportation system:

Invest More in Mobility

! To stimulate the lagging economy, immediately
draw down the highway trust fund;

! Significantly increase federal funding on surface
transportation;

! Encourage states to invest more by lowering
the federal share of highway and transit
programs from 80 percent to 70 percent; and

! Require state and regional Metropolitan
Planning Organizations to develop contrasting
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“Transportation Improvement Plans,” one
that is “fiscally constrained” and the other
based on need.

Pay for Performance

! Allocate federal highway funds to states
partly on the basis of relative performance
in three areas: reducing congestion, im-
proving safety, and cutting vehicle emis-
sions;

! Consolidate DOT’s 70-plus categorical
grant programs into just three programs:
transit, road and highway, and transpor-
tation enhancement; and

! Fund the development of a national high-
way “info-structure” network capable of
collecting and sharing transportation sys-
tem performance covering the national and
state highway system.

Harness Market Forces To Cut
Congestion and Manage Roads

! Lower the required state match on road
projects involving pricing (e.g., high-occu-
pancy toll (HOT) lanes, congestion pricing,
toll truckways) by at least 10 percent;

! Repeal the limitation on tolls for interstate
highways as long as automated electronic
toll collection systems and their revenues
fund expansion;

! Change the tax code to allow private cor-
porations to issue tax-exempt bonds for toll
road projects;

! Make receipt of federal highway funding
contingent upon states developing a na-
tional toll transponder standard and pro-
viding free toll transponders to all drivers;

! Create a pilot program to provide states
with incentives to adopt public-private
models for transportation infrastructure;

! Equalize commuting tax benefits between
all modes of transit; and

! Encourage state and local governments to
stop subsidizing sprawl.

Taken together, these proposals will go a
long way toward reducing traffic congestion
and giving time back to Americans that they
now waste in traffic.  Even adopted separately,
many of these individual proposals,
particularly those to increase accountability of
state DOTs, will make a significant contribution
to transportation performance.  But make no
mistake, special interests will fight these
proposals.  The anti-highway and anti-car
coalition will oppose more investment in roads.
Anti-tax conservatives will oppose raising
taxes to pay for more roads and transit.  Some
liberal groups will oppose road pricing as
unfair.  State highway departments are likely
to resist increased accountability measures.
Yet, just as passing education reform required
Washington to challenge special interests and
entrenched education bureaucracies, real
surface transportation reform will require
similar hard work and leadership.  If we are
serious about reducing traffic congestion, it is
time to face the fact that investing more money,
holding states accountable for real results, and
implementing market-based approaches are
the only viable answers.

How Bad Is Congestion?

Once upon a time, cars and highways
represented freedom.  Now, for most Americans,
they represent constraint, as drivers crawl along
in stop-and-go traffic hoping to get home at a
reasonable hour.  Traffic congestion just keeps
getting worse.  According to the 2000 census,
commuters spent an average of 25.5 minutes to
get to work, more than two and one half minutes
longer than they did in 1990, and more than
double the 40-second rise of the 1980s.  While
this may not sound like a lot, the increase alone
adds up to an additional 10 hours a year stuck
in traffic.  The problem is even worse in large
and mid-sized metropolitan areas.  According
to Texas A&M’s Texas Transportation Institute
(TTI), the average commute time during rush
hour4 is almost 40 percent longer in the nation’s
75 largest metro areas than during non-rush
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periods.5  This is up from about 15 percent
longer in 1982.  Drivers now waste an average
of 62 hours per year in traffic, the equivalent
of more than one and one-half weeks of
work.

6  TTI estimates the annual cost of
congestion in wasted time and fuel spent was
$67.5 billion in 2000, or approximately $1,160
per rush-hour traveler.  Congestion is essentially
a hidden tax on Americans equivalent to more
than 0.8 percent of their annual income.
Looked at another way, by 2010, when the full
impact of the Bush tax cut takes effect, the costs
of congestion will outweigh the tax savings to
Americans.

TTI sums it up: “In general traffic
congestion is worse in the larger urban areas
than in the smaller ones.  Traffic congestion
levels have increased in every area over the
history of the study.  The congested time is
lengthening and now incorporates more roads
and more travel than in the past.  And
congestion levels have risen in all size
categories, indicating that even the smaller
areas are not able to keep pace with rising
demand.”7

Why Is Congestion So Bad?

Traffic congestion has gotten worse for two
reasons:  The demand (vehicle miles traveled)
has increased while the supply (miles of roads)
has stagnated.

Why are people driving more?  Opponents
of expanding roads and making driving easier
like to put the blame on sprawl—lower densities
per acre than more traditional forms of urban
development.  There is no doubt that our
nation’s metropolitan areas are spreading out
and this, coupled with the increased
suburbanization of jobs, is one reason why the
average commuting distance went up from 8.5
miles in 1983 to 11.6 miles in 1995.  However,
almost half of the increase in the physical size
of metropolitan areas is due to growth of the
adult population, not lower densities.8  The
same forces that are driving the New Economy—
new industries and jobs, globalization,
competition and dynamism, and the information
technology revolution—are also allowing our
nation’s metropolitan regions to become more
spread out and less dense.  It is not as if

somehow with the right policies we can return
to the kind of urban form that characterized the
old economy.

If sprawl isn’t the culprit, what is?  A big
contributor is the growth of the economy.  The
15 percent increase in employment in the
1990s accounts for more than half of the
increase in vehicle miles traveled (VMT).
Moreover, because incomes went up so much
during the Clinton administration (and cars
are lasting longer), driving has become more
affordable, especially for poor people.  As a
result, for the first time in our history, over 90
percent of households own a car.9  Moreover,
because more people face increased time
pressures and fewer standard 9-to-5 work
hours, car pooling has declined.10  Put it all
together and you get a 28 percent increase in
VMT in the last decade.11  But are public
transportation systems helping?  In spite of
billions spent on transit in the 1990s, the share
of work trips actually declined from 5.3 percent
to 4.7 percent, the lowest level since the Census
Bureau began asking the question in 1960.12

Even with an increase in VMT, congestion
should not get worse if roads are expanded by
an equivalent amount.  Unfortunately, between
1987 and 1998, while VMT on freeways or
principal arterials in urban areas increased 42
percent, lane miles increased only about 9
percent.

13
  This is why, even though we added

40 percent fewer drivers in the 1990s than we
did in the 1980s, travel times increased three
times faster.14  As any consumer standing in
bread lines in Moscow can tell you, when
demand increases faster than supply, shortages
occur.  In this case, the shortages—space on
highways—have lead to dramatic traffic delays.

One of the main reasons for this
infrastructure shortfall is, while highway
funding has increased in the last several years,
as a share of miles traveled, highway
expenditures by all levels of government fell
from a high of 8.7 cents in the early 1960s to
4.6 cents in 1985 and 3.9 cents in 1997 (in
constant dollars).15  Moreover, between 1987
and 1997, the share of federal highway funds
going to new construction fell from 34 percent
to 27 percent.  In addition, while almost all
traffic congestion is in large and mid-sized
metropolitan areas, only 29 percent of federal



4

Progressive Policy Institute www.ppionline.org

surface transportation funds not allocated to
the national highway system are used for this
purpose.  While spending on system
preservation (e.g. repairing bridges, resurfacing
roads) increased 45.7 percent from 1997 to
2000 after TEA-21 was passed, investment in
system expansion increased only 20.8
percent.16  Finally, in many major metropolitan
areas, a majority of planned capital investment
is going to transit, even though it carries a small
share of travelers.

Not only have we not expanded roads, but
transportation departments have not done
enough to incorporate advanced information
technologies to manage traffic.  Such intelligent
transportation systems can help reduce
congestion, especially non-recurring congestion
from such factors as accidents and weather.

In spite of the obvious answer—expanding
the supply of roads and making them operate
more efficiently—an anti-highway, anti-car, anti-
suburban coalition, spearheaded by the Surface
Transportation Policy Project (STPP) has waged
a surprisingly effective campaign to convince
many decision makers that “sprawl” is respon-
sible for traffic congestion.  The STPP contends
that new roads just make things worse, that road
pricing schemes are unfair, and that only de-
mand reduction strategies (e.g., transit, car pool-
ing, urban growth boundaries) can improve
mobility.  These road opponents argue that
“throwing more money into road-building and
streamlining project reviews to curtail consid-
eration of environmental factors won’t solve con-
gestion.  But better accountability, planning, con-
sideration of alternatives, and support for new
smart incentive strategies can help local and
state agencies, businesses, and citizens cut their
way through the traffic mess and boost trans-
portation equity.”17  When proposals are
floated to raise taxes to expand roads, these
opponents argue that the revenue should go
to highway maintenance and mass transit, and
not to new construction.18

At the core of the opposition’s argument is
the notion of induced demand—the fact that as
a congested road is expanded or a new road
added in a congested area, people may shift
their routes, modes (e.g., switch from public
transit), or times of travel to utilize the new road.
While it is clear that induced demand exists,

the significant question for policymakers is
whether induced demand wipes out all or most
gains to drivers from road expansion.  The
opponents argue that road building does no
good or even makes congestion worse.  For
example, an STPP study of 70 metro areas
found no relationship between building roads
and reducing congestion.19

Most studies of induced demand fail to ad-
equately control for other factors.  First, some
studies fail to measure benefits to other roads
when a new road is built or an existing one ex-
panded.  If drivers shift from adjacent arterials
to the newly expanded freeway, congestion may
not decrease much on the freeway, but it would
on the adjacent arterial.  Second, these studies
find higher levels of induced demand because
they fail to control for the fact that governments
tend to build more roads in areas where de-
mand is already going up (e.g., in places with
population growth).  As a result, what looks like
roads inducing vehicle travel demand is actu-
ally the opposite; natural growth in travel in-
duces governments to build roads to respond
to the growing demand.20  The STPP study, for
instance, failed to control for the fact that places
with expanding populations built more roads.
When that growth is accounted for, it turns
out that, while adding more lane miles does
lead to some increases in driving, it also re-
duces congestion.21  The DOT found that if
highway spending were increased by 93 per-
cent, VMT in urbanized areas would increase
2.06 percent per year, compared to 1.68 percent
per year if funding were held steady.22  How-
ever, travel time costs (e.g., time stuck in traffic
and increased gas consumption) would decline
by almost 1 percent per year, compared to in-
creasing over 3.5 percent per year with steady
funding.23  Confirming what the average
American would likely see as common sense,
the bottom line is best stated by TTI: “Road
construction has been shown to play a key role
in holding the line against urban mobility de-
cline.”

As a result, if we are to move beyond the
fashionable pessimism regarding our inability
to reduce traffic congestion, Congress, the Bush
administration, and state and local policymakers
will first need to reject the notion that “we can’t
build our way out of congestion” and second,
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make congestion mitigation the top priority of
our nation’s surface transportation policy.  They
can do this by first ensuring that there is
adequate funding to make the needed
investments.

Three Big Steps To Get Americans
Moving Again

Invest More in Mobility

If our nation is to reduce traffic congestion,
we will have to invest more money to expand
roads and manage them better.  Certainly, as
detailed in the Pay for Performance section
below, there are ways to improve the
effectiveness of current spending.  Devoting a
greater share of funds to road expansion instead
of maintenance, relying more on private
performance-based contracts for road building
and maintenance, and holding state DOTs
accountable for real results would allow current
funds to go further.

Even though these necessary steps will
help, if we want to make significant progress
in improving the performance of our surface
transportation system, we will need to invest
more, either through direct federal and state
expenditures or tolls, or both.  In 2000, DOT
estimated that overall highway funding would
need to increase 16 percent from $48.7 billion to
$56 billion per year (1997 dollars) just to maintain
the physical conditions of existing highways and
bridges over the next 20 years.24  Expanding
and improving the highway system so that
road congestion won’t get worse will cost $76
billion per year, a 56 percent increase.25

Cutting travel time by 1 percent per year will
require annual surface transportation
investments of $94 billion per year.  Likewise,
maintaining the condition of transit will take
an increased investment of 41 percent, while
improving the condition significantly will
require doubling transit investment.

However, projected amounts of
transportation funding will fall significantly short
of these levels.  Congress did increase funding
in TEA-21, largely as a result of diverting gas
taxes from the general fund into the highway
trust fund, from around $17 billion in the early

and mid-1990s to $31 billion in FY2002
(although the Bush administration budget cut
funding to $23.2 billion in FY2003).  But this
increased funding is not enough to meet needs.
As a result, it is wrong to believe the oft-
repeated statement that, while other federal
trust funds may be in deficit, the highway trust
fund remains solvent.  It is no more or less
solvent than the Social Security or Medicare
trust funds.  All three take in more than they
spend, yet, for all three, future expected needs
will outstrip expected revenues.  In the case of
highways, though, the nature of the shortfall
is even worse, since money can be spent now
to deal with transportation problems five to
20 years in the future.

There are a number of steps policymakers
can take to increase transportation investments.
These proposals could be adopted in part, or as
a whole.

! Recommendation 1: To stimulate a lagging
economy, draw down the highway trust fund
more quickly.  Currently, highway trust funds
are drawn down when they are spent, but since
highway projects typically take five to seven
years to complete, money that is earmarked for
a certain project remains in the trust fund
instead of being spent on other projects.  Moving
to a pay-as-you-go system would allow
immediate improvements and, if done
immediately, would help jump-start
transportation projects, which in turn would
boost economic growth in the current
slowdown.26  More rapidly drawing down the
trust fund, now with a balance of $13.2 billion
and expected to increase to $19 billion by
FY2009,27 would allow billions more to be
invested in 2003 and 2004 when it would do the
most to stimulate a lagging economy.28

! Recommendation 2: Significantly increase
federal funding on surface transportation.   A
key to solving congestion will be to increase
federal funding on surface transportation.

There are a number of options to increase
federal transportation funding through spending
from the general fund.  For example, the
American Association of State Highway and
Transportation Officials proposed the creation
of a federally-chartered Transportation Finance
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Corporation.  The corporation would issue
approximately $60 billion in tax-credit bonds
between 2004 and 2009.  Instead of interest
payments, bondholders would get tax credits
drawn on the federal treasury.  Because $17
billion would be set aside for repayment of
principal, the corporation would provide
approximately $5.5 billion in additional funds
per year.   Other steps have been proposed, such
as keeping the interest in the highway trust fund
and returning payments from a gasohol tax to
the trust fund.29  While all those steps would
raise revenues for transportation, they would
also either divert revenues from other areas or
raise the national debt to even higher levels.

Another way to increase funding would
be to increase the gas tax from its current level
of 18.4 cents per gallon. Each additional penny
would raise approximately $1.7 billion.  Because
the gas tax is not indexed to inflation, Americans
pay fewer taxes in real dollars each year for gas
and the trust fund falls further behind the
nation’s transportation needs.30  Indexing the
gas tax to inflation would raise approximately
$850 million in the first year and an additional
$850 million each successive year. However,
to effectively address transportation
infrastructure shortfalls, additional
investments are needed.  One option would be
to create a temporary 15 cent per gallon
congestion mitigation surcharge.  This could
be phased in over five years by raising the tax
3 cents per year to 33.4 cents per gallon in 2008,
raising $25.5 billion additional revenues.
Congress could sunset the surcharge, perhaps
in 2013 or 2018, at which point the gas tax
would revert to its current level plus
adjustments for inflation.  If gas prices increase
significantly due to oil supply disruption, such
as a conflict in the Middle East, Congress could
suspend the increase until the prices at the
pump fall back to normal levels.

Opponents of raising the gas tax, which
include the Bush administration, make a
number of arguments against it.  First, they
claim that it is already too high.  The reality is
that, by historical terms, the gas tax is quite
low.  If the tax had been indexed to inflation
since 1959, it would now be almost 24 cents
per gallon instead of 18.4 cents.  Moreover,
given that automobile gas mileage has

increased by 50 percent in the last 40 years,
Americans pay even less in taxes per mile
driven.  The gas tax would have to be 33.6
cents per gallon for Americans to pay the same
per-mile gas tax today that they paid in 1959
(adjusted for inflation).

Second, some argue against a gas tax
increase by claiming that the highway system
is more than supported by gas taxes.  But gas
taxes (and tolls) cover only about 88 percent
of the cost of highways.  If the costs of
maintaining other roads and local streets are
factored in, the share of road costs paid by gas
taxes is even lower.  In short, gas taxes do not
come close to paying for the costs of the nation’s
surface transportation system.

Third, some fear that Americans will not
support a tax increase.31  Considering that
congestion costs Americans $67 billion per year
in reduced productivity, lost time in traffic, and
increased gas consumption, asking drivers to
pay $25 billion more per year to help reduce
these costs makes economic sense.  Americans
seem to agree.32  One survey found that over
two-thirds of Americans, and 76 percent living
in urban areas, would support a 20-cent increase
in the gas tax phased in over 10 years if the
money was devoted exclusively to improving
roads, bridges, and public transit.33  While in
general Americans don’t like taxes, they are
more likely to support a dedicated tax increase,
especially if they know that the revenues will
result in actual improvements.

Fourth, some argue that the gas tax is
regressive and that, if any taxes are to be raised
for transportation, they should be more
progressive income taxes.  While it is true that
gas taxes are more regressive than income taxes,
they are more progressive than some other
taxes, such as the Social Security tax.  Because
on average, higher-income individuals drive
more and drive larger, less fuel-efficient vehicles,
they pay three to four times more in gas taxes
than lower-income individuals.34  Moreover,
about 15 percent of gas tax revenues go to
subsidize transit, which is more heavily used
by lower-income individuals.  In addition,  the
amounts involved are not overly large.  Raising
the gas tax by 15 cents per gallon would mean
that a person who drove 10,000 miles per year
would pay $60 dollars a year more.  While
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higher gas taxes are not as progressive as
income taxes, they have the advantage of
sending the right market signals.  And,
ironically, considering gas taxes are essentially
user fees, they are a fair charge.  Why should
an elderly person on a fixed income who walks
and takes mass transit pay higher income taxes
to support drivers?

Finally, some, including the Bush adminis-
tration, reject any increase in the gas tax on
what appear to be purely ideological grounds,
believing that Americans should be taxed less.35

For believers in smaller government, such a
view would be logically consistent, but only if
Americans had other choices in the market-
place on which to spend their transportation
dollars. While PPI advocates more road
privatization and use of road pricing, for the
foreseeable future most Americans have no
other choice than to sit in traffic.  The public,
through their representatives, should be able
to choose whether or not to tax themselves to
increase their own mobility.

! Recommendation 3: Encourage the states
to invest more by lowering the federal share
of highway and transit programs from 80
percent to 70 percent.

36  There is one other
way to address the issue of funding: require
the states to bear a greater share of
transportation funding.  As David Luberoff
proposes, the ideal solution may be to take a
page out of our history and give responsibility
for both funding and building highways and
transit systems back to states and localities.37

The federal tax could be cut and states given
the opportunity to make up the difference.
While such a radical devolution proposal is
unlikely to pass anytime soon, Congress could
require the states to pay a bigger share of
federal transportation projects.  Raising the
state match from 20 percent to 30 percent
would raise approximately $4.8 billion per year
from the states, as they would have to invest
more in transportation to qualify for federal
funding.38

! Recommendation 4: Require states and
regional Metropolitan Planning Organizations
to develop two contrasting Transportation

Improvement Plans (TIPs)—one that is
“fiscally constrained” and the other based
on need.  Under the federal requirement that
state and regional transportation improvement
plans be “fiscally constrained,” multi-year
transportation plans cannot include projects
unless the funding for them has already been
identified.  The result is that, in many regions,
TIPs are woefully inadequate for addressing
congestion.39  Since it is hard for states and cities
to mobilize enough funding for large expansion
projects, it is no wonder that so much money
goes to maintenance rather than expansion.
And, because TIPs not only influence funding
levels (plans that lay out what is needed
increase the likelihood that regions and states
will increase funding) but also fail to anticipate
increases in transportation funding (as
happened after TEA-21 was passed), these
requirements limit investment.  Opponents of
eliminating this requirement argue that it gives
plans credibility.40  The only credibility is that
it reflects how little will be done.

Pay for Performance

Americans might not support increase
investments in transportation, especially if
supported by a gas tax increase, because they
do not believe that the revenues will be used
effectively to help reduce congestion.  As a result,
any proposal to increase funding has to be
coupled with strong accountability measures and
more flexibility.

States still have limited flexibility on how
to use federal money to solve problems.  The
Intermodal Surface Transportation and Effi-
ciency Act (ISTEA) reduced the number of cat-
egorical grant programs and gave states more
discretion in dividing money between highways
and transit and choosing particular projects to
fund. TEA-21, however, still included over 70
separate categorical grant programs, from Na-
tional Highway System and Interstate High-
way Maintenance, to grants for ferry boat ter-
minals and transit planning.  For example,
under the Surface Transportation Program,
states must set aside 10 percent for safety con-
struction activities (i.e., hazard elimination and
railway-highway crossing improvements) and
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10 percent for transportation enhancements,
which encompass a broad range of environ-
mentally related activities.  Proponents are ad-
vocating even more categorical programs in
next year’s reauthorization, including incident
management, rural road safety, and “bottle-
neck” relief.

Not only do states have limited flexibility,
they have limited accountability.  TEA-21
accelerated the process whereby the highway
and transit funds have largely devolved into
mechanisms to give states back the money their
residents pay in.  For example, the funding
allocations for the major programs (e.g.,
National Highway System, Interstate
Maintenance Program, and Surface
Transportation Program) are based largely on
formulas reflecting factors such as state lane
miles and VMT.  As a result, while there is
substantial process-based accountability for how
federal funds are used, there is woefully little
attention paid to results.  Performance
measurement, evaluation, and benchmarking
are notably absent from surface transportation
funding.  Transportation agencies at all levels of
government face virtually no accountability for
results.  Therefore, people treat congestion like
the weather—something you can complain
about but not alter—rather than what it is: a
failure of government to solve a pressing
problem.

Because funding is not based on
performance, transportation investments are all
too often a result of pork barrel spending,
interest group pressures, and bureaucratic
inertia.  Transportation pork has grown
significantly.  While the 1982 Surface
Transportation Act contained 10 “demonstration
projects” worth $362 million, the 1998 Act
contained over $9 billion of them.  Special
interests severely limit decisions.  Given the
fierce opposition to expanding roads by NIMBY
property owners and anti-road interests, it is
no wonder that transportation officials often take
the easy way out: adding High Occupancy
Vehicle (HOV) lanes, repairing roads and
bridges instead of building new ones,
improving the aesthetics of highways, etc.
There is no countervailing force for improved
mobility other than a general and diffuse

frustration of drivers.  Coupled with a
reluctance by elected officials to raise taxes to
pay for road expansion, the result has been the
emergence of a politics of constraint and a
dramatic slowdown in road expansion.

Finally, there are few pressures for change
within most state DOTs.  As public bureaucra-
cies, they are limited by civil service rules in
their personnel decisions, and procurement
rules in how they can contract with the pri-
vate sector.  Moreover, they are not organized
to respond quickly and innovatively to cus-
tomer needs.  For example, most states spend
little on intelligent transportation systems
(ITS)—even though they could be a relatively
low-budget solution to congestion—because
they take a new orientation with which many
state DOTs are not comfortable.

! Recommendation 5: Tie federal
transportation funding to states to actual
improvements in transportation system
performance.  Ensuring that states break
through these political barriers and bureaucratic
inertia will require a new approach to
transportation funding that holds them
accountable for real results.  While some have
called for the federal government to allocate
more funds directly to local governments, this
would make accurate assessment of
performance difficult, since transportation
outcomes are dependent upon the actions of all
local and state governments of a region.41  As
a result, under this proposal, states would
continue to receive federal funds and also be
held accountable for actual performance.

Because congestion is our number one
transportation problem, states should be judged
principally on progress toward congestion
mitigation.  However, there are other system
goals, most notably safety and air quality, which
are also important.  As a result, we propose that
highway trust funds be allocated to states based
on relative progress in three areas: congestion,42

vehicle emissions, and safety.  We propose
weighting congestion relief at 75 percent to 80
percent, with safety and vehicle emissions each
at 10 percent to 12.5 percent.  Funding would
be based not on absolute changes in
performance, but on changes in all three
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factors relative to the national average and
controlling for growth in the adult population
in each state.  States could lose or gain up to
25 percent of their “formula” allocation of
highway funds based on their performance
relative to other states.  The lion’s share of
funding, including any new gas tax revenues
beyond those raised by indexing the tax to
inflation, should go solely to this highway fund.
Tying funding to real performance will increase
the effectiveness of current investments and
make limited funds go further.

! Recommendation 6: Consolidate the more
than 75 categorical programs to just three
large funding streams: highways, mass
transit, and transportation enhancement.  If
states are to be held more accountable for real
results, they should also be given much more
flexibility.  Moreover, to stimulate innovative
solutions, states should be able to spend the
highway funds in virtually any way they want.
As a result, if anti-road advocates convince a
state that transit is the most cost-effective way
to reduce congestion, they should be able to
use money from the highway fund, the federal
transit fund, and its own gas tax revenues for
transit.  However, if the state doesn’t get better
results on congestion, safety, and emissions
than the national average, its transportation
funding would be cut up to 25 percent.43

Likewise, states could spend money on a
variety of different approaches: building more
roads; removing major “bottlenecks;” investing
in road management systems, including ITS;
instituting road pricing; developing reversible
express lanes; focusing on regional
development to boost growth in less congested
smaller and non-metropolitan areas; pursuing
compact development strategies;44 programs to
reduce commuting distances;45 and expanding
funding for Metropolitan Planning
Organizations.  If states can reduce congestion
best with a focus on a particular strategy, they
should be able to try it.  However, if they try
solutions that do not produce results relative
to the rest of the nation, they should be held
accountable with reduced funds.

Because it is difficult to measure the
performance of the mass transit system,

particularly access and equity issues, and
because of the risk that states would divert
transit funding to congestion relief, Congress
should maintain the current public transit trust
fund.  Finally, a small share of funds now going
to projects like bike paths, historical
preservation, and other non-highway projects
should be consolidated into a transportation
enhancement fund, which states could allocate
for a wide range of transportation-related
projects not involving road expansion.

The principle reason it is now feasible to
consider a performance-based transportation
program is that, for the first time, it is possible
to accurately measure system performance.
While transportation agencies have been able to
measure safety for many years, and
measurements of ambient air quality are
improving, measuring congestion has been more
difficult.  However, the rise of information and
telecommunications technologies, including
traffic sensors, means that it is possible to
automatically measure congestion in our
nation’s metropolitan areas in real time.

! Recommendation 7: Fund the creation of a
national “info-structure” network, capable of
collecting and sharing transportation
performance information from national and
state highways in metropolitan areas.  Not only
would this system allow the federal government
to hold state transportation agencies
accountable, it would also help reduce traffic.
Congestion data could be made available on the
Internet in real time to indicate what roads are
crowded so drivers could take alternative routes
or choose different travel times.46  Such a
system could also help with evacuations in
times of national emergency.

In order to be effective, such a performance
measurement system would have to take into
account factors that are outside states’ control,
most importantly the growth of the driving age
population.  It is not fair to expect a state with a
growing population to reduce congestion as
much as one with a stable or declining
population.  By controlling for population
change, such a system should be able to
accurately assess the effectiveness of state
efforts to reduce congestion.
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Harness Market Forces to Cut Congestion
and Manage Roads

For the most part, our nation’s roads are
publicly provided.  America lags behind other
nations in getting the private sector involved
in the provision of roads.47  Because states have
limited funds, they usually cannot expand
road infrastructure to meet growing demands
even when the public is willing to pay.

But not only does our current transporta-
tion financing system lead to under-invest-
ment, in many cases the players involved in
shaping transportation outcomes—travelers,
real estate developers, and other companies—
are actually subsidized for contributing to con-
gestion.  TEA-21 should bring significantly more
market forces to bear on surface transporta-
tion, including road pricing, more reliance on
private companies to provide services, and a
reduction of subsidies of driving and sprawl.

Electronic Toll Roads.  The gas tax simply
does not provide enough revenue to make the
investments needed to reduce congestion.  The
problem may get even more acute as cars be-
come more fuel-efficient and gas tax revenues
decline.  Because many regions spend most of
their limited transportation dollars on mainte-
nance, toll roads will be the only way for many
regions to finance lane and highway expan-
sions.  Tolls accounted for less than 5 percent
of total highway revenues in 1997.  Expansion
of toll systems, including high-occupancy toll
(HOT) lanes, value express lanes, truck-only
lanes, and congestion pricing of existing lanes,
could significantly increase revenues to offset
the costs of new construction.48

HOT Lanes.  The development of HOT lanes
can bring new revenues and pricing incentives
to road use by essentially auctioning off space
on existing HOV lanes.  HOV lanes spread
throughout most of America’s largest metro
areas in the 1980s and 1990s as an effort to
encourage commuting by car pool and bus. But
years later, the common spectacle of little-used
HOV lanes adjoining jammed “regular” lanes
is creating a backlash, with lane restrictions
being loosened or eliminated in five states.  A
number of regions have come up with a better
idea: HOT lanes currently operate in two parts

of California (San Diego and Orange Coun-
ties) and in Houston, Texas, and additional
projects are currently in development in eight
other states.49  The concept is simply to open
up existing underutilized HOV lanes to volun-
tary toll traffic, resulting in a reduction of traf-
fic congestion in the “regular” lanes, genera-
tion of revenue for other transportation
projects, and an option for commuters who are
willing to pay—or who urgently need—to get
down the road.  HOT lane tolls can and should
also be used for the broader purpose of reduc-
ing traffic congestion and pollution, while
making transportation more affordable. In San
Diego, tolls are used to subsidize express bus
service in the corridor, which promotes all three
purposes.

Value Express Lanes.  The concept of road
pricing can go beyond HOT lanes to value ex-
press lanes, whereby new roads or lanes are
built and supported in all or part through the
use of tolls.50  These new roads and/or lanes
would offer reliable, free-flowing travel
throughout metropolitan areas for a fee.  As
roads continue to get more congested, an in-
creasing number of people would gladly pay
extra to drive on uncongested roads.  By ad-
justing the fee in real time, a free flow of traffic
could be maintained.  Transportation experts
Ken Orski and Robert Poole have proposed
value express lanes throughout metro areas.
These “HOT Networks,” or priced lanes, would
have the added advantage of allowing buses
to travel on these lanes for free, providing a
reliable system of rapid bus transit, at a much
lower cost than light rail transit.

The Orange County, Calif. 91 Express Lane
is an example of such a value express lane
project.  Opened in late 1995, it is one of four
private toll road ventures permitted by legisla-
tion passed in 1989. Project development and
operating procedures are delineated in a fran-
chise agreement signed by the state and the
facility’s operator, the California Private Trans-
portation Company.  Four lanes (two in each
direction) were built in the median of State
Route 91, an extremely congested, six-lane
highway. The toll amount varies by time of day
to ensure that traffic flows smoothly. To keep
the lanes free of congestion at rush hour, ex-
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press lane tolls have been raised more than once
a year since 1995. The current cost of traveling
the entire 10-mile span of HOT lanes ranges
from $1.00 to $4.75, and it is estimated that
drivers save an average of 12 minutes in com-
muting time.

Toll Truckways.  Another version of value
express lanes is the concept of truck-only toll
roads that has recently been proposed by the
Reason Foundation.51  The foundation pro-
posed the construction of separate toll roads
for trucks in selected interstate corridors.  These
truckways would be financed through bonds
backed by toll revenues and built and oper-
ated by private companies under long-term
franchise agreements or by state toll road au-
thorities.52  The special lanes would boost the
productivity of the nation’s trucking industry
by reducing congestion and speeding truck
travel.  However, relaxing limits on the size of
tractor-trailers would also increase productiv-
ity.  In 1991, responding to safety concerns,
Congress limited truck weight to 80,000
pounds and limited longer tractor-trailer com-
binations even though they are able to carry
several times the payload of ordinary trucks
and offer significant productivity benefits.53

Separate truck tollways would allow trucking
companies to use these larger trucks safely.
Drivers on adjacent lanes would benefit from
reduced truck traffic and reduced pavement
damage.

Objections to Road Pricing.  Opponents
of road pricing make a number of objections,
charging that it is inefficient, unfair, and rep-
resents double taxation.

It is true that paying tolls at staffed toll
booths is inefficient and costly.  However, elec-
tronic toll collection systems that use vehicle-
mounted electronic transponders to automati-
cally debit funds from drivers’ pre-paid ac-
counts enable road pricing without slowing
traffic or requiring toll collectors.  This tech-
nology also enables governments to easily in-
stitute a variety of road pricing approaches,
including pricing based on time of day, level of
congestion, number of passengers, and type of
car (e.g., electric-gas hybrid cars ride for free).

Some oppose tolls because they believe that
drivers have already paid for roads through

gas taxes and that tolls represent a form of
double taxation.  However, as explained ear-
lier, gas taxes do not cover the full costs of driv-
ing nor the costs of adding lanes or expanding
roads.  One study found that the average con-
struction costs for adding lanes in urban areas
is over 30 cents per mile driven during peak
periods, yet gas taxes amount to only about 2
cents per lane mile.54  Likewise, drivers pay
nowhere near the total cost of driving when
they use roads during peak congestion peri-
ods.55  Educating Americans that their gas
taxes do not cover the full costs of adding new
road capacity would help increase support for
road pricing.

Finally, road pricing is opposed by some,
particularly on the left, who believe that roads
are a public good which should be provided
equally to all.  For example, some liberal groups
have criticized HOT lanes as unfair, calling
them “Lexus lanes.”  They argue that all Ameri-
cans should be treated equally and that charg-
ing some for premium service creates a two-
tiered society with the privileged getting to
cruise along at 65 mph while everyone else sits
in traffic.  There are three problems with this
view.

First, studies have shown that HOT lanes
are used by a representative mix of commut-
ers, not just the wealthy.56

 Second, everyone benefits from charging
those willing to pay for special lanes, since that
means there will be fewer drivers in the free
lanes.  In addition, road pricing can be explicitly
designed to address these equity concerns.  For
example, some of the revenue generated can
support transit, and people who take transit
could get credits (through smart cards) that let
them use toll lanes on days they need it most.57

Finally, we can ask Americans to wait until
the gas tax is finally increased on all drivers so
it raises enough revenues to add new capacity,
or we can just move ahead now and expand
capacity-drawing revenues from those that are
willing to pay.  In most cases, arguing that
roads should be funded solely by the gas tax
means that new roads will simply not be built.

Recommendations to Boost Road Pricing.
While a number of new road pricing projects
have emerged in the last decade, overall
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progress is slow.  In 1997, Congress created an
Interstate Toll pilot project and a road pricing
pilot program within DOT.  No funds were
devoted to the former project and the road
pricing program received just $11 million per
year for FY2000 to FY2003 to support up to 15
new state and local value pricing programs.
In spite of energetic efforts by DOT program
managers, the results have been disappointing
largely because the incentives for states to try
a new and potentially controversial proposal
were minimal.  Moreover, DOT itself has been
ambiguous about road pricing.  As a result, if
Congress wants to kick-start new road pricing
projects it will have to provide much stronger
incentives.

! Recommendation 8: For a limited period
of time, raise the required federal share on
road projects involving pricing by at least 10
percent.  Currently, the federal government
provides 80 percent of funds for most road
projects.  To jump-start road pricing projects,
Congress should provide a 90 percent match
on these projects; unless Congress lowers the
overall match to 70 percent, in which case the
federal government should pay 80 percent of
toll road projects.58  While this will not pro-
vide additional funds to states, it will let them
stretch their own state funds further.  Some
will argue that since road pricing projects raise
revenue, federal funds should be used instead
for maintenance and construction of roads that
are not priced.  However, the revenues from
the road can be used to support other trans-
portation projects in the state.  Moreover, the
evidence suggests that states need incentives
to overcome inertia and opposition in order to
build toll roads.  As a result, until toll roads
become more widespread, it makes sense for
the federal government to provide incentives
for their creation.

! Recommendation 9: Repeal the limitation
on tolls on interstate highways, as long as
toll collection is electronic and the tolls are
used to support road or lane expansion or
major rebuilding.

59  To enable states to gener-
ate more revenues for road expansion, Wash-
ington needs to remove the regulatory barriers
to road pricing.  In order to ensure that states

do not simply slap tolls on sections of interstates
that carry large numbers of out-of-state driv-
ers, any new tolls should be allowed only on
new roads or expanded lanes.

! Recommendation 10: Change the tax laws
to allow private corporations to issue tax-ex-
empt bonds for toll roads as long as they get
approval from the state DOT.  Under current
law, certain types of privately funded projects,
such as public transportation facilities, airports,
waste disposal facilities, and water and sew-
age facilities, are eligible for tax exempt financ-
ing with private activity bonds.60  However,
privately built toll roads are not eligible.  In
contrast, publicly funded and operated road
projects can obtain tax exempt bonds.  Addi-
tionally, the fact that a private operator can-
not own a publicly funded project reduces the
incentive for private companies to operate
roads.  Moreover, private toll roads compete
against publicly provided roads.  Changing the
tax laws to enable private toll roads to be eli-
gible and raising the state cap on private rev-
enue bonds to reflect this change would enlist
new innovative public-private partnerships.

! Recommendation 11: Make the receipt of
federal highway funding contingent upon the
states adopting an interoperable national toll
system so that any toll transponder can be
used anywhere.

! Recommendation 12: Allow states to use
federal highway funds to offer free transpon-
ders to all drivers when they register their
vehicles.

61  Toll roads will expand if it is easier
to use electronic toll transponders.  While a
number of East Coast states adopted a shared
E-ZPass standard, other states use different
systems.62  But even for states with the same
standard, unless they are linked to the same
system, drivers cannot use one transponder on
another.  For example, a commuter in Wash-
ington, D.C. would have to get a “Smart Tag”
to drive on the Dulles Toll Road in Virginia and
an E-ZPass for the Chesapeake Bay Bridge in
Maryland, not because the transponders are
different, but because Virginia is not linked into
the E-ZPass system.  As a result, transponder
interoperability is needed.  In addition, to en-
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courage the use of toll transponders, it needs
to be much easier for Americans to get low-
cost transponders.63

! Recommendation 13: Create a pilot pro-
gram within DOT to provide states with in-
centives to embrace new public-private mod-
els, including design-build-maintain models
and innovative financing programs.  States
need to embrace market models not just for
building roads, but also for maintaining them.
Traditionally, state DOTs contract with private
vendors to build roads on the basis of the low-
est bid for construction.  That makes a state’s
limited construction funds go farther, but it
often means low-quality pavement that costs
far more to maintain over its useful life.  This
separation of construction from maintenance
ignores life-cycle costs.  However, increasingly
states are experimenting with new design,
building, and management models.

For example, Koch Industries entered into
an agreement with the state of New Mexico to
design, build, and maintain for 20 years a 118-
mile, four-lane highway all for a fixed price.
Because Koch had an incentive to build the
road to be durable and use cost-effective main-
tenance techniques, the state estimates that it
will save $89 million over the 20-year period.
The key to such projects is the ability of the
state to accurately and cheaply measure the
quality of the road so it can assess how well
the company is meeting its contractual obliga-
tions.  Luckily, new technology has made this
much easier.  Devices known as
prophilographs and prophilometers can mea-
sure the smoothness of pavement (the criteria
most important to state DOTs) at highway
speeds.64  States should embrace such technol-
ogy-enabled, performance-based contract
models.

Get Market Signals Right.  While most
Americans choose to drive and live in single-
family homes in the suburbs there is no reason
for public policy to subsidize this behavior.  Yet
federal tax policy subsidizes driving to work,
while state and local governments subsidize
dispersed development.

! Recommendation 14: Make federal com-
muting tax subsidies mode-neutral, and

equalize commuting subsidies between all
modes: driving, van pool, bus, taxi, bike,
walking and working at home.  In addition,
Congress should allow them to be part of “caf-
eteria” plans or flexible spending accounts.

Many employers provide paid parking, but
let their employees pay the monthly fee with
pre-tax dollars, up to $185 dollars per month.

65

Commuters who take transit and van pools are
eligible to receive only $100 per month or the
actual amount of transit expenses, whichever
is less.  Moreover, those who bike, walk, or
telecommute are not eligible for a subsidy.  To
reflect actual social costs, these subsidies would
be less generous for drivers in order to provide
an incentive for commuters to take other
modes.  Legislation has been introduced to raise
the transit subsidy to the same level as park-
ing.

66
  In addition, Congressman Earl

Blumenauer (D-Ore.) has introduced legisla-
tion (H.R. 1265) that would make bicycle com-
muters eligible.  While these are important
steps, ideally all modes should be eligible for
the subsidy, and the pre-tax subsidy should
cover not just the out of pocket costs, but $185
of income per month.

There will likely be two main objections to
equalizing the subsidies.  The first is, given
growing budget deficits, we can’t afford it.
One obvious way to address this would be to
lower the parking subsidy to make it equal to
transit.  However, this is politically difficult.
An easier solution would be to freeze parking
subsidies at their current level until non-park-
ing mode subsidies catch up as they are in-
creased regularly to account for inflation.67

Second, some argue that people should not be
able to claim more in expenses than they actu-
ally incur.  In other words, why should walk-
ers get a tax break since they don’t spend any-
thing to walk to work?  But besides the fact
that walkers and bikers do not spend money
to get to work,68 the point is not to be “fair,”
but rather to provide incentives that reflect
overall social costs.  Drivers contribute to con-
gestion, not to mention air pollution, while
walkers and bicyclists do not.

! Recommendation 15: Encourage state and
local governments to stop subsidizing
sprawl.  Governments don’t just subsidize
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parking, they subsidize sprawl.  The
Congressional Office of Technology Assessment
estimated that sprawled development raises
infrastructure development costs as much as
20 percent.  Because most of these costs are
not borne by developers but rather by
governments (or by utilities that are prohibited
from charging more in dispersed
development), sprawl is exacerbated.69

Urban planning researcher Robert Burchell
estimated that sprawled development
increases the total cost of development an extra
$10 billion per year in excess of that needed to
finance more compact growth.  One-quarter
of this is paid by all residents, not just the new
homeowner.70  An array of mechanisms,
including marginal cost pricing of utilities and
other services, development levies and impact
fees, and full cost recovery regulations, can
use the market’s own signal mechanism
price  to encourage a more cost-effective
urban development pattern.  Tools like
Adequate Public Facilities Ordinances, which

require that infrastructure be fully paid for
before new development moves forward, can
ensure that new development is not
subsidized.71

Conclusion

With the reauthorization of TEA-21,
Congress and the Bush administration have an
historic opportunity to change the direction of
our nation’s surface transportation policy.  If
they do not want to see even higher levels of
congestion when they revisit the TEA-21 in
2009, incremental change in 2003 will not be
enough.  As they consider the first major federal
transportation legislation of the 21st century,
Congress and the administration need to go
beyond the status quo and embrace
fundamental reform, including increasing
surface transportation funding, demanding
real accountability for results from states, and
harnessing market incentives to solve
congestion.
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