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FINANCING EIGHWAYS

by

Thos. H. MacDhonald
Chief, U.S5. Bureaun of Public Roads

The acid test of a sound highway financing policy is its
ability to support with unbroken continuity the two essentials
of a successful highway program - the perfect mintqmmaf'af L
existing bighways and a reasonable annual expension of xnom ;
highway construction. There is no.clean cut line of diﬁisfﬁﬁ‘
between highway financing, highway administration, and hi@my
engineering technique. Each is so intimately related to a:aﬂ
dependent upon the other two that they stand, succeed, or t‘a,i‘-x:

together. -

Public financing, particularly the finamm@ of public
works, is of an entirely different character than privateﬂmw
ing and much confusion has existed in the public's mind fm%
fact. The average banking exscutive, gro!m wary i:hrcm@ mm B
with relatively short lived corporations and shorter uwa iadiu
viduals, lacks the imagination, 1zxit£ativa, and axggﬁm@@g
plan successful financing of & large and long eﬁmim&a& iy :

improvement financial pelicy. Formerly thers had tg be miima ,‘f{'



- solely upon faith in the profitableness of highway impre
~induce the undertaking of large expenditures. od
only a knowledge of results actually secured wiere f‘aibh ml W“
vided for an extonsive program of highway develapment, m mt?y
in the world however, as yet, possesses adequate highways - tbﬂ iu. .
higheay mileage in the-amount and of the charascter of improm@nt

that will be profitable to provide. Most of the nations ccmuiw

ing their whole extent and needs, cortainly thoge of the wmm
Continent, have as yet made scarcely more than a beginning %mrs& S
a really adequate highway system. There is a slow ﬁurningfm
the old bugaboos and fears of dleaster through large public ex-
penditures for highways, and a growing recognition of facts uhich
give confidence in ouch a policy. Full confidence ig Jjustified if

a major part of the annmial expenditure adds lto the permanent imwﬁé

ment, if the meccosary taxes on property are so reasonabls hhe public

is willing to continue them indefinitely, and if thqta@a@_}@o&
road user are so moderate they do not disCournge expanaipg m
utilization of highway transport. | |

Since the inevitable result of such policies is a&aﬁ:
growth in highway traffic, financial policles must be flaxik ,;”* !1

out recourse constantly to legislation the income must aumﬁmny

increase with the expansion in the use of the highways andtm ad

funds must receive the increase in earmings due to previcus expen L~

tures.



For the five year veried - 1923-1928 - the total f&naaffaf,u‘Q
crurel higshwars have averaged over $1,300,000,000 sanaally. '%hbtej{v
has been a rather uniform rate of increase and it ia prﬁ%&hle;§h85 f,
total expenditure will continue to incrense slowly. Th&ra’h&b |
been a marked chanre, however, in the relntdive vercentages of
income from the various sources. Wnile in 1923 ﬁhﬁ income from
the highway user was only 19.7 ver cent of the total, - in 1928,
after cn increase in the total expeniiture of 68 per cent, ﬁhﬁ
percentage pald by the road user in motor vehlele license feey
end gas taxes constituted 35.4 ver cent of the whole, a most con-
viacing demonstration of the earning capacity of improved highwayﬁ‘
to produce a direct lucome.

The relative place of rural highway oxponditures 1n'€he
business of government 1s modest. Of the total income for,all'

government purposes, 15 per cent is used for highways. Activities

wnlch require higher expenditures are sovernment itgelf, education,

nation:l defensge, and the old debts of war.

¥uch debate has revolved around the matter of road bonds.

Taile in o few of tie states toere is not the same urge 0£ine¢§ -
sity thnat oxisted a few years sge, yet today every etate aan£d :f 
issue bonds vrofitably either for vprimary road building'ar’éémé‘ : =
of tre integral or auxiliary coustruction needed, Suahfasfgrééé‘v“ﬁ

crossing elimination, by-passing traffic congestion and comtimuous



flow routes, that is, routes without cross traffia‘hmxarés'a§§}} ;~w"
interruptions. That the issunace of bonds is an income ﬁrbéaﬁiﬁg
measure is denied and will ao doubt be vigorously céntasta&‘ ﬁéfafﬂ
theless, intelligently and seientifically adjusted %o the nae&s~b£

the particular state, the issuaace of rond bonds affords the only

way that public credit can oe exchanged for physical properties,

improved roads, vhich are income producing and which do have the -
ability to pay for thomselves. There is not a single valid argu-
ment agniast tae issuance of toands for rond improvement as a fiscal -

matter. It is

o]

¢ssible for those seeking public office to secure
votes ageinst bouds by cavitalliszing old vrejudices and the charac-
teristic human fear of debt. Certainly in the face of the experience

of the states which have aade the most rapld progress in road improve-

ment and which nave advanced o sart of the cogts from bonds, thana.is,k‘i:
not a single unfavorable situation or circunstance to support antd-

bond 5rguments. Maay of the anti arguments wholly false &nﬁ~$hg%1#;i f
unsound economlcally have nevertheless an appeal so‘wiﬁeapxaaauapﬁ |
so ready an accepbtance that they moy be met only by the most Q@&¢j 
survey end analysis of the highway needs, the wvrobable funurefgiéayﬁ;,,
of use ard the possible revenues from all sources, and all comﬁia£d  ;i 
in a fiscal and improvement plan that tekes the public into fuli
confidence. Only when the confideace and support of the public

are secured, and it must be remembered this coanfidence has been



more than once given and detrayed, can there be any }mpa’kofﬁthg g
aecessary coatinulty of an sdequate fiseal pﬂiiey« ’Gﬂ#§1ﬁ§£ﬁ§'£§ y -
aere made a major consideration for twe impoz‘mnt réa}sbns - e -

& sound flscal plaa must be solf erétmting; Since there
can bo no fixed tine when new construction will end, the‘exgectﬁ&

income must provide always a reagonsble sum above fixod commitments

5]

ueh e maintenwce, bond interest asd retirement, and administration
contg. This automntically limits the bané,prihcigﬁl glua'intor#st>
which moy be retired per year, and with the term of years or 1#?9_'
period of tle bonds detcrmines the totnl size of the issue, ,
The gecond rossou is uesntive. Any fiscsl poligy which th§0*$ 
a heavier burden bock upoen itseld and accumulsntes t:s’bligat‘iczni is not
sound and cannot e continuous. These results inevitably follow
tne vorrowing of county funds by the state for state road purposes.

Once the ptate has asmuncd tae responsibility for laying ont and

improving a state voand system, the use of county funds and Qp&ayy;}i

or otuer leenl credit should cease. Such a polloy is always more
costly and much less efficlent., There are now instancee of guch
wastefvlases springing from thie goneral aauﬁﬁ'that'ﬁﬁa éﬁﬂ&g; &ﬁﬁ_ ,

wiolly uniecessary cost will ¢quel or exceed the value of the work

securoed.

Sefore attompting to deviss a rational plan of highway o
finance, we should have a clear understonding of the magnitude
& task of slsway imvrovesent and o knowledge of what has

P
ot %

gt




been 2nd is being doae to flnance the improvement. I ehall try.‘%2"
tﬂe¢ezoro, to plcture the oroblum from both angles, amitting &s |
much as possible of the complicating details and drauing'only thﬁj ’j“ x
lines that are uecessary to an nporecintion of the ganefalﬁfﬁﬁ&;"
First let us examine the proportisus of the phyﬁidgl’ﬂqﬁ,j
Te find thnt there are approximntely 3,018,000 miles of~pﬁﬁiié"
rural reoads in the United States. OFf this total, in 1928;*%&@?5 -
were 306,000 miles that were included in the State highﬁny éyﬂﬁémﬁi
4 2,710,000 miles were under the jurisdiction of’cotniy an&;oﬁhéfi“ u
local officials,
In 1921, the year of the passage of the Federal Highway Act,
the State systems included only 203,000 miles, which wos practicallyi“ 

equivalent to 7 per ceat of the existing total mileage, the limit

tint was established for the originnl Pederal-nid system. 'Siﬁbe'f

1921 there have been tuken into the State systems an adaitianal
103,000 miles, and the extent of these systems at the: beginning Q_ 
the preseat year was 10,2 per cent of the total road milaage.
The proportions of the State highway program hava th&s baa"
increased by 50 per cent in a period of seven years;'thefanéudX'”‘
addition averaging neerly 15,000 miles. In this perioﬁyof{éeﬁah‘i*h
years only three States hnve failed to increase the miléége'of,;r  .
their State systems; eleven hiave added less than SQO'mileétfhiﬁé‘ff“f‘55'&

nove added between 500 and 1,000 miles, seven have added;betﬁéeﬁ;'¥'




- -

1,000 ond 2,000 miles; ten hove added between 2;009~556 5;006“,76 fﬁ
miles; ~nd eight have inerensed the size of their’#ystaﬁﬁ,ﬁy' ‘v
more than 5,000 miles. - |

The percentage of the entire road system embraced within
the State system on December 31, 1928, varied from a minimwm~of*n;
5 to o maximum of 33; the minimum in Oklahoma and South Dﬁkﬁt&,,af
the maximuz in Rhode Island. Of the three Stotes that have made
no ~dditions to tieir systems, two, Missourd aad Oklahoma, still
include censiderably less thnan the average poercentage of tho taﬁai
mileage; the third, Vermenut, has a system whick includes 28 yper
cent of tre total rond nileage, next to Rhode Island the highest
percentsge in any State.

Of the elgnt States thst have added more than 5,000 miles
in the seven-year period, two - Illinoils znd Xansas. - still 1nc&udﬁ\(,;

less taan the averase of 10.2 per cent, tie former 10.1 and the latter

orly 8.7 per ceat. Three of this group -~ Arkansas, %issigsippi‘:gggﬁ
dontana - still include only slightly more than the average pemez:
the fiecures varying from 11.7 to 12.2 per cent. Tie other thzaer;z;ﬁcf
Kentucky, Louisisna, and New York - by their large &dﬁitﬁons'ha#54£u%i;:
creased their respective ratios of State system to total milaagé~tq»f f‘
18.7, 27.3, and 17.5 per cent, respectively.

Additions to tae State highway systems aave been madeweiihﬁr w';
by legislative ennctnent or by action of the State highway‘&ap&rﬁéw :

ments utder authority vested in them by the legislatures. There



con certainly be no reasonable objection to tie placing of a‘
grenter nilesge of the more important roads under the super-
vision of the Statc ngencies; on the contrary, such transfer
from locol control is distinctly desirable and must eventually
be nade. But addition to the State program without corresponding
increase of State revenue is not likely to produce a satisfactory
result nnd is decidedly unfair to the Stnte agency which musﬁ |
snoulder the responsibility.

hat is precisely what aas been doue in too many iﬁstances;
~nd o study of the milomge and condition of all of the 3iate systens
in conjunetion witn the revenues avallable for thelr improvement and
toe denvad for improvenent as indicated by the motor vehicle regis-
tration, -wmet lead to the iaevitable conclusion that expediency asnd
entimsiogm hinve been more influential thon sound reason in deter-

mining the orogrom of State improvement.

Certainly, vhen we find two adjoining States of similar area,i~l,;*f

road mileage, and motor vehicle registration: one with neariy 19 ?er1 
cent of its total milenge in tie State system of which but 45 per |
cent is surfaced and revenue which will permit an expenditurereQuivar
lent to only $1,200 per mile of the system; and the other with only
9 per cent of its road mileage in the State system of which nearly
8G per ceat has been surfaced and annusl expenditurss equivalent fd

nearly $3,300 per mile of the system; certainly with these facts



before us ve 2re justified in coacluding that reasons other thdn
those of sound business ocononics have boen responsidle for the
differoence.

To complete the nicture of tie physicrl prodlem, let use‘:w -
ndd thot of the 605,000 =iles in the State svstems in 1928‘7611‘&5 ;
113,000 ~iles, or 37 per cent, were still unsurfacod; 125,000 ﬂiles.f~
or 41 ver cent, were surfoced with sand-clay, gravel, or macadam;'
and 48,000 niles, or 22 per cent, were iLmuroved with surfacges of
biturincus necadom or better. In 1821, of the 203,000 niles then =
l1ncluded in the State systems, only 41 per cent was surfaced Iﬂ
1928, we find surfaced 33 ner cent of the 306,000 miles to wl'ich
the systens of the States had zrown., 3ut there still remaixis ﬁn—-
surfaced 113,000 siles, or al-sost as nwueh as the 118,500 miles that ' 5

were uwasurfaced in 1821.

When it is considered that there were 78 notor vehicles fm' k
every mile of the cnlarged Stote systems in 1928 and only 50 in'/v
1921 for each mile of the smaller systeus, it will be ag;;rep”
that the job of the States is still far fronm ’fiiiiéh\éd'.i |

0f tme 2,710,000 miles of local roads, 433,990111&303‘
per cent ad been surfaced by the e:zd‘ of last yaiﬁ? but afthis

surfaced milenge enly » little over 34, 000 **'iles, or 8 per cen

was of bituninous maceocdam or hetier, a fl,@rure t'*mt “.ay be comvarad
with the 22 per cent of similar inprovereats in the AStat‘e hi@,way

n\;nte—&
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Viewing the roads of tiwe country as a whole, we find th&t

ot the end of tae year 1928 there was a total surfaced ‘aileage of

526,000 =miles of which 193,000, or 30 rer cent, were in thefState
systems; and that of the surfaced total 102,500 miles, or adbout
16 ver cent were iproved pith surfaces of bituninous macadan or

better. Of the surfaces of this higher class, 56 per ceat were n

the State systens

Turning now to the financial asvect, we find first that tha
total expenditure for the imwrovenent of rural roads 1n 1928 was.
in rourd figures, $%1,660,000,000 of waich $828,000, 000 was estndé&
by the State highway departacnts and 832,000,000 by county and otherf?i
local autnorities.

To defray these costs there was avallable to doth State and

local authorities izncome which in varying anounts was derived fram ‘?
the same three general sources: nanely, taxes on real proger%y;
taxes on motor vehicles and treir fuel, and the sale of bﬁnd%
and notes. In addition, the Sintes drew a portion of thﬁir

iacome from Federal aid. A wortion of the income drawn frum
these sources by the States wag transferred to the countles an&
other local units. A portion collected by the local authcrities
was transferred fo the States 0f these transfers it is diffi*f.

culi to ascertain the original scurce. There are also certain
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amounts derived by approvriction smd carﬁain“miﬁ°ﬁliaﬁ§qgg;i@amﬁ
tie source of which is not entirely clear, but theselmayiﬁbiéoﬁai

sidered as coming in the main from the t&x&tionfcf,grﬁgergg;,ggngffff

With this explanation it is Hossible to classify the

$849,000,000 of income to the States in 1928 approximately ss .

follows:

Fron the sale of bonds and notes, 14.3 per cents fxﬁm'pxpg§ ‘,;:
erty texes, 7.9 per cent; from notor vehicle feea,v3été,p§fpaoﬁﬁ:’i b
from gasoline taxes 27.6 ner cent; from funds transferred 5#Q1aga§}7g[{
authorities 10.2 per cent; and from Federal ald 9.5 péf canﬁg  ».‘

The incaze of $835,000,000 accruing for local road,_mma@ £
in 1928 may be similarly classified as followss ;

From the sale of bonds aud notes, 18.0 per cent; from prqpe?tyjf
taxes 65.9 per cent; from notor vehlcle fees, 6,0 per cent;.fme@fgghé%f

line taxes, 6.4 per cent; and from funds transferred by the)&t&&#gz,

3.7 per cent. S

The income of the States, now $848,000,QUQ,;wagnin;ygaa"
$467,500,000 but little more than half the present sum. Of the
smaller sum collected in the earlier year the sévera&«scu$§é§ ¢d

tributed as follows:

Bonds and notes - 16.9 per ce
Property taxes 16.5 per cent
Hotor vericle fees 31.4 per cent
Gasoline taxes 3.4 per cent ;
 Pransfers from local units 14.% per cent. - .
Tederal aid 15.5 per cent
Total 100.0 ner cent
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From such nn analysis several mertinont facts :
with resnect to-Stnte hiziways it is evident that‘the‘msddr”98ﬁ§dé;f
of income is taxation of the motor wvehicle and its fael. ‘ﬁhaf§&§*~“;v

of $493,000,000, or 58.1 per cent of the total State highway inccme

was allotted from these sources to the States in 1928, WMive years

oreviously the sane sources coatributed to the State highway%'bﬁl?“ff7sz

$153,000,000; and the increase in revenue from these sources alona{ ;3 -

anounting as 1t docs to $330,000,000 for the year, aceounts for :

nearly all of the increase of $361,800,000 in annual State h&gﬁ%ﬁyﬁff%

revenue during this S-year neriod. » ’ ¢
0f the total revenue collected in 1928 from motor vehicle =

fees and gasoline taxes, a portlon war used to defray the expense

of collection and adninistration, a portion was~allotted to county

and local road purjoses, and various portions were devoted to pur- o

poses other than rural highway Ilzmorovesent, -rinelpally to‘schdolglv}‘

and city streets. If all of this revenue, after éeduntiag ﬁhé€q'”
lection and administrative coste, had been devoteﬂutﬂ'ﬁhaviﬁg {
of State hignways, the total of $812,000,000 woul&*haﬁév§&$§iﬁk
fourths of the State highway bill of 1828.

It should be noted here, however, timt the tremd in the use
of these funds is not toward their concentration upon S%ate;h&ghwayéf: ;§Q
but rather in the opposite direction. In 1921 locél*highwayfaaﬁﬁéwi%f

ties received 23 per cent of the motor velicle fees allntté&”tofﬁigﬁ&ay ff
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vurposes. In 1928 the same authoritieSWreééivéﬁ5

the sum allotted to highways, and the: trend in: ﬁhpjk_,
period has been more or less staadily*upwar&;ﬁ
allotments from the gasoline tax revenuea‘to-gntposég fqietgn g;;;f‘15 
rural highways of some 6 per cent 5} the total coiléé%iﬁﬁé;VQh&"f 
there is active demand particularly by tae citles for the diversion o
of far greater sums from this source to city streets.:w fi .

A second fact that stands out from the~aﬁ&1yéis¢af'thb‘1§2é’

highway income is that the States depend to only a. am&ll -extent u@en ‘

proverty taxes for the support of State‘roadfimﬁroVemenxkr Eﬁ“&a& s
assuned that the 7.9 oer cent of the total State: rav;nua dramu fg@@ ,@ff
this source 1s fairly representative of the general bsnafit derive& ﬁ?" 
by all nroperty owners from the improvement of the s‘ate“systamégw{'k"

The counties on the other hand, obtain from this source nsarly two=

thirds of the;r total incone.

It is interesting to note that the Stotes recaiva frma"‘

counties and other local units on the one Eand.an& frma ﬁhﬁ ‘"

Government on the other substentially the aaae~amaun$ €

ages of their total income. = Since 1923 tie amnuntsjreeeiWBd&,
the two sources have varied but slightly and have GQnﬁﬁétaﬁﬁa; :

steadily decreasing percentages of the State ineomé‘és the ﬁetﬁ¥~?f
vehicle revenues have increased in amount. In 1923 the sum receive&lﬁ*f

from the local units was 14.3 per cent of the tctal :aceints ﬂf tb& S



- 14 -

States; that received from the Federal Govermieat w&s 15*5 %r

ceat of the total. Iz 1928 the receints from local uni'cs were

10.2 ner cent of tlie total and Federal aid had dropped in relativa
immortance to 9.5 mer cent of the total State mcome. : o
The item to whickh I wish to direct your special amenti%cm;
lowever, 1is the portion of this highway income, State and lodal_',,{
that is derived from the sale of imnd.s and notes., Of the toﬁa.l : .
State income in 1928 the sum derived from tiis source was -14.3 e
ver cent. In 1923 the corresponding nercentage was 18.9, and the |
tread in subscquent venrs has been generally downward to the presénntd
level. Tue 1928 percentage represents an actusl sum of approx;mt.ély
$121,500,000 drawn by the States from this source, which may be com- 5
ared with the sum of $150,200,000, or 18 per cent of the total 10ca1

higaway revenue raised by the sale of bonds in the same year.

We have heard so f requently the solemn vzarning to. "W &'7'
go", and so often have we ligtened to the talse. of waa '&hat ‘{1:;
for those profligate commonwealths that issue bond.sr,,,.thm,;,;
we may come to believe that there is something "ec"‘lia.ny'v&
in the direct investment of current revenue, and something uu

ably vile in the capitalization of income to create fa.cilitiss

capable of producing greater income.

When fanatical advocates of the pay-as-you-go plan utter
their dire prophecies of the disaster that :mst;fo‘llow 31?-‘11?;‘3‘19

neels of a borrowing policy, I am coustrained to doubt by the



- 15 -

kiowledze of tie resarkable beaefits that.haya at@eaaea §ha£?Z 
»olicy in the States that have -ade tle grea.t;astgadwg;‘;@ag m
tae impr‘-ovement of their kighways. These gentlanen vzoul& have
us telieve that there are certain commonwvealths whose ;mvple, Z
rrecserving the anciont Arnerican ideals of honesty and fn:gaiity.
rigldly refrain from the borrowiag of carital for roand im;arovment
as a natter of nrinciple. To bolieve them ig to bhelieve that th#s‘ﬁi
honely idenls continue to reside in just one of our 48 States, for
there is just one - the State of Worth Dokota - in which thus fat
tiere ras been no resort to bond lssues eitlier for State or 100&17‘:7[‘(/‘
road improvenent. I State bond lssues slone are irmoral, then -
here are 17 sovereig: States tiat are free of taint, bhut the
otuer 31 stand convicted by their recorde.

"dcither o borrower nor a leader bet, runs tie old adage,
It is the rule of finauce to which tho pay-se-you-zo advocate wa;'lé:f
have us adlteres; but if it is really an ecouomic gin to burmw d@ﬂ”l
for public works, thex it must be none the less‘afi.nful-wheg,;xh‘e b
ing is done by counties tian when it is dome by States. . To.fi:x
rmeasure of guilt that ig to be attributed to the’r neople of s&éb 0
of 47 ruilty States,tiierefore, we must exmmine the borrowiné; reae
of bBoth the counties and the States. Suppose we do 50, »

Ve find, as I hweve said, that there are 31 'S‘tatézs which adi . &

some ti<e or oticr betweern 1894 and 1928 authorized and issuned State

nighway 2nd bridge bonds. The totel of such authorized issues is




£1,391,216,500; but the total thus far isgued, incluﬂiﬁg“réiﬁﬁﬁing
securities, is %996,228,100, and of this apount there 4ad béén1@641 

tired by the end of the fiscal year 1928, $103,748,670, 1@§y13g1'

an outstending indebtedness of £892,479,430. The fact that°thé§e:77ﬂﬁf

were sinking fund anceruals which would still further reduce;théﬁ ”;¥:f?

dent by over $83,000,000 is scorcely worth meationinz: tut I

should likze to point out in passing tint this State highway‘debt’fii ;;

of the 31 States is approxinatoly equivalent to one yearts expéﬁ&iﬂ'"L;

ture for State Llzhwaysby 2ll of tae States. - |
Now let us exunine the record of thc counties and other“” P

local units of governnexnt. “Te have no corplete record of tle

bonds autitorized; nor have we o compilation of any sort of later

date than 1928. For that year we have n record of the county and

local nighway and bridge boads then outstondiag, and the total in

45 States was $1,386,338,583, a total 55 per cent greater ﬁhaa~iha'j\{f

outstanding State debt in 1926. In only three States was#there §§?f
outstanding local debt for hizuways or bridges. They were New
Hamnsiire, Vermoat, and Werth Dakote, and only the ldst waé?éiﬁ
frec of State iadebteduness. ’;

'If as we are frequently told theme are States the:ﬁéépléfb
which refuse as 2 natter of prizciple to incur a pdb}ic'ﬁebt;'fkéﬁ
presuinbly we should find them among the 17 that have thus fér'ihi“

curred no State debt. Fe slready kuow that in all but one df'£§§@é§~'”%
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there have been issues of local bonds; but »erhans there ha

been mere occasionnl lapses fron reetitude. Let~uéiseel
What we find ~n examining the record further isyﬁbgﬁfi
these 17 States that have issucd no State honds thnfouxﬂtﬁﬁﬁf.
local issues in 1923 amounted to %657,072,787: and that ﬁhagi§;§ﬁ§>
outstanding at the same tinme in the other 31 States am&uﬁ£¢&;&5Q 1,
%729,235,8948. In the 17 States there arc 1,354,500 ﬂilba#nff&§"
roads; in the 31 there are 1,385,300 niles of corrawm&iw aa.assﬂ
The outstanding local hond iassues in the 17 that. have hwua& m
State tonds smouated, therefore, to 5485 por nile of local roaﬁ
those outstanding in the other 31 States of less conservative
State policy amount to %540 per mile of local road. If, tnﬁré~ ‘ '
fore, it is true thnt the peonle of the 17 States do objéC§¢t§ t&e; f "W

issuance of State bonds, it npnears tiat their objection doos not

extend to the issucnce of county and local bon&a.-'Perha@sﬂthagf ' “
hone to te forgiven of threir sin by the paymont of the highﬁﬁ

rate of interest.

Since there is really so rmch of thig hon&ingwbwfliﬁgﬁ
of sovernnent even in States tunt 1ave refrained as §tates,
way in which we shall see clearly the extent %o Whidh?#ha7§raéf
induleed in, is by throwiap together the dedt of the Sﬁatas'am&

local units in the States in which both lave herr@we&.:f@haﬁwti ,

also luw together the existing mileage of imrreved roaﬁs @u& ’fhy o
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the States a3d local units we sanll sce what the people‘of;thggg;“  ,f_;
two groups of States have gotten for their ﬁore or less reﬁklaeé“;ff; ‘
borrowing. o

We find tint the people of the 17 States that have issued |
no State bonds have 32,005 miles of roads improved with surfaces
of bituminous macadam or better to show for their total debt of
®657,072,787. For each nile of suth high-type roads, there is - :
or was in 1925 an outstanding iadebtedness of $20,500 per mile,
on every dollar of which they are paying 2 relatively high rate
of interest.

The people of the other 31 States hnve a combined State
and county indebtedness (ignoring the different dates of the
records) of 31,621,745,426, to show for which they have 70;493“
miles of roads with surfuces equal to or better than bitumtnods
nncadam. The indebtedness is at the rate of $23,000 per cile‘éf"‘”¢ “"
such high-tyre roads; and on more than half of it the people ér@;fiﬁw“‘ T
paying a minimum rate of interest.

If it be preferadble to cormare the debts of these two gfbﬁﬁﬁ?E 

of States on the basis of their total surfaced mileage ratier tha@ﬁ?;}
simply the milenge of hish-type surfaces, it is necessary tQ’don~>[¢_~fif
sider tiot the irprovezents in the 31 States are of distineﬁlybhig§ﬁ§:’7 
average type tuan tacse of tiie 17 States. In order to arrive atrgnf‘

averagze appraisal per mile, it is necessary to apply some uniform
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scale of value to the known mileages of each type nf im@rovf

in eackh group of States. As to this scale, ideas may differ_
for purposes of illustration we may adont the following as renraw
senting the average canital investment in a mile of the several

common types:

Tyoe Investment per mile
Sand~clay ¢ 8,000
Gravel 10,000
Macadam 15,000
Bituninous nacadan 25,000
Bituninous concrete 30,000
Concrete 35,000
Brick ) 40,000

Applying this scale we find that the average investment in
each mile, of the 296,056 miles of State nad local surfaced roads

in the group of 17 States, is 412,500 and against each mile tmare

is an average debt of $2,220. In the group of 31 States the‘gyexage-‘~

investment in each mile of the 330,081 ailes of State and 10Q§§J§ux—

faced roads is %15,000, and against each of ithese niles t“er@ is a.

combined State and local debt of %4,915. The difference in tae\in~'@;i

debtedness approxizately equals the difference in 1mvestment._7 l;; 

Let us nov cozxsider the county and local income_alona‘i;;:w;,jﬂ 

these two groups of States. We find that she totals for the two
groups differ by less than 20 million dollars, being $446,2QQQQ§Q’
epproximately in the group of 17 States taat iave no State‘basﬁ%g,

and #£55,000,000 in the group of 31 States tiat have issued State
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bonds. The figures are for 1928. When we look to the m
of this income that was derived from the sa’iééf bm&u,
that in the group of 17 States it was 23 per 6ént an&int.‘w
of 31 it was 15 ner cent of the total. In o‘mer words. tﬁé""ipeople
wio are supposed to oppose bond 1saueskm~e actually ismﬁ.ng high—-
interest local bonds in counsiderably greater nronortion to -their »
total local higziway inceme than the veovle viho ,pramahiy-fﬁi'éf“?*%q ;

issuance of honds.

Oue more comparison and I am through with these intara&ting;f
groups of States. I nhave referred to the trausfers of income that :
take place annually tetween the States and their local unﬂ:‘sf ef
zovernment. In the larze majority of the States, it works both
ways. Tre counties and townsZips sive and receive. The States

receive and sive. But anvarently the local units are generglly

convinced that it is more blessed to give than to receive. At any i
rate, the fact is that 33 of tae Stateéactuallyk do teé@iv&ﬁz
thelr local units more than they give in return. ek
0f the group of 17 States, all but t’ﬁfee" arev«zaatf‘béém
by this practice, and the net gmin to the States of this gzro
aroxinately $59,200,000. Of the group of 31 States, 20 are simil&»

benefited by the iaterchange, although in smaller amount a}m,

17 sisters. 1In this group, the net zain to the States is rmﬂiy :

$15,700,000.  Of special interest here is tre fact t.aat m
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the 17 States is 21 per cent of their ﬁdﬁaifg%a

the »rofit of the 31 States is But 3 '{)ér‘ canfof

income. Bl
The motor veiicle fees and gaaoliue taxesliuruaé over&to”ﬁﬂ

tne counties are not considered in the foreﬁoing analyuis as -

transfers from the States. Though they are 1n faﬁ% ,mllecte&‘ﬂ

by the States they are presuned to belong ﬁo tae counties by lai.
Fowever, when we analyze the amount of tnesa returns 1!:' 'tha tm
grouns of States, we find that the counties nf the graup of 1‘?
States get approxinately %52,000,000 of =z tmtal of %219’700 000
available for highway purposes, and those of the group of Sl Statael‘
zet practically tae sane amouat from o total of $377;BQQ.000. In
other words the counties in the group of 17Statasget 24 per cent :
of the total and those of the 31 States get bﬁiy’14 pet cent.

I subnit that it all comes down to ﬂhis*

That it is generally true that the States fhat éo aet issue '
vonds for highway »urposes return to the cauﬂties a greater

portion of the motor vehicle revemues walch tha aauntiea us

borrow money at hig: rates of interest in order tO hﬁlp the S%ata o

eke out their deficient debt~free incowe,

I do not wish to be understood as'favégtﬁg ti_fiééﬁﬁﬁﬁé'éff*‘ E
bonds under all circumstances. 1 have 3%1& that I bﬁiisve thare

are a few States in which there is no longer the nﬁed that'&xisted o
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a few years ago for the employment of this metnod of fiaan§ 
But I also repeat that every State can still: prcfitahly~1s§&h
for certain purnoses, if not for primary highway building. ihanf»;;
grade crossing elimination, or needed bridges, or the pruvision;
additional facilitlies for the relief of traffiC’congestidﬁ; dr‘féfﬁ
any of the numerous improvements which remain to bakacaémg;iégé&f
in order to raise the efficlency of hijuway service to the &agi;r
able ultimate. -

The outstanding advantage of the bond issue planﬁmay §e .

briefly stated as followsg:

1. A rational systenm of roads econonically in need of‘ 4‘ 
improvenent may Se planned and thelr imnrovement
pushed to completion as rapidly as the physical
linitations of plant, equipment, labor and materials;;’
will vermit.

2. Present low current iacone may be capitalized £52 §f'
creation of income produciag facilitles which sbare
the paynent.

3. The improved roads are built im a sinimun t}a@j%@§ 
venicle overating cost saviags are realized so@#?#'
than they would be under the pay~as~yousgo,plaﬁﬂ;V si

4. Payment is more equitably divided between prasépti;f}

and fature users.
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Savings in cost of construction are made through ylf :

atility to let large contracts.

6. The roads produce wealth immediately in excess of

the debt they creata.

7. Mointennnce costs are lowered.

Put waat of the actual dollars and cents coat of the twé
methods? If we borrow money we must nay interest, Canaequantly
we pay considerably more than s dollar for every dollar obtainﬂﬁ;“_
for road construction. Would it not bo better to pay the cost
directly =nd so save the additional cost of torrowing? If, with—‘a5: ¥
out undue burden of taxation the roads can be built as rapldly as ‘; 
it is possible to build them, the angwer is "yea". If road aax»k‘
vice is already reasonably efficient and econonical tranerartationv“‘ﬁ
is already provilded for in large degree, the answer is "yest, ,3@#

ti.ese conditions obtain in few of our States.

To illustrate the relative costs of conatruaﬁionAbgigge'ﬁwb“‘
nethods of financing, and at the sanme tine o show‘why'iy_?%uu
gconomics to pay the additional cost of the bond methp@_;g_?ydér
speed up construction, let me cite an example based on an g@fﬁ?i‘

vond issue, the $60,000,000 issue voted in Illinois in lsm‘., Tae

interest rate on these tonds is 4 ner cent. P&yﬂent of intare’t‘Jff

began in 1922. Retirement tegan in 1926. It is planned to cmm~ ~ §H,i

nlete retirement in 1944 and on this basis the total intereﬁﬁd‘mj
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payment will be $33,200,000. For each dollar borrowed tie St

will pay $1.55. The bond issue sold for $58, 498, 978 tn the yoa:
1821 to 1824 inclusive. The roads buﬂ.‘t avw&gﬁ 439, 394 per. miie,
and the money realized paid for 1,480 miles which were uamplat&d
by 1925. Amortization is spread over a period of 23 years, mﬁktu@
an averare annual payment of $4,052,200.

Yow let us suppose that instead of isguing the bBonds this *
same average annual cum had been used m pay for these roads &ira’éf- |
ly. It would then have taken 15 years to complete the roads which
under the bond plan were completed in 5 yoars. In other wor&ﬁ, the
1,480 milern of road wers avalloble Tor an average perloed of & years
under the bond plan before they would have been availadle under the
paAy-as-you-go plan.

So much is actual fact. Now we must make one or two assump-

tions., We will make them conservatively. We nmust estimate the

number of vehicles these 1,480 miles of paved ro&&'kaul&'a&fv@?fbrﬁf'
the period of & years and the saving in ope“&tiug cogt that tnul&‘w
be returned to the cperators of these vehicles by the availahiiity
of the improved roads. Lot us estimate thet each milv of fhean
roads will be used every day of tie 5 years by an average pf Q§1y‘ff
1,000 vehicles and that tie saving to the owners of'tBEQe'vehf¢$§§i }57 i
is 13 cents per mile. Both of tuese estimates will ﬁé3coﬁ§1&éraaf?;'° ’

I believe, asz sufficiently conservative. The rasult ia,&h'ééﬁl&&i&&:
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seving of $40,515,000 in oderating cost evar thﬁ 5 yaarbpaw
by which improved highway service ims baen adva.aca& which éxcwda
the interest cost on the bond issue by $? 318, OOO

There is still more to be sald about this bbnd ienua.: It
was financed exclusively with motor vehicle revenuaa‘ and no in-
crease 1n the rate of motor vehicle taxntion wasg warmitted, 'iﬁr
1921, when the first bonds were sold, receimta of matar vehicle';’
revenues amouated to %#6,803,556. In 1928 geven years later.;?
anaual receints had incroeased to $15,521,530. In other wordﬂ;f
the pergonal liability of the motor vehicle owners who assuma& '
the debt in 1921 was cut in half by 1928.

The use of motor vehicle revenues to finance bond issﬁsé
dates from 1913. Prior to that year all issues of §tate highway

bonds were financed from the nroceeds of general nronerty taxes.

In 1913, dnine bezan to issue bonds at the rate of $500,000 a year

for highway ourposes, the issues to be fiunsnced from the ﬁ&a‘
of the notor vehicle tax. The arocedure, wnich cane to be'kn'ﬂﬁ;  
as the "Maine plan®, proved its soundness in *ractiaa,haa&_ﬂth
States were quick to ado»t 1t. As & result we find that of

issues cuthorized between 1894 and 1928, totaling $1, 393. 715 /mcy

the suz of %570,374,000 is being financed eitier from notor véhiula
fees or gascline taxes, or both. Of the reﬂain&er, $14, 500 OOG are

being financed from tridge tolls, and $706, 842 , 500 from general State
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revenues. Of this latter anount, ;%oo_cao,om*ig m, S

tie Mew York issuwe far grode sé“nr tian “ur&asaa, an of fh

balance of 8403,842, aOO half wos 4utfariaﬂ&(and isaua& ﬁri

to 1918, when the first gnsoline tax nensure was m&anted.v
There can e no gquestion taat tme wWWImvmaﬁt of mgtar

vehicle revenues to pay for bonds is now the nroner procednr§3  ¢v>
There la one other question tint ﬂust,be‘ansﬁ;rad to i;uﬁd

out & fairly complete pleture »f the sources of highway incoma &n&,fh

the sresent status of nijiwey rinance., Thnt is the questian as tiﬁzﬁf
e reletive contrivutions of those who iiva in cities &nﬁ these "V,;‘
who live ia the cmutry. The st¢tistiu$ W ich would nerwit nf a
covplete answer hnve not been found, but facts are availahle whiehl;
are strengly iandicative. The current revemie for hig%w&y nurpoaasT 

crmes from just taree priancial sources; namely, the Federnl Tr

ury, taxes on real and sersonpl projerty :nd taxes on nator vah
aid their fuel. The Federal contribution may here he 1gnnrad :
is relatively small and is presumably sprend guite genexa;}y Yoy
the entire ponulation. B .

As to the countribution of the motor vehicles. weAfind nat
aceording to the estinntes comriled by tte Parm Journal,‘uhs onl;

existing scurce, 5,427,000 of the 24 493 OOO motor vehicles ragis

tored in 1928, or 22 ner cext of the total, were farmﬁowge@,1f$hﬁg

estimates made anoually since 1922 show a steady decline in the
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nerceatage of farm ownershin.  If they ney be asgﬁmé&{tgugéw%fi 4
anproxinately correct, then tae contribution,af'fﬂrmarsxtafagr;;

rent hicshway income through noter vehicle and gasblin§ £a£§§;is 'f

at »rese:t net more than 22 wer cent of the total of sueh{rQQQﬂnéé;y‘
As farn-owned venicles are in seneral lighter then the avérnga~aad,v
generally use less ;jasoline —er car taan city-ouned ¢ors, -1t e
probable tlat the actunl contribtution to motor verigle revanues{by{ij
farmers is actually less than the 22 ser cent indlcated by the regis-
tration firures.

With respect to the portion of current revenue derived from
taxation of »Hroperty, I have found no comlete statistiés. Renl
nroverty is taxed by the State in 43 States. It is taxed by the
counties in 40 States. It is from these taxes that the general-tax
revenue for hihways is derived.

In tue State of Ohio, which may not te guite representati?a ;

of the averaze, but which is the only source from which I;ﬁgV§ b.‘
able to ovtain satisfactory data, I find hat 28 per cemt of 1
tetal voluatisan of real and nersonal srojperty is cla$s§5;§é”f{*
the renaining 74 per cent as urban. ~Tie taxjrevenne is;?bff¢§¢:éa
srosortional to the valuation, and the 1n&ica§§ﬂns*a#3?t§3ﬁ§”,,
at least, rural oroverty nays approximately a'quart¢§ a£ﬁt§§ #fo,

seneral-tax revenue for highways.
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Another indication of the possible extent of therespec
tive contributions of rural and urban property is found i‘nz tae . :
census classification of population. The census of 1920 showed
that 51.4 per cent of the total population at that timew‘as;u_:‘}bax;,a
The urban percentage of total properiy value is douﬁtless highier; 8
and it would probably not be far from correct to say that the
average urban percentage is approximately 60 per cent.

If, then, we assume that 20 per cent of the motor ’v‘ehic‘l,e

revenues and 40 per cent of the property tax revenues a‘;x_fe con-
tributed by persons resident in the country, we find that of the .
total current highway revenve of States and counties, exclusivevof‘
Federal aid, approximately 30 per cent is paid by persons whb‘ l‘ivg

in the couniry and 70 per cent by persons who 1ive in cities and
towns. The corresponding percentages of curreat State highway
revenue are:

Rural - 22 per cent
Urban - ® 78 per cent

For current local highway revenue they are:

Rural - 37 per cent
Urban - 83 per cent

From this review of the general status and characterofhign
way finance in the United States, I think we niay draw certaznrathe
definite conclusions as to the policies most likely to ,yielﬂ,’_sﬁeées.

The first is that there is need for move scientific andbusiw ‘*

nesslike financing and administration of hnighway improvement ,V which
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should start with o selection of the roands toQbe £nﬂ§ové&na¢cﬁb&iﬁé-i*3

to their relative traffic imnortaace, and an allaeaticn of authority

to State and county authorities on the sanme basis. It ia asmmxeut

that there is still :mmch to be desired in this respect. .ntfferaneaﬁ;ff
Letween the nercentage of total mileare included in the State syétam§ &?
of neighboring States of approximately the same general cultvﬁﬁ.anﬁ  Q'
development, as shown by the records, are too great to be accpunté&_fﬁﬁ

for upon any reagonable basis. So also sre the differenceschoo:gréstw"‘

between the annunl expenditures ner mile of State,system in Stat&ea'\
that have systems of amproxinately the same extent and averace
traffic density approximately equal.

Hishway building 1s 2 glgantic business. It should be con-
ducted in 2 bdusinesslike way. Therec is no excuse for insquitadle

allocation of funds or wasteful expenditure. The traffic survey

furnishes a reliable neans of determining such questions as the
nrover size of State systems, and necessary exnenditures unon the
several narts of the systems. It should te more generallyfamy@pya
as the tasis of hijhway nlanning and budgeting.
We should »ut an end to this merry~go-round of inémne*”

tetween the States and the counties. As I have ghown, thﬂ g&uat
are rather zenerally the losers, and they can i1l afferd ﬁhe 1@93.
¥e should face more frankly than we have, the question af

indebtedness for ai hway ourposes. The mublic loses, and 10866 o
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heavily when, to avoid a State dedt, the counties~are«thiqsﬁgihtdff
debts con which they must necessarily -ay a high rate af‘inﬁ§t®§§;¥;; f

Ia closiny I snould like to 23d that sound hi@hway‘finéﬁéinéi°:?
imnlies as essential adjuncts, so evidently as to need no,gla;h:sﬂ o
ration:

First, reasonnble security of tenure for conpetent‘ exemttve  1
officinlg; second, honest and husinesslike adninistration 6hir&,ﬁ5f
conmlete and accurate accounting; nnd fourth, adequate m&intannn¢a f]ff

nf the roads in which the public capltal is invested.




